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Shen, J2003: Cross-border connection between Hong Kong ar@omplementary factors. Indeed, a unique social-
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emphasizes the rule of law, competition based on the
ABSTRACT. Cross-border flows of people, goods and capital a¥ee-market principle, and an efficient and clean
fundamental forces triggering spatial and economic transformgiovernment. However, the opening up of mainland
tions in any cross-border regional production system. This stu hina since 1978 has also been one of the crucial

focuses on such cross-border links between Hong Kong and matna-Ctors behind Hong Kong’s rapid economic grovvth

land China in the context of cross-border regional production sysZ™ Ny . .
tems. The paper examines first the close demographic ties and iAiS factor provides huge investment and trading
vestment and trading relations between Hong Kong and mainlaportunities for cross-border development, lifting
China before '1997. In terms of total direct and indirect tradin ong Kong's GDP per capita to a high level (Yeung,
and outward investment, Hong Kong was the largest partner i .

mainland China and vice versa. The recent development in the?9 /& 1999; Sung, 1998). Rapid cross-border de-
cross-border development between Hong Kong and the mainlaM@lopment has caused profound de-industrialization
after 1997 is also analyzed. The political change, the return ffi Hong Kong. But Hong Kong plays a significant

Hong Kong to China in 1997, did not alter the demographic-ecq— le in the rapid industrialization on the mainland
nomic linkages significantly as such connections had been wel? !

established during the period 1978 to 1997 after China’s openiﬁgSpema”y the PRD (Sit, 1989, 1998; Ber_ger a_nd
to the outside world. Hong Kong and mainland China are two il-ester, 1997; Shen, 2002). The connection with
dependent economic entities practicing ‘two systems’ of capitamainland China, the China factor, has benefited
ism and socialism respectively. Contrary to common expectatiomOng Kong's economy significantly both before and

the new government in Hong Kong only played a limited role after L .
9 bl after 1997. The main issue vital to Hong Kong's fur-

1997. However, a bottom-up approach has been working sponfa* el i
neously and the local people and businessmen in Hong Kong hdfter prosperity is how to maintain Hong Kong’s
been the primary force in establishing strong relations with tl‘eomparative advantage among the main Competitors
mainland facilitated by the close demographic-cultural ties botrh the region including Singapore, Shanghai, Shen-
before and after 1997. L
zhen and Taipei. The outcome depends not only on
) the political stability in Hong Kong, but also on
Introduction timely response and adaptation to the changing eco-
Cross-border co-operation and development isr@mic and trading circumstances (Jessop and Sum,
significant phenomenon in the globalizing worldl999; Yeung, 2000, 2001; Hong Kong Trade Devel-
today (Ohmae, 1995). At least three cross-bordepment Council, 2001; Chet al. 2002; Pun and
regional production systems, Hong Kong—PRMee, 2002). Well-co-ordinated cross-border plan-
(Pearl River Delta) region, Indonesia—Malaysia-ing in the Hong Kong—PRD region has become an
Singapore growth triangle and the US—Mexico bomrgent matter for increasing the overall competitive-
der, have emerged in the world, each involving mess of the region in the global economy.
well-developed economy and one or several less The case of cross-border development between
developed economies (Chen and Ho, 1994; Kumétfpng Kong and mainland China was complicated
1994; Brown, 1997; Grundy-Waret al. 1999; by the return of Hong Kong to China in July 1997.
Shen, 2002). There have been many questions and doubts about
The case of cross-border development betwegrhether there would be a significant change in the
Hong Kong and mainland China is perhaps one eélationship between Hong Kong and mainland
the most outstanding cases. By 1997, Hong Korghina and whether Hong Kong’s prosperity would
had become a well-established global city with GDPontinue after 1997 (Enriglet al. 1997; Skeldon,
per capita higher than that of many developed couh997; Speak, 1997; Yeung, 1997a, 1997b). The ba-
tries. The success of Hong Kong depends on variosis law of the Hong Kong Special Administrative
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Region (HKSAR) passed by the National Congredsllowing two sections examine the concept of
of the People’s Republic of China in 1990 guarareross-border regional production systems and the
tees that there will be no change in the legal and ddeng Kong—mainland China connection in the
cial systems in Hong Kong after 1997. context of such cross-border systems. The demo-
Previous studies have focused on the mainlamptaphic foundation for the cross-border develop-
side of the cross-border development such as forent and the investment and trading relations be-
reign investment, urbanization and development inveen Hong Kong and mainland China are exa-
the PRD under the influence of Hong Kong (Sitmined in the following two sections respectively.
1991; Sunget al. 1995; Lin, 1997; Sit and Yang, The recent development in the cross-border deve-
1997; Soulard, 1997; Yeung and Chu, 1998; Chalgpment between Hong Kong and the mainland af-
1998; Weng, 1998; Shen, 1999; Sketral. 1999, ter 1997 is then analyzed. Some conclusions are
2000, 2002; Geet al.2001). Some recent studiesreached in the final section.
examined the issues of regional co-operation and
integration between Hong Kong and the PRD re-
gion indicating huge potentials and major chalThe emergence of cross-border
lenges ahead (lét al. 1996; Chiet al. 1997, 2002; regional production systems
Yeung, 1999; Hu and Chan, 2002; Shen, 2002). Globalization has been advancing in the world in
However, few studies ever considered the impativo main ways. First, various initiatives of institu-
of the cross-border development on the Hong Kortgpnal changes have been proposed and introduced
side systematically, with a few exceptions (Bergeat various spatial scales to abolish certain barriers
and Lester, 1997; Tsui-Auch, 1999; Loo, 2002)and border controls to form ‘borderless region
Even fewer studies ever considered the role states’such as the European Union to facilitate free
mainland China in the import/export trading ofmovement of information, labour, goods, capital
Hong Kong and vice-versa. Cross-border flows aind technology. This conforms to a general shift to-
people, goods and capital are fundamental forcesrds a ‘borderless world economy’ as advocated
triggering spatial and economic transformations ihy Ohmae (1995). WTO (World Trade Organiza-
any cross-border regional production system. Btibn) and NAFTA (North American Free Trade
no systematic study has focused on such cross-bAgreement) are also elements of such a global shift
der flows in the literature. although they are focused more narrowly on the is-
The purpose of this paper is to examine the crossdes of free trade and capital movement.
border linkages between Hong Kong and mainland Second, the international capital, via the tran-
China both before and after 1997 from the perspesnational corporations (TNCs) especially, has en-
tive of cross-border regional production systemgaged actively in the organization of new interna-
This will help to assess whether there has been atignal/regional division of labour to make best use
significant change in the nature of cross-border def worldwide resources, notably labour, land and
velopment since 1997. Although Hong Kong has eapital, for maximum profit. The world economic
close relationship with the PRD, complete data asystem and the international division of labour have
available only for the linkages between Hong Kongeen remoulded under such globalizing forces.
and mainland China. On the other hand, the inveBtost significant of all is the emergence of cross-
tors from Hong Kong have also reached other citigmrder regional production systems in a number of
and regions all over the mainland. Broadly speakegions in the world; for example the Hong Kong—
ing, such investment activities are still a kind oPRD region, the Indonesia—Malaysia—Singapore
cross-border co-operation and development undegeowth triangle and the US—Mexico border (Chen
large regional production system. Indeed, the sand Ho, 1994; Kumer, 1994; Brown, 1997; Grun-
called south China growth triangle covers a widatty-Warret al.1999; Shen, 2002). The cross-border
area than only Hong Kong and PRD. Focusing amegional production systems are known as ‘growth
the relationship between Hong Kong and mainlangiiangles’ in Asia that spread over well-defined,
China is also appropriate since they represent tvgeographically proximate areas covering three or
economies practicing capitalist and socialist sysaore countries (Tang and Thant, 1994). The cross-
tems respectively. Thus the cross-border developerder regional production system is a more gen-
ment in this paper refers to both Hong Kong—PRIEral and better term that can be applied to cases in-
and Hong Kong—mainland China. volving just two countries such as US—Mexico bor-
The rest of the paper is organized as follows. Thaer. Even in the case of the Hong Kong—PRD re-
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gion, only two systems, mainland China and Hongconomy. The developed economy provides capital
Kong, are really involved while Taiwan plays aand technology for the development of the border re-
much smaller role in Guangdong province. gion while retaining high value-added key functions
A border has two functions: as a dividing linesuch as designing, financing, co-ordination and mar-
with a separation function and as a contact zone fketing. As a result, a technical and spatial division of
exchange and co-operation (Ratti, 1993). Duringbour is developed. Looking beyond these compar-
the time that the border is an underdeveloped froative advantages for co-operation, it is interesting to
tier, it plays mainly a separation function. With theask whether demographic and cultural linkages, and
emergence of a cross-border production systemolitical changes have any role to play in cross-bor-
the border’s function as a contact zone is greatly eder development. The case of Hong Kong—mainland
hanced. But the two functions of the border may n@hina provides an excellent opportunity to examine
be in conflict at all. While the function as a contadhis issue with the close demographic ties and the
zone is enhanced by the institutional changes in opelitical change in 1997.
or both sides of the border, the separation function
can still be maintained. This has been the case of _ o
the border between Hong Kong and mainland ChiHong Kong—mainland connection in the
na. Tight border control has been maintained tePntext of cross-border regional
monitor the movement of mainland people to Hongroduction systems
Kong while the border has been open to most regkmong the three most significant cross-border re-
dents in Hong Kong for free movement since 1978&ional production systems, the Hong Kong—PRD re-
The emergence of a cross-border regional prgion is perhaps the most outstanding. The US—-Mex-
duction system is the result of political-economidco border has a long history of co-operation since
transformations in a border region initiated by th&942. It involves the largest and strongest American
governments/businesses at one or both sides of gmmnomy in the world and a developing country. The
border recognizing the benefit of cross-border déndonesia—Malaysia—Singapore growth triangle in-
velopment. In the cases of the Indonesia—Malayolves one small but highly developed city state,
sia—Singapore growth triangle and the US—Mexic8ingapore, and two populous developing countries.
border, the governments at both sides of the bordEhis ambitious cross-border regional production
have clearly been involved in legislation, while theystem is still under development and has also faced
less developed countries have also adopted inceénereasing social and institutional problems (Grun-
tive policies for foreign investment and attemptedy-Warret al. 1999).
to improve the infrastructure (Kumer, 1994; On the other hand, the Hong Kong—PRD region
Brown, 1997; Grundy-Waret al. 1999). involves a small but well-developed economy of
The cross-border regional production system h&song Kong and a populous mainland China. But the
two main characteristics. First, it often involves apopulations on both sides of the border are mostly
least two economies, with one well developed andhinese, sharing a common language and culture
the other underdeveloped. Second, rapid develoghich has facilitated at least the initial cross-border
ment may take place in the border region of the legs/estment especially by small investors.
developed economy which may undergo a transition Before 1997, Hong Kong was a British colony.
from a status of a less developed region to that offée border between Hong Kong and mainland Chi-
more developed region in that economy. In othara was meant to separate Hong Kong from the
words, the border region becomes a new growth camainland, and a frontier zone (called a closed
tre of the less developed economy with a highdroundary area) was created at the Hong Kong side
growth rate than the rest of the economy. The crosstthe border. There were two different systems, po-
border development can thus significantly transfortitically, economically and socially, across the bor-
the spatial economic system of the less developddr. Socialism/market socialism was practiced on
economy. This is often caused by the heavy concetre mainland and capitalism was practiced in Hong
tration of foreign investment from the developedkong. The border was used to protect the capitalist
economy in the border region of the less developétbng Kong from the influence of the socialist
economy due to their geographical proximity. mainland and to control migration from mainland
The two economies have different factor endow€hina to Hong Kong. Before 1978, there were little
ments, and abundant cheap land and labour are ofgmpulation and goods movements across the bor-
available in the border region of the less developeater. Mainland China was closed to the outside
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world. Few Hong Kong people wished to visit theories in the city has declined. But the amount of
mainland even though many originally came fronrmanufactured products ‘made by Hong Kong’ has
there. The areas on both sides of the border wenereased significantly, as a labour force of over six
truly underdeveloped frontiers. million has been employed by Hong Kong inves-
However, the mainland side of the border ha®rs in various enterprises in the PRD region. The
changed significantly since 1978 when economiabour force employed by Hong Kong investors in
reforms and an open door policy were introducedhe mainland is about twice that of the local labour
The open door policy of China has greatly faciliforce in Hong Kong. Itis typical that a Hong Kong-
tated and enhanced the border’s function as a cdrased company employs tens or a few hundred em-
tact zone for massive cross-border investment aptbyees in its Hong Kong base but employs hund-
development since 1978 (Shen and Yeung, 2002gds or thousands of migrant workers in mainland
Similar to other cross-border regional productioi©hina (Tsui-Auch, 1999). This was evident during
systems, major industrial development has takeny various visits to the PRD.
place on the side of the less developed mainland. The return of Hong Kong in 1997 has made this
Due to economic complementarities and comparaross-border system even more significant politi-
tive advantages of Hong Kong and mainland Chinaally and economically. The border between Hong
a spatial division of labour has been establishé€bng and mainland China continues to function
across the border which has been generally calladd each remains an independent economic entity
‘front shop, back factory model’ (Sit, 1989, 1998)as before. The new HKSAR established in 1 July
Hong Kong has transferred the majority of its1997 practices ‘One country, two systems’, which
manufacturing to the PRD and itself has becomeles long been laid down in the Sino—British Dec-
prominent service centre specializing in designindaration of 1984 and also the Basic L&KSAR
marketing, co-ordination, trading, transport anis an autonomous region of China. It has the full
communication, and financial services. power to deal with all internal affairs from educa-
In contrast to the cases of the Indonesia—Malation to finance. It is a separate customs territory and
sia—Singapore growth triangle and the US—Mexicbas its own court of final appeal and currency that
border where the governments of both sides hailinked to the US dollar (US$1=HK$7.8).
been actively involved in stimulating cross-border Thus the political change in Hong Kong in 1997
development, the Hong Kong-PRD region hadid not alter the configuration of the border in any
been initiated by the implementation of an opereal sense and was far less significant on the cross-
policy in mainland China with active participationborder development than the effect of the open door
of many investors from Hong Kong. The Hongpolicy introduced into China in 1978. Ironically,
Kong government generally took a non-interventhe frontier zone on the Hong Kong side continued
tion laissez-faire policy before 1997 (Yeung, to existafter 1997. Thus the political change, the re-
2000). This means that, on the Hong Kong side, thiern of Hong Kong to China in 1997, has had no
bottom-up forces represented by the businessmdramatic impact on the cross-border regional sys-
were key to the success of the cross-border dewem. In all practical terms, the cross-border region-
lopment in this case. A large amount of investmeral production system has continued under ‘two sys-
has been made on the mainland by Hong Kong items’ in Hong Kong and mainland China. The fol-
vestors. Most investment from Hong Kong has corewing few sections will examine the cross-border
centrated in Guangdong province, especially thakages before 1997 and assess whether there has
PRD region (Shert al. 2000). Consequently, a been any change since the handover of Hong Kong
massive Hong Kong—PRD cross-border regionah 1997, especially the role of the HKSAR govern-
production system has emerged since 1978 antent.
Hong Kong has contributed significantly to the rap-
id economic development in mainland China. Con- _ ]
trary to the conventional de-industrialization storf?€mographic foundation of the cross-
of Hong Kong's economic transformation (Loo,Porder linkages between Hong Kong
2002), some scholars argued that the manufact@?d mainland China
ing capacity controlled by Hong Kong has greatiffhe demographic link between Hong Kong and
expanded rather than shrunk since then (Berger amginland China makes their cross-border relation-
Lester, 1997). It is true that the amount of manuship significantly different from other cases. The
factured products ‘made in Hong Kong'’ by the facmajority of people on both sides of the border are

