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ABSTRACT

INDUSTRIAL RESTRUCTURING AND REGIONAL DIVISION OF LABOR:
A STUDY OF THE ELECTRONICS INDUSTRY OF HONG KONG AND
SHENZHEN SPECIAL ECONOMIC ZONE (PRC)

By

Lai Si Tsui

This dissertation discusses the industrial restructuring and
regional division of labor between H.K. and Shenzhen SEZ
through a study of the electronics companies (H.K. and global)
based in H.K. The impacts of industrial restructuring on, and
the development pathways of both cities are examined. The
findings are based on: (I) documentary research, and (II)
fourteen case-studies of electronics companies through
personal interviews with manufacturers, and factory visits in
both cities.

Research findings indicate that regional production
integration has brought about short-term benefits for both
cities with trade-offs for long-term development. H.K.
benefits from cheap labor and land supply from the SEZ, but
suffers from a further delay in technological upgrading. The
€conomic restructuring has transformed the city towards a
center of managing cross-border production and providing
Yegional service, and its working classes bear the cost of
economic transformation. H.K. is increasingly integrated into

the regional division of labor of Guangdong Province; the






regional division is structured in a way that Shenzhen and the
Pearl River Delta cities have become similar but separate
entities dominated by H.K. capital, and compete against each
other for foreign direct investment. Shenzhen SEZ has had
high economic growth rates. But its industrial development
has exhibited a lack of significant technology anchorage,
skill formation and 1linkage effects, and remained over-
dependent on migrant labor. Facing intensifying competition
from the Delta region, the SEZ is attempting to follow the
pathway of H.K. to build a service economy. A one-dimensional
orientation of both H.K. and Shenzhen towards service economy
building without technological and industrial upgrading
increases the vulnerability of both cities to the global
economic fluctuations.

Whether the existing regional relationships can be
translated into a more positive, developmental one depends on
the political decisions of the present and future governments
of both sides, with the impending unification of H.K. and
China. Leaving the decisions to the invisible hands of the
market will only enlarge the economic, social and regional

inequity.
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INTRODUCTION

1.1. PROBLEM

The continuation of China’s Open Door policy, the
economic transformation of Eastern Europe, and the reopening
of Vietnam proclaims a "truly" global economy covering areas
previously outside the orbit of transnational capital.
However, coincident with the intensifying globalism, a trend
towards regional economic integration has emerged.

Regional economic integration 1is consistent with the
emerging strategies of transnational corporations (TNCs) to
build regional core network of affiliates centered upon their
home countries. Attention has so far been paid to the
regionalization of production and trade centered on the Triad
members (European Community, U.S. and Japan) (UNCTC 1992). In
the West, one can see the formation of European Community (EC)
1992 and North America Free Trade Agreement (NAFTA). In the
East, Japanese companies have incorporated East and Southeast
Asian countries into their regional procurement, production
and marketing networks. The Japanese, with a strong yen, has
few choices but to look for low-cost Asian contenders.

New economic power bases represented by the ANICs (Asian
newly industrialized countries) and overseas Chinese have

1



emerged in Asia and the Pacific (Kao, 1993). By the end of
the 1980s, H.K. was second to Japan as the largest source of
foreign investment in Asia. H.K. has become the second
largest overseas investor of Indonesia, Vietnam and Sri Lanka;
and the third largest of Thailand. Taiwan 1is the second
largest overseas investor of Malaysia and third largest of the
Philippines. South Korea is the largest overseas investor of
Sri Lanka and active 1in investing in Indonesia and the
Philippines (AMRC 1992). Some Southern Korean companies have
already initiated processing trades with the North Korean®
(Hoon, 1994). Singapore does not have a huge base of national
capital but the government has launched the "growth triangle"
scheme since 1989 to take advantage of cheaper land and labor
from the neighboring border cities of Johor (Malaysia) and
Batam (Indonesia).

Even Malaysia and Thailand have started to take advantage
of the lower factor costs in their neighboring countries.
Malaysian conglomerates have been investing heavily in auto
assembly, power plant construction and banking in the
Philippines since 1994 (Tiglao, 1995). A few Thai companies
have been investing in the construction of container terminals
and power plants in China in recent vyears (Huus, 1995).

Accelerated by the pressure from the creation of regional
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economic blocs around the world, Asia is gearing up towards

further integration (Figure 1).
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Figure 1: Economic Cooperative Regions in Asia

Modified from Fujita K. (1992), Flexible Specialization,
Globalization and the International Division of Labor. Paper
presented at Osaka City University Institute of Economic
Research, Osaka, Japan. December.
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The reintegration of China into the global economy brings
both opportunities (its largely untapped domestic market) and
threats to its regional neighbors (its wage rate even lower
than that of the Philippines; just a little higher than that
of Vietnam). China has had an average annual growth of around
10% since 1980. It has been seen as a "locomotive" of growth,
taking in imports and investments from all over the world
(Zielenziger, 1994: 72). China’s northern and middle coastal
provinces are targets of Japanese and South Korean companies
for offshore production. Dalian (Liaoning) is said to be fast
becoming to Japan what Mexico is to the U.S.--a low-cost
manufacturing site within easy reach of the home office?
(Thornton, 1994). Shanghai has received investments in
automobile, electronics and industrial engineering from Japan
and South Korea (Sender, 1995a).

