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Transfer of Technolozy - the Hong Kong View

By R, Porter, Heal, Industry Diviuion,
Commerce and Indus' ry Nepartment,
Government ol onug Kong

It was not until I had accepted a commitment

to preﬂrc this paper and ctarted work on it that I began
to realise the extent to which the Hong Kong experience
in attracting foreign technology into industry differs,
as far as the Government rolc is concerned, to that of
almost all other countries likely to be represented at
the Conference, A free enterprise, free trade philosophy
g:cca an obligation upon Government suthorities to ensure

t bureaucratic interference and involvemsnt with the
vital commercial and industrial processes associated with
trade in its widest sense i: kept to an absolute minimum.
That 1s the position of the Government in Hong Kong.

2. Most decinionn involving the expenditure of
rivate capital and the development of trade are best
left to private enterprire and the stimulus of the profit
motive, This philosophy and the Governmont policies which
arise from it may well he unique to Hong Kong, in a worid
of increas trade restrictaons, It is with some
goggda:éon arefo;e tha;;z I h;ve tried to se*:hgut some
e advantages of the Hong Kong system in 8 paper,
with referonc:‘:o foreign m'.rolvnc:ent in our industry,
for disc ssion at the Confer ace, If the p: jer is light
on information about the legul and administrative aspects
of joint venture and licensing mmgenanta that is
because, in Hong Kong, the Government is not normally
involved in these aspects of industrial promotion,

3. The Government role in Hong Kong's industrial
development is, however, very positive and is flexible
enough to provide substantial incentive to foreign
industry to locate some form of industrial operation in
Hong Kong, It has been successful and, this being so,
there must be points of interest t participants in a
Conference of this nature, It is my hope that there may
be mtuntbto be learned from the Hong Kong experience
by some of the participants and, if this proves so, the
preparation of this paper will have been worihwhile,

THE BASIC NEED PO TECHNOLOGY

4, In recent year: increasing concern has been
voiced by develo countries about the fact that,
despite the good intention- and undoubted efforts of
many countriez and intcrnational organisations, the
economic gap hetween the developed and the developing




35 ..k L . groralowoisuing,  dont develeping countrien
rogar . 3wt dobioation 26w espeatian eloement drn
narrowis tue 5o ~ad Woere inoa cvosing belief that the
AT {or oo bochnolosy ie oan impoirant aethod

28 wchioving Bl owome b ohioh thowsh iaereasingly i
cmed, ooy a6 memns yet o Loon exploited to its full
Catentic L, ke v i oemer A sy b eymntign ?ecogmition
‘ot tne wavlancation of approprisie technologies i3 an
impertant means of accelerating the oconomic growth of
4 svelaping souatrics fn auzarmont fron the conslderable
wttenticn glven *o tho subjset in international publica-
t3ans and in me-bLings of sucl organiaations a3 UNCTAD,
oHabU whe G donol Unsvew satioas Loadics,  Alment
%ilhout cuception, national Governmments in the Asian
region are hard at work cnoouraging industrial develop-
mony; sdae ol this haing related to the processing of
“heir own indigencus raw mat:orials and zome be .
celnted o the production of goods which must rely on
mpcrted naterinls, Soums of the production rosults in
LMot curatisution and che caving of foreign exchange;
.~me ralates directly to exports and the creation of

» dditional fovelign oxihange.
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. Tae extent te whizhn developing countries

~neas upon inddstrinlisation forr their economic
~rowklh paturnlly varies, i I think it i fiue to ray
.aat, olmost without excertion, they depend upon
iadurtry to o oteadily iuncr:asing extent, Purtheramore,
“ar continued ecunomir zrowth thoy cannot be content
.4th the relatively sizple iniuatrics and unsopaisticuted
achnologies witis whioh $he 7 may have achicved their
tmitial a2ima T, For oxaznie, reducing the proportion
af G.N.P. at ribuasable o asriculture, TFor those
Seunie ios which ceck to incrcase their exports of
wduntrii. products, the sreapure of competition from
ctber developing cowitrics 1.lleming in the.r footateps
vil? jtoelf erpur< ¢ contluual need o uggrade their
c2ehnelaglica an? niden theur industrial bause,

URY2LOPEON™ OF TRCHROLOGY
- o 0

Oy Deapite some acuertione to the contrary, an
indu-t.taliving country i3 not ahle to develop its 1
osm trchnologies throurh ialigenous research and
Zevelorment other than on 2 Lase ao narrow and at

such o pace a8 '~ be inelfcctive a~ a meane of pro-
moting goneral ceonomic .evelooment, Ib ie esvential
ta oroprens that aclentifir .~d technological aavancese
e owerrosed from other sountiien, assimilated, adapted
and revined Lo meat local conditionz and then put to
practical ume, Thoce tochudlogies can then be used

an ¢ Lage Sor furtaer decveiopoent and innovation,

fat eval Jhins can occur in a large degree only over

2 conpsiderable sariod o timo, :




