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Executive Summary

Background

Under global economic restructuring, the value and status of industries have been
revived in many countries. Manufacturing industry had used to be one of Hong
Kong’s top economic driving forces until Mainland China (the Mainland) introduced
economic reform and the “opening up” policy in late 1970s. Due to lower land cost
and labor costs in the Mainland, many Hong Kong manufacturers had relocated
their production lines to the adjacent Pearl River Delta (PRD) and developed the
model of “front shop, back factory”. Such a shift from local production to the form
of “external development” has helped Hong Kong producer services to grow rapidly
by supporting these manufacturers setting up factories in PRD cities. The role of
service industry in local economic structure thereby has been enhanced. Over the past
decades, this mode of investment had made various contributions to local economic
and social development. Many Hong Kong-invested manufacturing enterprises in
PRD cities, though are predominantly engaged in traditional manufacturing sectors,
have persisted in the development of the real economy for years and established
a solid industrial foundations. Yet they have neither received due attention nor
being leveraged to the full potential in the context of a rapidly developing internet
economy. Moreover, without a well-planned industrial policy from the Hong Kong
SAR Government, and the lack of concern on Hong Kong-invested manufacturing
enterprises operating in the form of “external development”, Hong Kong results in

industrial stagnation.

In recent years, various economic entities aim to reinvigorate industrial development
by means of “technology + industry”. Following four decades of opening up
Mainland market, the PRD has become one of the most economically open and
market-oriented regions in the Mainland. It is believed that the PRD can become
one of the most prominent places to lead the industrial development in the new era.
Recently, the promulgation of the “Guangdong-Hong Kong-Macao Greater Bay
Area” (GBA) initiative has brought new opportunities to the overall development
of the 9 GBA cities. This research report focused on Hong Kong-invested

manufacturing enterprises in 9 GBA cities who have their production lines set up in
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the Mainland but with headquarters in Hong Kong. A survey, in-depth interviews and
focus groups had been conducted in order to better understand their operations and
economic contributions to the GBA. Besides, the report introduced some of the main
strategies adopted by 11 countries/regions (including the United States, Germany,
Israel, Singapore, South Korea, and Denmark, etc.) to upgrade and transform their
industries. Their experience could serve as references for industries in Hong Kong to
better re-position with a new image, to evoke public awareness on the development
of Hong Kong’s traditional manufacturing industry. Last but not least, a series of
specific policy recommendations had been drawn up to assist these enterprises
responding to the needs of Industry 4.0 development as well as actualizing industrial

transformation and upgrading.

Summary of the experience of promoting industrial transformation and
upgrading, and Industry 4.0 in selected countries/regions

3. Many developed countries had devalued the values of industries and adopted “de-
industrialization”. However, the importance of the real economy was reaffirmed
after the outbreak of economic crisis in late 2000s. With the advent of Industry 4.0,
most of the governments from our selected countries/regions have proposed new
industrial policy, clarified their vision for future industrial development, as well as
formulated actionable and targeted industrial development strategies with a moderate
level of policy tilts. They have also actively participated in the international division
of labor in accordance with their own comparative advantages. This has laid a solid

foundation for local sustainable economic and social development.

4.  When formulating the strategic plans for Industry 4.0, governments from selected
countries/regions chose not to blindly follow any specific set of models, but to start
with the fields with local characteristics and international competitiveness, and to
focus on emerging industries. Emphasis had been put on the overall planning and
integration of policies, while maintaining a good coordination between different
government departments in promoting industrial development. These governments
are committed to give strong and the highest level of support to promote industrial
transformation and upgrading. Most governments put highest level of attention to
nurturing industrial talents, including launching different forms of training programs
to strengthen their Industry 4.0-related skills, while enhancing the importance of

applied technology education as well as its social recognition.
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Most governments from these selected countries/regions actively play the role
of “promoter” and “facilitator” in providing comprehensive policy guidance and
support. They are committed to establishing and strengthening the co-ordination
among the “Government, Industry, Academia and Research sectors”, thereby to help
accelerate the process of technology transfer. At the same time, the “fight alone”
model used by most enterprises are no longer effective in coping with the trends of
future business development. It is then advocated by the governments to encourage
enterprises with different sizes to work together and support mutual transformation.
Another policy focus in various places is to better support the development of SMEs
so as to gradually upgrading towards Industry 4.0. Specific measures have been taken
place in assisting SMEs, especially those of traditional industries, to transform and
upgrade.

