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Abstract

The hub-periphery development pattern of the Guang-
dong economy, to some extent, is a miniature of that of
the Chinese economy. The Pearl River Delta, drawing from
its first-nature comparative advantages in factor endow-
ments and proximity to Hong Kong SAR, China, and
Macau SAR, China, and the second-nature advantages
as first-movers in the reforms in attracting and retain-
ing domestic and foreign resources, has developed into a
regional economic center. This paper examines the pattern

of inter- and intra-provincial migration and that of the
concentration of production, to explore the challenges and
opportunities for the success of “double transfer.” The paper
suggests a four-prong approach, to improve the business
environment, support the realization of latent compara-
tive advantages, increase the skill level of the labor force
to support the upgrade of the production structure, and
protect the vulnerable, to support the inclusive growth
of the economy in Guangdong in a sustainable manner.
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1 Introduction

Since the late 1970s, institutional and economic reforms have played a crucial role in the
unprecedented development of the Chinese economy. The reforms have provided the basis for
the transition to market economy and facilitated the integration of the domestic market with the
international market. The interdependence of institutional reforms and opening up policies
strengthened each other. Through incrementally reforming the centrally planned system to
improve incentives and increase the scope of the market in resource allocation, and through
building new institutions to support a market system before old institutions were destroyed,
China’s transition has achieved a remarkable success (Boublil, 1997; Démurger, 1997; Qian,
2003; Wilmots, 1997). Thanks to the advantageous factor endowment and favorable policy
inclination, the coastal region soon took off. Export-oriented and globalized industries are
largely concentrated in the coastal region and low tech and resource based industries are mainly
located in the inland region. Disparities within the province increased as the economy rapidly
developed. The dynamics of the coastal provinces and the relative stagnation of the inland
provinces configure a center-periphery regional growth structure (Lu, 2008; Naughton, 1999;
Chen and Fleisher, 1996).

Guangdong province, once an economic backwater, is a pioneer in the process of reforms and
opening up (ElSayed et al., 2006).* The economy of Guangdong is export-oriented, and largely
supported by inflow of foreign direct investment (FDI), of which a significant share is from
Hong Kong SAR, China and Macau SAR, China to the Pearl River Delta (PRD), and migrant
labor. The province hosts three of the four Special Economic Zones established in the early
1980s (Shenzhen, Zhuhai, and Shantou, along with Xiamen in Fujian province). The special tax
policies and financial incentives provided to the Special Economic Zones have stimulated the
development of the foreign and domestic private companies and changed the structure of the
economy. The development of the economy of Guangdong (particularly PRD) started with a
“three-plus-one” trading mix (custom manufacturing with materials, designs or samples
supplied and compensation trade) and developed to diverse ownership. The large inflow of FDI
created strong demand for migrant labor.

The long-term development of the economy of Guangdong is conditioned by the sustainable
upgrade of the industrial structure and that of job creation to attract and retain the needed skills
as well as provide workers (including migrant workers) adequate access to social services of
good quality. In recent years, partly related to the global crisis, the slowdown of the GDP
growth rate and the decline of net inflow of migrant workers, reflected as an emerging shortage
of migrant workers (MingGongHuang), in some cities in Guangdong, led to the hot debate of
whether the development pattern of Guangdong has reached a turning point (Liang and Wu,
2003; Meng et al., 2007; Wang and Fan, 2006; Zhu and Wang, 2006).

The objectives of this paper are to present a comprehensive picture of the hub-periphery
development pattern of the economy in Guangdong as a miniature of that of China and examine
the opportunities and challenges for sustainable inclusive growth. It focuses on areas that merit
particular policy consideration in supporting the continuous upgrade of the economic structure
through “double transfer” - transfer industries from the PRD to the rest of the provinces; and

! The open-door policy began with the establishment of the first special economic zones (SEZs) in 1980 in three
cities (Shenzhen, Zhuhai and Shantou) in Guangdong province and one city (Xiamen) in Fujian province, then the
preferential status of the SEZs soon rolled out to 14 other coastal cities in 1984, to the three deltas in 1985, to
Hainan in 1988, to Pudong in Shanghai in 1990, and then gradually to 11 border cities and eventually to all capitals
of the inland provinces and autonomous regions during the 1990s.



transfer labor in the lagging regions from the primary sector to the secondary and tertiary sectors,
including transfer of high-skilled labor to the PRD.

The paper is structured as follows: The next section focuses on the hub-periphery development
pattern between the PRD and the rest of the economy. Section 3 highlights the large
concentration of FDI using statistics from the China Statistical Yearbooks. Section 4 examines
the massive inflow of migrant workers in the province, with a focus on the unique composition
of the migrant labor force in different cities drawing from the 5th and the 6th national population
census data. Section 5 examines the industrial specialization and spatial concentration of the
capital-, labor-, and resource-intensive industries in the province. Section 6 discusses, in the
context of “double transfer”, the challenges and opportunities facing the economy and presents
a four-prong approach to support inclusive growth in a sustainable manner.

2 Hub-periphery development pattern

The development pattern of Guangdong, to a certain extent, is a miniature of that of China.
Guangdong province has witnessed rapid development since the reforms. Its average growth
rate has been higher than the “four Asian dragons” during the periods when they took off. Since
1989, Guangdong has topped the total GDP rankings among all provincial-level divisions. In
2013, the province's GDP reached 6.2 trillion RMB (or 1 trillion USD) and accounted for 11 %
of China’s GDP. Guangdong is also the largest exporter and importer in China. Its foreign trade
accounted for about 28 % of the country and the actual use of foreign investment accounted for
about 22 % of the country's total; both rank first of all the provinces. In addition, Guangdong’s
many major economic indicators, including total fixed assets investment, total retail sales,
savings deposits of residents, per capita disposable income of urban and rural residents, and
local revenues, and non-income welfare indicators, such as life expectancy, education, and
health services, both rank high (see annex 1 for additional statistics of Guangdong).