7. The importation 5f modein Lux tairly hasice
technologies, sich as those relating to the gpimning
and weaving of simple textil: fibrics, the zouluiny
¢f uncomplicated plastic produ t3 and the manufacture
of footwear, can usually be 4 -hievod without over=puck
Gifficulty provided the overull political and economic
climate is conducive Lo the vatablichment of a maru-
facturing industry and provided that the basic
infrastructure, banking, insvrance and commuaications
services are adequate for the purpose, Subsequent uteps
become increasingly difficilt for a number of reasona
however, Capital cost: increase ranidly as thc level
of technology improver; more original rescarch and
design work is required for product development and
greater numbery of more highlr qualified personnel
are required,

8. Any industrialicing developing country faces
considerable problems ia sutisfying some, if not all,
of the basic criteria for the necessary advancement

of industry., It would bLe “rong, of course, %o @ st
that the import of technolomy is the only need and,
indoed, it will be difficult to encourage the import
of technology if other basic desiderata are not present.
L foreign company considering the export of its
spaci.:lised knowledge muct be 3atisficd on & basis of
fairly precise criteria that the developing country
concerned offers the company the opportunity for a
viable and profitable operation,

THE MBANS OF 'TECHNOTOGY TRAKSFER

9. The ways in which tochnologica can ve trans-
ferred from developed to deveioping countries are well
enough imoms, This can be achieved through publishead
literature, the employment :f foreim experts, overseas
training (all usreful wmeanc but each limitcd in the otal
effect which can be achicved), Airect forcign partici-
pation in manufacturing, subcontracting and licensing
nts, None of thesec nystems is mutually
exclusive, Por example, an American concern (company
"A") establishcd a subnidiary in Hong Kong (company "B")
to undertake general machinuc shop work on a subcontracting
basie, Another American coupany (company "C') manu-
factures car air conditioning systems which it sells
in the U,3,A, and elsewherec for installation in U.S,
cars, But, although itc bnsic designs are universal
and 1t3 main component (the :ompressor) standard no
matter in what car the equipment ias installed, the
detailed design must be varied with the make and model
of car, It is not profitablec for companr "¢* to
produce designs and manufacture in the U.8.A. relativaly
short runc for installation in European and Japanene
cara, It therefore subcontractz this viork to company
"B" 1n Hong Kong whick <ells its products lncally and




i1 A number of overzeas marieta. including aoma in
Turopa, Company “BY I aule to produce designs and
rarry 2at the quite bH.oic wugincesing #drk required

“or the manufacture o’ saitabl. svatems al a ccmpesitive
frice, Thua, through a cullication of direct foreign
martiniyp .tior and subconirac iug two compan as in the
1,£.4, and one compasy in 1. . Koy 20 orolltable Yo
tue 2atisfaction of all grno~raed, A further coincidentil
result ie that compani.- in third countriers, including
daveloped ccuatriee in Furone, arc whlec to offer their
caziomers a more sutinfactory and competitive sarvice,

CUMMEXCTAL INCENTIVES

13, This satisfactory situstion aromse, as do
a8t othere involving th~ narticipation of companies
in foreign counirier by &ny means, because there was
cam.sreial advantage to all concemed in doing so,
not because the goverrment: of the zountries concerned
laeided thaet intcruational cooperation betwcen them
vvas desirsble,

1. Although many couriderations of the subject
vay scant re %o this aapect, cxperience shows that
internati ocooperation in narufacturing ~an dbe

rucceesful only if there are clear commercial t&mufs
in the arrangemcnt, Only ir this way can the acquisition
of uncuitable and unecunamis technology be avoided end

s agtisfactory infustrial growth rate achiesved,
Covernments can, and 45, mcourage and aseist inter-
nationa) subcontracting tc take place; but alt
rultilateral agreemeni: -uay be uzaful in stimmlating,
in providing prevsures -t in laying down slincs,

it 12 th~ polieiez of indivi 'ual government aimed

1t smootaing the way of corm wce which are ~~cisive,
Hong Rong 48 not the only place which aﬁy domonstrates
thiss o number of Asian countries wnich have policies
quite 1ifforent to tho:~ of llong Xong are successfully
inaunrm:tung a8 a rcoult of their om nationsl
rolicies and efforts., Th> common denominator ie that . |
whedr policies are proilvcaug eaviiamencs aaich are
commercially attractive to Loth indigencuc and foreign
companios, An important aopect of sn attractive invest-
ment environment is stability in Goveimment fiseal

and developm:ntal policier,

PINANCTAL INCEWTIVES

12 The most venular wa; of importing technologies
has been to attract dircct foreign industrial investment
bty mcans of tax holiduyu; immigration concessions; |
relaxation of exchange «ontrols; train grants; ]
protected domesiic mari-is; oxport subsidiess divty




draw-backs for ;mnovt: S m.cainers  quipment aad éven
factoary premiscr, Tihe XAt mix o *n.oso {inanzial
induccments varies consileraily from suntry to
coun®ry (oiher than in fony - hien 4a probably
unique in aging none 61 ‘Ferm posificallv tn attract
foreign investors) and obviously Soverments anxious
to accelerate induntriati-ation munt experiment with
the variour factors befors arrivin, a* the right
package for their partic:alnyr torritories, Too few
conceszions and foreign cumoanien night ~3tablish
thems lves elgewn:re; too 2wy and %h> net return to
the dcveloping count=y mur ecormically inattractive,