4 Geografiska Annaler - 85 B (2003) - 1



CROSS-BORDER CONNECTION BETWEEN HONG KONG AND MAINLAND CHINA

Table 1. Passengers traivag between Hong Kong @ahShenzhen via Lowu aml Lok Ma Chau 1991-2001 (two-way).

Lowu Lok Ma Chau
Year Total (million) Share of Total (%) Daily average Total (million) Share of Total (%) Daily average
1991 31.10 93.6 85205 0.19 0.6 521
1992 34.94 93.3 95726 0.69 1.9 1890
1993 37.56 92.8 102904 1.22 3.0 3342
1994 40.12 92.4 109918 1.61 3.7 4411
1995 43.31 90.7 118658 2.48 5.2 6795
1996 47.97 90.5 131425 3.09 5.8 8466
1997 56.29 88.9 154219 5.02 7.9 13753
1998 66.12 87.6 181151 7.42 9.8 20329
1999 77.20 87.3 211507 9.10 10.3 24932
2000 86.47 86.8 236900 10.93 11.0 29938
2001 89.50 85.7 245220 12.56 12.0 34401

Source Territory Development Department, HKSAR; HKSAR Government (2001, 2002); Mak (2000)

Chinese and many Hong Kong residents came froftom the demographic linkages contributed signifi-
Guangdong originally (Shen, 1997). It is not easgantly to such outward investment in the mainland
to find out the number of Chinese in Hong KongSmart and Smart, 1991; Leung, 1993). During the
from the official data that report people’s nationaliholiday period, millions of people might leave
ties instead of ethnicity, but the 1996 by-censudong Kong; largely for mainland China. Lowu was
asked questions on birthplace and language whitie main exit that was linked by the Kowloon—-Can-
provided a clear clue. In 1996, 93.73% of the popuen Railway from Hong Kong. Table 1 presents the
lation in Hong Kong spoke Cantonese, 47.41%umber of passengers travelling to and from two
spoke English and 31.86% spoke Putonghua. Camain border crossings, Lowu and Lok Ma Chau, in
tonese is the Chinese dialect popular in south Chitize period 1991 to 2001. It is noted that mainland
while Putonghua is the standard official languageeople could not travel freely to Hong Kong and
spoken on the mainland. In terms of birthplacghus the majority of cross-boundary passengers
60.28% of the population was born locally, 32.41%vere Hong Kong people both before and after
on the mainland, and less than 8% in other coua997. According to Table 1, the number of passen-
tries. Indeed, the percentage of people born on tgers leaving or entering Hong Kong via Lowu in-
mainland decreased from 50.5% in 1961. creased by 81% in the period 1991-1997 (from
However, during the period 1949 to 1978 theréhirty-one million to fifty-six million). By 1997, an
was little population interaction between Hongverage person (child or adult) based in Hong Kong
Kong and the mainland (Tsim, 1991). Many illegatravelled five times to the mainland each year. On
and a few legal migrants settled in Hong Kong fromaverage, over 1% of Hong Kong’s population trav-
the mainland during that period, but the movememtled through Lowu each day. This represents a
was mainly one-way. Both new and old migrantigh level of interaction between Hong Kong and
rarely went back to visit the mainland. Hong Konghe mainland.
had better links with Europe, North America, Aus- Nevertheless, the border between Hong Kong
tralia and Southeast Asia than with the mainlan@nd the mainland was used to control the travelling
Many Hong Kong people visited or emigrated t@nd migration of the population from the mainland
these regions each year. to Hong Kong. The Hong Kong government intro-
The population exchange and interaction beduced a tight migration policy directed at the mi-
tween Hong Kong and the mainland accelerated ajrants from the mainland in 1980. Due to the in-
ter the opening up of China to the outside world inreased contact of Hong Kong people with those on
1978. Most Chinese people in Hong Kong coulthe mainland, the number of cross-border marriag-
apply for a Home Visit Permit allowing them un-es increased, but it was not easy for spouses and
limited to travel to the mainland. Many businessehildren of Hong Kong permanent residents on the
men also engaged in this newly expanded conneawnainland side to join their families in Hong Kong.
tion, resulting in huge investment and trading witlBefore 1997, spouses and direct descendants could
the mainland. Personal and cultural ties resultingpply to the government for one-way permits in the
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mainland to migrate to Hong Kong. These one-wagievelopment in the region. The following section
permits were granted according to a quota systeimcuses on cross-border investment and trade be-
that was introduced in October 1980. Initially, theween Hong Kong and mainland China.
quota for legal migrants was 150 a day but was re-
duced to seventy-five migrants a day in 1983. The )
basic law provided the right of abode to the childrefr0ss-border investment and trade
of Hong Kong permanent residents and it was exelations between Hong Kong and
pected that these children would join their familieghainland China
immediately after 1997. The quota of legal milnvestment and trading links are key in the opera-
grants was increased to 105 a day in Novembgon of any cross-border regional production sys-
1993 and to 150 a day in July 1995 to avoid a miems. This section examines the investment and
gration peak in 1997. Thus the number of legal mtrade relations between Hong Kong and the main-
grants from mainland China increased from 26 782nd. In 1997, Hong Kong was relatively small in
in 1991 to 61179 in 1996. terms of population. The economic scale of main-
The migrant quota system dealt with the depenthnd China, in terms of GDP, was also 5.34 times
ants of Hong Kong’s permanent residents and thelseger than Hong Kong. However, in terms of GDP
migrants became residents in Hong Kong after aper capita, Hong Kong was comparable to the level
rival. In the meantime, other migrants of Chines&n many advanced countries and much greater than
nationality from the mainland or abroad were enthat on the mainland. Hong Kong's particular
ployed to work in Hong Kong, and their stay instrength was manifested by its larger volumes of
Hong Kong was conditional upon their employimport and export than those of the mainland in
ment. These migrants were more likely, to be prd997. This reflects Hong Kong’s role as an impor-
fessionals. In 1996, there were 64717 such miant trading centre.
grants in Hong Kong. Foreign direct investment (FDI) activities in the
There were also an increasing number of miegion, including those between Hong Kong and
grants from Hong Kong who moved to the mainmainland China, accelerated after the opening up
land for retirement, housing and employmenibf China to the outside world. Hong Kong as an ad-
Some people found it more economical to live omanced economy and closest to the mainland took
the mainland where the cost of living was lowup this opportunity for intensive cross-border de-
Those who were working in Hong Kong, but couldrelopment. It is useful to note that a certain amount
not afford the high housing cost, moved to live irof FDI from Hong Kong to the mainland involved
Shenzhen and became commuters. The huge @apital originally from the mainland for taking ad-
vestmentin mainland China by Hong Kong certainvantage of tax concessions for FDI. However, it is
ly generated many jobs for skilled people frondifficult to estimate the real scale of such ‘returnin-
Hong Kong. The number of Hong Kong residentgestment’ to and from the mainland.
who were working in the mainland increased from The large-scale investment from Hong Kong to
52000in 1988 to 122 000 in 1996, according to thine mainland made them among a few top origin
Census and Statistics Department (CSD, 1999nd destination regions of FDI in the world respec-
Many of them were managers looking after the etively. The mainland became the second largest
terprises established by Hong Kong’s investors idestination for FDI in the world, just after the USA,
the mainland. in 1993. In the same year, Hong Kong became the
The population in Hong Kong and that on thdourth largest FDI investor in the world, after the
mainland shared the same culture. It was suggestg8A, UK and Germany. In 1996, the total FDI
that Hong Kong businessmen, especially small irstocks in mainland China and Hong Kong were
vestors, had an advantage of doing business W8$175 billion and US$79 billion respectively. To-
mainland China compared to other foreign natiortal FDI stocks originally from mainland China and
als (Sung, 1998). Hong Kong investors found it eastong Kong were US$18 billion and US$112 bil-
ier to cultivate a close relationship with local offi-lion respectively. Clearly, mainland China was a
cials on the mainland through their relative netaet major receiver of FDI. Out of the US$175 bil-
works (Smart and Smart, 1991; Leung, 1993). THen FDI the mainland received, 56.8% came from
close ethnic, cultural and migration links betweeiklong Kong which was the biggest investor in the
Hong Kong and mainland China provided a stronmainland. Inside the mainland, 41% of Hong
foundation for the cross-border co-operation anidong’s investment was concentrated in nearby
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Guangdong province, PRD in particular (Yeungthe Cold War period. The volume of re-export to the
1999; Shenet al. 2000; Shen, 2002). Overall, mainland from Hong Kong was larger than the di-
Guangdong received 30% of FDI in mainland Chirect export from Hong Kong in that period. How-

na but 80% of FDI in Guangdong came from Hongver, although Hong Kong did not play a major role
Kong. The total FDI stock originating in Hongas an export agent until 1979, it underwent a dra-
Kong amounted to US$112 billion, 88.5% of whichmatic transition towards a service economy in the
went to the mainland in 1996. 1980s and 1990s when many manufacturing firms

In the meantime, total FDI stock in Hong Kongwere relocated and extended across the border to
was US$78.78 billion in 1996, 18.7% of whichmainland China. Hong Kong’s economy experi-
came from mainland China. Indeed, the mainlaneihced a significant de-industrialization process and
was the second largest investor in Hong Kong itrading with the mainland became very important
terms of FDI stock, just after the UK. The mainlando Hong Kong. By 1996, the share of labour force
chose Hong Kong as the top place for investmentias only 18.9% in manufacturing in Hong Kong.
Hong Kong received 82% of FDI from mainland Among various economies in the World, Hong
China (Sung, 1998). It was estimated that thkong ranked ninth, sixth and eighth in the export,
shares of various economic activities owned arichport and total merchandise trade in 1997 respec-
operated by the mainland enterprises were in thigely. These ranks still stood at tenth in 2001 after
range of 10 to 30% in Hong Kong. By the end othe Asian Financial Crisis (CSD, 2002a). One im-
1996, a total of 13970 mainland companies wengortant role that Hong Kong plays is as a middle-
operating in Hong Kong. It is clear that mainlandnan, importing from and exporting to the rest of the
China companies had penetrated Hong Kongigorld, especially for the mainland. According to
economy well before 1997. Table 2, re-exports accounted for over 68% of the

The cross-border economic activities played emport or export of the economy and this share in-
significant role in the rapid economic growth orcreased to over 84% in 2001. The majority of such
mainland China (Eng, 1997; Shet al. 2001; re-export activities was related to the mainland
Shen, 2002), but such cross-border economic aghich was the largest trading partner of Hong
tivities were also instrumental in sustaining th&ong. Table 3 presents the top four trading partners
economic growth and transformation in Hongf Hong Kong in import, domestic export and re-
Kong especially in the 1980s and 1990s (Bergexport. According to Table 3, the mainland sup-
and Lester, 1997). Hong Kong has enjoyed a longied 37.7% of total imports by Hong Kong in 1997
period of economic growth in the past four decadeand this share increased to 43.5% in 2001. In terms
Its real annual GDP growth rate was 6% in the p@f domestic export of products made in Hong
riod 1965 to 1975, 8.5% in the period 1975 to 1988ong, the USA and mainland China were equally
and 6.1% in the period 1985 to 1997. The GDP p@nportant destinations, each receiving over 23% of
capita tripled during the period 1975 to 1997. Itthe domestic export. In terms of re-export, the
real GDP per capita, adjusted by purchasing powenainland was the top destination, accounting for
was US$24 540, ranked fourth after Singapore, thaver 29% of the total re-export market from Hong
USA and Switzerland in 1997 (World Bank, 1998)Kong.

