
Table 1: Percentage Distribution of Value Added and Persons Engaged
by Sectors

Value Added Persons Engaged

Sectors 1983 2001 1983 2001

Goods Sector: 32.5 13.5 45.0 11.7
    Agriculture & mining 0.8 0.1 N.A. 0.0
    Manufacturing 23.0 5.2 41.0 8.2
    Construction, electricity & gas 8.8 8.2 3.9 3.4

Services Sector: 62.3 86.5 55.0 88.3
    Distribution Services 24.5 34.1 21.9 38.8
         Wholesale, retail, imports/ exports 16.3 23.8 17.5 31.5
               Wholesale 1.5 1.2 2.9 2.7
                Retail 3.9 2.5 8.0 8.5
                Imports/exports 11.0 20.1 6.7 20.3

    Transport and related services 6.3 7.7 3.4 5.6

     Storage and communications 1.9 2.5 0.9 1.7
               Storage 0.2 0.1 N.A. 0.2
               Communications 1.7 2.4 N.A. 1.5

         Consumer Services 14.5 15.8 17.3 24.5
               Restaurants and hotels 4.2 2.9 8.0 8.9
                    Restaurants 3.1 2.1 6.9 7.8
                    Hotels 1.0 0.8 1.1 1.1

               Community & personal services 10.4 12.9 9.3 15.6

         Producer Services 17.7 22.5 7.8 17.6
               Financing services 6.5 10.8 3.5 5.4
               Insurance services 0.8 1.3 0.4 1.1
               Real estate 7.64 5.9 1.3 3.3
               Business services 2.8 4.5 2.6 7.7

Alternative View of Services Sector: 67.6 86.5 55.0 77.5
    “Consumer Services” 29.5 34.0 N.A. N.A.
    “Producer Services” 32.5 43.9 N.A. N.A.

         Government Services 5.6 8.7 8.1 7.4

GDP 100.00 100.00 100.00 100.00
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Hong Kong’s Producer Services

       Linkages with the Pearl River Delta

“contracting out”.  The process is facilitated when the size of the market grows and

the transactions costs of doing business through the market are reduced.  The

increasing complexity of business operations, rising cost of monitoring the

performance of employees in large organizations, rapid rates of technological change

in increasingly specialized activities, and falling cost of information and

communication in the market place have all contributed to this process.

Any close examination of the service sector in Hong Kong reveals that it is a highly

heterogeneous industry.  The rapid expansion of the services sector reflects a positive

dynamic market process at work.  The rise of our “producer services” sector has

been primarily to support the growth of the goods producing industries, which have

expanded overseas and across the border into the Chinese mainland.

Given the important role of intermediate services in the growth of productivity and

international competitiveness, the role of the government in promoting services are

the classical ones of provision of infrastructure investments; maintain an open,

competitive and transparent business environment; further deregulation, liberalization,

and privatization initiatives; and explore opportunities whereby economic efficiency

can be further enhanced through a greater reliance on private initiative and competitive

market processes.

Table 1 - Distribution of Clients in Different Locations and Sectors (%)

Local PRD Other parts Other parts TOTAL
of China of the world

Primary Sector 0.80 0.00 0.03 0.02 0.84

Manufacturing Industry 23.94 3.31 3.45 2.75 33.45

Consumer Services 12.09 0.19 0.55 1.56 14.39

Producer Services 19.45 3.16 1.13 4.09 27.83

Government Institutes 7.17 0.23 0.31 0.16 7.88

Individuals 12.69 0.16 0.03 2.73 15.61

TOTAL 76.14 7.05 5.50 11.31 100.00

When examining their competitiveness in the PRD, some interesting findings can be identified.  On average,
only one third of the firms considered themselves to have competitive advantages in PRD. This is much
lowered than 78% for the local market.  Among the four main categories of producer services,
communication and media services are reported to have the best competitive advantages in PRD, with
58% of them assessing themselves to be competitive in PRD region. This is followed by trade-related
services (43%), and business services (31%).  Financial services in Hong Kong seemed to be the least
competitive in PRD.  Only 15% of them rated themselves to be competitive.  Medium-sized establishments
with 21 to 50 staff considered themselves to be less competitive whereas larger firms with more than 50
staff have the highest reported competitiveness in PRD.  The source of capital has some influence over the
competitive advantage.  Join-venture firms whose capitals are from both local and non-local sources have
the highest competitiveness in PRD market. This is followed by purely Hong Kong owned firms.
Comparatively, non-local firms considered themselves to have the lowest competitiveness in the PRD
market.