13. Where specim) incentivee arc offered, *he
overall oconomic cost of avtracting foreimm technology
can be high and it 18 1 =master of careful judgment how

&ny country can oiTer to foreim induatrialists
$0 moke the import of their technolog, profitable,
The government. of & apecitic dcveloping country with
accear to detailed (and narmally .onfidential) commercial
information and reifabl: ~tatistic. uiy ba able, with
the aid of much intelliy nt guesswork, to arrive at
& roughly ectimated cost nenefit analysirc in each
articular case, Bt althougr a numher »f attempts

¢ been made, it har not provad possible to 1.

dom reliable and all irclurive international delincs,
It 48 unlikely that dev  oping countries can r?leh an
Sgreement among themseiv:c on how much to pay for '
such transfors, It i+ .vin difficult to lay dom
reliable guidelineom ac indiviausl clrcumstanc s and
needs 80 greatly and crmpetition is keen; but it
appears that sany countrics, sager for technology,
may offer morc than is =~uooeary to attract it,

14, A mmber oi compa.ius nave, for esample,
coamented %> me that th. laree tax concecsions
offered to them by somc develcp countries wishing
to attract them were of onl,; margiral interast:s the
tax thoy paid in thc develoning country was s ly
deductel from the amount of *ax whish wae nayable to
their om government. Thu. theed resalt of the large
tax concession scmetinc: i that tue d&veloping country,
badly in necd of revenue, forgoes it in fsvour of
She governaent of a devcloped country, It i3 moreover
ficlently appreciatei that companies from the
developed countries aloo have much to éain from manu-
feoturing in lov cost countrier and are frequently
ROTe successful than tiicy cxpect %o he in
concessionn out of developing countries coapet for
Wir fovairs, T oust atreds that [ am not saying that
tax conceisions ar: unncceczaar or wMesirable in aany
countries, They very often are essential, but they
should not be over genersu: or %too freely yiven,




DISADVAN: AGE OF UTRL, __FCiF [GN_PARTICIPATION

15. Dir-~t Toreigrn inv lvemcrt in the industric-
tioniinn of coveloping ~ount Lic Yoo a grent many
sdventages, especially nt tue eurilroet stnges of
levelopment; 't there ars disadvantages tso and it

i3 dntersatinge t5 note *hat oo . zartain point of
dovelonm ont hns been ronchc., tnorc has occasionally
srere ome adverss roacuion against foreign-owned
COmpeitden, dowrtimea stomuing 7o, sational pride

and the realisatior or bHelief that aa important part

of tre cconomy is under foreign ‘nfluince; and cometimes
from rroertmont thiat foreign ownedl companies are not
contribvuting 2 thue cconcar oF the cowmtry to the same
extent aa their locally owred counterparts and are
concermed with extractalig from, »it not contributing
to, tho cconomy, There arc alse cuensions when foreign
{nvestors are accused in their countrics of origin of
exporting jobs and are uapopular vwith their governmente
for this reasor and for oxvorting capital., A way
around man’ of thesec problems is oversezas manufacturing
vy meens of liceneing and subrontrecting arrangementi’,

HONG KOG 3 PERITNCL
‘3, Ratrer than anter into = -letailed discuesion

of the thaoreticnl ndvantages and disadventages of
each wsthod of multinzational manuficturing, which in
any casc will be well kr:c . to the participants in
the Conferenc., i shall outline Horg Xong': experience
of each of them, Hons RKong ~as not 2dopted the usual
methods of cttrocting forcie . manufzcturers and ite
political, geographic and ccoaomic ronditions are
unlizel; to be entirsly relevant to those obtaining
in any other ¢2rritory. T believe, nevertheless,
that there iz general signilicance in them and I hope
that some lessons ~an p2 learned from Hong Kong's
colutiong t¢ proviems even thowsh they may often need
some adaptation +o be applicable elsawvhere,

Hintorical Factors

17, In order to cxamine thais gxpericnse it ic
nceessary to siontah in, however briefly, the background
to Hong Kongt's industrialisation,

18. In 1991 intcractional events foroad Hong Kong
to oharply reduca the import/export trade on which it

bad largely existed up to that time. In view of the
absence of natural reszourcer end a1 =»ignificant domestic
market, exterani trade wir - and vcmains - Hong Kong's
only mcan: of cconomic wrvivel., Fortunately, the

early 1950's vaw 2 surutuantial immigration of capital

and exportice wnich lea to the rapid development of
mod'rn and highly erficiomt cotton -pinning and weaving
indus*ries, The textilc iruustry. cgportsd ty thetdvantages




of a Commonwealtn Iref renc: System which provided

duty free¢ acceas for Hons Kong soodia into tho British
and other market:, cipanded ver ; r2idly darving the late
1940'; and the early 1997'a hased alnont envirely on
exportas to develoned wurrketr,

