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Chapter 4 

Multiple Creators of Knowledge-Intensive Service Networks: 

A Case Study of the Pearl River Delta City-Region
‡
 

 

Functional differentiation between cities and the characteristics of inter-urban 

networks in the emerging knowledge-intensive services economy have attracted 

extensive attention in urban studies. However, research on urban networks generated 

by advanced producer services (APS) has so far focused either on the structures of the 

networks in general or on the patterns created by various service sectors. In 

comparison, the question if advanced services from different geographical origins 

might generate different inter-city networks is less well covered. Drawing on both 

quantitative and qualitative methods, this chapter explores how APS firms with 

headquarters either in the Pearl River Delta (PRD) region itself, in mainland China or 

overseas impact on the internal urban system as well as on the external relations of the 

PRD through their business networks. The findings indicate that while cities in the 

PRD are connected with each other and with other Chinese cities primarily through 

local and national APS firms’ business networks, the region’s linkages with overseas 

services centres are shaped predominantly by major international firms from the 

developed world. The variegated service geographies created by different types of 

APS firms both within and outside China not only reflect firms’ different development 

histories, client orientations in specific markets and home regions’ economic 

conditions, but also are significantly shaped by China’s unique regulatory environment 

and complex state-market relations. 

 

4.1 Introduction 

 

Over the past three decades, globalization and capitalist restructuring have enabled 

a reorganization of the spatial development processes. One major expression is the 

resurgence of cities as the organizational foundations of the new world economy 

(Friedmann, 1986; Sassen, 1991; Castells, 1996; Scott, 2012). The functional 

                                                             
‡
 This chapter is prepared for a special issue of an international peer-review journal and is 
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differentiations between major cities, the patterns of their inter-connections, and 

the characteristics of urban networks/hierarchies at different geographical scales 

have attracted extensive attention from urban researchers (Beaverstock et al., 2000; 

Taylor, 2004; Hall and Pain, 2006; Hoyler and Freytag et al., 2008; Derudder and 

Witlox, 2010; Derudder et al., 2010, 2012). Knowledge-intensive advanced 

producer services (APS), as a key driver of current globalization and an important 

builder of modern urban systems (Sassen, 1991; Castells, 1996), have become one 

of the most studied activities. 

 

However, research on urban networks generated by APS activities has so far 

focused either on the structures of the networks in general or on the patterns 

created by different service sectors. In comparison, the question if advanced 

services from different geographical origins (for instance, firms headquartered in 

different countries or regions) might generate different inter-city networks is less 

well covered. This chapter fills the gap through exploring the diverse location 

strategies of APS firms from different areas and their roles in creating the 

multi-scalar urban networks based on a case study of the Pearl River Delta (PRD) 

city-region in China. The key research question is how APS firms with 

headquarters either in the PRD region itself, in mainland China or overseas impact 

on the internal urban system as well as on the external relations of the PRD through 

their business networks. A database containing the office location information of 

219 producer service firms is used for such an analysis, drawing on the method of 

the Interlocking Network Analysis (Taylor, 2001, 2004). The result is a detailed 

mapping of the multi-scalar APS-based urban networks of the PRD, which 

demonstrates the complex and variegated service geographies created by different 

types of service firms both within and outside China. In addition to this quantitative 

work, 21 in-depth interviews with actors working in producer service firms and 

other related institutions in the study area are conducted to add valuable qualitative 

information.  

 

The chapter is structured as follows. The next section briefly reviews the available 

research on inter-city networks in modern knowledge economy and addresses the 

purpose of this study. After that, information about the development of producer 

services in China is provided in the third section. The fourth section outlines the 

methodology and data that form the basis of the empirical investigation. The fifth 
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section describes and interprets the multiple inter-city networks of the PRD 

generated by different types of firms based on both the quantitative analysis and the 

interview information. Finally, the implications of this study are discussed in the 

concluding section. 

 

4.2 Inter-city networks in modern knowledge economy 

 

In contemporary urban studies, the world/global city has become one of the most 

focused topics. Many researchers try to understand the restructuring of major cities 

(and city-regions) in the new, knowledge-based global economy, as well as the 

various inter-urban networks they have formed. According to Castells, the 

development of globalization and the knowledge-intensification of economies have 

produced a ‘new spatial logic’, which is characterized by the pre-eminence of 

‘space of flows’ over ‘space of places’. In this knowledge economy-based ‘network 

society’, major world cities, instead of territorial nation-states, constitute the 

critical hubs and nodes of various ‘spaces of flows’ (Castells, 1989). Friedmann 

defines world cities as the ‘major sites for the concentration and accumulation of 

international capital’ in the ‘new international division of labour’. Through looking 

at cities’ ‘command and control’ functions, he describes a transnational urban 

network with a hierarchical structure as the major geographical frame of the current 

capitalist world economy (Friedmann, 1986, Friedmann and Wolff 1982). Sassen 

further develops Friedmann’s world city theory, but focuses on how cities’ global 

control functions are produced and practiced. In her argument, it is the 

trans-nationalization of APS (finance, accountancy, legal services, advertising, etc.) 

firms and the simultaneous concentration of them in major cities that lead to the 

formation of the current transnational urban system (Sassen, 1991). 