The Pearl River Delta, drawing from its first-nature comparative advantages in factor
endowments and proximity to Hong Kong SAR, China and Macau SAR, China, and the second-
nature advantages as first-movers in the reforms in attracting and retaining domestic and foreign
resources, has developed into a regional economic center and well-known world factory, with
many highly specialized towns and cities (Tuan and Ng, 2004).2 Its regional GDP exceeded that
of Singapore in 1998, Hong Kong SAR, China in 2003, and Taiwan, China, in 2007 (National
Development and Reform Commission, 2008).

The economy is highly concentrated: the Pearl River Delta produces 80 % of the regional GDP
and over 95 % of the exports and imports, attracts over 90 % of the foreign direct investment,
and hosts 90 % of the migrant population. The development gaps within Guangdong widened
between the Pearl River Delta and the rest (the Northern Mountainous Area and the East and
West Wings), and within the PDR between economic hubs (Guangzhou, Shenzhen and Zhuhai)
and the other seven cities. We illustrate this regional development gap in 2000-2013 in the
following three figures: the Kernel distribution of the real GDP per capita (figure 1); Gini
coefficient (figure 2), and growth incidence curve (figure 3).

2 The Pearl River Delta region, including Guangzhou, Shenzhen, Zhuhai, Foshan, Huizhou, Zhongshan, Jiangmen,
Shunde, and Zhaoging, has been the pioneer since the opening-up.



Figure 1: Distribution of real GDP per capita of prefecture-level cities in Guangdong (2000-
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Data source: Guangdong Bureau of Statistics, Guangdong Statistical Yearbooks (several editions), China
Statistical Publishing House, Beijing.

Note: The three rows of stars show the levels of real GDP per capita of Guangzhou, Shenzhen, and Zhuhai
respectively, from top to bottom, with the color indicating the years of 2000 (red), 2006 (purple), 2010 (black) and
2013 (blue).

Figure 1 shows that Shenzhen, Guangzhou, and (to a lesser extent) Zhuhai are more developed
than the rest of the economy in a significant manner. Figure 2 shows the Gini coefficient of the
gross regional product per capita in the 21 prefecture-level cities rose from 0.35 in 2000 to
almost 0.40 in 2005-2006 before steadily declining to 0.34 in the recent three years. Figure 3
shows, during the period of relatively slow growth after the Asian financial crisis in 2000-2003,
the richer cities grew faster and inequality increased; during the period of high growth
performance in 2003-2009, still the richer cities grew faster and inequality continued to increase;
while in the recent period of 2009-2013, when growth slowed down (partly related to the global

economic crisis and the restructuring), the poorer cities grew faster than the richer ones and
inequality started to decline.



Figure 2: Gini index of real GDP per capita of prefecture-level cities in Guangdong (2000-2013)
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Figure 3: Growth Incidence Curve
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3 Intra- and inter-provincial labor migration

Worldwide, labor migration is a powerful tool to reduce distance to economic opportunity.
Eight million Americans change states every year (World Bank, 2008). In China, the gradual
reform of the Household Registration System (Hukou) reduced the constraint on domestic labor
mobility (Chan and Li, 1999; Chen and Wu, 2005; Fan, 2005a; 2005b; He and Pooler, 2002;
Li, 2004; Liang, 2001; Shen, 1999; Zhang and Song, 2003; Wu and Yao, 2003; Zhao, 2005).
The significant inflow of capital and the development of an export-oriented economy in the
coastal provinces created strong demand for labor (Li, 1997; Wong et al., 2003; Zhu, 2000).
The large-scale migration from rural areas and inland regions to urban areas and coastal regions
provided coastal and urban areas with a flexible labor supply at reasonable costs and contributed
to the rapid development of their labor intensive industries (Luo and Zhu, 2008). This in turn
accelerated the formation and expansion of the small and medium size cities in the coastal
provinces and increased the potential for the exploitation of economies of scale (Sit and Yang,
1997; Li, 1997).

A similar story applies for Guangdong, with PRD (especially Guangzhou, Shenzhen, and
Zhuhai) as the hubs. The inflow of migrant workers largely contributed to the rapid
development of Guangdong. Guangdong officially became the most populous province in 2005.
Its total population hit 110 million then, with 79 million registered permanent residents and 31
million migrants who have lived in Guangdong for more than six months. 3 The PRD, the
Yangtze River Delta, and Bohai Bay area, are the three largest regions with significant migrant
concentrations in China (Trudel, 2008).

The Chinese fifth census data shows, in 2005, that of the 93 million working age cross-country
migrants, some two-thirds are urban labor and some one-third rural labor. Urban areas are the
major destination of migration: roughly 67 million moved to urban areas and 26 million to rural
areas. The scale of intra-provincial migration was higher than that of inter-provincial migration.
At the national level, the average intra-provincial immigration rate is about 11.8 %, and inter-
provincial immigration rate 6.4 %. In Guangdong, in 1978-2013, the average total migration
rate is 2.8 %, and the average net migration rate is 0.3 %. The net migration rate is positive in
most of the years. It gradually increased since 1978, peaked around 2006, and fluctuated
downward in the recent years. The average gross inflow of migrants amounted to some 1.06
million per year. With an average outflow of migrants of some 0.84 million, this results in a net
inflow of migrants of 0.22 million (see figure 4). This “demographic dividend” has played a
significant role in contributing to the economic development in Guangdong.