In terms of specific factors affecting their performance in the PRD, non-cost and quasi-cost consideration
tend to be more crucial than those pure cost-related factors.  Increasing complexity of doing business in
international context, lack of expertise, and need to stay abreast of changing technologies were reported to
be most crucial reasons for clients in the PRD to use producer services in Hong Kong.  On the contrary,
those cost-driven considerations, including ‘perception that outside firm can perform task more cheaply’,
‘lack of financial resources to perform such services’, and ‘downsizing by clients or desire to be “lean and
mean”’ seem to be the least relevant for clients in the PRD to use Hong Kong’s producer services. In

regard to factors affecting their competitive
advantages in the PRD, personal attention to client
needs, ability to quickly adapt to shifting client
needs, established reputation, and marketing
activities/capabilities are reported to be important.

The PRD is an increasingly important market for
producer services in Hong Kong although the
increase is slightly less compared with those in other
parts of China. 62% of the respondents reported an
increase of business in PRD in the past three years
which is a bit lower than 78% who reported an
increase in other parts of China.  At the same time,
only 3% respondents reported a reduction of
business in the PRD, which is the least reduction in
all of their markets.  When foreseeing their future
development in the next three years, similar
tendency can be identified with other parts, of China
reported to be their most important potential market,
closely followed by the PRD.

Most of the producer services in Hong Kong are
dealing with local firms. However, with increasing
involvement of local firms in the PRD, these
producer services are indirectly dealing with the
PRD too. Although, at present direct business with
firms in the PRD is relative small and less than those
in other parts of China, this will increase in the
future following CEPA which has removed a lot of
barriers that hindered the operation of Hong Kong’s
producer services in the mainland. With the
closeness of Hong Kong to the PRD, the business
in the PRD may increase faster than other parts of
China.

CEPA has given Hong Kong a window for some of
our producer services to enter into the China market
earlier than foreign firms. Hong Kong’s producer
services need to make good use of this opportunity.
In order to expand the market, there is a need to
find out more about the demand and needs of
producer services in the Pearl River Delta to see
how this demand can be captured. Furthermore,
there is a need to readjust  manpower training in
Hong Kong to meet the needs of the China market,
especially written and spoken (putonghua) Chinese,
professional practice and government laws in China.
This means that Hong Kong  students have to work
even harder than before. They have to be competent
not only in English and the Hong Kong system, but
also Chinese and the mainland system.  In addition,
international arbitration and practice is an important
need for firms in China with increasing
globalization.  To establish Hong Kong as an
international as well as regional  producer services
centre, some of the students need to be trained
professionally in this field, so that they can be
competent with the international arbitration and
practice in future. However, the advantages of Hong
Kong’s firms in the PRD and mainland because of
CEPA will not last too long. After China’s
fulfillment of its commitments  to WTO members,
many of Hong Kong’s producer services will have
to be on equal footing with other foreign
competitors who are also eager to grasp the
mainland market. This requires producer services
firms in Hong Kong to be well prepared and make
appropriate strategies to remain competitive in the
PRD and mainland market.

Continued.......

Professor Anthony YEH
Chair Professor
Centre of Urban Planning and
Environmental Management

Chairman
Task Force on the Hong Kong -
Pearl River Delta Development
The University of Hong Kong

WithWith economic restructuring in Hong Kong, producer
(business) services sector has been identified to be one of the main
economic pillars of Hong Kong. It covers a wide range of service
activities, including financial services, professional (business)
services, trade-related services and communication and media
services.  Producer services is the most active and rapid growth
sector in most of the advanced economies in the past two decades.
Being an intermediate service sector, producer services has close
relationship with all the other economic sectors, including intensive
linkage with manufacturing industry as well as intra-service
linkages.  Producer services centres are usually regional or global
cities that have convenient transportation and communication
connections with their hinterlands and other parts of the world.
Generally, there are two kinds of producer services linkages -
internal linkages that are meeting local consumption and external
linkages that are serving business firms outside the local area.

The Pearl River Delta is developing very rapidly.  There is a great
demand for producer services in the delta because it mainly
concentrated in industrial development in the past and producer
services are relatively undeveloped there. The delta needs producer
services to further advance its industrial sector as well as economic
development. With over 20 years of experience and with high
quality services and international connections, Hong Kong’s
producer services can help the industries and producer services in
the Pearl River Delta to be further developed.