China’s southern coastal provinces have become targets
for offshore production from H.K., Taiwan and to a lesser
extent, Singapore whose nationals have ethnic and cultural
ties to China. The manufacturers operating in H.K. pioneered
the relocation of labor-intensive processes to China in the
early 1980s, and the manufacturers of Taiwan and Singapore
adopted the same move in the mid- and late 1980s. H.K. has
been the largest overseas investor of China, accounting for
two-thirds of the total foreign investment, and 25,000
companies. Guangdong Province received 80% of foreign

investment from H.K. Investors from H.K. produce two-thirds
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of Guangdong’s industrial output and employ 3 million workers
in the Province (HK Yearbook 1994).

Regionalization of production has taken place despite
opposition from the state; Taiwanese manufacturers have
constituted the largest investor in Fujian Province. The
Taiwanese government feared that close economic ties with
China would make it vulnerable to economic blackmail.
However, the state has allowed its companies to invest in
China indirectly via third countries (mostly H.K.) since
September 1990 (see Jones et al., 1992). It further loosened
its regulations on investments in China in 1993%; an
investment under US$1 million does not need to go through
third countries (Baum, 1994-5). Recently, some provincial and
local governments of Chinese coastal provinces have offered
special protection to Taiwanese investors by concealing the
investors’ names and assets from the public. 12,000 Taiwanese
companies are operating in China. Taiwanese businessmen
funneled US$21 billion in exports to H.K. and through H.K. to
China in 1994 (Baum, 1995).

The Singaporean government has focused on building an
"external economy", meaning to invest its surplus in foreign
countries. In 1993, the government announced that the country
should not rely solely on Singapore and Malaysia (partially
because of the limited success of the "Growth Triangle") but
to produce a "real" external economy with 20% of all

Singaporean graduates and their families living and working

abroad®. The government-linked companies have started to
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invest heavily in China as witnessed in a US$6.3 billion
project "Singapore II" - to build an entire city near Suzhou
in 10 years (Sender, 1995b).

The major players shaping the regional division of labor
are no longer only the TNCs of the First World but small-
medium companies of the ANICs. This has given rise to a
number of questions: Do the new "TNCs" adopt investment
strategies different from those of the "traditional", "old",
"Western-Japanese" TNCs? How do corporate actions affect the
ANICs and their regional neighbors? Does the regional
division of labor reflect a dominate/subordinate relationship
similar to any core-periphery relationship denoted in the
dependency/world system/new international division of labor
theorists; or is it likely to actualize the notion of "south-
south" cooperation and to develop a more equitable
relationship?

1.2. THESIS STATEMENT

This dissertation deals with the issue of industrial
restructuring and regional division of labor. I shall situate
the issue in an industrial-city-regional context, studying the
electronics restructuring in Hong Kong and Shenzhen SEZ.

"Industrial restructuring" refers to the structural

changes 1in the product mix and technology, the efficiency and
relative size of industries. It can take place at a firm,
industry and industrial sector level. It involves the
transfer of productive resources from one part of the economy

to another, and sometimes even across national borders (Ho, 1992).
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"Regional division of labor" in this research refers to a
situation that companies extend their production system beyond
the national borders to production sites in the neighboring
countries. Cities or countries develop a mutual relationship
in industrial production and become integrated economically;
they can no longer be functionally autonomous in
industrial/economic development.

H.K. seems to lack the characteristics of a "traditional™"
core as seen in their dependence on markets, technology and
components of First World countries, and their vulnerability
to protectionist measures. But it appears to be a regional
center of capital and economic power. China is not a typical
Third World country; it has a high economic growth rate as
well as political and military influence on the Pacific region
and the world. While its coastal cities are depending on H.K.
(and Taiwanese) investment, China itself is going to resume
its sovereignty over H.K. in 1997, and enticing Taiwan to
accept political reunification in the future. The regional
economic integration 1is inter-linked with the issue of
political unification.

Shenzhen is located north across the H.K. border. An
area of 327.5 square kilometers was enclosed to be a SEZ in

1980. The SEZs are ’‘special’ in the sense that they are the
first areas within Communist China based on free market
mechanisms and in which foreign participation is promoted.

Shenzhen, with its geographical proximity to H.K., has been a
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cheap labor haven for H.K. industrialists throughout the
1980s.