19, Heavy immigration da: ine thiz serind stimulete!
the rapid growth of 1 rmauher or relativel:r low technology
industricn, including ~vwm.nts and nlastics, The loeal
market for thene produits was small (the population in
1950 being two million 25 compared to foup million

at prement) but Hong Xong’ s enireprencurs were able

to find foreign market:, I this they had certain
advantages in the exigteiice of og efficient commercial
infrastructure, Bankins, isnsurance trading and shipping
companies which were expericnzed and well c£tablished
were in need of new businc-=a to reg:/mce their lost

trade, In the early 13°C's come 8 7 of Hong Kong's
total exvorts were accouried for by the re-export of

the products of other countric, Within ten years

the ratio had been reverscd: 304 of total exrorts were

of locally maaufactured products, By 1971, neaxrly
600,000 persons from a ponulation of four million

were employed directly in manufacturing and the year's
exporis of locally made products were valucd at 82,269
million, At least 999 of a1l manufectured products arc
now oxported,

gontributing Elcments

20, A number of icatures about thig rapid
industrialieation need to La eriphagsized:

(2) 1t arome spontancously in response to
.Laconomin precsuro. rather thar as a
result of Gov: rimeut economic vlwming;

(b) it could not have taken place had not the
Government's vconoriic policies oeen conducive
to it and a sound commercial infrastructure
deen in existin i to support its

(c) apart from textile, the ) roducts mwanufactured
were iu gener:]l unasphisticnted and labour
intensive;

(4) the majorit,, even though produced in entirely
locally omed factories, were produced to
customers' desigms ind specifications - in
other words thoy eie subcontracted;

(e) industry and i:ductrialists were permitted
the maximun frecdom to dccide for themselves,
on the basis o their om finansinl and
operational .ritecria, which industries to
establish and hov t. expand then:
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(f) inefficient indvorsrv waa given no protection
of any kind vy the Governmonte ind ed, no
import tariff -xi -~ hv which' inr-~t pro-
tection could b oiven; the rosuit was the
emergence of viable and erficiont industry,

21, As industry Moveloped a nuuter of changes
took plaece, som~ extraordinarily rapidiy and others
v woprogrettive but steadicr pace, It i3 unnecessary
in the eontext of this paper to examine these closely
but it may be useful to look briefly at aome of the
developments and the rcasons for these as well as at

the resulty in prezent duy industrial and econoamic
tems,

The Government's Industrial ond Econcmic Policies

?gee trade

22, The Government of Hong Kong i= one of the very
~ow in the world toduy to adhere in practical terms to
the principles of froc trade and non-interference with
industry, Economic planning is not practised by the
Pong Kong Government other than in the broadest sense
and thu~ no particular ascctor of the cconomy is
deliberately encouraged to expand at the expense of
another, In the view of th: Government, the industries
which will be of most benefit to an export oriented
economy and thus to the commurity a8 a whole will be
th@oe which emerge within a free market ecomomy in
which no sector is gpecifically protected or subsidised
and whic.. tacen direct comve ition in overseas markets,

Lack of discrimination

33, As a corollary to this policy, and in contrast
to Govermment thinking elsawhere in the world, forei
crduatrialiats receive no fiscal incentives to establish
themselves in Hong Kong othcor than those available to
21l lenal industrialista, There are specific advantages
in thie for the foreign industrialists as well as for
the conumunity as a wholc, Foreign owned companies are
on fully equal terms with local companies; there are

no restrictions on thc percentage of foreipn ownership
or on thc nationalitic:c of directors and there is no
discrimination by the Govirnment, other industrialists
or ewployces again~t forcign owned companies, If the
foreign company bringc a viable projeoct into Hong Kong
it will succeed, An in fficient venture will fail,
Zither way the Govermment does not provide specific
inducements or meouure. of protaction.
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24, Ther: are uo loport tariits icvied in Hong
konz and relatively 1ow » veonae guteq ape lovied on
only a few items auch as tova.o s, w3 oshol wa petrolc.an,
All soods may be importes, manuvact e d g exported
freely otter tran thow- Tootrootea Yoy safoty ard
nexlth reagson. or 1o rasult of iateration
Lgreement s,

5. Corporat: an< pors-wmal taration 1o low,
Laxation on busincss beiag levied at 4 standard rate

of 15% on all profits or i. ~ome arising in or deriving
trom Hong Kong, - Capital way he freely importcd and,
“ogether with profits Q:y be free repatriated, Import
licensing is not requirco for raw matcrials or equipment
and there is ne restriction on inports from any country,

The laissez-faire approach

26, The policy i« frequentily referred to as
resulting in a "laismez-faire™ economy; a tcrm which

I personally dislike an, although rensonably accurate,
it gives an inprescion not onlv of non=-interference but
also of a lack of interest un ‘he part of the Govermment,
The poliey of non-intcrrer-nee with trade and industry
is in fact a live and vital one, carefully considered
and intended to ne nesitively helpful, A ncgative,
uwninterested approach by a  Government cannot foater

a healthy economic climatr auch ns *hat exiasting in
Hong Kong.