3 http://www.chinadaily.com.cn/english/doc/2005-01/29/content_413299.htm.




Figure 4: Labor inflow and outflow in Guangdong (1978-2013)
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Data Source: Guangdong Bureau of Statistics, 2014.

The distribution of inter- and intra-provincial migration differs significantly between the PRD
and the rest of the province (table 1). A closer look at the fifth population census data shows
that nearly 90 percent of the migrant population concentrates in the Pearl River Delta, of which
50 % in Shenzhen and Guangzhou. For the entire province, the intra-provincial migration and
inter-provincial migration accounted for 40 % and 60 % of the total migration population,
respectively. However, for the Pearl River Delta, the intra-provincial and inter-provincial
migration ratios are 1/3 and 2/3, respectively; while in other cities in the province, intra-
provincial migration and inter-provincial migration accounted for 3/4 and 1/4, respectively. In
other words, most of the inter-provincial population is concentrated in the Pearl River Delta;
while for other cities, the majority of the migrant workers are from within Guangdong. The net
migration inflows in Guangdong are mainly the migrants to Pearl River Delta from other
provinces.

Table 1 - The distribution of migrant inflows in Guangdong

2000 2010
Number of migrant inflow Percentage Number of migrant inflow Percentage
(10000 persons) (Total migration=100) (10000 persons) (Total migration=100)
Intra- Inter- Intra- Inter- Intra- Inter- Intra- Inter-
provincial | provincial | provincial | provincial provincial | provincial | provincial | provincial
Total migration | migration | migration | migration Total migration | migration | migration | migration
Total 2530.4 1023.9 1506.5 40.5 59.5 3680.7 1530.9 2149.8 41.6 58.4
Pearl River
Delta
Sub-total 2170.4 753 1417.5 34.7 65.3 3136.3 11155 2020.8 35.6 64.4
Guangzhou 428.2 213.2 215 49.8 50.2 614.7 3145 300.3 51.2 48.8
Shenzhen 607.1 201.5 405.6 33.2 66.8 851.5 271.9 579.6 31.9 68.1
Zhuhai 66.6 30.9 35.7 46.3 53.7 72.9 37.2 35.8 50.9 49.1
Foshan 240.3 86.2 154.1 35.9 64.1 387 136.8 250.3 35.3 64.7
Huizhou 111.8 46.6 65.2 41.7 58.3 205.8 88.6 117.2 43.1 56.9
Dongguan 500.9 87.3 413.7 17.4 82.6 658.3 125.1 533.3 19 81
Zhongshan 109.9 238 86.1 21.7 78.3 176.2 43.8 132.4 24.9 75.1
Jiangmen 68.3 36.1 322 52.9 47.1 1111 59.5 51.6 53.6 46.4
Zhaoging 374 274 10 73.3 26.7 58.8 38.2 20.6 65 35
Other cities 360 271 89 75.3 24.7 544.3 415.4 129 76.3 23.7

Data source: China Bureau of Statistics, 2005; Guangdong Bureau of Statistics, 2012.



The migration patterns also vary within PRD across cities (table 1) with a sharp difference
between Guangzhou and the other cities, and between PRD and the rest of the economy. In
Guangzhou, an international metropolis and traditional economic center, about 50 percent of
the inflow of total migrants (4.28 million) come from other parts of Guangdong Province, 50
percent come from other provinces. Shenzhen, followed by Dongguan, Foshan and Zhongshan,
the dynamic export-oriented economy and emerging economic centers, the inflow of migrants
are mostly from other provinces. For example, of the total inflow of migrants to Shenzhen (6.07
million) and that to Foshan (2.4 million), about one-third come from other parts of Guangdong,
two-thirds from other provinces; for Dongguan and Zhongshan, respectively, out of the 5.01
million and 1.1 million total inflow of migrants, nearly 80 percent come from other provinces.
While for the less developed cities, such as Zhaoging, out of the 370,000 total inflow of
migrants, some two-thirds come from other parts of the province. Non-PRD cities in
Guangdong share the similar migration patterns as Zhaoqing. The ratios of intra- vs. inter-
provincial migration in most cities remained similar in 2000 and 2010.

The majority of the migrant workers from Guangdong chose to move to large cities, while those
from other provinces largely concentrated in the PRD, particularly Shenzhen and Dongguan.
As shown in figure 5, 75 % of the intra-provincial migrant population concentrates in the PRD,
of which 20 % in Guangzhou and Shenzhen each, while 95 % of the intra-provincial migrant
population concentrated in the PRD, of which some 28 % concentrates in Dongguan, 27 % in
Shenzhen, 14 % in Guangzhou, and 10 % in Foshan, and employed in the labor-intensive
industries. The pattern is similar in 2010 as in 2000.*

Figure 5: Distribution of intra- and inter-provincial migration inflows in Guangdong (2010)

2010 Intra-provincial migration 2010 Inter-provincial migration
N Zhaoging Otherocities
Other cities 1% 6 %
26 % Guangozhou Jiangmen Guangzhou
\ 21% 2% 14%
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4% Dongguan

Shenzhen 28 %
Zhongshan / 20%
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Data source: China Bureau of Statistics, 2005; Guangdong Bureau of Statistics, 2012.