To examine the linkages of Hong Kong producer services with the
Pearl River Delta, a mailed questionnaire survey of producer
services firms in Hong Kong was conducted to members of the
Hong Kong General Chamber of Commerce.  A total of 129 valid
cases were returned.  According to the survey, local clients still
accounts for the lion share of their total markets (76.1%), followed
by the overseas market (11.3%) (Table 1).  Clients in the PRD
stands only third, accounting for 7.0% of the total clients.  For the
clients in the PRD, most of them were from manufacturing and
producer services.  There are differences in linkages with PRD
firms among different types of producer services in Hong Kong
(Table 2).  Trade-related services have the highest linkages with
manufacturing in the PRD (13.6%).  It is much higher than the
other three types of producer services.  PRD’s producer services
clients account for 8.3% of Hong Kong’s communication and media
services, which is also the best among all other producer services.
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Table 2 - Distribution of Clients of Hong Kong’s Producer Services in Different Sectors of the PRD

Hong Economic Sectors in the PRD
Kong’s Primary Manufacturing Consumer Producer Government

Individuals TotalProducer Sector Sector Services Services Institutes

Services

Professional 0.0 0.1 0.0 2.7 1.0 0.0 3.8
Services (2.6%) (71.1%) (26.3%) (100.0%)

Financial 0.0 0.0 0.0 3.8 0.0 0.0 3.8
Services (100.0%) (100.0%)

Communication 0.0 1.7 0.8 8.3 0.0 0.0 10.8
and (15.7%) (7.4%) (76.9%)
Media Services

Trade- 0.0 13.6 0.1 0.7 0.0 0.0 14.4
related (94.4%) (0.7%) (4.9%)
Services
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Producer Services - a Model of Excellence

Raymond TAN
Executive Vice President
Luen Thai International Group Limited

Luen Thai is a manufacturer, which has just won the 2003 Hong Kong Awards
for Services - Innovation Award, organised by the Hong Kong General Chamber
of Commerce.  This is a profile of the company.

Luen Thai is a one-stop-shop apparel manufacturer and supply chain services
provider from design to store. It delivers the highest quality multiple products
and provides supply chain services to its customers.

Starting as an apparel manufacturing and logistics services company in 1983,
Luen Thai has emerged as one of the world’s major and innovative players in
the industry. It has grown into a world-class apparel supply chain services
partner of the world’s most prestigious brands. Today, Luen Thai has over 23,000
employees in 18 facilities and offices in Hong Kong, China, USA, United
Kingdom, Japan, Taiwan, Philippines, Mexico, and Cambodia.

Guided by its “change management program” called Rethinking and Renewal,
Luen Thai has adopted a very basic overall strategy - customer service and
partnership. Customer service and partnership approach allows Luen Thai to
gain sufficient knowledge on many unique requirements of each customer. For
Luen Thai, customer service means flexibility and sensitivity - the ability to
respond efficiently to customer demands. It applies to processes and systems
on the shop floor as well as relationship with both business partners (external
customers) and employees (internal customers).

Launched in 1989, R&R became the blueprint of Luen Thai’s business strategy
in realizing its vision: To be recognized by its customers as the best apparel
supply chain services partner in the world. R&R evaluated and powered every
aspect of the Luen Thai Value Chain integrating non-traditional concepts and
processes. In addition, Luen Thai management and employees embraced Right
Things Do Right culture by believing that anyone doing the right things from
the beginning will never go wrong.

Partnership from beginning to end of the product life cycle

Luen Thai’s Design to Store (d2s) business model is a partnership with its
customers that starts from the very beginning of the product life cycle, spanning

the entire supply chain from design and product development, manufacturing,
and inventory and warehouse management to the actual delivery of products to
the shop floor. Value-added services like embroidery, printing, washing,
technical and laboratory services are integrated within this supply chain.

As a customer-centered business model, d2s services are continuously improved
to provide value to Luen Thai customers. Through this business model, we are
committed to take full ownership of all processes from design until our products
reach our customers’ store.

Our Supply Chain Cities in China deliver the d2s business model to our
customers as a one-stop-shop service facility. The Luen Thai Supply Chain
Cities in Dongguan and in Qing Yuan are self-sufficient infrastructures with all
available services built in to respond to the needs of our customers from
beginning to end of the supply chain. Our supply chain cities have facilities in
product development, research and laboratory centers, multi-product and multi-
method production lines, and advanced systems in inventory and warehouse
management that allow flexibility and multi-faceted packing capabilities, and
logistics services that move the products from the production floor directly to
the distribution centers of our customers.

Our d2s business model and customer-focused culture are geared to boost
customer satisfaction. Customer partnership is anchored on transparency, trust
and teamwork or better known as T3. This is executed with our customers and
vendor partners. Our IT systems integrate all three partners (customer, apparel
manufacturer-Luen Thai, and fabric mills) to make all information transparent
across the entire supply chain. Through this, our customers treat Luen Thai as
their own manufacturing division, and in order to make this concept work,
trust and teamwork are needed from both parties.

Luen Thai partnership is also seen in mergers and acquisitions, business
integration, collaborative supply chain initiatives, and cross company re-
engineering, to name a few. All these growth strategies bring expansion in
product lines and market base, cross marketing activities, and seamless supply
chain integration, among others.