The electronics industry is regarded as a basic, modern
and strategic industry because electronics penetrates every
aspect of life--production, consumption, military and defense,
and technological development. The industry produces a very
broad range of products from the very simple to the very
complex, from "mature" to rapidly changing technology.
Hundreds of parts and components that make a completed
electronics product can be arranged on a value-added
continuum. Numerous small-medium local manufacturers of East
and Southeast Asian countries have set up small workshops to
produce electronics parts of lower added values and to supply
them to global corporations since the 1960s. The electronics
industry bears a "clean" and "non-polluting" image (though it
is reported to have caused health deterioration; see Grossman,
1979) . Governments of many countries have encouraged
electronics industrial development in their countries.

The electronics industry® has been a highly globally
diffused industry, and the biggest recipient of foreign direct
investments in the manufacturing sectors of many Asian
countries. It has been a driving force behind many Asian
economies based on its significant share of the national
manufacturing exports®. In H.K., the electronics industry has
been the biggest recipient of foreign direct investment in the
manufacturing sector since 1971, and the second largest

employer in the manufacturing sector (after garment and
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knitwear). The industry has been the largest industry of the
Shenzhen SEZ and the largest employer in the manufacturing
sector since 1984. Shenzhen, as compared to cities in the
surrounding, hosts a much greater number of foreign
investments, and has attracted more wholly foreign-owned
subsidiaries and joint ventures than processing and assembly
arrangements (HKFI, 1992). Hong Kong manufacturers constitute
the largest investing group, followed by the Taiwanese,
Japanese and Western manufacturers.

The major force of industrial restructuring in this
region is the capital--both H.K. manufacturers and Western-
Japanese manufacturers based in H.K. While the H.K. capital
constitutes the largest overseas investor in the SEZ, the
Western-Japanese capital is expected to bring about a greater
qualitative impact (in terms of technological upgrading) on
the SEZ. The Western-Japanese capital has a significant
production investment in H.K. Their restructuring can exert
a strong impact on the working classes in the colony. The
research is designed to find out various corporate strategies
adopted by both H.K. capital and the Western-Japanese capital.
1.3. RESEARCH QUESTIONS AND METHODS

The research theme is articulated in the following three
questions:

(I) How do electronics companies based in H.K. restructure
their investments with the opening of Shenzhen SEZ?

(II) What are the impacts of the restructuring on both cities?
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(III) What is the industrial and socio-economic relationship
between the two cities, and which pathways are they leading?

This research is based on: (a) documentary research; and
(b) case-studies through face-to-face interviews(based on a
pre-set, structured questionnaire with open-ended questions)
with electronics manufacturers and factory visits in both
cities. The questions cover:
(i) production organization,
(ii) technological investment,
(iii) industrial linkage,
(iv) employment structure, and
(v) assessment of the region.

The companies are chosen based on the following four
criteria:
(I) the labor- and capital-intensity of production

In this research, I classify production into labor-
intensive or capital-intensive categories. In the capital-
intensive production, I confine my ©research to the
semiconductor industry. In the labor-intensive manufacturing,
I find it unnecessary to limit the sampling to a particular
product since the production technology and cost dynamics of
products in this category are similar. In this research, I
have identified manufacturers of audio products, color TVs,
telephone sets, computers (mother-boards) , and DC-DC

converters.
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(ITI) the location strategies

Different plant location strategies adopted by
electronics manufacturers include: (a) setting up production
in Shenzhen while maintaining manufacturing facilities in
H.K.; (b) relocating the production completely to Shenzhen,
and keeping only the managerial and design operations in H.K.;
and (c) maintaining production in H.K. without relocation.
(ITI) the structure of the capital

In this research, I have identified nine H.K. companies
and four global corporations (one Japanese, two U.S. and one
fast-expanding H.K.-China joint venture).
(IV) the form of contract undertaken in Shenzhen

Among the manufacturers who have set up subsidiaries in
Shenzhen SEZ, seven engage in wholly foreign owned ventures;
two in equity joint ventures, and three in cooperative joint
ventures.

Through desk and computer database research, I collected

secondary information from news agencies, research institutes,

industrial associations and government departments.
Statistics and data gathered include: (I) the electronics
industry of Hong Kong and Shenzhen; (II) macroeconomic

data/policy of Hong Kong and Shenzhen (and Guangdong
Province); and (III) the electronics industrial development in
Asia and the Pacific.
1 .4. Chapter Arrangement

Chapter 2 and 3 are to provide research directions.

Chapter 2 gives a review of the literature on the structuring



sepee
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of the world system, the restructuring of the global economy
as a result of technological change, TNC investment
strategies, the rise of NICs and their capital, as well as
regionalism. Finally, the 1literature on the H.K-Shenzhen-
Guangdong economic integration will be reviewed to highlight
the direction of research. 1In chapter 3, I shall clarify the
research concepts, the rationale of the research methods and
field experience.