4 Migration data in 2000 available upon request.



4 Concentration of resource, labor and capital intensive industries

As the economy has developed, the production structure has gradually changed in Guangdong.
The ratio of the primary, secondary and tertiary industries changed from 29.8 %, 46.6 %, 23.6 %
in 1978, to 5.5 %, 51.6 %, 42.9 % in 2008, and to 4.9 %, 47.3 %, 47.8 % in 2013. Nine major
industries are particularly competitive in the domestic market and gaining shares in the global
arena, including the three major traditional industries, food and beverage, textiles, and building
materials; the three major new pillar industries, electronic communications, electrical
machinery, and petrochemicals; and the three emerging industries, forestry and paper,
pharmaceutical, and automotive. The Pearl River Delta has become one of the world's major
manufacturing bases (for example, electronic information industry), attracting investments
from many multinational corporations and international consortia.

Compared with that in the Pearl River Delta, the production structure in the rest of the province,
is less developed, with a significantly higher share of the primary sector and lower levels of
urbanization and export-orientation. To understand the different production structure at the
industry level within the province,® we group the 43 industries listed in the Guangdong industrial
economic statistical yearbooks into three large categories (called “sectors” hereafter): resource
intensive sector, labor intensive sector and capital intensive sector. We measure the relative
concentration of sector i (i=1, 2, 3) in region j in time t (t=2006, 2007...2013) by an indicator of
specialization, noted as IS, as follows:

Zvai it
_Va = : - .
1S, ;. = ZVai,,-,t anvai’j’t with va ; %“vammt
] I J

where m;stands for the number of industries that belong to sector i. In other words,va, ; , is the
sum of the value added of all industries in the sector i. In a relative sense, the more specialized a
region j is in the sector i in time t, the higher is the value of this indicator.

We calculate the IS in two ways (or two levels). Table 2 presents the results of IS by region
(grouping the 22 cities into four regions: Pearl River Delta, East Wing, West Wing, and Mountain
area).® The results show a sharp difference in the patterns of concentration of industries: capital
intensive industries largely clustered in Pearl River Delta, labor intensive industries mainly located
in East Wing (followed by the Northern Mountainous area), and resource intensive industries highly
concentrated in the West Wing and Northern Mountainous Area. The high specialization of the
capital intensive and labor intensive industries in the PRD and East Wing, respectively, reveals their
comparative advantages.

5 The empirical results of specialization at the industry and city levels are available upon request. For readability,
we present in this paper the results of specialization of capital-, labor- and resource- intensive industries at the
four regional level.

5 In annex 3, we consider each of the ten cities in Pearl River Delta and consider all other cities as the rest of the
province, and calculate the IS by these 12 entities.



Table 2: Specialization in resource, labor and capital intensive industries in Guangdong

Resource intensive Labor intensive Capital intensive
industries industries industries
2006
Pearl River Delta 0.91 0.96 1.02
East 0.89 1.96 0.71
West 2.60 1.03 0.81
Mountain area 2.10 1.20 0.81
2007
Pearl River Delta 0.91 0.95 1.03
East 0.92 1.89 0.70
West 2.70 1.05 0.80
Mountain area 2.37 1.15 0.80
2008
Pearl River Delta 0.88 0.95 1.03
East 0.85 2.03 0.66
West 3.17 0.94 0.77
Mountain area 2.77 1.20 0.72
2009
Pearl River Delta 0.86 0.94 1.03
East 1.11 2.05 0.62
West 3.47 0.97 0.80
Mountain area 3.34 1.35 0.68
2010
Pearl River Delta 0.91 0.91 1.03
East 1.10 2.73 0.54
West 6.21 1.23 0.70
Mountain area 5.22 1.27 0.73
2011
Pearl River Delta 0.86 0.91 1.04
East 1.13 2.12 0.57
West 3.09 1.09 0.78
Mountain area 4.07 1.21 0.64
2012
Pearl River Delta 0.92 0.91 1.03
East 1.13 2.62 0.50
West 4,92 1.21 0.76
Mountain area 4.36 1.06 0.83
2013
Pearl River Delta 0.83 0.88 1.07
East 1.58 1.77 0.61
West 1.63 1.08 0.91
Mountain area 4.00 1.01 0.74

Data Source: Guangdong Bureau of Statistics, 2014.

Further, to examine the extent to which the capital-, labor-, and resource-intensive industries
concentrate in the four regions, we follow Wen (2004) and Amiti and Wen (2001) to calculate the
Gini coefficient as follows:

1 n n
G=——"— leij—sikl

2nxnxs; 354

where sjj stands for the ratio of the value-added of the sector i to the industrial value-added of
province j; sikthe ratio of the value-added of sector i to the industrial value-added of province k; n
the number of regions (n=4); sithe average portion of the sector i in comparison of the entire three
sectors. If the sector i is equally distributed among all regions, Giis equal to zero; if the sector i is
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concentrated in only one region or city, the value of Giapproaches 1. In other words, the higher the
value of Gi, the more concentrated the sector i .

Consistent with the results above on specialization, the capital intensive industries are slightly
more concentrated spatially (mainly in PRD) than the labor intensive industries. The declining
concentration of resource intensive industries is consistent with the emerging structural
diversification in the West Wing and Mountain Area.” As the resource intensive industries often
locate close to the factor endowments, it is natural to observe a higher spatial concentration
than the other two categories (figure 6).

Figure 6: Spatial concentration of resource, labor and capital intensive industries in Guangdong
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Data Source: Guangdong Bureau of Statistics, 2014.