Government involvenon<
27. The Government plans indu-trial cotates and
provides ‘ndustrial a¥tes, bu’lds roadz, provides water
and drainige, builds lov cos+ housing for th~ woriers,
gschocle for their children, and aso forth in cach
development area, In order that workers can be
encouraged to take up cmpioymant in new industrial
Areas and that daily mass movements of people are
roduced, ocach ares in plann-+d au a separate community.
it ic interesting to notc 4n thin context that the
Hong Kong Government ha- already provided low cost
housing for over 14 million people and will houre
another half million beforc 1980,

28, The Government®t sroviiss technical education
nt all levels and encourag:t and assists in the ranning
of apprenticeshiy .training schemes. It helpa to
establish, and financially supports, inctitutional
orgénisations which encourag: industrialisation such

a8 the Productivity Centre, the Management A3sociation,
the Industrial Design Centre, the Federation of Hong
Kong Industries, the Tradc developnunt Council, the
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: Cyeads [meuarsac Uorgaention snd a number of
, o1 1t provides some {inancial backing for

coatler manafasture»a abo Wi13a to re-coiip their
1 bt Tnes: ~re oxamples. 6ot an all inciusive

?1*:, i the Gorerruuent © poniuive elforts uvo encourage ;

« Tovermment cynen Luares ars aill mad: in areas
wherve private enterprisc cannot normally expect a good
firmaccinl rotura,  Coavarsoay, it ic true Yo say that
oottt eatorprizes cam b exprcted to provide
tr2 roeprvices A institution:. required by the economy,
“hie lsng Yong Governent oncourages them to 4o se,

Tatisvotol and

L ]
0
1* .1 strial levelonmen', It 7711 9 noted however that
P
.4

Gl

s In view of Hong Kong'u mountainous ¢opography,
tand soiteble for idndustrinl buildings is a scarce and
sxversive ccmmodisy, It ie uiaally nccensary to fora
roiee cither by cutting dowm hills or by recleiming
Jrow e ten (methodr which ave complementary). In
coerdanee with the polity that it io for the
aiustrialint to doelde whaioh industry will W viable
:n liapg Xong, industriil cites are anrzally sold bg
Laetion, Prices realiscd ar:e raelatively high whio
~1t4gatrr againet indurtries which require o great
coal of lond but eacourages labour intenaive industries,
ri~ae aowover cannot be cxeednsive in economic terms
5 they are paid by develovsrs and manufacturers in
cireet competition witiu each other and reflect the
arxet domand at the tine, It could be argued that
1 policy of providi teaad t0 induatry at low (and
sheprafore subgidised) price . would stimmlatce the
daveiop ont of a wider iada trial base, It{ i3 less
aeily argued trat iy goull _acowsage the , owth of
sore profitabl. industry, however, eithcr for its
swaesn 92 in terms of the cconomy, In the view of
the Huag Keng Goveramer.t. industrial and ecconomie
rrowth will be encouraged oy consistently low levels of
“v_orims 9 freedom fron 4vade and othor cortiocla; and
I rust soy that the high prices paid for industrial land
d0 ot seer to have inhirited industrial development
uar se, It is alco o faet that the substontial sums
2. reveme raised from land alec have helped substan-
“1a:1y in kecping dircet tacetion at attractively low
levels,

Lauour
s A A

Reguiations
RV Laong sae few yomalations which industrislits
it compls with are those rcelated o the safaty,
Loatth wmd walfers of workirs, Tuese are in conformity
with Shosco appliz2d olnowhele in the world and will be
expected by any indusrrialict, Toenl ¢r foreigm.




i, Prom < populaiiva o1 four ‘nlling {30/ of

w00 are under 21 e ara Hf are by sume 9527000 were
directly emplovcd in ranafac uring {ndustry ia Junc
1971, whick ¢ o 1009 increas. sver the i'igure for
1965, Therc was, in fict.  ome zhortagce of young
workers lor indastr; in 14971 and asmpet’ tion from
induetrianliste w4 othess for 1absuir ho- heliped to
maintain the steady smprovisent of roal wa ;28 whish

hois been a feature of dor | Long'~ Irlustrial dovelop~
ment for many yeurs, Jy Fun 1972, horuver, lahour
cuployncat in frduntry hud lovolled off duc to a

number of factor:, ineluding the §->aeral idownturn in
w¥orld trade during th. pust t7o years ant sther '
gaternal factors, and an inprovement in the productivit
of factories, .s nanufacturing iniuastry “ccomes more
sophisticated and prorid 1 anre a%;traet{ve eaplcrnt,
it is likely that wore pcoplc will be 2ttracted $o

it from some otl.r scetorn of the cconony., This 4e o
pattern which nay buen .cn in other industrialised
countries and cai b) cxsested 4n Bo Kong in circupe
ctances of relati cly full ewployment, 7T... lack of
serious unuomployment (deupite a aertain wmount of ynder-
mplmnt)& in reeont yoars stisulated manufagturers

t0 1look more closely iato treir use of labour and ¢o
2dopt dncercoascd we - he edation; low 40t automation
ani improvel managemont nn production nethods,

Yages

32, Wages have increased from yonr tu somr 4R
thoue circumstanc . of a free interpias >f the foroe:
of suypl’ and domand, althaw A the rate of .ncrease
has tead: d to <low down recuuidye Wage ratcs 4in Woug
Mustrz are compar<tively high by .sian standerd:

An assemdly linc woricr ~ould, for .xample, nxpeet to
earn some USS2,70 to 2,00 a day: = tool-maier aowe
US$5,.50 a day,