Rapid economic growth in Hong Kong was The re-export trading activities with mainland
based on the industrialization within Hong KongChina brought huge profits to businesses in Hong
before the 1970s when the China factor played dtong. According to the statistics of the Hong Kong
most no role. The share of the labour force engovernment (Sung, 1998), the gross profit rate of
ployed in manufacturing was as high as 47% iaxporting the mainland’s product via Hong Kong
1971 and was still 41.3% in 1981 (Suen and Chaimcreased from 13% in 1989 to a magnificent
1997). Trading and re-exporting activities with the84.4% in 1996 while that of exporting other prod-
mainland were minor in the 1960s and 1970s bects via Hong Kong declined from 11.5% to 6.6%
fore the boom of cross-border activities. During thever the same period. It could be estimated that
period 1965 to 1979, the volume of direct exportiong Kong made a gross profit of US$21.82 hillion
from the mainland to Hong Kong was larger thaiy exporting the mainland’s product in 1997. This
that of re-export via Hong Kong. Hong Kong wagrofit was equivalent to 12.7% of the GDP in Hong
an important direct market of food and vegetabldsong and was almost enough to cover Hong
from the mainland. On the other hand, the mainlari€bng’s household expenditure on imported goods
did rely on Hong Kong as an import agent duringequivalent to 13.5% of total private expenditure)
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Table 2. Import ad exportin Hong Kong 1991 to 2001 (Hibilli on)

Domestic Domestic Total Re-exports share  Re-exports share
Year Import imports Re-exports Exports exports in imports (%) in exports (%)
1991 779.0 244.2 534.8 231.0 765.8 68.7 69.8
1992 955.3 264.5 690.8 234.1 924.9 72.3 74.7
1993 1072.6 2494 823.2 223.0 1046.3 76.8 78.7
1994 1250.7 302.8 947.9 222.1 1170.0 75.8 81.0
1995 1491.1 378.7 1112.5 231.7 1344.1 74.6 82.8
1996 1535.6 349.8 1185.8 212.2 1397.9 77.2 84.8
1997 1615.1 370.6 1244.5 211.4 1455.9 77.1 85.5
1998 1429.1 269.9 1159.2 188.5 1347.6 81.1 86.0
1999 1392.7 214.3 1178.4 170.6 1349.0 84.6 87.4
2000 1658.0 266.3 1391.7 181.0 1572.7 83.9 88.5
2001 1568.2 240.7 1327.5 153.5 1481.0 84.7 89.6

Data SourcesCSD (2001d: 1; 2002b)

Note It is important to distinguish domestic exports and re-exports in Hong Kong. Domestic exports are the natural produce of Hc
Kong or the products of a manufacturing process in Hong Kong. Re-exports are products which have been imported previously
which are re-exported without having undergone a manufacturing process in Hong Kong (CSD, 2001d). Goods trans-shipment f
one destination to another via Hong Kong is not counted in trade statistics as no trading company in Hong Kong is imapbweéd in i
ing or exporting such goods (Mainland Commission, 1995; Sung, 1998). A large amount of import and re-export between Hong K
and mainland China involves outward processing trade (see Table 4).

Table 3. Main trading partners of Hong Kong 1991 to 2001 (HK$ billion)

Type of trade/Main country/Territory 1991 1997 1999 2001
Imports 779.0 1615.1 1392.7 1568.2
The mainland of China 293.4 608.4 607.5 682.0
Share of mainland China (%) 37.7 37.7 43.6 435
Japan 127.4 221.6 162.7 176.6
Taiwan 74.6 124.6 100.4 107.9
USA 58.8 125.4 98.6 104.9
Domestic exports 231.0 211.4 170.6 153.5
The mainland of China 54.4 63.9 50.4 49.5
Share of mainland China (%) 23.5 30.2 29.5 32.3
USA 62.9 55.1 51.4 47.6
United Kingdom 13.7 10.7 10.4 8.6
Germany 19.3 10.3 8.5 59
Re-exports 534.8 1244.5 1178.4 1327.5
The mainland of China 153.3 443.9 399.2 496.6
Share of mainland China (%) 28.7 35.7 33.9 37.4
USA 110.8 261.4 269.4 282.2
Japan 29.6 77.7 67.5 83.6
United Kingdom 14.7 39.1 45.5 46.8

Data SourcesCSD (2001a: 52; 2002b)
Note Japan ranked fourth in 1997 as the destination of domestic export from Hong Kong (HK$10.6 billion); Germany ranked third
the destination of re-exports during 1991 to 1997 (HK$46.3 billion in 1997).

or overseas expenditure by Hong Kong residentsanufacturing activities in the cross-border system
(equivalent to 10.9% of total private expenditurejvere operated by Hong Kong investors or joint ven-
(Heng Seng Bank, 1999). This clearly shows theires on the mainland, particularly in Guangdong.
importance of trading business to Hong Kong's forsuch FDI activities result in significant amounts of
eign exchange balance. outward processing trade where raw materials or

The main reason for the high gross profit rate afemi-manufactures are exported from or through
trading with the mainland was the functioning oHong Kong to the mainland and the processed
the cross-border regional production system. Margoods are then imported from the mainland to
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Table 4. Outwad proceseg trade ard its $harein totd trade between manland China aml Hong Kong 1991-2000 (HBbillion)

Year 1991 1995 1997 2001
Mainland China direct import from Hong Kong 40.4 43.9 47.1 35.2
(Percentage share in total) (76.5) (71.4) (76.1) (71.0)
Mainland China import via Hong Kong 73.6 173.7 197.81 224.4
(Percentage share in total) (48.2) (45.4) (44.7) (45.2)
Subtotal 113.9 217.6 244.9 259.6
(Percentage share in total) (55.5) (49.0) (48.6) (47.2)
Mainland China export to Hong Kong 197.4 399.6 491.1 532.0
(Percentage share in total) (67.6) (74.4) (81.2) (78.0)
Guangdong export to Hong Kong 186.6 379.6 430.8 529.5
(Percentage share in total export involving (94.5) (95.0) (95.1) (97.9)

outward processing from the mainland)

Data source CSD (1992, 1996, 1998, 2002c).