5 Double transfer and policy suggestions

Since the mid-2000s, possibly compounded by the 2008 global crisis, the GDP growth in
Guangdong slowed down from some 15 % in the mid-2000s to some 8 % in the recent years.
And the net migration inflow to Guangdong declined (figure 4). While disparity (measured by
Gini) within Guangdong declined (figure 2), heterogeneity of growth performance within the
PRD as well as among the 21 prefecture-level cities emerged. For example, Zhaoging (PRD),
Jieyang (East Wing) and Yangjiang (West) more than doubled their GDP per capita in 2008-13
compared with average annual growth of some 10 % in the province . This begs the questions
of whether this showed sign of possible changes of the development pattern of the province,

" The “M-shape” fluctuation of the Gini coefficient of the capital intensive and labor intensive industries in 2009-
2013 is of interest for further research. One possibility is related to the effects of the effects of the fiscal stimulus
on the industries.
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what policy interventions might have contributed to the changes, and what needs to be put in
place to support the inclusive development in a sustainable manner.

5.1 Double transfers

Since the mid-2000s, to facilitate the upgrade of the production structure and support the
sustainable long-term development, the government of Guangdong and the State Council have
implemented several reform and development plans (Box 1). Industrial clustering and
agglomeration have significantly contributed to the improvement of the productivity and
competitiveness of the Chinese economy (Fan and Scott, 2003; He and Zhu, 2009). However,
associated with the rising costs of land, labor, and environment, some studies suggest the
negative congestion effects start to increase and could surpass the positive effects of
specialization and agglomeration. Pollution and congestion have raised additional challenges
for the continuous clustering in the PRD, particularly Guangzhou and Shenzhen. The relocation
of industries from the more developed regions to the less developed regions is consistent with
the economic theories and development experience. Filling the infrastructure gaps and
providing basic local public services are essential for the emergence of the new hubs in the less
developed areas; while developing the own-source revenue basis is crucial for their
sustainability.

Box 1: Regional development policies in Guangdong

In 2005, in order to promote the balanced growth of the regional economy, the Government of
Guangdong Province developed special plans to stimulate the economic development of the East and
West Wing areas. The plans focused on transport infrastructure, energy infrastructure, water
infrastructure, industrialization and urbanization.

In 2008, the government of Guangdong province implemented the “double transfer decision” to
encourage the transfer of industries from PRD to the rest of the province and the transfer of labor in the
northern mountainous areas and the east and west wings from the primary sector to the secondary and
tertiary sectors, including the transfer of some high-skilled labor to PRD.

In 2009 the State Council approved the "Pearl River Delta Reform and Development Plan (2008-2020)".
The PRD Reform and Development Plan indicated that the Pearl River Delta region should seize the
strategic opportunity of the expansion of domestic demand to invest in infrastructure and promote
economic restructuring and development pattern upgrading. The Plan positioned PRD as a pioneer of
further reforms, a gateway for international exchange, and a national economic center.

The main objectives of the reform and development plans are featured in the “Double transfer”
- transfer industries from the Pearl River Delta to the rest of the provinces; and transfer labor in
the lagging regions from the primary sector to the secondary and tertiary sectors, including
transfer of high-skilled labor to the Pearl River Delta. More specifically, this means, first,
strengthening the technological and innovation capacity of the PDR and phasing in the
upgrading of its production structure with a focus on the advanced manufacturing sector and
modern service sector to reach a GDP per capita level of 135,000 yuan by 2020 with at least
60 % of value added from the service sector. Second, reducing the economic development gap
between the PRD and the rest of the province and speeding up the intra-provincial relocation
of industries to support the catching up of the lagging Northern mountainous areas, and the east
and west wings. The latter might require the government to increase investment in the lagging
regions, including investment in infrastructure and other public goods, to improve the business
environment of the lagging regions and therefore their attractiveness to private capital, and to
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design and implement beneficial special policies to encourage the collaboration of the local
governments of the PRD and the rest of the provinces to facilitate industry relocation.

There are signs that “double transfer” policies might have started bearing fruits. Many industrial
transfer parks have been created in Guangdong and some labor intensive industries in the PRD
have been transferred to the rest of the province. There also have been cases of industrial
transfer from Guangdong to Jiangxi, Hunan, and Sichuan. Since the establishment of the first
batch of Guangdong Industrial Transfer Park in 2005, there has been 35 provincial Industrial
Transfer Parks at the end of June 2011. The establishment of the Industrial Transfer Parks
contributed to the reallocation of the rural labor force. The share of additional/new rural migrant
workers from within Guangdong to the PRD declined from 43.2 % in 2005 to 23.1 % in 2010,
and that to the rest of the province increased from 56.8 % to 76.9 %.8 Some new towns and
small cities have emerged along with the establishment of the Industrial Transfer Parks, which,
if designed and managed properly, can contribute to the acceleration of urbanization.

5.2 Policy suggestions for sustainable inclusive development

In China, industrial clustering and agglomeration has generated significant productivity effects
(He and Wang 2012). A successful transfer of industries is not about spreading the economic
activities equally across geographic areas, but about facilitating the allocation and reallocation
of capital and labor to the areas where they best suit the comparative advantages. To achieve a
geographically more balanced development pattern efficiently and effectively, the
implementation of the double transfer strategy needs to draw on the respective comparative
advantages of the Pearl River Delta and the lagging periphery with a focus on the upgrading of
the production structure and labor structure in both areas in an inclusive and sustainable manner.