“Serving China Business -
       a Management Consultant’s Perspective”

K K YEUNG
K K Yeung Management Consultants Limited

Management Consultancy’s Contribution to China’s
Development

The scope of management consulting stretches out into every aspect of the
corporate world. There is much that management consultants can do for
organisations wanting to succeed in China.  As China’s is one of the largest
and fastest growing economies on the planet at present (they rank 6th), mainland
willingness and anxiety to conform to international business needs and practices
following entry into the WTO is going to lead to a higher demand for Hong
Kong consultancy services.  Hong Kong management consultants already have
extensive knowledge and network of market sectors such as Industrial,
Commercial, Development, Government and Banking, and, furthermore, have
extensive management know-how.  These market sectors in China would have
great demand for services such as due diligence reporting, information systems,
financial management, automation, mergers and acquisitions, corporate
recovery, governance, market research, organization development, human
resources planning, and economic modeling.  Needless to say, such demand
will grow steadily whilst China’s economy will continue to progress.

Hong Kong and the Pearl River Delta

Nowadays, Hong Kong and the Pearl River Delta (PRD) are intrinsically linked,
and with good reason. Topographically Hong Kong is situated at the mouth of
the Pearl River and the area within China has developed remarkably rapidly in
the past twenty years. With 11 million workers in the PRD employed by Hong
Kong factory owners, and a few millions more working for various companies
from Taiwan, Japan, Korea and Europe, the PRD is the hub of light industrial
manufacturing. This provides enormous opportunities to Hong Kong
management consultants who well-know the investors and their management
in the territory and can help their operations and consequently enhance the
PRD economy to reach new heights.

In terms of the ease of commuting between Hong Kong and the PRD, there is
already a very efficient system of cross-border connectivity between Hong
Kong and the PRD with a 24-hour immigration hall at the crossing.   But this
is just the beginning. There are talks going ahead in Hong Kong at present
concerning the construction of a US$160 billion road bridge linking Hong
Kong with Macau and Zhuhai currently due for completion between 2007 and
2010.  Further to this, it has also been suggested that by 2005 the subway
systems of Hong Kong and Shenzhen will be connected by one super network
thereby making traveling between the two cities easier than it has ever been in
modern history.

Mega Road Map for Management Consultants

The prospects that China offers to Hong Kong management consultants are
not confined to the PRD.  There are calls for their services from major cities
like Beijing, Shanghai, Yangtze River Delta, China’s coastal areas and the
Central-Western region where enormous state projects are at hand.  In these
places, there are available also a major influx of foreign investment.  Mainly
due to the niche of China knowledge, language proficiency, cultural ties and
the long developed network with outside world, Hong Kong management
consultants should be the first priority of call where the most appropriate
consulting service for China would be the choice.  As management consultants

are experts in communication and usually have great mobility, they can reach
the farthest place in the Mainland where their services would be needed.  Also,
by the nature of their business which operates on good international and China
linkages or in affiliation with strategic profession networks, Hong Kong
management consultants have little geographical or technical limitation to help
international operations landed in China.

Abundant Opportunities

In this time of global economic expansion and the lowering of trade barriers, it
is well believed that China is the next country where economic growth can
only continue to develop.  Hong Kong’s management consulting services will
help investment in China and Hong Kong to chart the right path to success.
With the favourable conditions laid down by Closer Economic Partnership
Arrangement, the proximity to China, the long history that Hong Kong
businesses have had with our motherland and the fact that both places, Hong
Kong and China are so fantastically dynamic, vibrant and conducive to business,
the experienced and knowledgeable Hong Kong management consultants will
look to lucrative opportunities with which their expectation of success will be
closer to reality.
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Major Statistics of Hong Kong
2000 2001 2002 Q2 02 Q3 02 Q4 02 Q1 03 Q2 03

1. Labour Force
Total employed persons (a) 3 211 600 3 256 400 3 235 200 3 200 300 3 249 200 3 269 600 3 247 000 3 222 700
Unemployment rate (%) 4.9 5.1 7.3 7.7 7.4 7.2 7.5 8.6

2. Sectoral Employment (%) (a) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Manufacturing 7.2 6.5 6.0 6.3 5.9 5.7 5.5 5.4
Services (b) 82.3 83.5 84.1 84.0 84.2 84.3 84.8 85.4
Others 10.5 10.0 9.9 9.7 9.9 10.0 9.7 9.2

3. Gross Domestic Product (GDP) (c)
GDP at current market prices (HK$ million) 1,288,338 1,269,975 1,259,771 306,223 324,677 330,551 297,842 287,779
Per capita GDP at current market prices (HK$) 193,299 188,847 185,615 N.A. N.A. N.A. N.A. N.A.
Year-on-year growth rate of GDP in real terms (%) 10.2 0.5 2.3 0.8 3.4 5.1 4.5 -0.5
Trade balance - goods (HK$ million) -63,832 -64,970 -39,406 -16,381 -4,979 -5,603 -15,985 -9,811
Trade balance - services (HK$ million) 126,037 133,436 163,735 37,805 42,695 52,075 40,660 31,470