Chapter 4 and 5 discuss the regional-city-industrial
contexts. In Chapter 4, I shall provide a brief history of
H.K.’s political-economic development that has led to the
recent regionalization of production and political
reunification with China. I shall give a brief account of
Shenzhen SEZ’s development in the context of China’s economic
reform. Chapter 5 covers the global diffusion of the industry
since the post-war era from the U.S. to Europe and Asia. It
describes the crucial technological change, global
competition, and the changing role of various countries in the
Asian regional division of production. A special attention is
paid to the actual and potential competitors of H.K. and
Shenzhen.

Chapter 6 1is a report of case-studies of electronics
companies. The chapter starts with a vreport of the
restructuring of the semiconductor manufacturing with a

specific focus on three major companies, one U.S. leading
advanced IC producer, one British-H.K. IC subcontract

assembler, and one H.K. logic chip producer. The second part
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is a report of manufacturers engaging in 1labor-intensive
production, including one Japanese consumer  product
manufacturer, one U.S. electronics component manufacturer, one
fast-expanding H.K.-China computer manufacturer, and a group
of eight H.K. manufacturers of small-medium companies.

Chapter 7 and 8 are analysis sections. Chapter 7
summarizes the research findings based on both case-studies
and documentary research. I shall analyze the patterns of
corporate restructuring, the changing division of labor
between H.K. and Shenzhen as well as the impacts on both
cities. The chapter provides an account of H.K.'’s economic
and social influence on Shenzhen, and the economic development
directions of both cities perceived by the industrialists.
The chapter concludes with a review of the research methods
and techniques.

In chapter 8, I shall discuss the political-economy of
industrial restructuring and regional division of labor, and
the problems of the present economic development directions.
I shall outline the possibilities of industrial upgrading for
both cities. Chapter 9 sums up the research findings, based
on which I shall reflect upon some theoretical concerns
highlighted in the literature review.

1.5. A NOTE ON TERMINOLOGY

"Third World countries" refer to the poor and non-
industrialized countries in Asia, Latin America, Africa and

the Caribbean. First World countries include those

industrialized market economies of the U.S., Canada, Western
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European countries, and Japan. When I use these terms, I
employ them only as abstract categories to denote certain
common characteristics. I acknowledge the intense diversities
that prevail among different countries.

Starting from chapter three, I shall use the term "global
corporations" instead of "TNCs", and "H.K. companies" but not
"H.K.-TNCs". Since manufacturing companies in H.K. are mostly
small and not world-class companies, I hesitate to use the
term "TNCs" to denote these entities even though they, by
definition, can be classified as transnationals.

1.6. RATIONALE FOR STUDY

The formation of economic cooperative regions has been
intensifying. Attention has so far been paid to the
regionalization of production and trade of the Triad members.
This research represents a step to recognize the regional
division of labor shaped by the capital of the ANICs. Whether
the regional division of labor between the ANICs and their
regional neighbors (1) exhibits a dominate/subordinate
relationship similar to any core-periphery relationship, (II)
actualizes the notion of "south-south" cooperation, or (III)
reviews a new phenomenon that requires a revision of the
existing theories, deserves rigorous research efforts.

The H.K.-Guangdong integration shares an interesting
parallel to the integration led by Singapore as the city-state
is the center of capital and economic power. The H.K.-
Guangdong integration shares another interesting parallel to

that led by Taiwan as the small-medium capital dominates the
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investment, and both political entities are targets of
political unification of China. A study of the H.K.-Guangdong
integration can be a base for further comparative studies.

Much of Guangdong Province’s economic growth concentrates
in the Pearl River Delta region where the development
experience of Shenzhen has largely repeated. A review of 15
years’ (1980-1994) development and change of Shenzhen SEZ is
hoped to enhance the understanding of the impacts of
transnational capital in the SEZ, the PRD region and the
larger Guangdong Province.

The regionalization of production is a product of
corporate actions and political decisions, and not a result of
pure market force. An evaluation of the social and economic
impacts of corporate actions, and state policies on regional
division of labor is a first step to design proactive policies

to enhance economic and regional equity.



2. LITERATURE REVIEW

The emergence of regional economic integration coincident
with globalism is related to the restructuring of the world
economy, the rapid technological changes, adjustment of
transnational corporations (TNCs), the rise of the newly
industrialized countries (NICs) and the NIC capital. The
changing situations make it necessary to rethink the existing
paradigms. In this chapter, I shall review first the existing
paradigms to assess their usefulness in enhancing the
understanding of regionalism. I shall review then the studies
on regional division of labor, particularly on the H.K.-
Shenzhen-Guangdong integration.

2.1. DEVELOPMENT PARADIGMS

Paradigms, conservative or radical, use dualistic notions
and a dichotomy of modern/backward (in modernization paradigm)
and center/periphery (dependency theories) to describe the
structure of the global system, leaving 1little space to
accommodate the concepts of NICs and regionalism.