Hong Kong according to contractual arrangementaomy. This may call for a more active role of the go-
Table 4 shows that 44.7% of mainland importsernment in Hong Kong which so far has been
from Hong Kong and 81.2% of mainland exports taninimal.
Hong Kong resulted from such outward processing
activities by Hong Kong investors in 1997. Itis no- )
ticeable that 95.1% of total exports involving outCross-border relations between Hong
ward processing to Hong Kong from the mainlan#ong and mainland China after 1997
actually originated in Guangdong in 1997. The previous sections have shown that close rela-
Indeed, Guangdong had become a manufactdiens had been well established between Hong
ing base of Hong Kong. In the PRD alone, over siKkong and mainland China by 1997. Before 1997,
million people were employed in firms owned othe population movement and trading relations
jointly owned by Hong Kong investors in 1997. Inwere developed largely through the initiatives of lo-
this sense, Hong Kong did not just play the role afal people and businessmen in Hong Kong. The
a middleman, it was also an economic co-ordinatdinen Hong Kong government took a policy of no in-
(Enrightet al. 1997). According to the theory of tervention with a few exceptions. For example, a
cross-border regional production systems argliota system was introduced in 1980 to allow 150
Berger and Lester (1997), Hong Kong controlled mainland people to migrate to Hong Kong each
massive manufacturing capacity in the PRD. Talday. The Lok Ma Chau crossing was built and
ing the Hong Kong—PRD region as a whole, indusspened to the public in November 1994. To facili-
trialization had intensified in the region. Thus théate the return of Hong Kong to China in 1997, a
de-industrialization process in Hong Kong differedimited number of subcommittees under the Sino—
from that in Western developed economies whelgritish Liaison Group were formed to deal with
manufacturing declined and was detached from thvarious matters after 1984 (Chtial. 1997, 2002).
economy. In Hong Kong, its economy benefitedhe Hong Kong—Guangdong Environmental Liai-
from its controlling and supporting roles to the exson Group formed in July 1990 was the most suc-
panding manufacturing capacity on the mainlanatessful before 1997. This committee met frequent-
De-industrialization in Hong Kong reflected the dily and some fruitful outcomes were achieved, such
vision of labour between Hong Kong and the mairas the straightening of the channel of the Shenzhen
land in the regional production system which wasver along the Hong Kong-Shenzhen border.
under the control of the investors from Hong Kong. As mentioned before, the return of Hong Kong
This differed from the case of the service sector do China in 1997 did not change the nature of the
the mainland. Hong Kong'’s investors faced tighborder between Hong Kong and the mainland dra-
regulations and strong competition from the locahatically. The new HKSAR practices ‘one country,
companies there and found it difficult to assumetao systems’ and the border continues to function
dominating role. Transferring some parts of thé& separate Hong Kong and the mainland as two in-
service sector from Hong Kong to the mainlandependent economic entities. In all practical terms,
would pose a real challenge to Hong Kong’s ecdhe cross-border regional production system con-
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tinues to operate under the ‘two systems’ in Honfyom Hong Kong if they are offered an employment
Kong and the mainland respectively. Neverthelesspntract of one year and over. The purpose of these
the HKSAR government has pledged to improveneasures is to strengthen the competitive edge of
relations with the mainland and to strengthen cddong Kong, especially in the mainland market.
operation on cross-border issues. It has also grad-Limited progress has also been achieved in the
ually recognized the importance for Hong Kong t@o-operation between HKSAR and Guangdong, in
be well integrated with the PRD, though much latguarticular Shenzhen. The regular Hong Kong—
than most businessmen in Hong Kong. The ConGuangdong Cooperation Conference was inaugu-
mission on Strategic Development of HKSARrated by the chief executive Chee-hwa Tung of the
(2000) recognized that capitalizing on the link$4{KSAR and the Governor of Guangdong Ruihua
with the mainland and the PRD region in particulau on 30 March 1998. This conference is to facili-
was one of the key strategies for the long-term déate and expand co-operation in terms of the eco-
velopment of HKSAR in the future. nomy and infrastructure. The following examples
Soon after 1997, the HKSAR government had tidlustrate limited progress at the governmental le-
establish a legal basis to maintain its tight immivel.
gration policy on the dependent migrants from the
mainland. The reunion of cross-border familiesl. Since mid-October 1998, the opening time of
their spouses and children became the most debat-two main crossings at Lowu and Lok Ma Chau
ed and sensitive issue in the cross-border relations for passengers has been extended by one hour.
between Hong Kong and the mainland after 1992. A decision was made to construct Lok Ma Chau
(Lam and Liu, 1998). The Supreme Court in Hong spur line to link the Lok Ma Chau crossing with
Kong ruled on 29 January 1999 that all children of East Rail to relieve passenger congestion at
Hong Kong permanent residents who had the right Lowu. The spur line and the Lok Ma Chau/
of abode in Hong Kong should be allowed to come Huanggang railway passenger crossing will be
to Hong Kong. The HKSAR government argued completed by 2005.
that the basic law was not clear enough about tBe According to the ‘Railway Development Strat-
right of abode issue and proposed to seek an inter- egy 2000’ (Transport Bureau, 2000), a Northern
pretation of the basic law on 18 May 1999. The Link railway will be built in the period 2011 to
People’s Congress of the People’s Republic of Chi- 2016 to link West Rail at Kam Sheung Road and
na interpreted the Basic Law on 26 June 1999 in- East Rail at Kwu Tung and to the boundary
dicating that only children whose mothers or fa- crossing point at Lok Ma Chau. A Regional Ex-
thers were permanent residents of Hong Kong at press Line (REL) was proposed for planning
the time of birth had the right of abode in Hong studies to link up the urban areas with the
Kong. This interpretation was controversial in boundary.
Hong Kong initially. Eventually, the Supreme
Court of Hong Kong accepted the new interpretddowever, it seems that the twenty-four hour ope-
tion and on 3 December 1999 ruled that the interation of Lowu crossing is still off the agenda of the
pretation take effect from 1 July 1997. HKSAR authority. Another major project, the
On the other hand, to meet the increasing déingdingyang Bridge, proposed by Shenzhen,
mand for skilled and professional migrants in Honghuhai and Macau, was not considered seriously
Kong, a new ‘Admission of Talents Scheme’ wady the government until 2002. The proposed
adopted in January 2000 allowing skilled mainlandingdingyang bridge linking Hong Kong with
people to work in Hong Kong. The Hong Kong emZhuhai and/or Macau would be 41km long, costing
ployers have to prove that such skilled labourers aRMB 12 billion (US$1 converted to RMB8.3 in
not available in Hong Kong and such persons are &001). The bridge would help to connect Hong
lowed to bring their spouses and children to Honjong with the west side of the PRD. But HKSAR
Kong. An ‘Admission of Mainland Professionalswas not so enthusiastic about the project until 2002
Scheme’was introduced in June 2001, initially tartLi et al. 1996).
geted at the information technology (IT) and finan- Generally, the HKSAR government is slow in
cial services sectors. These two schemes had aaking actions, and the planning department has
mitted 606 and 242 migrants respectively by thbeen blamed for not planning ahead to accommo-
end of 2001. The mainland students graduating @ate increasing flows of passenger/goods traffic
Hong Kong's universities are also allowed to worlacross the Hong Kong—Shenzhen border. There are

10 Geografiska Annaler - 85 B (2003) - 1



CROSS-BORDER CONNECTION BETWEEN HONG KONG AND MAINLAND CHINA

two main reasons. First, the central government after 1997. These are the same forces which were
China is committed to the implementation of ‘onevorking before 1997 which explains why the po-
country, two systems’ in Hong Kong and has inlitical change in 1997 had little impact on cross-
structed all provincial/regional governments on thborder development so far. This is a multi-faceted
mainland not to seek any official engagement withrocess but a few examples could illustrate the
HKSAR, and that any relations with HKSAR needboint.
to be dealt with via the Hong Kong and Macau Of- Cross-boundary passenger movement increased
fice of the State Council in Beijing. This has the efrapidly after 1997. According to Table 1, cross-
fect of cutting off relations between HKSAR andboundary passenger traffic volume at Lok Ma Chau
many regions on the mainland, including those imcreased from 3.09 million in 1996 to 12.56 mil-