4. Value of Trade in Goods
Year-on-year growth rate of total exports (%) 16.6 -5.8 5.4 2.8 8.5 15.5 17.6 12.2
Year-on-year growth rate of imports (%) 19.0 -5.4 3.3 0.4 6.5 14.9 17.8 9.6

5. Tourism
Visitor arrivals 13 059 477 13 725 332 16 566 382 3 909 491 4 240 050 4 823 229 4 301 503 1 646 156
Visitor spending (HK$ million) 59,283 62,210 N.A. N.A. N.A. N.A. N.A. N.A.

6. Finance
Best lending rate (%) 9.22 7.00 5.11 5.13 5.13 5.00 5.00 5.00
Effective exchange rate index for HK$ (d) 101.7 104.7 104.0 104.6 102.7 103.0 101.7 101.1

7. Consumer Prices (e)
Year-on-year rate of change in the Composite CPI (%) -3.8 -1.6 -3.0 -3.2 -3.5 -2.9 -2.0 -2.5
Year-on-year rate of change in the CPI(A) (%) -3.0 -1.7 -3.2 -3.6 -4.1 -2.4 -1.8 -1.8

8. Commercial Performance
Business receipts indices (1996=100) (f)
Wholesale/Retail 80.4 77.3 72.9 74.1 71.9 71.5 71.8 65.5

- Wholesale 74.6 65.7 58.6 59.2 59.4 59.4 54.6 51.1
- Retail 83.4 82.3 79.0 80.5 77.4 76.8 79.2 71.6

Import/Export trade 87.3 75.0 72.9 71.2 80.5 75.9 65.7 74.3
Restaurants 104.6 102.0 96.4 94.4 96.7 95.4 90.7 76.3
Hotels 74.9 69.2 67.6 67.0 60.1 79.7 61.8 24.0
Transport 115.4 112.6 115.2 111.4 121.9 126.3 107.0 99.3

- Air transport 153.6 136.0 151.9 146.2 156.1 177.3 138.3 114.3
- Land transport 103.5 106.0 103.0 102.9 104.2 104.6 98.0 89.3
- Maritime transport 111.1 122.7 119.1 113.6 134.6 128.7 113.2 129.1

Storage 74.7 63.6 51.1 49.6 51.7 52.1 47.0 45.5
Communications 107.5 93.4 90.9 91.4 90.4 93.2 89.9 86.9

- Telecommunications 104.6 89.4 84.9 85.4 84.1 85.6 84.7 79.6
Banking 104.8 107.6 106.7 106.5 101.7 119.8 97.4 109.0
Financing (except banking) 125.2 109.4 93.8 102.8 89.6 89.9 87.6 97.2

- Financial markets and fund management services 132.9 106.4 91.3 101.8 89.9 83.0 85.0 98.3
Insurance 136.3 155.7 171.7 171.1 165.9 201.5 181.7 195.7
Real estate 74.1 61.6 60.6 65.4 56.8 58.4 56.9 57.5
Business services 93.8 84.8 79.9 81.7 78.8 81.3 78.1 78.6

- Professional services 91.9 90.8 85.4 87.2 85.0 84.8 86.1 87.7
Film entertainment 106.1 122.3 111.2 108.4 108.1 116.0 111.2 102.2
Tourism, convention and exhibition services 72.5 71.4 76.8 78.3 72.0 90.8 72.3 28.8
Computer and information services 141.8 125.3 132.4 129.7 135.8 138.7 123.8 136.9

Notes : ‘N.A.’ denotes not available.
(a) Figures are based on a set of composite employment estimates derived by reconciling under a designated statistical framework the employment estimates obtained from

the General Household Survey and the Quarterly Survey of Employment and Vacancies.  With the availability of the results of the 2001 Population Census as up-to-date
benchmark population data, the figures have been revised.

(b) Services sector covers the wholesale, retail and import/export trades, restaurants and hotels; transport, storage and communications; financing, insurance,
real estate and business services; and community, social and personal services.

(c) Figures have been revised as a result of the major revision to GDP in August 2002.
(d) The Effective Exchange Rate Index for the Hong Kong Dollars have been revised since 2000 with new currency weights.
(e) The Consumer Price Indices have been rebased with new expenditure weights.
(f) Some figures for periods before Q2 03 are revised based on updated data available.