2.1.1. Modernization Paradigm

Modernization writers differ widely in disciplinary
focus, theoretical models and level of analysis, but share
broad assumptions that the world consists of "modern" and

"backward" countries, and assume a continuous linear march of

16
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countries through stages of development toward "progress" and
away from "backwardness", in economic, political and socio-
cultural arenas (Rostow, 1971). Economically, backward
countries benefit from global linkages. Politically, economic
development will 1lead to the development of democratic
institution (Black, 1966). Modernization theorists endorse
the "gap" approach regarding underdevelopment as a result of
missing knowledge, values, technologies, resources and
institutions, which are found in the developed countries.
They endorse a "subtraction" model suggesting subtraction of
features of underdevelopment from those of development,
similar to the Parsonian pattern variable model (see a summary
in Blomstrom & Hettne, 1985).
2.1.2. World System/Dependency Theory

Although many Third World countries obtained U.S.
economic aids, attracted foreign direct investments and
modelled after Western ideas and culture, they failed to catch
up with the West. The gap between the First World and the
Third World was not bridged. The modernization paradigm was
therefore subject to severe challenge by the dependency
paradigm. Frank, Wallerstein and Amin have been the most
influential world system/dependency theorists and had numerous
followers. Common to them is the notion of the existence of
a single world system vertically and hierarchically
stratified. Capitalist development in the "core" or the

"metropolises" necessarily creates underdevelopment of the
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"periphery" or the "satellites" in the world capitalist
system.

Frank’s (1967) theory is based on his understanding of
the political-economic development of Latin American
countries. He asserts that development and underdevelopment
are causally interrelated through international exchange, and
therefore peripheral capitalist development is impossible in
the present and future phases of world capitalism. The
continuing integration of the periphery into the world
capitalist system will create further underdevelopment. In
response to the rise of the ANICs, Frank (1981) terms them as
"secondary client states". He argues that the export-oriented
industrialization has led to the repression of labor, and an
increase in foreign debt and balance of payment problem, and
the repression of labor. Its contribution to employment
generation and technological development was limited. For
Frank, development is not defined by an increase in GNP per
capita or any other aggregate economic indicators, but by the
attainment of economic sovereignty and the fulfillment of
indigenous needs of the people. Frank and many other
dependency theorists prefer to see a "south-south cooperation"
among peripheral countries and dissociation of the periphery
from the core.

Amin, similar to Frank, perceives that the world system
is stratified into a center and a periphery. The growth and
development in the periphery is obstructed by its internal

structures of productive forces and relations (e.g., over-
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specialization) and by its external relations (the drain of
resources through unequal exchange imposed by the center),
that is, by factors internal to capitalism. Such a schema
explicitly rejects the classification of a part of the
periphery as NICs. The analyses of individual peripheral
countries are pointless because they do not have any internal
dynamism of their own.

Amin’s conception of the world economy is based on his
understanding of the African development. Regarding the four
ANICs and Mexico, he dismisses their economic development as
demonstrating a new form of inequality and problems--a narrow
focus on manufacturing activities, a "semi-aristocracy" of
labor, a vulnerable balance of payments, an absence of
national capital, as well as a lack of technical advancement
of labor and independent development.

Wallerstein (1974, 1979), similar to Frank, assumes that
the capitalist world system has continued to expand and
incorporated almost all countries of the world into a complex
system of functional relationships since the 16th century.
The capitalist world system is characterized by a
geographically differentiated division of labor among the
stratified core, semi-periphery and periphery.

Unlike the dependency theorists, Wallerstein does
perceive the need to include the notion of the semi-periphery

(an intermediate tier between the core and periphery) . The
semi-periphery is a descriptive category only--one that does

not arise as an outcome of his analysis. Wallerstein does not
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explain why countries have changed their positions in the
world system hierarchy. The change in positions of individual
states does not foretell a change in the system itself. This
change may have been a product of the long cycles of expansion
and contraction of the world system. A historical system as
such will face its demise in the long run.

Wallerstein (1979) does not envision any positive
developmental effects of transnational capital, the state and
domestic capital of the semi-periphery. The existence of the
semi-periphery sustains the continual dominance of the core.
Semi-peripheral countries function to avoid a unified
opposition of peripheral countries against the world system
since they themselves are exploiters, benefitting from their
exploitation of peripheral countries. In addition, they
present themselves as examples to peripheral countries for
upper mobility and can thereby dissolve opposition.

It is evident that the theories of dependency and world
system are inadequate in enhancing the understanding of the
NICs. South Korea, Taiwan, H.K., Brazil and Mexico have
cultivated a national capital. They have attained at least a
level of technical progress and internal dynamism that most
peripheral countries failed to. However, Amin simply
dismissed the documentation of this progress as empiricist and
superficial (see Browett, 1985).