PRD and Shenzhen. lion by 2001. The volume of cross-boundary pas-
Second, a full regional integration of Hong Kongsenger traffic at Lowu speeded up after 1996, in-
with the PRD region with a convenient twenty-fouicreasing from 47.97 million in 1996 to a massive
hour operation of border crossings has been co89.50 million in 2001. Passenger volume increased
sidered by many not to benefit Hong Kong'’s ecorat 13% a year after 1996 in contrast with the annual
omy, with a few exceptions (Kwong, 1999). Housgrowth rate of 9% in the period 1991 to 1996.
ing prices in PRD cities are only one-tenth to one- The Planning Department (2000) of HKSAR
fifth of those in Hong Kong. Any significant im- conducted a travel survey between 2 October and 2
provement in the service of cross-boundary trandtovember 1999, providing further information on
port may induce many Hong Kong people to live ithe purposes and destinations of trips made by
Shenzhen and work in Hong Kong. More residentsjong Kong residents. It was estimated that 1.39
especially those who live in the New Territoriesmillion Hong Kong residents travelled to the main-
will go shopping in Shenzhen. These changes in ttend during the survey period. Among them, 0.63
property and consumer markets will have negativaillion Hong Kong residents travelled to the main-
effects on the real estate price and businessesland at least once a month for three main purposes:
Hong Kong which has been affected by the Asiabusiness (40%), shopping/leisure (17%) and meet-
financial crisis already. Due to the crisis, Hongng with spouses or children (12%). Among 0.25
Kong registered a negative GDP growth rate of million frequent travellers for business, their main
5.3% in 1998. Hong Kong's economy was on itslestinations were Shenzhen (38%), Dongguan
way to recovery with a positive GDP growth rate 0{23%) and Guangzhou area (14%). Among 0.11
3% and 10.2% in 1999 and 2000 respectivelgillion frequenttravellers for shopping and leisure,
(CSD, 2001a, 2002b). However, Hong Kong'sheir main destination was Shenzhen (91%).
economy worsened again after 11 September 200dmong 75 100 travellers to meet their spouses or
Expenditure-based GDP for the third and fourtkchildren, their main destinations were Shenzhen
quarters of 2001 declined by 0.3% and 0.9% rg59%), Dongguan (14%) and Guangzhou area
spectively, in real terms over a year earlier. Thg%).
GDP growth rate was only 0.6% in the year 2001 The same survey also collected information on
(CSD, 2002b). The housing price in Hong Konghe commuting habits of Hong Kong residents liv-
has fallen by 30-50% on average since 1997. Stag in Hong Kong or on the mainland. There were
bilizing house prices in Hong Kong has been th&4 600 Hong Kong residents who lived in Hong
consensus of the HKSAR government, properti{ong but commuted to the mainland for work dur-
developers and homeowners. Therefore, the HKag the survey period. Some 51% of these were
SAR government is hesitant to improve the crossnanagers, executives and professionals. Their
boundary facility speedily. Sung (2002) argued thahain destinations were Shenzhen (50%) and
it is ironic for Hong Kong, a champion for freeDongguan (18%). Some 86% of them travelled to
trade, to be so hesitant in easing checkpoint cotiie mainland at least once every one or two weeks.
gestion which acts as a trade barrier. These people were generally well paid. They were
Comparing the limited progress in the regionahble to afford the high living costs in Hong Kong
co-operation and co-ordination between Hondpr a high quality of life since Hong Kong had ex-
Kong and PRD at government level, passengeellent social and public services as a world city.
movement, capital flow and trading volume be- The survey found that 41 400 Hong Kong resi-
tween HKSAR and the mainland, driven by botdents actually travelled to take vacations in their
tom-up forces, continued to rise even more rapidlyouses bought in the mainland during the survey
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period. Main locations were Shenzhen (45%) anahd living standards dramatically at affordable
Dongguan (30%). Some 61% of them were fulleost. Conspicuously, the only Kowloon—Canton
time employed while 16% were retired. As many amilway service to the border charged high fares for
72% of them travelled to the mainland at least ondgps to and from Lowu. The extra income amount-
every one or two weeks. ing to over HK$1 billion a year was said to subsi-
The survey also found that 51 300 Hong Konglize the internal rail service within Hong Kong, but
residents who lived on the mainland travelled teuch excessive profits might also be used to fund
Hong Kong during the survey period. Their mairthe lucrative salaries and welfare for the senior staff
purposes were for meeting relatives (23%), workf the rail service. Such cross-border surcharge
(22%) and business (19%). A total of 7 700 Honghould have gone to the government treasury if it
Kong residents commuted to Hong Kong for workhad to be levied at all.
most of whom lived in Shenzhen (86%) and Dong- It is interesting to note that some households
guan (8%). They were the most frequent travellersiith above-average income and education in Hong
at least four trips a week. Another survey on the akong made a rational choice for bigger properties
piration and experience of taking up residence am the mainland, most used currently as second
the mainland found that 41 300 lived on the mairhomes. The median monthly household income of
land in 2001 (CSD, 2001b). Among these peopl¢hose owning flats on the mainland was HK$22 400
79.2% were males and 56.1% were aged 35 to |hd 17.2% of them had tertiary education. Both
Only 12.4% had tertiary education, slightly lowemwere greater than those of the total population in
than 16.4% of the total population in Hong KongHong Kong.
The median monthly personal income was The above survey may have revealed only part of
HK$18 300, close to HK$18 705 for all householdshe reality. It has been reported that over 0.8 million
in Hong Kong. Dongguan (33.5%), Shenzhehousing units in the PRD region have been bought
(19.7%) and Foshan (19.2%) were the main placey Hong Kong residents as sole homes, second
of residence for Hong Kong people. The main redrxomes or holiday homes. One survey in 2000 found
sons for living on the mainland (one person mathat more than 15% of 1121 respondents (41.4%
give multiple reasons) were employment (77.5%)yith income under HK$10 000 a month and 14.5%
better living environment (19.2%), reunion withwith income over HK$30 000 a month) in Hong
spouses/children/relatives (38.4%). InterestinglyKXong would move to Shenzhen in the next ten years
only 1.5% of those living on the mainland consid¢{Wong and No, 2000). This means that more than
ered low living cost to be a main factor. Clearlypne million Hong Kong residents may move to live
Hong Kong residents were not simply looking foin Shenzhen and probably commute back to Hong
cheap housing in PRD. Employment, quality of lifdkong for work. Some low-income people in Hong
and social integration were much more importarKong wanted to live on the mainland where living
and were also the fundamental forces of regionabsts were substantially lower, while quite a few
integration among areas with similar levels of demiddle-income people were also interested in mov-
velopment. ing to Shenzhen for comfortable housing, currently
The above survey also found that 163 900 housetostly second holiday homes.
holds owned residential properties on the mainland According to a separate household survey (CSD,
in 2001 (CSD, 2001b). Most of these propertie$999), the total number of Hong Kong residents
were located in Dongguan (23.9%), Shenzhemorking on the mainland increased further from
(19.7%) and Guangzhou (10.3%). Some 59.3% aR2 000 in 1996 to over 157 000 by 1998. This rep-
these households also had private housing in Hongsents a 30% increase in two years and means that
Kong while 20.3% owned flats sold by the govern5% of the Hong Kong labor force works regularly
ment at a subsidized price and 30.2% lived in publien the mainland. Among the total residents work-
rental housing. Only 8.8% of these households haag on the mainland in 1998, 86.2% were males and
a flat over 900ftin Hong Kong while 47.1% had a 33.2% had tertiary education. In terms of employ-
flat over 1000ft on the mainland. The size of a mement status, 19.8% were employers and 7.5% were
dium flat in the mainland was double that in Hongelf-employed. In terms of occupation, 40.8% were
Kong. If convenient and economic cross-bordemanagers and administrators, and 35.0% were pro-
transport services could be provided, cross-bordégssionals and associate professionals. These per-
suburbanization would take place so that mamgentages were significantly higher than those in the
Hong Kong residents could improve their housingptal population of Hong Kong. Clearly, a quality
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Table 5. Stok ard flow of outwad directinvestment (DIfrom Hong Kondoy mgor country/teritory in 2000.