Economic Contributions of Hong Kong-invested Manufacturing Enterprises in
9 GBA Cities to the GBA

During the early stage of economic reform and opening up, Hong Kong
manufacturers were the first to move their operations to the Mainland, and they had
introduced modern technology and international quality standards while setting up
their production lines in the PRD since then. They subsequently assisted the PRD
region to accelerate its entry to the high-tech industrial production system, and helped
the integration of the region and the global production network. These enterprises
had also provided many employment opportunities, absorbing a large amount of
labor force. With the rise in people’s purchasing power, domestic consumer market
developed which stimulated the PRD’s economic and technology growth; thereby
consolidating the foundation of the region’s manufacturing industry, service industry
and basic infrastructure development, and enhancing its process of industrialization

and urbanization.

For a long time, Hong Kong has always been the largest source of direct investment
in the Mainland. According to the data collected through big data analytics, the
number of active Hong Kong-invested manufacturing enterprises in 9 GBA cities
over the past five years has been on a steady rise. There were 21,345 registered
enterprises in 2018, with a cumulative registered capital of RMB 317.7 billion, and
some 2.71 million of employees. In 2017, the operating profit reached RMB 54

billion. Meanwhile, based on the survey findings or big data collected, estimations
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10.

had been made on the business performance of Hong Kong-invested manufacturing
enterprises in 9 GBA cities in 2017-18: the amount of investment is around HKD
468.1 billion and their turnover is around HKD 900.3 billion; taxes amounted to
around HKD 28.1 billion and loan amounted to around HKD 227.6 billion.

A large number of Hong Kong manufacturers moved their production lines to the
PRD after the reform and opening up. This transformed Hong Kong’s manufacturing
industry from “Made in Hong Kong” to “Made by Hong Kong”. Hong Kong’s
processing trade has slowly changed from local processing to outward processing.
Survey results indicated that 56.3% of the responding enterprises would import
raw materials and components, which were used by their factories in the PRD,
through Hong Kong. Similarly, majority of the respondents (67.8%) opted for partial
exported-goods passed through Hong Kong. Hong Kong businessmen interviewed
also shared their views that Hong Kong’s well-established legal and financial system
were crucial when deciding to export products through Hong Kong, especially the

high-value goods and products with strict delivery deadlines.

Concerning the fact that most Hong Kong-invested manufacturing enterprises in 9
GBA cities are not classified statistically as “manufacturing industry” but “import/
export firms” in service industry in Hong Kong. Some of them have also engaged
in sub-contract processing arrangement in the Mainland, and rendered, in varying
degrees, manufacturing-related technical support services to the production units
in the Mainland. These firms are different from the traditional import/export
traders. However, even with such difference, the economic value and employment
generated by these firms locally are classified under the services sector instead of
the manufacturing sector in relevant statistics. In this regard, the scope, scale and
contributions to the society of Hong Kong-invested manufacturing enterprises
operating in the form of “external development” are thus underestimated.

Manufacturing industry are the driving force behind the continuous development
of many producer services. In the early years, Hong Kong-invested manufacturing
enterprises who set up factories in the PRD drove up the demand for trade-related
professional services rapidly in Hong Kong. This also stimulated the development of
the service industry, and provided a large number of employment opportunities. This
helped facilitate the economic restructuring of Hong Kong. According to the survey
findings, a considerable number of respondents are using business and professional
services provided by Hong Kong service providers. Based on the data collected, the
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expenditure on using different types of business and professional services by the
Hong Kong-invested manufacturing enterprises in PRD cities has been estimated,
including “Accounting / Finance and Audit” totaling around HKD 1.9 billion;
“Insurance” totaling around HKD 1.3 billion; “Loans and Other Financial Services”
totaling around HKD 11.7 billion; “Logistics, Parts Sourcing and Warehouse
Management” totaling around HKD 11.4 billion; “Information Technology” totaling
around HKD 1 billion; and “Production Unit Installation & Design and Maintenance”
totaling around HKD 2.3 billion. This showed that even with their production bases
far away from Hong Kong, these enterprises still maintain close ties and cooperation
with the Hong Kong economic system, to a certain extent contributing to the

development of the service industry.