Frank does not make possible comparisons on two aspects:

(I) what occurred previously in the NICs; and (II) what is

happening in other peripheral countries. He compares the
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recent growth performance only with a hypothetical situation
that would occur if the people of these countries used locally
produced surplus rationally to meet indigenous needs (see
Taylor, 1974).

Wallerstein, when lumping all countries into a single
world system, paradoxically takes the "nation-state" as the
unit of analysis. Yet the formation of small and 1large
regional blocs integrating nation-states, and the integration
of export-oriented cities, rather than a whole national
economy integrating into the global system, requires
alternative conceptions and perspectives.

2.2. Urban Theory
2.2.1. Hymer: TNCs and Uneven Development of Cities

Hymer’s (1972) study looks at the uneven development
among "cities" caused by the transnational capital. He posits
that spatial uneven development among cities is caused by
transnationals’ globalization of production. He
conceptualizes the world system as a TNC-dominated spatial
division of labor, spatial hierarchy and spatial
domination/subordination. He 1links the organizational
evolution of TNCs (the increasingly complex and efficient
multi-product, multi-divisional structure) with the
geographical dispersion of production. Cities emerge as the
points of organization for TNC activities, and different
cities play different roles. The top level activities are
located in capital cities, near to financial markets and

governments; the middle level administrative activities are in
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large cities to tap white collar workers and communication
systems; and the extractive, manufacturing and sales
activities are located all over the globe according to the
pull of labor, markets, and raw materials. Hymer’s effort to
explicate the relationship between cities and transnationals’
activities 1is further elaborated by Friedmann and Wolff
(1982) .
2.2.2. World City Hypothesis

Friedmann and Wolff (1982) hypothesize the spatial
articulation of the emerging world system of production and
markets through a global network of cities called "world
cities" (1982: 3009). World cities are "centers for the
accumulation of capital and, especially in the case of the
national capital in the semi-periphery, also of national
political power. They are cities through which national
economic growth is ‘articulated’ with the world economy"
(Friedmann, 1987:4) . Friedmann offers an elaborate
description of the world cities based not only on their
production role but their service provision. World cities are
hierarchically arranged, but the hierarchical positions can be
changed.

Friedmann admits that the world city hypothesis consists
of loosely-joint statements. It is intended only as a
framework for research and not a theory or a universal
generalization about cities. Friedmann'’s classification of
the world cities is seen as arbitrary and selection criteria

are not rigorously applied. The world city analysis is
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criticized of its dependence on aggregated statistical data
which tend to be unreliable and give a wrong description of
reality. Nevertheless, while some of his world city
classifications may be debatable, his recognition of the
regional articulation role played by some cities in the semi-
periphery deserves credits.

2.3. The NIDOL (NEW INTERNATIONAL DIVISION OF LABOR) THEORY

While Hymer and Friedmann elaborate the global economy in
terms of the spatial relationship, Frdbel, Heinrichs and Kreye
(1980) discuss it in terms of the production relations. 1In
line with Hymer’s concept of uneven development and
Wallerstein’s theory of world system, Frdbel et al. conceive
that the international division of labor has increasingly been
based on process specialization between the developed and the
developing countries since the 1960s. The TNCs of the First
World transfer labor-intensive processes to low-cost sites in
Third World countries, and import the output from these sites
as inputs to the capital- and technology-intensive processes
in their home countries.

The emergence of this NIDOL has been facilitated by three
preconditions: (I) the development of a world-wide reservoir
of potential labor power (especially a politically repressed
and subjugated labor force; (II) the decomposition of complex
production processes 1into separate and simple units of
production that can be carried out by unskilled labor with
little training; and (III) the improvement in transportation

and communication technologies which free industrial
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production from constraints of geographical location, and
facilitate TNCs to take advantage of the wage differential in
different locations worldwide. Consequently, a growing
proportion of the world trade is composed of a flow of
commodities between plants of the same company, or between
contractors and subcontractors in various parts of the world.
The NIDOL 1is characterized by an on-going process of
increasing subdivision and geographical separation of
manufacturing processes into parts with different labor
requirements and means of labor control.

Third world countries are incorporated into the "global
factory" that consists of a number of partial operations
located at different sites throughout the world, and that is
centrally coordinated through a headquarters’ global strategy.
Technology transfer 1is limited since only the assembly
processes are transferred to Third World countries. The
consequent export-oriented industrialization in these
countries will not lead them out of their dependency status.
The relocation of assembly processes has led to structural
unemployment in First World countries.