33, Hong Kong's wrkere are not nilitants they
arc indu-trisus, adaptabiec and accustomed to an
induntrial sn. arban .nvirvonmont,

Infrastructure :

34, Commmunication~ vy such i-1nas az teleflwae
and telex, both loeal and intemational, arc h
developed, Port and 4irprrt facilitice arc efficient
and shipping and air ~orvies~ froimt, It 1s interestisg
to notcpin thi coutevt, 13 a comm:nt on “he Hong 1
Governmunt'c econcnic policica, thit the contatner port
whick was raceatly open~i w “uils by nrivit: cnterprize
rather thun b the Governuint or thc port suthority as in




moat (ountrics. In this wny the Government, end con-
gsegatrtly of sourcs th: sormanity at large, reueived
rn imee'int. finuncial retun from the cale of the large
aran of land requir~i for * ~ operntion. The three
sompanies which purchased the sites and developed the
facilitie® nfter vaory letailcd cvaluation clearly
believe ' “heir vontures wsald heo nrofitable; and,
becaus. .cmmercial concerns anxious to earn returns
cn thes:r investments at the earlies3t possible date
casl adVaslaably worg more quickly than Governments
whicl have many other prioritics, full container port
facilitiee are available to rhiippers much earlier than
woull othoerw. ¢ have bhecn the case,

Benking

35. Hong Kong's banks, both local and foreign
omned, are well used to dealing with commerce and
industry and arc ready to oxtend louns at ¢ titive
rates for any viable busin:ss project, Industry and
industriel development are atrongly supported by the
benking system in Hong Kon,;, Bank deposits presently
- nmount to some U334, miilion while total advances
are only about US$2,500 wmillion., Other services,
including insurance, arc equally well developed,

~he Structure of Industry

36, Hong Kong's industrial structure has developed
in & way cntirely predictable from the parameters
esteblished by the above paragrapha. It is in general
cxe:ntmted ir. the field of light consumor products
vinien:

(a) can be manufactured without difficulty in
milti-storey buildings;

(v) have substantial markets overscas;

(c) can be readily packed and tranoported by
sea and air over long dictances with
acceptable frcight charges;

(d) bave developed from highly labour intensive
industries, although they are not now
necessarily so;

(=) heve develoned from low quality to medium-
to-hish quality:

(f) or, 23 an alternative to (e), have been
morc recentiy oveloped zs diversifications
from eimp.or, highly labour intensive
products which can no longer be ccapetitively
produced in Hongz fong.
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By the middle of 1972, dong Yong's, manutacturing
indu:try conaisted of noarly 20,000 ladantrinl con-
ceme ranging from swill fradily ovmed frotaries to

very large undertei.a. by lug wuer 7, workers,
Factoriz2e cmploying loss than 22C jortera howaver still
account for about S04 »f 1ll orodu-tion wmd cuxports.

Poreiem participation

37. Of particular iuportance in the context of
vhis paper is the fact that, although thce bulk of manu-
facturing industry is cwned by local interesgts, foreign
participation is important to its development. Direct
foreign participation in thc form of wholly owned
Subsidiaries or joint ventures io not so widespread

as in some developing countries - as a measurc of its
8ize it employs 13 per coent of thc total manuiacturing
industry labour forec and accounts for about 10% of
domestic exports, As i® to be expected, it is concen-
trated in the more advanced and sophisticated industrics,
particularly in the dectronics and toxtilecs industries,
With some notable, highly successful exceptions,
licensing arrangements tend to be unpopular with

Hong Kong's manufacturers, largely because the ma‘ority
of licencors are believed to offer too little in
contrast with the high return they requirc from
licencees,

Dependence oa forej demand

38. Pew Hong Kong factories manufacture for

s8tock; the great majority roduce only to the order

of customers. Wost arc, in other wordsn, aubcontractors
and a3 such are heavily dcpendent on their customers
for research, design and markets, Groeat efrorts are
now being made to prowote praduct raegearch, levelspment,
and design in Hong Kong (and with some success) but for
many yecare yet industry as a wh@le will largnly depend
upon overscas companizs, particularly in those
industrieas with n substantial technological content,

Assessacnt of the Hong {ons System

39, Has the Hong Xong system proved succossful?
I think our economic vital statistics tend to show
that Hong Kong has succeesfully industrialised and that
great potential exists Tor further development, In

961 domestic exports were valued at U33S 14 million;
in 1966 they were valu.d ot U38$1,003 million; and in
1971 at US$2,269 million. Guvernment revenue (Us§507
million in the year ending March 1971) hna becn
sufficient to finance what for such a amall territory
are roally quite vast public works schemes, including
large scale housing projccta, and increasingly heavy
expenditure on such :asential services as communications,




Wt o, b sh e aducation, There 10 no great ule
caploym- ¢ pr biom anld real imesmes have improved
mpayoldly Coa oy ar Uo7 ar.

