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Policy Address 2001

Complementing Our Strengths with Those of the Mainland

27. Enhancing co-operation with the Pearl River Delta (PRD) is of particular importance. Over the past two decades, Hong
Kong and the PRD have complemented each other, and together developed into a highly productive economic region. With a
population of 40 million and many affluent consumers in a number of cities, the PRD is an enormously attractive market.
Following China's accession to the World Trade Organisation, co-operation between Hong Kong and Guangdong will rise to new
heights. The Government is determined to actively promote economic co-operation between Hong Kong and the PRD region
with a view to achieving a 'win-win' situation. This is a key element in our efforts to consolidate and enhance Hong Kong's
position as an international centre for finance, trade, transport and logistics, as well as a premier tourist destination.
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Regional Division of Labour of “Front Shops, Back Factories “ Model

* In 1978, China implemented economic reform and “open door” policy which substantially
enhance the economic development of both Hong Kong and PRD region

* PRD (Back factories): Cheap labour and land price attract Hong Kong manufacturing industry
relocated to mainland China and become the one of major production bases in China.
* Hong Kong (Front Shops): Capitalizing the advantage of international trading experience of

Hong Kong, producer services on product development, quality control and marketing
experience fast growth in this period.

* The relocation of Hong Kong : . Fr(:(nt Shops
Back Factories

manufacturing industry promote the
economic development of PRD

* Front Shops, Back Factories model
contributes to the economic
restructuring of Hong Kong from
manufacturing industries to producer
services

What’s Next After
Front Shops, Back Factories Model ?

In Search of
New Economic Cooperation Models |

o Decline of Front Shops, Back Factories model in 1990s
« Rapid growth of High Tech Industries and Producer Services in the PRD and other regions
o New Local, Regional and Global Development
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What's Next After
Front Shops, Back Factories Model ?

In Search of
New Economic Cooperation Models |

o Hong Kong becoming a science and technology centre in the GBA
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Hong Kong innovation capability: Universities, labs and research centres

® 4 universities in Hong Kong are among the top 100 universities in the Quacquarelli
Symonds (QS) World University Rankings 2019

* 16 State Key Laboratories in Hong Kong, while 11 in Guangdong Province

* 6 Hong Kong Branches of Chinese National Engineering Research Centers,
while 23 in Guangdong Province
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Hong Kong’s Participation in High-Technology Industrial Development
in the Pearl River Delta

Evidence from the Firm-level Questionnaire Survey and In-depth Interviews
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2. Research Design and Data Collection
2.1 Research Questions and Design

Characteristics of high-
technology industrial
development in the
Pearl River Delta

Hong Kong’s

¢ > participation into the

high-technology
industrial development

Views of high-

— technology industrial

firms on Hong Kong’s

roles and reasons

=N

Characteristics of Performance Use of Use of Use of
High-tech firm of Hong Kong- | | Hong Kong Hong Kong Hong Kong
development funded firms Labour Force Technology Producer Services
E Date of Employment i
E establishment scale ! Reasons for
i Innovation Supply/Market E doing or
1| performance linkages E not doing so
| gy g g g g ey gy gy
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2. Research Design and Data Collection
2.2 Data Collection

O  Industrial sectors :

Pillar Manufacturing Key emerging high- Technological fields with
Industries in the technology industries to competitive advantages

Pearl River Delta be promoted in the GBA from Hong Kong

v
Technological fields with both competitive
advantages from Hong Kong and potential
industrial applications and future growth in

the Greater Bay Area
[
Biomedical Intelligent
Products Equipment
o (Al and Robotics)
A B - :
B B G
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Roles and advantages of Hong Kong
and the Pearl River Delta

Combine advanced technologies from
Hong Kong and leading manufacturing

industries in the Pearl River Delta

l

Industrial sectors that apply the
technological fields above
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2. Research Design a
2.2 Data Collection

O  Industrial sectors :
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nd Data Collection