For development to be sustainable and inclusive in Guangdong, we suggest a four-prong
approach to improve the business environment, support the realization of latent comparative
advantages, upgrade the skill level of labor force to support the upgrade of production structure,
and protect the vulnerable (Box 2). Developing own-source revenues at the local level
(including both own-source taxes and equalization transfers) and ensuring sustainable access to
credit are key elements to support the emergence of the new hubs and their sustainability.

Box 2 Policy suggestions for inclusive development

First, provide an enabling business environment to support a level playing ground for all regions

- Realize the benefit of agglomeration economies through a higher density in traditional and emerging
centers (develop Pearl River Delta as global economic center).

- Reduce the distance to improve regional transportation and communication infrastructure (link the
lagging regions to the Pearl River Delta).

- Eliminate divisions to promote intra- and inter-provincial market integration (support the economy of
Guangdong to move up the global value chain).

Second, develop special regional policy to support the realization of latent comparative advantages
- Use the off-the-shelf technologies to build on the advantages of backwardness.
- Support “flying geese” / transfer of industries for the upgrade of structure.

Third, improve the skill level of the labor force to support the sustainable upgrade of production structure
- Improve education and match the market demand for skills.
- Provide on-the-job training to attract and retain high quality local and migrant workers.

8 “Double Transfer in Guangdong”, NanFang Daily, 2011-09-14
13




Fourth, along with the national programs, strengthen inclusive social protection to improve equal access

to social services and provide targeted support to vulnerable people.

- Support the integration of migrant workers into host cities with an emphasis on the urbanization of
people.

- Provide social services in an equitable manner, including formal and informal workers, the
unemployed, and their families.

Global experience and the economic geography literature suggest that the most effective
policies for promoting long-term growth are those that facilitate geographic concentration and
economic integration, both within and across regions and countries. The path of development
counts. To support the development of the economy with the existing economic center and
lagging areas, government initiatives should not focus on “reducing the gaps of the productive
capacity” across cities, but “moderate differences in economic welfare” between them.

The business environment in Guangdong, in particular the major cities in the Pearl River Delta,
is among the best in China. Further improvement can strengthen its attractiveness to investment
and spur innovation and fair competition. An enabling business environment can provide a level
playing ground for all regions, hub or periphery, the needed institutions and regulations to
attract and retain private investment. The sustainable development of the economy in
Guangdong depends on how it can deal with the three “Ds”:° realizing the benefits of
agglomeration economies through a higher density of economic activities in its major urban
centers (particularly developing the PRD as global economic centers), overcoming the distance
factor by making a concerted effort to improve regional transportation and communications
infrastructure (linking the lagging Northern mountainous areas and the East and West Wings
with the PRD), and eliminating internal and external divisions to promote intra- and inter-
provincial market integration and strengthen Guangdong’s participation in the global economy
moving up the value chain. °

Improved connectivity in a proper manner can increase efficiency and facilitate greater
industrial specialization through agglomeration economies, and reduce the geographic handicap
to encourage the catching-up of the lagging regions. Reduced transport costs between the
northern mountainous area and the east and west wings to the PRD — and from there to
overseas markets— can improve the attractiveness of the lagging regions and promote
development of their firms in two ways: through lower costs of inputs delivered by these
factories and through higher net revenue from sales to external markets. Greater access to both
national and external markets can create more competition and reduce existing local monopolies.
It can also facilitate the movement of labor, skilled and unskilled, to create greater economies
of scale and rewards to innovation.

In line with the support to the establishment of Industrial Transfer Parks, facilitating the private
sector actors to choose the right locations for investment with the right level of technology and
capital/labor intensity can help. Special regional policy can be used in an appropriate manner
to support the regions to move towards their latent comparative advantages. Improving market
institutions can create and protect effective competition in the market. Measures can include
addressing externality and coordination issues — such as provision of infrastructure, logistics,
finance, skilled labor. The experiences of the East Asian newly industrialized economies in

® Refer to the terminology developed in the World Development Report 2009 Reshaping Economic Geography,
10 See Huang and Luo (2009) for discussion at the national level.
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using the off-the shelf technologies to build on the advantage of backwardness and upgrade
their industrial structure in the past decades are successful examples (Lin, 2012).

The government needs to promote economic integration, enhance the mobility of labor and
capital, and provide targeted support to vulnerable populations. This includes developing
special regional policies to encouraging complementary regional development policies that
recognize and build on the uniqueness of geographic and inherited economic comparative
advantages. Facilitating the relocation of industries from PRD to the less developed regions in
an appropriate manner can help accelerate the process and result in mutual benefits.

As the “double transfer” policies have started bearing fruits, local governments can closely
follow the comparative advantages of factor endowment of the economy to accelerate the
proper upgrading of the production structures of the Pearl River Delta and the lagging regions
and better match the demand and supply of labor while supporting the creation of more and
better jobs in the secondary and tertiary industries. This is to include a careful consideration of
the difference in the factor endowment between the Pearl River Delta and the lagging regions,
and also the heterogeneity among each of the two groups. The different patterns of development
in different cities discussed above illustrate the uniqueness of their advantages (or
disadvantages) driven by their first or second natures.

As the economy of Guangdong, particularly the PRD, is undergoing the upgrading of structure
from labor-intensive to capital-intensive or technology-intensive industries to maintain
competitiveness in the global market, the demand for skilled workers increases. Provision of
on-the-job training and vocational skill training can play an important role in attracting labor
and enhancing their quality, which is not only important for the sustainable economic
development of the province but also the inclusiveness and harmoniousness of the society.