47 . g AYe, LoweTer ooms dUigers ahcad,
To.o sy 7 vl osneouraged s hoavy conceatration 1n

those 1581380k e #hdob o feade celativel s 2ow techno-
1ogics and vhich Hff.r high retums over o short period,
Thuz, iniustry hald a uarro?s Dess, rondering 14 susceptitle
t5 competition from other, loweor co3t, developing
countrics ant lcavi.g it vulnerabtls to changin market
conditions and protective action on the part of the
Sovermments 2f 148 customers,

41, freater eftorts are thercfore being made

to diveraify within Hong Kong'a aanufacturing industry.
e Gorurnment parvicipatcs in these efforis as far

as it i3 able within it .:tablished broad economic
policies and tndividual induntrialists who, as a result
st these policics, ar in a wnaition to react quickly
to external commercial influunces, are versatile enough
e tuler siwantage of now 4ronde, At the present stage
of Hong Kong'. industrial lcvelopnant they will
undoubtedly neced to inport ulditionnl technology,
howover, and for this r-ason, among others, the Govern-
ment i3 oncouraging incrcased forcign participation

in lovoel industir-,

Tk _VALUE OF TiDy STRIAL INVESTMENT PROMOTION

42, The ecsnonic wvartages aricing from foreign
jnvolvenwnt in induatry have been recogniscd for many
y-ars iu Hong Xong and overscas companies nave been
encouraged "l assiste? b «.stablish themselves there,
Jrtil quits reeontly bPowecer 44 has nat been neccssary
for Goverim:nt to adopt a "hard-sell” approach,
Pecase coapetition for forsign tochnology has become
mich kcener in rocent yoars and becauss Hong Kong has
reached 2 stage f industrial development which could,
w1tk ecvantage, make usc of graater injections of
foreign know-ho and swills, much effcrt is now being
put into th promotion of ?3reign industrial investment
by the Hong Hong Gwerameat and by autonomous organi-
sations which have .xpirirmce in this field, It is
too early to assess the roturn from thio in:rcased
effort, dut sav fact ir fully recognised: the retumn
frm such offorts is not national but regional, Any
company which is stimulatod to conaider manufacturing
in a particular devslopins couniry will normally
consilcr msnufacturing in others in the same ares
whish off.r thcaselves ac altornatives, Whatever the
pourc: of the original stimulus they will usually
considor at the very lrust 2 region rather than a
single country and wil! mox: a thorough enalvsis of

2 punber Lf alt.rmatives hefore reaching = decision,




The muin advantasge of boing thne conntry to paovide

the original stimulus iz that companies avr: invariably
.upresscd by an officient wnd foreoiul approach,
Honesty in approach alio ir- particularly imnortant:
promotion etaff must b2 thorougrly competent and well
bricfed on the nccds of the comp.ries they are dealing
with and on both the ndvantages and disadvantages of
locating an induatrial operation in their country.
They chould obviouly be aware of the advantages and
dravbacks of each of tL: mothods of foreign participation
in industry: wholly omci subaidiarics; joint venturcs
with oquity participation; licenaing arrangemcnts,

and subcontracting., Thc 1lust named is oftan given
insufficient attention but becomes inercas 4
impoitant with the dovelovment of a soundly based
indigenous industry,

REGIONAL APPROA

43, The regional apurouach by potentiel foreign
investors is very markcd in Hong Kong, Many foreign
owned enterprises have cutablished branch factories

in other Asian countric+ and much subcontract work

io done between them, In addition, Hong Kong owned
enterprises have themsclvi:z set up subaidiary operations
in other countries, quit: often on a joint vcnture

basis with local intercsts, These bilateral or multi-
lateral operations provide important spin-off advantages
in that subcontract work i'>r parts and scrvices is

very often given to other local comnanies, and from
this sprend of work and conta~ts has come further

joint ventures., In all thir interpley of market forces,
however, it is clear tkat the greatest incuntive to

its deveclopment ie froudom for the individual company
to makte it® own decisimu bascd on its ovm observations,
asgcssments and criteria, Government interference,
however well meaning, i~ often not only unnecessary

but may well be both resemted and counter-productive,

The Iransfer of Parto wd Accessorics Production

44, The licensing cad sub-contracting of parts
and accessories for thc uutomotive industry can be
valuable to those developing countries whoae industries
have alroady achicved a reasonablc degrec of sophisti-
cation, It introduces to their generally smaller
firme, which 4o not have the facilities to do their
own rescarch and developmont,, now technology and new
production techniques, The automotive industrics

of the developed countrics are in turn ablc to reduce
costs by having their morc labour intrnsive components




or accus.ories, or thy.¢ for ahi~h only limited production
i~ vequired, produccd in iower cost countries, This
indicateo that components for out f date moc els,
"optinnal extrac” aud auctu o inn, wmy of which

require short runs, should be oxaaincd 1o aasness their
guitability for production in a developing country, Por
2 propooition for subcontracting to < practical 1t ic
important that the productism procaesses ansociated with
it are within th: techaical capubilities of the
developing country.