Source : Census and Statistics Department, Hong Kong

Enquiries : Distribution and Services Statistics Section (2)B, Census and Statistics Department
20/F., Chuang’s Hung Hom Plaza, 83 Wuhu Street, Hung Hom, Kowloon, Hong Kong, China.
Tel. : (852) 2894 8402    Fax : (852) 2123 1048

Charts : Key Economic Statistics of Hong Kong
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Producer Price Indices of
       Selected Service Industries

Cindy LAM
Statistician
Census and Statistics Department

Producer price indices (PPIs) for Hong Kong’s manufacturing industries and
some selected service industries are currently compiled by the Census and
Statistics Department.

What is PPI?

Producer prices are actual transacted prices of outputs of local producers, net
of any discounts, premiums, rebates or allowances given to buyers but including
surcharges.  PPI is a measure of the average change in prices received by
producers of goods and services.  The PPI of a service industry in respect of a
reference quarter measures the output prices received in the reference quarter
in respect of the services delivered by that industry compared with the base
period.

Readers may note that Consumer Price Index (CPI) covers both services and
commodities.  However, CPI for service items differs from PPI for service
industries.  CPI for a service item measures the changes in the cost of purchasing
that service by households; and is compiled for services generally consumed
by households.  On the other hand, the output of service industries can be an
input to other industries or consumed by households.  Also, the outputs of
some service industries are not usually consumed by households (e.g. freight
transport services), while some services predominantly cater for needs of visitors
(e.g. hotel services) and are hence not covered in the CPI system.

PPI can be used as a deflator of output series for discounting the effect of price
changes so as to measure the changes of local output in real terms.  This
facilitates the assessment of productivity growth in an economy.  It also serves
as an economic indicator for monitoring the price movements of local outputs.

Compared to tangible goods, service products are much more difficult to be
defined clearly, particularly in industries like insurance, business agency and
professional services.  Many complexities are involved in defining and
delineating the various types of services and in measuring their respective price
changes.  This is particularly so for sectors like banking and insurance, where
the producers often do not impose charges and fees on their customers explicitly.
In some other sectors, the producers usually produce “one-off” outputs and
may not regularly repeat exactly the same assignment or service.  Changes in
quality are also less discernible.  Thus PPIs for such service industries are not
available.

Method of Data Collection

PPIs in respect of selected service industries of Hong Kong are compiled mainly
from data on prices of service products collected through the Quarterly Survey
of Service Industries (QSSI).  This survey also collects business receipts data
for compiling the quarterly business receipts indices of service industries, which
measure changes in the value of local services output.

For some service products where price data are currently collected through the
CPI system, relevant price data are extracted from the CPI system instead of
collected through the QSSI.

Movement of PPI

PPI series of 11 selected service industries are currently published.  They
include:

• hotels and boarding houses
• telecommunications
• miscellaneous communication services
• air transport

• land transport
• maritime transport
• storage
• rental of machinery and equipment
• real estate maintenance management, brokerage and agency services
• stock, commodity and bullion brokerage services
• legal, accounting, auditing and bookkeeping services

Table 1 presents the series of PPI in respect of the above 11 service industries
from the first quarter of 2002 to the second quarter of 2003.

Amongst the 11 service industries, PPI in respect of two industries showed
increase as compared with the base year 2001, viz. miscellaneous
communication services (7%) and maritime transport (4%).  The increase in
PPI in respect of miscellaneous communication services was mainly due to the
upward price adjustment in international courier services.  The increase in PPI
in respect of maritime transport was largely due to the strong demand in sea
cargo forwarding services as a result of rise in export trade.

On the other hand, producer prices for the remaining nine service industries
showed declines in the second quarter of 2003 compared with the base year
2001.  Notable declines were observed in telecommunications (28%); rental of
machinery and equipment (14%); and hotels and boarding houses (12%).

The significant decrease in PPI in respect of telecommunications was mainly
attributable to price cuts for mobile phone services, international calls and
internet services in response to keen competition.  Also relevant was the lower
prices of mobile phone sets and related items.

PPI in respect of rental of machinery and equipment dropped during the period
amidst a subdued business climate and keen competition across the market.
The notable decline of PPI in respect of hotels and boarding houses was mainly
attributable to significant price cut in hotel room tariffs upon the impact of
SARS in the second quarter of 2003.