Dl stock DI outflow b)

Major country/territory a) (HK$ billion) Share (%) (HK$ billion) Share (%)
British Virgin Islands 1569.4 51.8 70.5 15.2
Mainland of China 1011.6 334 361.2 78.1
Cayman Islands 711 2.3 -6.1 -1.3
Bermuda 88.9 2.9 12.6 2.7
New Zealand 27.1 0.9 -1.0 -0.2
Singapore 25.9 0.9 35 0.8
United States of America 24.3 0.8 29 0.6
United Kingdom 235 0.8 4.6 1.0
Panama 235 0.8 25 0.5
Japan 18.3 0.6 3.2 0.7
Others 144.4 4.8 8.6 1.9
Total 3027.9 100.0 462.5 100.0

Data sourceCSD (2001c).

Notes:

a). Country/territory here refers to the immediate destination economy. It does not necessarily reflect the country/tetritbry in
the funds are ultimately used. There is a significant circular flow of capital between Hong Kong and the tax-haven ecdnomies &
between Hong Kong and mainland China.

b). Negative outflows were mainly repayment of loans by non-resident affiliates.

Table 6. Stock and flow of inward direct investment (DI) to Hong Kong by major country/territory in 2000.

Major country/territory a) DI stock (HK$ billion) Share (%) Dl inflow b) (HK$ billion) Share (%)
British Virgin Islands 1131.4 31.9 238.4 49.4
Mainland of China 1112.2 31.3 110.7 23.0
Bermuda 340.4 9.6 36.9 7.7
Netherlands 224.8 6.3 7.4 15
United States of America 161.5 4.5 18.8 3.9
Japan 113.2 3.2 251 5.2
Cayman Islands 90.2 25 11.1 2.3
Singapore 98.3 2.8 60.2 12.5
United Kingdom 55.5 1.6 -41.5 -8.6
Panama 26.8 0.8 0.4 0.1
Others 196.9 5.5 147 3.0
Total 3551.3 100.0 482.2 100.0

Data source CSD (2001c).

Notes

a). Country/territory here refers to the immediate source economy. It does not necessarily reflect the country/territdryhia whic
funds are initially mobilized. There is significant circular flow of capital between Hong Kong and the tax haven economies an
between Hong Kong and mainland China.

b). Negative inflow from the United Kingdom in 2000 was attributable mainly to equity withdrawal arising from some large cross:
border merger and acquisition activities.

population selected spontaneously from Hon@uandong accounted for 97.9% of total export in-
Kong was involved in the cross-border employvolving outward processing from the mainland to
ment on the mainland. Hong Kong in 2001 (Table 4). FDI flow to and from
Import and export between Hong Kong andHong Kong clearly showed enhanced relations be-
mainland China were affected by the Asian finartween Hong Kong and the mainland. Tables 5 and
cial crisis after 1997 but the mainland remained th& present the recent estimation of outward and in-
top trading partner of Hong Kong. The shares of theard direct investment of Hong Kong by CSD
mainland in Hong Kong’s total import, export and2001c) of HKSAR. As a major financial centre in
re-export market increased further to 43.5%he world, it is noted that a large amount of direct
32.2% and 37.4% respectively in 2001 (Table 3)nvestment to and from Hong Kong involved non-
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operating companies in tax haven economies suadopted a non-intervention policy, neither encoura-
as the British Virgin Islands, Bermuda and the Cayging nor prohibiting such development while the
man Islands. Large sums of money were movezbntral and local governments on mainland China
from Hong Kong to these economies and then baaktroduced many measures and incentives to attract
to Hong Kong. It was estimated that 87.4% of ininvestment from Hong Kong. There have been rela-
ward direct investment stock in Hong Kong frontively free movements of capital and goods be-
these economies in 1998 originated from Hontyveen Hong Kong and the mainland since 1978.
Kong. Excluding these tax haven economies, maiftong Kong people and businessmen can travel to
land China stood as the largest source and destitize mainland to do business freely but the move-
tion of direct investment to and from Hong Kongment of the mainland Chinese to Hong Kong re-
Among total outward direct investment from Hongnains tightly controlled. People and businessmen
Kong, the mainland received 33.4% of the total outn the mainland participate in the cross-border de-
ward stock and 78.1% of new investment in 200&elopment mainly on their own land with invest-
Among total inward direct investment to Hongment from Hong Kong. This case illustrates that a
Kong, mainland China contributed 31.3% of totatight asymmetry immigration control can be
inward stock and 23.0% of new investment in 200@chieved while there are free movement of capital,
goods and investors in a cross-border regional de-
] velopment system. During the period 1978 to 1997,
Conclusion the rapid cross-border development between Hong
Cross-border co-operation and development b&ong and the mainland was driven mainly by Chi-
tween Hong Kong and mainland China is an outia’s open door policy and the bottom-up forces in-
standing case of the globalization process in thalving local people and investors in Hong Kong.
world. It has several distinguishing features from After the return of Hong Kong to China in July
other regional production systems in terms of closE997, many people expected that the new HKSAR
demographic and cultural ties between the twgovernment would play a much larger role than its
sides of the border, the intensity of the cross-bordpredecessor and there would be dramatic changes in
interaction, the open door policy and significant paeross-border development. Nevertheless, the new
litical change on each side of the borderin 1978 amdKSAR is a highly autonomous region of China
1997 respectively, and the transformative impactshich continues to practice capitalism under the
of cross-border development on both sides of th@inciple of ‘one country, two systems’. The Hong
border. Kong—mainland border still has the function to
At least five groups of key actors may be identiseparate the two economies on both sides of the bor-
fied in the cross-border development: local peoplder. To a large extent, the political change of 1997
local investors and the government on the Horlgas not made any dramatic impact on the cross-bor-
Kong side and labour and the government on ther development. Although the new HKSAR go-
mainland side. There are clear comparative advavernment takes a more positive attitude towards
tages on both sides of the border. Hong Kong excelsoss-border co-operation and development, the
in marketing, financing and trading while there arprogress is still limited at government level. Never-
abundant cheap labour and land resources on theless, the cross-border investment, trading and
mainland. Close demographic and cultural ties b@opulation movement continues to grow rapidly
tween Hong Kong and mainland China provide following up the momentum already built up in the
firm foundation for intensive cross-border co-operperiod 1979 to 1997. More and more Hong Kong
ation and development through a bottom-up apeople have gone to the mainland for work, busi-
proach while the government in Hong Kong hasess, housing, shopping and travelling. Once again,
played a very limited role both before and after 1991. is the bottom-up forces which are driving the
Before 1978, mainland China was closed to theross-border development. This also explains why
outside world and there was no possibility for anthe political change in 1997 has made no dramatic
cross-border development without a fundamentahange to the cross-border development.
institutional change in the mainland. Comparative Cross-border flows of people, goods and capital
advantages could be realized only once the bordare the fundamental forces of spatial and economic
was opened to cross-border flows of people, goottansformations in any cross-border regional pro-
and capital in 1978 when China adopted its opetuction system. This study has focused on such
door policy. The then Hong Kong governmentross-border links to illustrate that the close demo-
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graphic and economic connections between Homgesented at the IGU Commission Conference on
Kong and mainland China had been establishédtban Development and Urban Life, Seoul, Korea,
well before 1997. A bottom-up approach has beed+13 August 2000. Constructive comments by Pro-
working spontaneously and the local people arféssor Claes Alvstam and anonymous referees are
businessmen in Hong Kong have been the primagyatefully acknowledged.
force in establishing strong relations with the main-
land both before and after 1997. Hong Kong halianfa ShenDepartment of Geography and Re-
played a pivotal role in the industrialization ofsource Management, The Chinese University of
south China. Hong Kong, Shatin, NT, Hong Kong, Fax: 852—
Cross-border trading and investment have tran26035006.