The contribution of Frobel et al. 1lies 1in the
illustration of the concrete production relations between
First World countries and Third World countries through
explicating the TNC-controlled global production system (the
extensive use of subcontracting and process specialization).
However, this explanation is inadequate in accounting for the

various changes in the global production system and relations.
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The capital of NICs has succeeded in developing a horizontal
division of labor with the TNCs by taking over some product
lines. The capital and the state of the host economies have
not been as passive in shaping their industrial development as
projected in the NIDOL theory.
2.4. THESES ON THE RESTRUCTURING OF THE WORLD ECONOMY
2.4.1. The Rise of the NICs

The industrialization and economic growth of a group of
countries called NICs' have provided a severe challenge to
these theories. The attainment of economic growth together
with an emergence of indigenous capital and a more equitable
distribution of income are witnessed in the four Asian NICs,
contrary to the prediction by the world system/ dependency and
NIDOL theorists. Also contrary to the prediction of the
modernization theorists, the NICs have narrow manufacturing
bases and a strong dependence on export-oriented
industrialization. Their industrial structure does not
automatically converge with the core countries and their
economic development does not lead to the development of
political institutions.

The study of NICs as well as the comparison of NICs
between Asia and Latin America has gained important
recognition in social science fields. Studies based on
different theoretical traditions such as neo-classical
economics (Friedman et al., 1981), revised dependency theory
("dependent development theory" by Cardoso and Faletto, 1979),

state theory (Deyo, 1987; Evans, 1987), neo-Marxist (Koo,
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1987), world capitalist theory (Gereffi et al., 1990), and
political economy approach (Cumings, 1987) have enriched the
debate on the nature of the economic development and the role
of TNCs, state, capital (indigenous and transnational), and
labor of the ANICs.

The neo-classical economists argue that the NIC’s
economic success 1s a result of trade liberalization, reliance
on market forces, export incentives, and appropriate
exploitation of comparative advantages such as cheap labor
supply. They consider state action a rational outcome of
policy makers’ reliance on the functioning of the market.
They see no need to analyze the historical, social and
political contexts in which policy-makers choose to adopt
market-oriented policies.

The other perspectives, though based on different
theoretical models and intellectual traditions, share the
consideration of the external and internal political-economic
forces in shaping NICs’ development. In the case of South
Korea and Taiwan, the state capacity and relative autonomy
have been enhanced by their geo-political position, economic
aid from the ©U.S. and Japanese colonialism prior to
independence. The states have played a crucial role in
weakening the landlords, financing the industrial development,
and repressing labor movement, and cultivating a local
capital. In the case of H.K. and Singapore, analyses focused

on the city-state logic, the state-engineering, and extra-
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economic intervention to enhance the social reproduction of
labor.
2.4.2. Technological Changes and the Restructuring of TNCs
In the development paradigms, TNCs are regarded as
overwhelmingly powerful in structuring Third World economies.

However, the TNCs have also undergone phases of changes. The

development of TNCs is categorized into four phases: (I) the
"no contest" phase (1945-60), (II) the confrontation phase
(1960-75), (III) the conciliatory phase (1975-85), and (IV)

the cooperative "sink and swim together" phase (1985-present)
(quoted in UNCTC, 1991b; see also UNCTC, 1983, 1992; Wells,
1992). The "global factory" model of NIDOL has to be brought
into re-examination.

Rada (1980) posits that the advance in microelectronics
and automation technology deems the cost-cutting strategy by
offshore production less significant. He points out that TNCs
(especially in textile, garments and electronics) shift their
focus back to the developed countries and cross-investments
will take place within the developed world.

Schéonberger (1986) discusses the spatial re-integration
of auto production with flexible automation technologies and
just-in-time (JIT) principles of organization in contrast to
the earlier decentralizing trends depicted by the global
factory model. Such a model affects the manufacturing not
only of cars but products of higher added values. The cost
advantage of practicing automation and JIT system has reduced

the significance of labor costs. The small share of labor
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costs suggests that a more extensive spatial division of labor
through offshore assembly offers no great advantage. Sayer'’s
(1985, 1986) studies support this argument. He documents the
restructuring of U.S. TNCs 1in semiconductor, consumer
electronics and computer manufacturing. The new technologies
prompt a limited amount of "de-internationalization", with the
policy of wusing offshore 1location being abandoned and
manufacturing being centralized in First World countries.

With technological and organizational innovations, there
emerges industrial organization model called "horizontal
internationalization" by Gilpin (1987), and theorized as
"flexible specialization" by Piore and Sable (1984) .
Companies extract higher added value through production for
specialized markets. Flexible specialization combines the
advantages of craft flexibility with the most advanced
information processing and wmicroelectronics technology.
Companies organized into flexible production systems and
located near to the specialized markets are able to respond
quickly to market fluctuations. Since specialized markets
concentrate in First World countries, the shift to low wage
sites will not occur on the scale once expected.

Companies increasingly emphasize their technological
superiority. The astronomical costs of R&D have forced
companies to seek strategic alliances with their competitors
for joint R&D. This has given rise to the emergence of TNC
galaxies or systems based on the cooperation in R&D on core

technologies and complementary assets, to better utilize the
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capabilities of the TNCs (UNCTC, 1991). The TNCs will
increase their investments in First World countries rather
than in the rest of the world.