Operation of Hong Kong-invested Manufacturing Enterprises in 9 GBA Cities

I1.

12.

The 400 Hong Kong-invested manufacturing enterprises participating in the
survey had their factories set up mostly in Dongguan, Huizhou, Guangzhou, and
Shenzhen; the number of self-owned factory run by most of them is one. Most
of these enterprises (42.8%) were established in the 1990s with the investment
widely distributed across various manufacturing sectors, “clocks and watches” and
“electronics” accounted for a relatively higher proportion. In terms of investment
form, a lot of Hong Kong manufacturers were “Processing and Assembly Factory
Business” (PAFB) at the initial stage of opening up. With the continuous changes
in business environment, coupled with the promotion of Central Government
policy, the way Hong Kong capital invested in the Mainland has been changed. The
survey findings revealed that “sole proprietorship” (76.8%) became the mainstream.
With regard to the marketing strategy, people used to think that most Hong Kong
manufacturing enterprises rely on export market, yet survey results showed that the
majority of respondents (59.3%) engaged in both export and domestic sales.

Most of the respondents were SMEs, with more than 90% being operated with less
than 50 employees in Hong Kong. Nearly 90% of the respondents replied that their
headquarters were in Hong Kong, and 100% of them did not intend to vacate the
headquarters from Hong Kong. It is believed this finding was supported by Hong
Kong’s simple taxation and well-established legal system, which give businessmen’s
confidence to keep their business headquarters in Hong Kong. All respondents who
would have plans in listings and IPO fund-raising in the near future chose Hong
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14.

Kong as the designated site. This revealed that Hong Kong’s respected legal system
and the adherence to international standards as well as practices are trustworthy. Most
of the respondents’ factories in the GBA cities (70.9%) had less than 500 workers;
the total number of workers employed by the responding enterprises were 358,000.
76.7% of these enterprises employed Hong Kong people to station in the Mainland,
and a considerable number of them worked as “Administrative Management”
(75.3%), followed by “Engineering Technology” (44.1%) and “Product Research and
Development” (44.1%). Based on the survey findings, the estimated number of Hong
Kong people stationed in the Mainland and were employed by Hong Kong-invested

manufacturing enterprises in the 9 GBA cities were around 65,000.

In the past, public tended to think Hong Kong manufacturing enterprises were
more engaged in OEM. However, the survey findings supported that their business
models were more diverse; nearly one-third of the respondents also took part in
original design besides OEM (OEM + ODM; 30.3%), with another one-third even
had their own brand (OEM + ODM + OBM; 33.8%). In terms of transformation
and upgrading, responding enterprises had adopted different types of transformation
and upgrading measures in the past three to five years. Most of them focused on
enhancing production techniques and improving product quality. “Promoting the
development of high-end products and developing new products” accounted for
the highest proportion (64%). In addition, nearly half of the respondents applied
for patents in the Mainland, and about 40% of responding enterprises’ factories
adopted robotic equipment or other intelligent equipment. These illustrated that Hong
Kong-invested manufacturing enterprises have a considerable degree of innovation
capability and operational capability.

Regarding the difficulties faced by respondents in running businesses in the
Mainland, most of the highly rated options were related to government policies
and systems, including taxation and administrations, environmental policy, and
labor regulations, etc. Concerning the difficulties in Hong Kong, a larger number
of respondents considered Hong Kong’s lack of a complete industrial policy as
the key factor that hinders the development of manufacturing industry. Some
Hong Kong businessmen interviewed remarked that many measures implemented
were neither effective nor practical enough, and that Hong Kong manufacturers
operating in the form of “external development” had always been neglected by the
HKSAR government, with their contributions to the development of the society
being disregarded. In addition, the HKSAR government had not devoted sufficient
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15.