Leading
technological support with competitive

ing industries in the PRD that potentially use
advantages in Hong Kong

Industrial Sector

Four-digit Level Sector

SIC 2761 Manufacture of Biomedicine

AL i

SIC 2762 Manufacture of Gene Engineer Pharmaceutical

D TR A 1

SIC 353 M of Special for Food, e,

Tobacco, and Feed Production

R0 N ) e i 1

SIC 3581

of Medical Di Monitoring and

Biomedical Products

LYBEE SR

Therapeutic Equipment

BRROI B R R

SIC 3582 Manufacture of Equipment and Instruments Used in
Stomatology Department

VR il e 28 HLA

SIC 3583 Manufacture of Medical Laboratories and Medical
Disinfection Equipment and Instruments

B8 R B PV A 2 L e

SIC 3584 Manufacture of Medical, Surgical, and Veterinary

Instruments
B, SR RS P AR i
SIC 3585 Manufacture of Mechanical Treatment and Ward Nursing
Equipment
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2. Research Design a
2.2 Data Collection

O  Industrial sectors :

@ BHEBRARENERA s
EY  1n Search of New Economic Cooperation Models

Between Hong Kong and the Greater Bay Area

¢ THE UNIVERSITY OF HONG KONG
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Leading

use technological support with competitive advantages in Hong Kong

ing industries in the PRD that potentially

Industrial Sector

Four-digit Level Sector

Intelligent Manufacturing Equipment

B RS

SIC 3491 Manufacture of Industrial Robotics
LR

SIC 3492 Manufacture of Special Robotics
R SE A\ e

SIC 3493 Manufacture of Additive
Manufacturing Equipment

S i e s

SIC 3961 Manufacture of Wearable Smart
Devices
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SIC 3962 Manufacture of Intelligent Vehicle
Equipment
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Aerial Vehicle
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SRS B o A s

SIC 4011 M
System

T3 B ] A E

of Industrial

Researchers: M )

1c6D ’\.\

DEPARTMENT OF GEOGRAPHY
e ,m THE UNNVERSITY OF HONG KONG
L

HKY
BUSINESS
SCHOOL

AXHTER




11/18/2021

B

(s exm

© THE UNIVERSITY OF HONG

2. Research Design and Data Collection
2.2 Data Collection

O Survey Time-period
*  December 2020 to May 2021
e Collaborated with a professional survey firm

Samples Selected

* Randomly selected 363 high-technology firms in Dongguan and Shenzhen
e 169 Biomedical Products and 194 Intelligent Manufacturing Equipment
* 50 interviews with government officials, professionals, and firm managers

lasting 1 hour in average

I AP BiE B MENFEEA (A
‘“’r In Search of New Economic Cooperation Models

KONG Belween Hong Kong and the Greater Bay Area

1400

Annual growth rate of 10.4% and 32.8%
3,517 Biomedicine/Biomedical firms
and 649 Industrial robotics firms in
Shenzhen by 2018
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2011 2012 2013 2014 2015 2016 2017 2018 2019

Industrial added value of Biomedical/Biomedicine industry

80%
70%
60%
50%
40%
30%
20%
10%
0%
-10%
-20%

) Industrial added value of Intelligent Equipment industry
Dongguan Shenzhen TOtal Proportlon ——Growth rate of of Biomedical/Biomedicine industry
Domestic-funded 58 64 122 33.6% ~—Growth rate of of Intelligent Equipment industry
Development of Biomedical/Biomedicine and Intelligent Equipment
= 9
Hong Kong funded 56 61 117 32.2% industries in Shenzhen during 2011-2019
Other overseas-funded 64 60 124 34.2%
Total 178 185 363 100.0%
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2. Research Design and Data Collection
2.2 Data Collection

U Questionnaire Structure

1) Part A. Firm attributes
2) Part B. Firm history
3) Part C. Locational factors in the PRD

4) Part D. Supplier and market linkages
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5) Part E. Technological sources and collaborations
6) PartF. Producer service linkages
7) Part G. Cooperation with Hong Kong

8) Part H. Market and innovation performances
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3. Research Findings
3.1 High-technology Industrial Development in the Pearl River Delta

U Development trends U Development stage
*  Mainly expanded in the post-crisis era over the past decade ¢ The early stage of high-tech industrial development
140 60% - -
Accumulated number of - Pfercentage of Firms with
sample firms founded in so% | different employment scales
100
each year 40% | Small-and-medium sized firms Medium-and-large sized
80 firms
60 30%
40 20%
20
10%
0
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OO OO oo Taaasaaaaaasaaaaaaaaassas 1-50 51-100 101-500 501-1000 Over 1000
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3.1 High-technology Industrial Development in the Pearl River Delta