Table 1   Producer Price Index of Selected Service Industries, 2002 to Q2 2003
(Quarterly average of 2001 = 100)

2002 2003

Selected Service Industries 1st 2nd 3rd 4th 1st 2nd
quarter quarter quarter quarter quarter quarter#

Hotels and Boarding Houses 95.4 98.0 93.9 108.2 96.9 87.7

Telecommunications 84.7 81.9 79.5 79.4 78.1 72.0

Miscellaneous Communication 100.4 100.4 105.0 109.6 107.5 107.4
Services(1)

Air Transport 98.2 96.9 100.2 105.9 99.9 96.3

Land Transport 98.5 98.0 98.1 97.8 97.8 95.8

Maritime Transport 95.6 96.6 99.3 96.6 100.8 103.9

Storage 92.9 90.8 89.7 91.9 92.4 91.4

Rental of Machinery and 94.0 87.4 87.7 89.6 85.5 86.0
Equipment

Real Estate Maintenance 98.9 98.5 97.5 95.0 93.1 90.9
Management, Brokerage and
Agency Services

Stock, Commodity and Bullion 100.1 99.2 98.4 98.5 96.2 94.1
Brokerage Services

Legal, Accounting, Auditing 98.9 98.7 99.0 98.5 98.2 98.0
and Bookkeeping Services

Notes : (1) Mainly comprise local and international courier services.

# Provisional figures
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Summary of Key Statistics of Hong Kong and Other Economies

Economies Q4 02 Q1 03 Q2 03 Q4 02 Q1 03 Q2 03

1. Labour Force Total employed persons (’000) Unemployment rate (%)
Japan 63 307 62 207 63 590 5.2 5.5 5.6
Republic of Korea 22 326 21 633 22 303 3.0 3.1 3.4
Singapore N.A. N.A. N.A. 4.2 4.5 4.5
USA 136 656 137 431 137 637 5.9 5.8 6.2
Hong Kong # 3 270 3 247 3 223 7.2 7.5 8.6

2. Sectoral Employment (%) Manufacturing Services
Japan 18.7 19.0 18.4 65.5 65.5 65.6
Republic of Korea 19.0 19.3 19.0 63.6 64.8 63.1
USA 11.0 10.9 10.7 79.0 78.6 78.4
Hong Kong # 5.7 5.5 5.4 84.3 84.8 85.4

Year-on-year rate of change
3. Gross Domestic Product (GDP) in real terms (%)

Japan +2.3 +2.9 +2.1
Republic of Korea +6.8 +3.7 +1.9
Singapore +3.0 +1.7 -4.2
USA +2.9 +2.0 +2.5
Hong Kong +5.1 +4.5 -0.5

4. External Trade Trade balance - goods Trade balance - services
China, mainland of (US$100 Mn) 103.6 -10.3 55.3 N.A. N.A. N.A.
Japan (Bn Yen) 3,092.8 2,515.0 2,848.9 -1,518.0 -1,006.5 -825.9
Republic of Korea (US$ Mn) 3,865.3 1,226.1 5,697.2 -2,138.7 -2,573.8 -1,623.0
Singapore (S$ Mn) 10,199.3 11,301.6 10,646.6 945.3 2,019.4 1,499.7
USA (US$ Bn) -132.2 -136.0 -138.0 16.1 14.4 14.6
Hong Kong (HK$ Bn) -5.6 -16.0 -9.8 52.1 40.7 31.5

Year-on-year rate of change (%)
5. Finance and Consumer Prices Lending rate (%) in Consumer Price Index

China, mainland of 5.31 5.31 5.31 -0.6 +0.5 +0.7
Japan 1.38 1.38 1.38 -0.5 -0.2 -0.2
Republic of Korea 6.59 N.A. N.A. +3.3 +4.1 +3.3
Singapore 5.35 5.30 5.30 +0.1 +0.7 +0.2
USA 4.25 4.25 4.00 +2.2 +2.9 +2.1
Hong Kong 5.00 5.00 5.00 -2.9 -2.0 -2.5

Notes : 1. ‘N.A.’ denotes not available.
2. Statistics on labour force, employment and gross domestic product for the mainland of China are available on a yearly basis.
3. Statistics on employment for Singapore are available on a yearly basis.
4. For Hong Kong, the rates of change in consumer prices shown above are based on the Composite Consumer Price Index.  It

has been rebased with new expenditure weights.
5. Some figures for periods before Q2 03 are revised based on updated data available.
# With the availability of the results of the 2001 Population Census as up-to-date benchmark population data, the figures have been revised.

Sources: General Administration of Customs, People’s Republic of China
National Bureau of Statistics, People’s Republic of China
Statistics Bureau, Japan
National Statistical Office, Republic of Korea
The Bank of Korea
Department of Statistics, Singapore
Ministry of Manpower, Singapore
The Joint Economic Committee by the Council of Economic Advisers, USA
Census and Statistics Department, Hong Kong

EDITORIAL BOARD

Chief Editor : Dr. W K Chan

Members : Mr. Gordon Leung

: Dr. C M Luk

: Prof. Richard Wong

Views expressed in this newsletter by individual contributors do not necessarily represent those of the Hong Kong Coalition of Service Industries or supporting organisations.