formed Hong Kong’s economy from manufactur£-mail: jianfa@cuhk.edu.hk
ing to a service centre. De-industrialization has
happened within Hong Kong. But Hong Kong still
C?nt.mls a huge m.zillpufacturl?g k[))as_e c'jn PtRI? € ERGER, S. and LESTER, R.K. (199%ade by Hong Kong
ploying over six million people. De-industrializa- " ;0.4 University Press, Hong Kong.
tion in Hong Kong reflects the division of laboursrown, T. (1997): The fourth member of NAFTA: the U.S.—
between Hong Kong and the mainland in the re- Mexico borderAnnals of the American Academy of Political

i i i i i and Social Scien¢®50: 105-121.

. . . CHAN, R.C.K. (1998): Regional development in the Yangtze an
glor:allpr;)ductl?n s;}c/stemehlcrI]< is Stl'lll'hun%efrf the (1998) o haldevel inth q
control ot investors trom Hong Kong. 1NIS AIITErsS .o zhyjiang delta regions, in CHENG, J.Y.S. (edhe
from the case of the service sector on the mainland. Guangdong Development Model and its Challengps43—
Hong Kong’s investors face tight regulation and 79. City University of Hong Kong Press, Hong Kong.

iti i HEN, E.K.Y. and HO, A. (1994): Southern China growth trian-
Stl’gnfg ZOTS%IUOI? Irom the Iocal(;:om'pa?les thle@ gle: an overview, in THANT, M., TANG, M. and KAKAZU,
and fin I fmcult to assume a Omlna Ing role. H.(eds):Growth Triangles in Asia: A New Approach to Re-
Transferring some parts of the service sector from gional Economic Co-operatiopp. 29-72. Oxford Universi-
Hong Kong to the mainland poses a real challenge ty Press, Hong Kong. _
to Hong Kong’s economy. This may call for a moré:HU, D.K.Y., SHEN, J. and WONG, KY (1997): R_egmnal/ur—
tive role of the government in Hona Kong which ban governance of the greater Zhujiang Dé&txasional Pa_—
_aC . g g 9 A per, No. 140, pp. 1-8. Department of Geography, The Chinese
is minimal so far. Hong Kong needs to redefine its university of Hong Kong.
role in the world economy after the entry of ChingHU, D.K.Y., SHEN, J. and WONG, K.Y. (2002): Shenzhen—
i Hong Kong as one: modes and prospectus of regional gover-
Int.cl).r:he WTO ?n 11.5](?[ﬁemb(.3r|2031t.h Chi f nance in the PRD, in WONG, K.Y. and SHEN, J. (eB&:
(_a Conn_ec 1on wi e mainiand, ,e naftac- o rce Management, Urbanization and Governance in Hong
tor, will continue to benefit Hong Kong’s economy.  Kong and the Zhujiang Deltap. 231—-248. The Chinese Uni-
The key issue crucial to Hong Kong's further pros- versity Press, Hong Kong.

. intai ) veeSD (1992)Hong Kong External TradeMarch Issue, pp. 170
perity is how to maintain Hong Kong'’s comparatlvé: and 173. The Government of HKSAR

adva_lntag_e among main competltors inthe reglon 'E_SD (1996):Hong Kong External TradeMarch Issue, pp. 202
cluding Singapore, Shanghai, Shenzhen and Taipel. and 208. The Government of HKSAR.
The outcome depends not only on the political st&SD (1998)Hong Kong External TradeMarch Issue, pp. 203

bility in Hong Kong, but also on timely response__2and 207. The Government of HKSAR.
Y g 9 - y - P %SD (1999):Special Topics Report No. ZLhe Government of
and adaptation to the changing economic and trad- isagr’

i_ng circumstances. Enhanc_ing regional _ Cor_npetbso (2001a)Hong Kong Annual Digest of Statistics 20The
tiveness through closer regional integration in the Government of HKSAR.

Hong Kong—PRD region is an important strateg(}s%é\zlg?nlnﬁgt‘gf‘sgcs :'Fg”seho'd Survey Report NoThe
for both sides of the border. Whether the HKSA%SD (2001c): External Direct Investment Statistics of Hong

govemmem should confine itself to the same |imit' Kong in 2000Press Releas@0 December. The Government
ed role in further cross-border development is being of HKSAR.

H i H i SD (2001d):Annual Review of Hong Kong External Trade
debated intensively in Kong Kong and will be testeét 2000 The Government of HKSAR.

as Hong Kong moves on towards the future. CSD (2002a): External Trade Statistics, http://www.info.gov.hk/
censtatd/eng/hkstat/fas/ex-trade/tradel/tradel_index.html,
The Government of HKSAR.

Acknowledgements CSD (2002b): National Income, http://www.info.gov.hk/cen-

. . . statd/eng/hkstat/fas/ nat_account/nat_account_index.html,
This research is funded by a Direct Research Grant 11,o Government of HKSAR.

of the Chinese University Of_ Hong I_<ong, projecicsp (2002c)Hong Kong External TrageMarch Issue, p. 209.
code 2020544An earlier version of this paper was  The Government of HKSAR.

References

Geografiska Annaler - 85 B (2003) - 1 15



JIANFA SHEN

ENG, I. (1997): The rise of manufacturing towns: externally driv-  ing role of the city-state in post-handover Hong Kdbigina
en industrialization and urban development in the Pearl River Review2 (1): 1-28.
Delta of Chinalnternational Journal of Urban and Regional RATTI, R. (1993): How can existing barriers and border effects
Research?1: 554-568. be overcome? A theoretical approach, in CAPPELLIN, E.R.
ENRIGHT, M. J., SCOTT, E. E. and DODWELL, D. (1997he and BATEY, P. W. J.(edsRegional Networks, Border Re-
Hong Kong Advantag®©xford University Press, Hong Kong. gions and European Integratippp. 60—69. Pion Limited,
GRUNDY-WARR, C., PEACHEY, K. and PERRY, M. (1999): London.
Fragmented integration in the Singapore—Indonesian bord8HEN, J. (1997): Population and migration trends in Hong Kong,
zone: Southeast Asia’s ‘growth triangle’ against the global Geography82: 269— 271.
economyInternational Journal of Urban And Regional Re- SHEN, J. (1999): Urbanization in southern China: the rise of
search,23(2): 304-328. Shenzhen city, in AGUILAR, A.G. and ESCAMILLA, |
GU, C., SHEN, J., WONG, K.Y. and ZHEN, F. (2001): Regional  (eds):Problems of Megacities: Social Inequalities, Environ-
polarization under the socialist-market system since 1978—-a mental Risks and Urban Governanpp. 635-648. Univer-

case study of Guangdong province in south Ctimajron- sidad Nacional Autonoma de Mexico, Mexico City.