O Products and forms of production U Supplier and market linkages

* Towards Original Design and Brand Manufacturers ¢  An increasingly complete supply system within the PRD
P . * A mixed regional, domestic, and overseas market orientation
ercentage in the number
of sample firms

100% B 100% 100%
so% | Forms of production 0% Geographical distribution 0% Geographical distribution
80% 80% of goods suppliers 0% of market
70% 70% 70%
60% 60% 60%
50% 50% 50%
40% 20% 0%
30% 30% 30%
20% 20% 20%
10% 10% 10%
0% 0% - -
) - 0%
Processingand | No Original  Original Design Original Brand Pearl River Delta Other regionsin  HongKong  Other overseas Pearl River Delta Other regionsin  HongKong  Other overseas
Trade g Equipment Mainland countries/regions . . .
Activities here Manufacturer  (ODM) (0BM) Mainland countries/regions
(0EM) W Domestic-funded B Hong Kong-funded [ Other overseas-funded m Domestic-funded B Hong Kong-funded O Other funded
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3.1 High-technology Industrial Development

O Six most important locational factors for high-tech

i)

K o8

in the Pearl River Delta

industrial firms in the PRD
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Geographical proximity to goods suppliers

Easily access to regional market
Complete transport, communication, and information...
Geographical agglomeration of firms in the same and...

o
o
0
-
-
n
~

1) GOOdS Supp“ers: Geographical prOXimity to gOOdS Low land cost and house rent  —————
su |ierS Geographical proximity to business/technols service...
pp Easily access to overseas market e —————
. . . . Low labor cost  n— Average Score of
2) Reglonal Market: Ea5||y access to reglonal market Geographical agglomeration of high-tech foreign-... — imporgtance of locational
. . Concentration of founder's social networks T R
3) Infrastructure: Complete transport, communication, Sufficient supply of professional management workforce  mmmm— factors in the PRD
H H f Sound market mechanism  E— S5=most important
and |nf0rmat|0n |nfraStrUCtUre Geographical proximity to parent company — E— 1=Ieastim§ortant
. . . Pro-business and efficient government  m—
4) Agglomeration Economy: Geographical agglomeration Geographical proximity to founder's former employer s
H H H Complete technological infrastructure (e.g., universities... m-
of the same and related industrial firms oraterontiol govoromont politiesmm
n . . G hical imity to H K -
5) Domestic Market: Easily access to domestic market B iy hgh oty |m
. . .. Compelete intelletual property protection institution
6) High-skilled Labour Force: Sufficient supply of High service quality of intermediary agencies ®
technical/engineering workforce
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3.2 Hong Kong’s Participation in High-Technology Industrial Development in the Pearl River Delta

U Performance of Hong Kong-funded firms
Hong Kong-funded firms have more technology patents than other firms
Hong Kong-funded firms perform better in developing nationally new products/technologies than other firms

Researchers: WZ‘A}D

Percentage in the number

Absolute number of firms of sample firms
80 " " 60%
. Patent application Development of new
o 50% | products/technologies
5
50 40%
40 30%
30 20%
20
10%

10

0 0%

Yes No Invention  Utility model Design

W Domestic-funded B Hong Kong-funded O Other overseas-funded

Globally new

Nationally new

Firm-level new

No new

product jes products jes product:

jes products
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3.2 Hong Kong’s Participation in High-Technology Industrial Development in the Pearl River Delta

O Labour sources
* Hong Kong is insignificant in labor provision
* For the insignificant labour usage, PRD uses more Hong Kong senior mangers than R&D workers

Percentage in the number
of sample firms

100% 100%
90% Geographical sources of 90% Geographical sources of
80% R&D workers 80% Senior Managers
70% 70%
60% 60%
50% 50%
40% 40%
30% 30%
20% 20%
10% 10%
0% ( ) 0%
pearlRuerDelta  Other regions in HoxTong Other overseas Pearl River Delta  Other regions in Hong Kong Other overseas
Mainland countries/regions Mainland countries/regions
W Domestic-funded B Hong Kong-funded O Other overseas-funded m Domestic-funded @ Hong Kong-funded O Other overseas-funded
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3.2 Hong Kong’s Participation in High-Technology Industrial Development in the Pearl River Delta