Building the skill level of the labor force, including the local labor force and the migrant labor
force, can play an increasingly crucial role in the sustainability and inclusiveness of
development. Compared with the older generation of migrant workers, the younger generation
of migrant workers often places higher value in the provision of training opportunities and the
potential of promotion when choosing jobs. The results of a survey conducted in 2006* showed
that in the Pearl River Delta, vocational training helps to improve wages of migrant workers.
To support development in a sustainable manner, the government needs to improve the skill
level of the labor force to support the sustainable upgrade of production structure.

It is worth noting that, despite the deepening of reforms and improvement of labor market
regulations, Hukou still plays a role in conditioning opportunities to jobs and beyond. With or
without an urban household registration means significant difference in access to social services,
including healthcare, education, and old-age pension. Recent studies have shown that in the
urban labor market, there is discrimination against low-skilled migrant workers. Migrant
workers are sometimes considered as "lower classes™ in cities (Batisse and Selim, 2008;
Solinger, 2004). Several studies confirm the existence of significant wage gaps between urban
citizens and migrant workers with similar skills (Knight, etc., 1999; Meng and Zhang, 2001;
Meng et al., 2007). A survey showed that the average income of migrant workers is only one-
third of the average income of urban residents (Ministry of Labor and Social Security Research
Group, 2004; Shao, 2006). Some studies suggest, after taking into account inflation, real wages
of migrant workers actually declined (He, 2006). As the cost of living increased in urban areas

11 See http://www.syntao.com/E_Page Show.asp?Page 1D=6075.
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and the living standards improved in rural areas, the low level of wages hinders the willingness
to migrate. The institutional fragmentation of the labor market goes beyond wage income (Hu,
2008; Lu and Song, 2005; Nielsen et al., 2007; Wu and Zhou, 1997). In fact, many unskilled
migrant workers can only find jobs in the informal sector, which are often characterized by low
and unstable wages along with less decent working environments (Liang, 1999; Liang and Ma,
2004; Liang and White, 1996; Day and Ma, 1994; Fan, 2002, 1999; Wang and Zuo, 1999, Guo
and Iredale, 2004). Some studies (Gong, 2009; Jiang et al., 2008) suggest that related to the
lack of stability of employment, migrant workers cannot stay in one place for a long time and
have to move periodically or frequently.

Measures to strengthen an inclusive social protection system require improving the equal access
to social services such as health care and education (and the quality of such services) and
providing targeted support to the vulnerable, including migrant workers and their families.
Appropriate design and implementation of the local policies, for example, provision of water
and sanitation as well as health care clinics, in addition to the national policies are crucial. In
an economy where the informal sector is non-negligible (the share of migrant workers who
work in the informal sector is even larger), it can be a question for policy debate whether and
how to use general revenue and user fees to fund such services. The potential sources of
financing can include income taxes, property taxes, and value-added taxes.
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Annex
Annex 1 Statistics of the economy of Guangdong

The gaps between the PRD and some lagging regions seemed to tapper down in the second half
of the 2000s - in 2013, but per capita GDP of the Pearl River Delta (93,114 yuan) remained
significantly higher than the provincial average. In 2000, per capita GDP in the Pearl River
Delta (20278 yuan) was about 3.8 times of that of the Northern Mountainous Area (5344 yuan),
the 2.9 times that of the West Wing of the region (7099 yuan), and 2.8 times of that of the East
Wing of the region (7294 yuan). In 2013, the regional GDP of PRD was about 3.6 times, 2.8
times and 3.4 times, respectively, that of the Northern Mountainous Area (25513 yuan), West
Wing area (33712 yuan) and the east wing area (27002 yuan).

Table al: Economic development indicators of the different regions in Guangdong in
2008 and 2013

Northern
Pearl River Delta East Wing West Wing Mountainous Area
2008 2013 2008 2013 2008 2013 2008 2013
Population (10000 persons) 5138.5| 5715.2| 16449 1717.2| 1521.1| 1565.9| 1589.1| 1645.7
as % of total population (%) 51.9 52.9 16.6 16.4 154 15.0 16.1 15.7
Urban population ( %) 80.2 84.0 56.6 59.4 39.3 40.5 433 46.0

Regional GDP (100 million yuan) 29745.5| 53060.4| 2492.8| 4623.4| 2750.3| 5260.0| 2484.4| 4185.8
Regional GDP composition
(regional total=100)

Primary sector 2.4 2.0 9.7 8.7 21.2 18.8 17.0 16.3
Secondary sector 50.3 45.3 54.1 55.9 434 42.2 50.4 41.7
Tertiary sector 47.3 52.7 36.1 354 354 39.0 32.6 42.0
Regional GDP per capita (yuan) 62644.0| 93114.0| 15396.0| 27002.0| 17973.0| 33712.0| 15539.0| 25513.0

Fixed asset investment 7829.0| 16030.8| 861.7| 23260| 612.8| 20548| 14454 2417.1
(100 million yuan)

Total export(100 million US dollar) 3872.1| 60709 924 157.2 325 55.2 44.9 80.3
Total import(100 million US dollar) | 2697.6| 4403.4 37.1 63.0 20.6 36.0 37.7 52.2

Actual use foreign investment (100
million US dollar) 169.2 230.6 6.3 6.2 3.8 41 12.2 8.6

Data source: Guangdong Bureau of Statistics, 2014.

Note: Pearl River Delta includes Guangzhou, Shenzhen, Zhuhai, Foshan, Huizhou, Zhongshan, Jiangmen, Shunde, and
Zhaoging; East Wing includes Shantou, Chaozhou, Jieyang, and Shanwei; West Wing includes Zhanjiang, Maoming, and
Yangjiang; and Northern Mountainous Area includes Meizhou, Heyuan, Qingyuan, Yunfu, and Chaoguan.