16.

efforts to promote modernized industries to the public. As a result, the entire society
despised the value of industries and importance of industries to the development of a

sustainable economy.

Looking ahead to the next three to five years, the amount of money responding
enterprises would like to invest for the transformation and upgrading or expanding
their businesses was as follows: “HKD 1 million to less than HKD 5 million”
accounted for 21.3%, followed by “HKD 50 million or more” (15.3%); and less
than 20% of the respondents did not have any plans for investment. It reflected that
most respondents were conscious and acted responsively to the changes of the global
business environment, so as to meet the needs of China’s economic restructuring and

development.

The survey referred to relevant measures implemented by other countries for
transforming and upgrading industries as well as developing Industry 4.0 as
reference, and asked respondents to evaluate the effectiveness of promoting industrial
development if similar measures were launched in Hong Kong. The findings showed
that imitating the “Platform Industrie 4.0” proposed by the German government
received the highest scores among other options, demonstrating the high expectation
of responding enterprises on building a platform that unites experts from various
sectors for the promotion of industrial development. The second highest score was
a Korean model which encouraged large enterprises to take the lead in facilitating a
gradual upgrading towards Industry 4.0 for SMEs and start-ups. The score of “The
Singapore Smart Industry Readiness Index” followed closely. These clearly reflected
respondents’ high expectations on reinforcing joint force of the entire industry and
launching comprehensive and systematic support measures by the government for the

promotion of industrial development.

Advantages of Hong Kong-invested Manufacturing Enterprises in 9 GBA
Cities

17.

One of the strengths of Hong Kong businessmen is the strong focus of protecting
reputation, which includes the guarantee of products’ quality and commitments to
working partners. Treating clients with respect and integrity; having a strong sense
of protecting clients’ intellectual property rights; running businesses in a pragmatic

style—these features of Hong Kong businessmen allow them to gain trust and attract
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quality working partners from all over the world. Under a virtuous circle, Hong Kong
brands have become a signature of excellent standard which further consolidates
quality branding of Hong Kong businessmen.

Sharp sense of entrepreneurship is one of the reasons why Hong Kong-invested
manufacturing enterprises can stand on their feet. They not only keep grasping the
pulse of the international market, but also reviewing the business environment from
time to time, as well as exploring every possible way of expanding their businesses.
With years of operating experience, Hong Kong-invested manufacturing enterprises
have formed a thorough and effective production, operation and management system,
with rich experience in dealing with international partners. Their business practices
and technical standards are also highly in line with international standards, giving

Hong Kong manufacturers a unique role to play in the market.

Policy Recommendations for the Transformation and Upgrading of Hong
Kong-invested Manufacturing Enterprises in 9 GBA Cities

Policy recommendations to the Mainland Government (including relevant Central

Government departments, Government of Guangdong Province and nine municipalities
in the GBA)

19.

20.

General principles: To affirm the role of Hong Kong-invested manufacturing
enterprises in the international division of labor and the overall development in the
Mainland towards a new industrial era; to better work out the “policy infrastructure”

in the GBA for the facilitation of a sustainable development.

Recommendation 1: The GBA has a good foundation for implementing pilot
schemes. It is recommended to establish a cross-regional government management
and coordination system, and to set up respective standing institutions to initiate
and coordinate the development and cooperation with manufacturing industry in
the GBA; to formulate an innovation system based on a better cooperation among
Government, industry, academia and research institutes, which combines the strengths
of tertiary education institutions and research organizations in the GBA, with the
aims of assisting the enterprises to adopt new ways of production and sales, as well
as new product development in order to better transform and adding value. These

constitute an authentic, entire chain of technology transfer from the results of science
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21.

22.

23.

24.

25.

and research. To achieve the true collaboration among “Government, Industry,
Academia and Research institutes”, it is recommended to have the coordination
from the Government; collective funding from the Government/Government and big
enterprises; setting up an industrial innovation center with the engagement of various
industries’ associations, universities and research institutes; establishing an affiliated

applied technology university by such industrial innovation center.