U Technological sources O Producer service linkages

* Hong Kong-funded firms rely more on Hong Kong * Domestic-funded producer services enjoy the largest
as the major technological source market share

* Hong Kong-funded firms do R&D both in the PRD * Hong Kong-funded producer services share around 15% of
and through parent firm in Hong Kong market from Hong Kong-funded high-tech industrial firms
100% 100%
90% Geographical distribution of the 90% Market share of different sources
80% major technological sources 80% of producer services

70% 70%
60% 60%
50% 50%
20% 40%

30%

30%
20%
10%

20%

0%
0% R ‘ oth . oth Market turnover of Marke SFHong  Market t of other
Pearl River Delta ther regions in Hong Kong ther overseas domestic-funded producer  Kong-funded producer  overseas-funded producer
Mainland countries/regions : ) 3
services services services
= Domestic-funded  MHong Kong-funded 0 Other overseas-funded W Domestic-funded M Hong Kong-funded (1 Other overseas-funded
_
mE iy ’
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — Overall "

U Hong Kong’s roles in high-technology industrial development in the PRD

4
Average Score of the importance of
35 Hong Kong’s roles in high-tech
3 industrial development in the PRD
2 S5=most important

1=least important

Investmentand  Labor supp echnological  Corporate
entrepreneurship support financing.

Labor supply

Producer services Jnvestment and  Technological
entrepreneurship  support

Market
expansion

International
operation

Corporate
financing

Producer
services

m Domestic-funded B Hong Kong-funded 0 Other overseas-funded
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Technology

U Hong Kong’s role in providing 100%
technology for high-technology 90%
industrial development in the PRD 80%

70%

* Mainly used by Hong Kong-funded 60%
firms, insignificant for other firms 50%

* A great majority of domestic-funded gzj
and other overseas-funded firms never 20;
use Hong Kong technologies 10%

0%

I
e Y
R AR
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Percentage in the number
of sample firms
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Have been using all Using since last year Once, but no longer
the years using now

Never
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Branch offices iy MAG—-AGA \ Branch offices
in Dongguan

e+ === + =« = = — Border

Headquarter-Branch linkages

e Cross-border intra-firm linkages as

channels for technology transfer

Headquarters in Hong Kong
* Branch offices in Shenzhen and Dongguan

primarily rely on their Hong Kong
headquarters to obtain technologies

e
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Technology

O Reasons for using/not using Hong Kong technology Lo s

2 -
18 Reasons for using Reasons for not using
16 Hong Kong technology Hong Kong technology
14 3=most important
12 1=least important

1
0.8
0.6
0.4
” I

0 |

Effectiveto  In line with More Cutting-edge Sound Awell- Strong
meet international  competitive  and advanced { i i ions for Unsound Difficulties in  Ineffective to Weak intentig
technological standards, with comparedto  scientificand ¢ t i technological understanding” technological communication meet to cooperate
demands potential to n property cooperation cooperation of HK's cooperation technological
engagein  Mainland China achievements protection S X
B cost scientific and @ehanism demands
further system in Hong
international Kong te?h”""’g‘/ -
cooperations ® Hong Kong-funded achievements W Domestic-funded O Other overseas-funded
= Bltiness | 1cop I°. 237 DEPARTMENT OF GEoGRAPHY &
Researchers: 22 SCHOOL | ‘s or i Gl Devkgmert THE UNNERSITY OF HONG KONG
s RANTeR ¢ RKU SUN YAT-SEN USIVERSITY

il

12



11/18/2021

K o8

.. THE UNIVERSITY OF HONG KONG

AP BEEERARENTENS AR
‘“r 1n Search of New Econamic Cooperation Models

Between Hong Kong and the Greater Bay Area

3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Labour Force

U Hong Kong’s role in providing labour

100% -
force for high-technology industrial oo% P:"e"'age,‘“ the number
. Oof sal rms
development in the PRD 0%
* Hiring mainly by Hong Kong-funded 70%
firms 60%
50%
* Nearly 16% of other overseas-funded o
6
firms have hired Hong Kong labour force 205
but no longer hiring now
20%
10% ﬂ
0% | ._.
Have been hiring all Hiring since last year Once, but no longer Never
the years hiring now
m Domestic-funded B Hong Kong-funded O Other overseas-funded
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Labour Force