However, according to Sanderson (et al., 1989), the TNCs
do not necessarily relocate back onshore despite the
availability of automation technologies. Some companies do
relocate some of their assembly lines back to the U.S. from
Asia. Nevertheless, statistics show that Third World
countries are playing an increasingly important role in
assembly and manufacturing for TNCs. Sanderson et al.
conclude that manual assembly is still cost-effective for less
sophisticated products of low volume. But flexible assembly
begins to show lower unit costs than manual assembly once the
volumes exceed certain units. The availability of parts and
transportation costs rather than labor costs has greater
impacts on unit costs of flexible assembly. Countries which
have abundant supplies of substantive raw materials and
largely untapped markets will attract automated operations of
TNCs. But automation will mean more unemployment.

The UNCTC (1987) report indicates that automation has not
been widespread in offshore assembly of consumer electronics
such as TV, since the defeats can be repaired at relatively
low costs. Contrary to certain early prognoses, assembly
automation does not result in a massive phase-out of offshore
production. In the semiconductor industry, TNCs transfer the

final testing (other than assembly) to their subsidiaries in
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the developing region so that the products can be efficiently
shipped to the regional customers.

According to Ernst (1992), automation will not drive TNCs
to relocate their operations back to First World countries.
Firstly, as automated machines are expensive, they are cost-
effective only in a 24 hour cycle based on a multi-shift and
seven-day/week work schedule. Countries with minimum labor
and environmental regulations, are ideal testing grounds for
practicing automation. Secondly, a rapid retreat to a less
internationalized mode of electronics manufacturing involves
substantial costs in closing down existing plants and re-
shuffling supply and market networks. Thirdly, NICs display
a sufficient supply of low-cost engineers, technicians and
skilled workers for automated operations. Automation will
reduce the employment of unskilled labor, but increase the
employment of skilled labor.

The increasing use of automated technologies in the
electronics industry is likely to take place in a small group
of industrial growth poles. The NICs, with certain
specialization of consumer electronics and the availability of
component bases and engineering skill supply, are likely to
attract automated operations of electronics manufacturing and
simple design processes. The Philippines, Thailand,
Indonesia, and China will continue to carry out low value-
added assembly processes. These are first signs of a new
hierarchy in the global production system. Ernst (et al,

1992) points out that the "differentiation of mass production"
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(rather than "flexible specialization") and the shift to
product design and market development capabilities have
become the dominant trend among electronics companies in First
World countries. The ANICs are still badly equipped to catch
up with this trend. Many electronics companies in the ANICs,
so far, fail to upgrade their technological and
organizational capabilities to cope with the new competitive
environment and thus remain dependent on fairly obsolete
technology and marketing methods. In addition, they still
rely on First World countries for the supply of critical
components. Southeast Asian countries’ electronics production
remains overwhelmingly labor-intensive. Electronics exports
are heavily dominated by wholly foreign-owned subsidiaries,
with the participation of 1local companies 1limited to a
subordinate role of suppliers of non-critical components and
services to foreign companies.

Mody (et al., 1990) argues that the internationalization
of production persists. While automation creates incentives
to move assembly processes back to the U.S., the American
employees of many companies have "forgotten by not doing"
assembly. Japanese companies that relied on automation in
their production have 1lost confidence in their ability to
compete by depending on only automated technology since the
Yen shock of 1985-86. It is evident that many corporations
are relocating offshore.

Deinternationalization, continued internationalization

and various forms of adaptation of the TNCs are coexisting,
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depending on the industry, companies, and the governments of
the host country and home country. Some generalizations can
be reached: the search for markets, skilled personnel and
component supply rather than simply cheap labor and land
supply are increasingly important in TNC’s global strategic
planning.
2.4.3. A Refocusing on Regions

Hill (1987, 1990) alerts us that the "global factory"
model oversimplifies and overgeneralizes the diversity of
corporate strategies and the resultant spatial implications.
He synthesizes three parallel trends of corporate
restructuring- - vertical internationalization (global
factory), horizontal internationalization (Gilpin, 1987) and
the triad (Ohame, 1985)-- 1into a "trilateral" model of
international division of labor. This is based on

an intersecting, tri-regionally organized, tiered

production system. The upper, higher value tiers

of the production system are organized in

concentrated, company town complexes in the wealthy

triad core nations... The lower value bottom tiers

of the production system as well as the mass

production of low priced, standardized vehicles are

spread among NICs and poorer nations 1in the

periphery of each Triad power according to a

regional sourcing strategy: principally in Latin

America for North American transnational firms; in

East and Southeast Asia for the Japanese
multinationals; and in Africa and the Middle East

for Western European global companies.
Considerable cross penetration continues among the
Triad core powers ... (1990: 13-14).

According to the UNCTC reports (1991la; 1992), regional
economic integration is <consistent with the emerging

strategies of TNCs to build regional core networks of
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affiliates centered upon their home countries. The foreign
direct investment-led (FDI-led) regional inte<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>