If you wish to cease receiving this newsletter, please write to the Editoral Board or fax to (852) 2527 9843

SUPPORTED BY

COMMERCE, INDUSTRY AND
TECHNOLOGY BUREAU
THE GOVERNMENT OF THE HONG KONG
SPECIAL ADMINISTRATIVE REIGON

CENSUS AND STATISTICS
DEPARTMENT
THE GOVERNMENT OF THE HONG KONG
SPECIAL ADMINISTRATIVE REGION

PUBLISHED BY

Hong Kong Coali t ion

of  Service  Industr ies

The service policy think tank of the Hong Kong General Chamber of Commerce

December 2003

Inside

P. 2 Hong Kong’s Producer Services
Linkages with the Pearl River Delta

P. 4 “Serving China Business - a
Management Consultant’s Perspective”

P. 5 Producer Services - a Model of
Excellence

P. 6 Producer Price Indices of Selected
Service Industries

P. 7 Major Statistics of Hong Kong

P. 8 Summary of Key Statistics of Hong Kong
and Other Economies

○ ○ ○ ○ ○ ○ ○ ○ ○ ○

Producer Service Growth
       in Hong Kong

consumers and “producer services” are intermediate

service inputs used by firms to produce goods and

services.  Therefore, hotel services is a “consumer

service” when used by a tourist, but becomes a

“producer service” when used by a business traveler.

The shaded panel in Table 1 divides the services

sector into “consumer services”, “producer

services” and government services.

Most of the growth of services in Hong Kong is a

result of the growth of “producer services” rather

than “consumer services”.  The value added share

of “consumer services” in real GDP had increased

from 29.5% in 1983 to 34.0% in 2001.

“Producer services” are measured as a residual

category after deducting “consumer services” and

government services from total services.  This

measure of “producer services” is the best

approximation of all those services that are used as

intermediate inputs.  The share of intermediate

services in GDP had risen from 32.5% in 1983 to

43.9% in 2001.  The growth of intermediate services

in Hong Kong is closely linked to the expansion of

the goods producing activities of Hong Kong based

firms across the border into south China.  This

linkage produced two different effects.

First, the growth in the demand for intermediate

services is driven autonomously by the growth in

goods production and lead to further multiplier

effects.

Second, the role of intermediate services enhances

the productivity of goods.  According to this

perspective, intermediate service industries are the

vehicle by which new value added is introduced

into the goods production process.  This new value-

added can lead to the lowering of production costs,

the development of improved and new products,

and the adoption of new and more efficient methods

for the distribution of goods.  These are service

inputs that respond to greater demand for goods

and in turn contribute to and change the mix of

demand for goods.  This second effect accounts for

the enormous growth of productivity in the

manufacturing sector.

Bankers, accountants, managers, engineers and

professionals produce a large proportion of the

“producer services” used by firms to produce goods

and other services.  In addition, there are the

transportation and distribution services without

which there could only be self-sufficiency in

production and consumption.  Finally, it is possible

to interpret the production of education and medical

services as inputs into the creation and maintenance

of society’s stock of human capital and health

capital.  Without this expenditure, productivity of

any population would fall quickly.

Intermediate Services and Economic
Growth

The growth of the service sector goes hand in hand

with the appearance of more specialized firms

producing a greater diversity of intermediate

services.  In Hong Kong, the average number of

persons engaged per establishment in the economy

has declined from 12 in 1983 to 8 in 2001; a decline

of almost a third.  The decline in the average

establishment size found in Hong Kong is a sign of

enhanced economic efficiency and dynamism.

Specialization through the market has variously

been cal led  the  process  of  “dehiving”,

“unbundling”, “vertical disintegration”, and

Producer Services

Producer Services as Intermediate Inputs

The service industries have grown rapidly in Hong

Kong as a result of the opening of China, the

globalization of economic activity, and rapid growth

of the Asia-Pacific region.  In the period between

1983 and 2001, the share of service sector

employment has grown from 55.0% to 88.3%.  The

share of service sector value added has grown 62.3%

to 86.5%.  The service exports as a percentage of

GDP has increased from 21.2% to 25.4%.

The traditional product or output based taxonomy

divides services into distributive, consumer,

producer and government service sectors.  We can

see from Table 1 that most of the growth in value

added and employment shares are found in

wholesale, import-export, financing, business and

government services.  The growth of retail and

consumer services is quite limited.  It is probably

correct to say that most of the users of wholesale,

import-export, financing and business services are

firms and that most of the users of retail and

consumer services are final consumers.  Therefore,

the most important feature of service sector growth

in Hong Kong is the growth of intermediate input

services and not final consumption services.

To see this more clearly it is useful to adopt the

economist’s taxonomy and divide services into

“consumer services” and “producer services”

according to who uses the service.  “consumer

services” are final consumption services used by
Continued.......
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