ment and Planning A3(1): 97-119. SHEN, J. (2002): Urban and regional development in post-reform
HENG SENG BANK (1999)Heng Seng Economic Monthly China:the case of Zhujiang deltRrogress in Plannings7

February. Hong Kong. (2): 91-140.
HKSAR GOVERNMENT (2001)Hong Kong Yearbook 2000 SHEN, J. and YEUNG, Y.M. (2002): Free Trade Zones in China:
HKSAR GOVERNMENT (2002)Hong Kong Yearbook 2001 Review and Prospe@ccasional PapeNo. 122. Hong Kong
HONG KONG TRADE DEVELOPMENT COUNCIL (2001): Institute of Asia-Pacific Studies, The Chinese University of

The Two Cities: Shanghai-Hong Kong, The Development of Hong Kong, Hong Kong.
Shanghai as Business Center and its Implications for Hon§HEN, J., CHU, D. K.Y.and WONG, K.Y. (1999): The Shenzhen

Kong Hong Kong. model: forces of development and future direction of a main-
HU, Y. and CHAN, R. (2002): Globalization, governance and de- land city near Hong Kong, in YE, S., NIU, Y. and GU, C.

velopment of the Pearl River Delta regidhe China Review, (eds):Studies on the Regional Integration under the Model of

2 (1): 61-84. ‘One Country Two Systemgp. 112-131. Sciences Press,

JESSOP, B. and SUM, N.L. (1999): An entrepreneurial cityinac- Beijing.
tion. Hong Kong's emerging strategies for (inter-) urban comSHEN, J., WONG, KY. and CHU, D.K.Y. (2001): Regional eco-
petition, Urban Studies37 (12): 2287-2313. nomic growth and factor contributions in the Zhujiang delta
KUMER, S. (1994): Johor-Singapore—Riau growth triangle: a region of south Chingdsian Geographe20(1 and 2): 125—
model of subregional cooperation, in THANT, M., TANG, M. 151.
and KAKAZU, H. (eds):Growth Triangles in Asia: A New SHEN, J., WONG, K.Y. and FENG, Z. (2002): State sponsored

Approach to Regional Economic Co-operatipp. 175-217. and spontaneous urbanization in the Pearl River Delta of south
Oxford University Press, Hong Kong. China, 1980-1998)rban Geography23 (6): forthcoming.
KWONG KAI-SUN (1999): Why Hong Kong should welcome SHEN, J., WONG, K.Y., CHU, D.K.Y. and FENG, Z. (2000):
the emergence of Guangdong Provirdeng Kong Update The spatial dynamics of foreign investment in the Pearl River
winter 1999/2000: 6-8. Delta, south Chinalhe Geographical Journal66 (4): 312—

LAM KIT-CHUN and LIU PAK-WAI (1998): Migrants and the 322.
Economy of Hong Kan The Commercial Press, Hong Kong SIT, V.F.S. (1989): Hong Kong’s new industrial partnership with
(in Chinese). the Pearl River Deltésian Geographei8: 103-115.

LEUNG, C.K. (1993): Personal contacts, subcontracting linkagsIT, V.F.S. (1991): Transnational capital flows and urbanization
es, and development in the Hong Kong—Zhujiang deltaregion, in Pearl River Delta, Chin&outheast Asian Journal of Social

Annals of the Association of American Geographe32): Sciencel9: 154-179.
272-302. SIT, V.F.S. (1998): Hong Kong’s ‘transferred’ industrialization
LI, H., XU, L. and ZHOU, W. (eds) (1996Jhe Regional Econ- and industrial geographpsian Survey38 (9): 880-904.

omy of Guangdong, Hong Kong and Macau at the turn of th8IT, V.F.S. and YANG, C. (1997): Foreign-investment-induced
Century Guangdong Higher Education Press, Guangzhou.  exo-urbanization in the Pearl River Delta, Chlddhan Stud-

LIN, G.C.S. (1997)Red Capitalism in South China: Growth and  ies,34: 647-677.

Development of the Pearl River DeltdBC Press, Vancou- SKELDON, R. (1997): Hong Kong: colonial city to global city to
ver. provincial city?Cities 14 (5): 265-271.

LOO, B.P.Y. (2002): The textile and clothing industries under th&MART, J. and SMART, A. (1991): Personal relations and diver-
fifth Kondratieff wave: some insights from the case of Hong gent economies: a case study of Hong Kong investment in
Kong. World Developmeng0 (5): 847-872. south ChinaJnternational Journal of Urban and Regional

MAINLAND COMMISSION (1995): An Empirical Analysis of Researchl5: 216-233.

Indirect Trading among Three Areas across the StEaiec- SOULARD, F. (1997)The Restructuring of Hong Kong Indus-
utive Council, Taipei. tries and the Urbanization of Zhujiang Delta 1979-198%

MAK, C.K. (2000): Railway infrastructure development, Paper Chinese University Press, Hong Kong.
presented at Seminar on Buidling a Competitive Pearl Rive8PEAK, C. (ed) (1997): This Changing World: Hong Kdagp-
Delta Region Cooperation, Coordination and Planning, Or- graphy82: 253—-87
ganized by the University of Hong Kong and Hong Kong In-SUEN, W. and CHAN, W. (1997):abour Market in a Dynamic

stitute of Planners, 8 July. Hong Kong. Economy The Commercial Press, Hong Kong (in Chinese).
OHMAE, K. (1995):The End of the Nation State: The Rise of ReSUNG, Y.W. (1998)The Economic Co-operation between Hong

gional EconomiesHarperCollins, London. Kong and South Chindhe Commercial Press Hong Kong (in
PLANNING DEPARTMENT (2000):Cross-Boundary Travel Chinese).

Survey The Government of HKSAR. SUNG, Y.W. (2002): Re-defining Hong Kong's strategy of

PUN, N. and LEE, K. (2002): Locating globalization: the chang- growth and development, in YEUNG, Y. M. (edNpw Chal-

16 Geografiska Annaler - 85 B (2003) - 1



CROSS-BORDER CONNECTION BETWEEN HONG KONG AND MAINLAND CHINA

lenges for Development and Modernization: Hong Kong antiVONG, B.W.Y. and NO, K.Y. (2000): Million eye mainland

the Asia-Pacific Region in the New Millenniupp. 75-100. homes South China Morning Pos10 April.

The Chinese University Press, Hong Kong. WORLD BANK (1998): World Development Report 1998/99
SUNG, Y.W,, LIU, P.W., WONG, R.Y.C. and LAU, P.K. (1995): Washington.

The fifth Dragon: The Emergence of the Pearl River DeltaY EUNG, H.W. (2000): Neoliberalism, laissez-faire capitalism

Addison, Singapore. and economic crisis: the political economy of deindustriali-
TANG, M. and THANT, M. (1994): Growth triangles: conceptual  sation in Hong KongCompetition and Changé, (2): 121—

and operational considerations, in THANT, M., TANG, M. 169.

and KAKAZU, H. (eds):Growth Triangles in Asia: A New YEUNG, Y.M. (1997a): Planning for pearl city: Hong Kong’s fu-

Approach to Regional Economic Co-operatipp. 1-28. Ox- ture, 1997 and beyon@ities,14: 249—-256.

ford University Press, Hong Kong. YEUNG, Y.M. (1997b): The geographical meaning of Hong
THE COMMISSION ON STRATEGIC DEVELOPMENT Kong's return to China rule in 199ACTA Geographica Si-

(2000):Bringing the Vision to Life: Hong Kong's Long-Term nica, 52(Supplement): 8-15 (in Chinese).

Development Needs and Gaatong Kong. YEUNG, Y.M. (1999): The emergence of Pearl River Delta’s
TRANSPORT BUREAU (2000Railway Development Strategy mega urban-region in a globalizing environméntcasional
2000 The Government of HKSAR. PaperNo. 90. Hong Kong Institute of Asia-Pacific Studies,

TSIM, T. L. (1991): China—Hong Kong relations, in KUAN, H.C. The Chinese University of Hong Kong (in Chinese).
and BROSSEAU, M. (edsChina ReviewThe Chinese Uni- YEUNG, Y.M. (2001): A tale of three cities: the competitiveness
versity Press, Hong Kong. of Hong Kong, Shanghai and Singapore in the era of globali-
TSUI-AUCH, L.S. (1999): Regional production relationships and  zation, Occasional PapelNo. 1. pp.1-33. Shanghai-Hong
development impacts: a comparative study of three produc- Kong Development Institute, The Chinese University of
tion networks/nternational Journal of Urban and Regional Hong Kong.
Research23 (1): 345-359. YEUNG, Y.M. and CHU, K.Y. (1998)Guangdong: Survey of a
WENG, Q.H. (1998): Local impacts of the post-Mao develop- Province Undergoing Rapid Changeéhe Chinese University
ment strategy: the case of the Zhujiang Delta, southern China, Press, Hong Kong.
International Journal of Urban and Regional Resealh
(3): 425-442.

Geografiska Annaler - 85 B (2003) - 1 17