Recommendation 2: To boost the efforts made by 9 municipalities in the GBA to
reinforce the transformation and upgrading of Hong Kong businessmen who engage
in traditional manufacturing sectors; to develop a core value which is mutually
beneficial to Hong Kong-invested and Mainland-invested enterprises, and to facilitate
the principle and working mechanism of “friendly enterprises for shared innovation

and win-win cooperation”.

Recommendation 3: To improve the institutionalization, standardization, and
legalization of policies and related measures; to raise the level of transparency and
execution of policies, with more consultations on industries before implementing new
measures. It is also expected to provide a quality, fair, and industry-friendly business
environment.

Recommendation 4: To establish “Processing Trade Zone” and “Innovative
Government-Industries-Academia-Research Park for Guangdong-Hong Kong-Macau
Manufacturing Industry” (or called “Enclaves of Hong Kong-Invested Manufacturing
Industry”) in the cities around the GBA, so as to reduce the cost of enterprises
initialing upgrades towards Industry 4.0 and to help expedite urbanization of these

arcas.

Recommendation 5: To unify fee items for administrations in Guangdong province;
to remove outdated and excessive taxes and fee items, as well as unnecessary
regional fees; to assign a dedicated department for handling problems encountered by
Hong Kong businessmen during deregistration.

Recommendation 6: To introduce measures for Hong Kong businessmen which
reduce the cost of loans and finance in the Mainland; to gradually construct a multi-

level, multi-channel, and diversified investment and financing system.
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Recommendation 7: To reinforce the protection and enforcement of intellectual
property rights; to strengthen Government officers’ awareness and legal enforcement
of intellectual property rights.

Policy recommendations to the HKSAR Government

27.

28.

29.

30.

General principles: To affirm the contributions made by Hong Kong-invested
manufacturing enterprises operating in the form of “external development” to Hong
Kong economy, and to re-examine the HKSAR government’s policy of assisting
industrial development with “low-end support”. The HKSAR government must play
the role of a navigator to formulate a long-termed, systematic and comprehensive
industrial policy, as well as to arouse public’s awareness on “revaluing and respecting

the importance of industries”.

Recommendation 1: The HKSAR Government should actively create favorable
conditions for the consolidation of all parties and the promotion of cross-border
cooperation; set up a higher-level, cross-sectoral dedicated department; jointly
establish a sustainable Industry 4.0 ecosystem to promote Hong Kong’s industrial as
well as scientific and innovative development; actively promoting collaboration with
Guangdong province so as to lead the participation of local universities and research

institutes in the operation of various industrial innovation centers.

Recommendation 2: To change the Government function; to strengthen
communication and collaborations with manufacturing enterprises so as to
proactively understand their needs; to formulate transformation blueprints and
specify the concept of transformation and upgrading to Industry 4.0; to strengthen
the promotion of how to stage a phase plan for a gradual actualization of Industry
4.0, and improving their understanding on the positive impacts bought by the
enhancement of each phase, so as to reinforce their determination and confidence in

industrial upgrading.

Recommendation 3: To fully review the funding mechanism and evaluation system of
tertiary education, and to recognize the contributions of scholars who participated in
applied research. The HKSAR government is recommended to take the lead in setting
up a “Traditional Manufacturing Industry Innovation Alliance”, and to encourage
sector’s unity and cooperation for enhancing enterprises’ of self-led research.
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31.

32.

33.

Recommendation 4: To initiate a comprehensive review on the existing support
measures; to include Hong Kong-invested enterprises running in “front shop, back
factory” model as the beneficiary of various industrial and innovative subsidy
scheme; to actively provide manufacturers with appropriate tax incentives and
subsidies, with a view to stimulate the sector’s motivation for transformation and

upgrading.

Recommendation 5: To encourage Hong Kong businessmen to enter the Mainland
domestic sales market through a collective action model, and establish effective sales
channels and networks; to set up an institution which exclusively offers consultation
services to Hong Kong businessmen to explore opportunities in domestic sales
market. It is expected that the overall competitiveness of Hong Kong-invested

manufacturing enterprises can be further enhanced through collective actions.

Recommendation 6: To assist enterprises to explore business opportunities with the
implementation of “Belt and Road Initiative”, and to provide extra specific policy
support, including joint inspections, exhibitions, investment promotion and brand

promotion.
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