45. in gxample ¥rom aming the liconuing snd sub-
contracting agrangemonts prosently voing operated in
Hong Kong is the manufacturc of car air-conditioning
eyotems, These arc produced by several companies under
both type of arrangement, for local uce and for .:zort.
The operations of onc 5f thesc companics.was de bed
in mowe detail earlier in this paper. The compressors
for these units are of course standard, but rwise
thoe systems have to bu cxtenaively noéiftod for each
model of car, This mean: a pood deal of detailed
design work, which is donc by the local companies,

and production in short runs. The coapredsors :z:rt
(and they can easily bc inported if necessary)
processes involved are limit-d to st tforward
press work, turning and cther basic oring ad
surface finishing tcchnioucs,

Quzlity Contirol

45, Whatever typ: of arrangencnt is rcached and
whatever the ~ventual sales mithod, quality ~ontrol is
tremendously important, ProvideA thc companies con
have asscssed cach others' compotence well and have
ensured that the requircments of cach are understood,
problems of quality coatrol nr: umally resslved
within a short space of timc, Thc company providing
the design naturailly insists upon ruceiving pre-
production samples and, if theae pass inspection ard
test. requires trial shirments from thce production
1ines for thorough quality control testz, After thioc
ayatems will vary, but in tu: case of eanggéunti or
acceasories subenntractei and shipped to tho o

plac the orders, the proportion and depth of icy
control chocks can be reduced 18 confidence is gained.
As long a8 it has not nut itsclf in tha position of

being ontirely reliont upon imporicd products at too
sarly a 't‘ge it is unlikely that soerious difficulties
will arise for the company. The supplier will

buying
be eager to be profitahl. ond thus mcet the required
quality standarda a3 cooi oo poasible,

47. It is the nornnl nvactice of thosc H Kong
companice producing under licence €9 provide oarly
production line samplce a5 above and subscquently at

R
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intervals agrevi upen wita the liccusor. It it also
common for the licensor's representative to mak: an
occasional check on thc facto ry by a personnl viait,
BAY, onc: or twice a yemr, In addition, the licensor
sometimes has a purmancnt reprusentative in Hong Kong
to provide technical and other advice md to maintain
a raning check on proti~+isn _utnmit and quality,

m sdsembly of Vehidecles

48, The assqmbly 50 wotor vehicles from imported
parts i3 now undcrtakern in soao qeveloping countries,
but this dcpanda for ite success largly or the aige

of the domestic market ond the ¢loment of protection

by mcans of tariff adjustments or restriective import
licensing offcred, Thi: sop.ct of subcontrasting is of
14¢tlc dnterest to Hong ilong which has no protection

%o offer for lccugemnemied vohicles and a limitod
market for them, production of parta and accessorios
on the other .hand has vcry great interest for Hong Kong
and, no doudt, for other countries in the Asisn ares
which have similar technical ukills to offer,

CONCTUIZONS
49. H Kong, slthough pursuing s different
course of l:‘mic isvclo;;mnt than moet other countries,

has rec sed the suhstantial economic adven s
t0o e o from the importation of foreign tech-
aol and skille, Th- I Zong Government has
lag to vide the 3¢ ..il1ty and environment which
1s believed to he attractivy to foreign private
snterprise,

50, This has been 1:n: by a policy of peripheral
rather than direct indiz:aunt ¢5 the potential foreign
investor. Govoermmont funus arc utilized in the pro-
duction of an officicn: infrastructurc and in assisting
the developmont of th¢ inotitutionnl 3yitem which
supports industrial dc.:.lonment,

51 A key featur: in Hong Xong's industrial
development {8 that faici~m ente ass are welcomed
by the Govermment and hy lncal mamufacturers as
2artners; not as favourcd fri~nds nor, conversely,

As tolerated necussitics, Foreign companien are
neithor givem spcoial induccments nor are thcy diseri-
ainated against,

52.311 Substantial \.mereigl f‘r;e&oa i3 prol\‘ddadt
to companics operatin,- in Hong Kong rezardless o
o Thc Govormmon: will assist in resolving pro-
blems for industry but makce no claim to any success
which industry achicves,

53. Tho foreign caterprisecwually ropresents s
highor degree of techn:logy than Hong Kong has achieved,
& rcady made market, wid accnso to dcaign and sarketing




Jmowledge which Hong Koug desires, Por thise reasons
alone, foreign parvicipation in Hong Kong industry
is atitractive and desir.hl.,

54, Ths spin-oil 11w Joreign ovmed enterprisecs
for dcmestically owned indastry ie very ~onsiderable
and their presence in Hone Kane hn stimalated ncce-
leratud progress in management, engin:ccring, dasgfn,
productivity, financing, and merketing. It has also
gricouraged thc growth of tuchnicaul training facilities
anl nssociated dasciplinec, Hong Kong cntreprencurs
ana industrialists have bron encouraged, by example,
to entor into joint ventur. and subcontracting
a§§angements in other .ian countrie:r and further
afield,

5% The automotive industry ias alicady making good

use of Hong Kong's capncity for subcontract work., Licensing
is not particularly apnropriate for this industry in
Hong Kong'but subcontriciing as well a3 joint ventures
offer exciting prospects for the future, The range of
parts and accessories required by the automotive
industry is very widc and liong Kong ic in a good
technical position to producc some of them,

56. A number of other develo§§ng countries have
rcached a similar position, They have arrived by
different routes because their ecircumstances are
different to those of liong Kong., They nevertheless
have onc thing in commion: their policies have produced
environments which are attractive to manufacturers,
bath their omn and forcigm, and have allowed a reason~
able rcturn on investmunto o ide,