Table a2: The shares of regional GDP, export and import of different regions of

Guangdong
Regional GDP Total Export Total Import
2000 2008 2013 2000 2008 2013 2000 2008 2013
Pearl River Delta 75.2 79.4 79.0 92.2 95.8 95.4 95.0 96.6 96.7
East Wing 9.5 6.7 6.9 4.6 2.3 25 2.8 1.3 1.4
West Wing 8.5 7.3 7.8 2.1 0.8 0.9 14 0.7 0.8
Northern Mountainous Area 6.8 6.6 6.2 1.1 11 1.3 0.7 1.4 11
Guangdong 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Data source: Guangdong Statistics Bureau, 2014.
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Annex 2 Specialization of labor, capital and resource intensive industries in cities of the
PRD and the rest of the economy in Guangdong (2006-2013)

Resource intensive Labor intensive Capital intensive
industries industries industries
2006
Guangzhou 0.22 1.03 1.08
Shenzhen 1.79 0.48 1.07
Zhuhai 0.12 0.64 1.22
Foshan 1.15 112 0.94
Shunde
Huizhou 0.19 0.71 1.19
Dongguan 0.17 1.36 0.98
Zhongshan 0.24 1.55 0.91
Jiangmen 0.53 1.35 0.94
Zhaoqing 1.32 1.25 0.88
Other cities 1.84 1.34 0.79
2007
Guangzhou 0.18 0.99 1.10
Shenzhen 1.69 0.53 1.08
Zhuhai 0.12 0.56 1.26
Foshan 1.19 1.03 0.97
Shunde
Huizhou 0.27 0.61 1.22
Dongguan 0.26 1.50 0.91
Zhongshan 0.26 1.43 0.94
Jiangmen 0.57 1.20 0.98
Zhaoging 1.27 1.20 0.90
Other cities 191 1.32 0.78
2008
Guangzhou 0.14 0.99 1.12
Shenzhen 1.55 0.50 111
Zhuhai 0.10 0.52 1.29
Foshan 111 1.00 0.98
Shunde
Huizhou 0.31 0.65 121
Dongguan 0.29 161 0.87
Zhongshan 0.27 1.43 0.94
Jiangmen 0.54 1.25 0.97
Zhaoging 1.45 1.10 0.91
Other cities 2.11 1.35 0.73
2009
Guangzhou 0.17 0.93 1.11
Shenzhen 121 0.48 1.17
Zhuhai 0.13 0.49 1.27
Foshan 1.14 1.06 0.97
Shunde
Huizhou 0.32 0.62 121
Dongguan 0.33 153 0.88
Zhongshan 0.34 1.39 0.92
Jiangmen 0.68 1.27 0.93
Zhaoging 2.09 1.09 0.86
Other cities 2.32 1.43 0.71
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Annex 2 (continued)

Resource intensive

Labor intensive

Capital intensive

industries industries industries
2010
Guangzhou 0.27 0.97 1.05
Shenzhen 0.68 0.50 1.15
Zhuhai 0.22 0.52 1.17
Foshan 1.65 1.25 0.90
Shunde 0.27 0.87 1.07
Huizhou 0.51 0.70 1.11
Dongguan 0.53 193 0.77
Zhongshan 0.58 1.63 0.85
Jiangmen 1.15 1.60 0.83
Zhaoging 3.58 1.25 0.79
Other cities 3.05 1.87 0.65
2011
Guangzhou 0.15 0.93 1.12
Shenzhen 1.34 0.48 1.16
Zhuhai 0.16 0.48 1.29
Foshan 1.11 1.10 0.95
Shunde 0.15 0.91 1.12
Huizhou 0.40 0.58 1.22
Dongguan 0.28 1.46 0.90
Zhongshan 0.34 1.33 0.94
Jiangmen 0.79 131 0.90
Zhaoging 2.59 0.98 0.84
Other cities 231 1.49 0.67
2012
Guangzhou 0.25 0.95 1.05
Shenzhen 0.78 0.68 111
Zhuhai 0.24 0.50 1.19
Foshan 1.76 1.23 0.89
Shunde 0.22 0.88 1.08
Huizhou 0.51 0.54 1.17
Dongguan 0.38 1.68 0.83
Zhongshan 0.52 151 0.87
Jiangmen 1.25 1.56 0.82
Zhaoging 4.52 121 0.75
Other cities 2.60 1.81 0.67
2013
Guangzhou 0.17 0.89 1.13
Shenzhen 1.13 0.41 1.25
Zhuhai 0.15 0.43 1.34
Foshan 1.12 0.99 0.99
Shunde 0.12 0.66 1.24
Huizhou 0.51 0.53 1.26
Dongguan 0.20 1.05 1.06
Zhongshan 0.32 1.01 1.07
Jiangmen 0.97 1.12 0.95
Zhaoging 2.76 0.94 0.85
Other cities 1.81 1.33 0.77

Data source: Guangdong Statistics Bureau, 2014.
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Annex 3 Spatial concentration (Gini Coefficient) of labor, capital and resource intensive
industries in cities of the PRD and the rest of the economy in Guangdong (2006-2013)

Gini Index

o) -

T T T T T T T T
2006 2007 2008 2009 2010 2011 2012 2013
Year

All industries — — — Resource intensive industries
————— Labor intensive industries  --------- Capital intensive industries

Data source: Guangdong Statistics Bureau, 2014.