U Reasons for hiring/not hiring Hong Kong labour force L HHt

25
Reasons for hiring Hong Kong

labour force

2
3=most important
15 | 1=leastimporta
1
0.5
0

High Responsible and  Strong capability International
comprehensive dedicated working to solve problems vision and good

quality attitude understanding of Mainland China
international rules
W Domestic-funded B Hong Kong-funded O Other over: funded
. wrinly & [l - T
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25
Reasons for not hiring Hong Kong

labour force

2
1.5
1
0.5
0

High labor cost

Ineffective to solve
problems

Difficulties in
communication

Not familiar with
Mainland China

m Domestic-funded M Hong Kong-funded [ Other overseas-funded

-~

Difficulties in hiring
HK residents, as they
have low intention to

work in Mainland
China
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Labour Force

U Comparison of average wages between Hong Kong and the Pearl River Delta by year

* Gap in average wages between Hong Kong and the PRD Median Average by Professions (2016)
g 300
Trend of average salary in Hong Kong and the PRD T 500
o 200 g
z 2 100 I I
» 180 E
b =, [ | [ | [ | ]
T 160 ) N )

N . 5 Professional Management Scientific ~ Office staff (
(7)Source of mean salary in the PRD: - 140 technical researcher white-collar)
Annual "Southern Talent Guangdong
Salary Survey Report” by The Southern 120 m Hong Kong 2016  m Guangdong 2016
China Talent Market (2014~2020)

(2)Source of Hong Kong data: Report on 100 Median Average by Professions (2020)

Annual Earnings and Hours Survey by

Census and Statistics Department, 80 .’*_._/"__. a 300
HKSAR x
(3)The mean salary of the PRD is 60 r] 200
calculated based on the average salary 40 [ 100
of the 7 cities in the PRD ( Shenzhen, 2
uangehou, Foshan, Zhuha, Dongguan, 2014 2015 2016 2017 2018 2019 2020 E . l . . N
Huizhou and Zhongshan). The value has —e— Hong Kong (Median) —e— PRD (Mean)
: Professional Management Scientific ~ Office staff (
been transferred in to HKD by
multiplying 1.2. Shenzhen (Mean) Guangzhou (Mean) technical researcher white-collar )

m Hong Kong 2020  ® Guangdong 2020
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Producer Services

O Hong Kong'’s role in providing producer

services for high-technology industrial 100% Percentage in the number
development in the PRD zg; of sample firms
* Mainly Hong Kong-funded firms buy ;gz‘
producer services from Hong Kong 500/:
* Over 20%, 13%, and 10% of overseas- 40%
funded firms, Hong Kong-funded firms, and 30%
domestic-funded firms once bought Hong iz:f
Kong producer services but no longer 0;

buying now (decoupling with HK producer Have been buying all Buying since last year Once, but no Ionger Never
services) the years buying now
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3.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — HK Producer Services

O Reasons for buying/not buying Hong Kong producer services

1.8 1.8
16 Reasons for buying Hong Kong 16 Reasons for not
14 producer services ‘ uying Hong Ko
12 3=most important 14 roducer servicgs

’1 1=least important 12
08 1
0.6 0.8
0.4 0.6
0.2 0.4

0 0.2

High Understand of ~ We have Effectiveto  Geographical Clients' Sound cross- : / /
professional international businessin HK meet service proximity, as requirement border service 0
level and lower marketsand  and abroad demands many HK- mechanism High cost Not familiar  Difficulties in Unable to meet Unsound cross-
price than rules funded firms with Mainland communication  demands border service
other overseas- invested in the China mechanism
funded PRD
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4.3 Views of High-Tech Industrial Firms on Hong Kong’s Roles — Location and Sector

* Shenzhen firms have stronger decoupling effects with Hong Kong producer services

* Biomedical firms are relying more on Hong Kong technologies

Percentage in 100% 100%
the number of | o0y | Buying Hong Kong producer 0% | Using Hong Kong technology by
sample firms oy | services by firms in so% | Intelligent equipment firms and

70% | Shenzhen and Dongguan 70% | biomedical firms

60% 60%

50% 50%

40% 40%

30% 30%

20% 20%

10% 10%

0% 0%
Have been buying Buying since last ~ Once, but no Never Have been using ~ Using since last Once, but no Never
all the years year longer buying now all the years year longer using now
M Dongguan OShenzhen | Intelligent Equipment O Biomedical Products
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4. Conclusions

1) High-technology industrial development in the PRD arose in the post-crisis era over the last
decade, which is still at the early stage of development, driven mainly by innovation

2) The PRD is changing to become an increasingly complete high-tech regional supply system with a
mixed market orientation, not only Western but also domestic market.

3) Hong Kong engages in the new wave of high-tech the PRD primarily by its own direct investments
and its special role as an international window

* Organizational linkages between parent firms in Hong Kong and branch offices in the PRD form

critical channels for Hong Kong labour mobility, technology transfer, and producer service
provision

* The emerging decoupling of producer services between Hong Kong and the PRD in in the PRD
is alarming
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5. Policy Implications
1) Need to let PRD firms know about Hong Kong’s High-Tech innovations

* Lack of understanding of HK’s innovations

2) Further enhancement of Hong Kong’s R&D environment

* PRD’s high-tech development is very fast. We need to continue to be internationally leading
* More incentives for university staff to be engaged in R&D

3) Development of 0-1 and 1-100 start up industries in Hong Kong & High-Tech Firms in the PRD
¢ PRD’s high-tech firms do not use HK’s workers and technology
¢ Give incentives to HK investors to set up High-Tech firms in the PRD

GBA Business and Research Visa & Counters

4) Front Desks, Back Offices to obtain business in the PRD
e Use of HK's producer services diminishing
e Rapidly growing high-tech firms in PRD and domestic markets in mainland China

5) Smart GBA and Business Visa and Counters
* More interactions of PRD firms, researchers and professionals with HK’s research and business
* Use HK as international windows and platforms
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< C 0O O N http://www.dupad.hku.hk/hkprd/greaterbay/
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Guangdong-Hong Keng-Macau Greater Bay Area Information Net
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Cepsartment of Urban Planring and esign
Contre of Urban Studses and Urban Planning
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The Guangdong-Hang Kong-Macau Greater Bay Area comprises the © cities of Pearl
River Deita regicn in Guangdong Pravince {l.e. Guangzhou, Shenzhen, Zhuhai, Foshan
Dongguan, Znongshan, Zhaoging. Hul |zhou ano Jummen and the two Speca
Regions of Hong Kon pr -n the attempts 1o
“fully heverage the integrated advantages unm Gus angam] g Kang and Macao
region, deepen cooperation amongs! Guangdong” a5 wel a5 ta “paricipate in
1.8 high lever1

oy -
earkd
The Greater Bay Area was festly invoived as one of the national development sirategies.
it o 7 2015 when i was authorized Incluced In the Outie of the 13th Fhve-Year Plan of the
People's Repuiblic of China. The vision of Greater Bay Area wars ais0 staled clearly in
 Cantact Prerier Li Kegiang's feport of govermment work in 2017 and 2018

on 1 July 2017, the Framescek Agreement on Despening Guangdong-Hang Kong.

Macao Cooperation in the De\“'ioome'\l of the Greater B.h Area 1] was signed in Hong
LY [ of the Greates Bay Ared was hen

eatablishied, with the fist pleriary meeting hekd in August 2018 in Beiing

This 5""'9"‘?‘**‘"5 Kong-tacay G.-uwan Area Informasion Nef is pan of e
Public Policy R (SPPR} gdong.Hong Kong-Macsu Greater

L atlr-eanmsﬂdmgwmlammwmmmalww 0 search
for Indoarmation hat are neeced for doing business, fravelling, and understanding the
Guangdang-Hong Kong-Macau Greater Bay Area

priong-Hong Kong-Macao Cooperatian in

Websites of the Guangdong-Hong Kong-Macau Greater Bay Area
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