 

While Castells, Friedmann and Sassen have offered a conceptual framework for a 

networked understanding of cities in contemporary global economy, Taylor (2001, 

2004) has provided an empirical instrument for systematically analyzing inter-city 

relations through the lens of the organizational structure of APS firms. In his 

Interlocking Network Analysis, the office networks of a selection of ‘global’ APS 

firms are modeled to generate the world city network. So far, Taylor and his 

colleagues from the Globalization and World Cities Research Network (GaWC)
1
 

have already conducted four rounds of data collection and analysis in 2000, 2004, 



74 
 

2008 and 2010 separately. To some extent, their work has filled the gap between 

theory and empirical evidences in world/global city research. Through comparing 

outcomes from different years, they have discovered a gradual shift of global 

services centres from the ‘West’ to the ‘East’, that is, a decline of connectivity of 

US cities and a rise of Asian, especially Chinese, cities in the global services 

economy (Derudder et al., 2010).  

 

Taylor’s work has triggered many follow-ups on inter-city networks at the global 

(Derudder et al., 2010; Hanssens et al., 2011; Taylor et al., 2013), the national 

(Derudder et al., 2013; Liu et al., 2013; Zhen et al., 2013) and the regional (Hall 

and Pain, 2006; Hoyler and Freytag et al., 2008; Lühti et al., 2010; Hanssens et al., 

2013) scales in the modern services economy. Despite their richness in terms of 

area and sector, there is little information on the location strategies of firms from 

different geographical origins and their roles in the formation of urban networks. 

On the one hand, since the current global advanced services economy is largely 

dominated by a number of international service providers from the Western 

developed world, scholars focusing on inter-city networks at the larger (global or 

national) scale tend to select their observations from those leading (Western) 

international APS firms rather than from national or regional ones. On the other 

hand, although some studies on the intra- and extra-service networks of European 

city-regions (Hoyler and Freytag et al., 2008; Lühti et al., 2010) have used both 

local and foreign firms, they have not distinguished between the networks created 

by firms from different areas.  

 

One important reason for why we should give special attention to the origins of 

firms is that each country or region has its unique history, regulation, business 

environment, and socio-cultural background. These specific local contexts, 

especially when they are different from the Western mode, may give local firms an 

opportunity to compete with their international counterparts and play a greater role 

in the regional and national markets. For example, Hill and Kim have found that, 

unlike New York or London, Tokyo and Seoul are not primarily the ‘global 

basing-point[s] for the operations of stateless TNCs’, but the ‘national 

basing-point[s] for the global operations’ of Japanese or Korean TNCs. Both Tokyo 

and Seoul’s global city status is derived from the global operations of their 

indigenous, rather than foreign, companies. They attribute this difference to the 
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‘late industrialisation and especially the relationship between industrial policy and 

finance institutionalised in a developmental state’ (Hill and Kim, 2000, p. 2167). 

Hill and Kim’s finding implies that, although the formation of the current world 

city network is driven mainly by key ‘global’ players from the developed world, at 

the lower scales urban or regional development can be promoted by more diverse 

forces and actors.  

 

In addition, with the shift of global economic power eastwards and the rapid rise of 

newly industrializing countries, we may expect that many firms from these 

countries will have the intention to extend businesses beyond their domestic 

markets and search for new opportunities at the international arena. Their behaviors 

may not fully comply with those of the currently dominant ‘global’ players from 

the developed world, but reflect the specific commercial, regulative and cultural 

customs of their home regions. Based on their latest data, Taylor et al. have 

observed ‘a very distinctive servicing geography’- the ‘China strategy’- with its 

own regional concentration and worldwide distribution of firms in formation. They 

speculate that this unique service geography may ‘reflect Chinese overseas past, 

present and possible future investments’, and could possibly become a new type of 

intervention in the world city network (Taylor et al., 2013). Their finding points to 

the possibility that firms originating from different areas may generate rather 

different patterns of inter-city relations.  

 

Specific to this study, some characteristics of China’s development after 1978 make 

the PRD an especially interesting case. Firstly, economic development and 

urbanization in China are happening at an unprecedented scale. Unlike that of most 

European countries, China’s national economic landscape is not dominated by any 

city or region, but constituted by a large number of cities and regions at different 

development levels. This diversity requires a special sensitivity to the scale in focus 

while investigating the spatial development processes in China. For instance, the 

leading actors at the national scale do not necessarily play an equally important 

role in a specific region. It is meaningful to incorporate and compare different 

actors in analyzing regional development in China.  

 

Secondly, the pace of economic development and transition in China is much faster 

compared to early developed countries. It only takes China three decades to finish 
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the industrialization and urbanization that used to take many Western countries one 

or two centuries (cf. Jacques, 2012). One consequence of this high-speed growth is 

that the process of economic development and transition in China may not fit the 

conventional wisdom of advanced capitalist economies. For example, Lin (2005) 

emphasizes that economic development in Chinese cities does not follow the 

Western model of linear transition from the primary to the secondary and then the 

tertiary sector, but displays a simultaneous expansion of both industrial and service 

sectors. This study further shows that within the (producer) service sector itself a 

simultaneous development of both regional, national and international actors is also 

existing. In addition, starting from a centrally planned economic system, dramatic 

changes within such a short period are inevitably accompanied with many 

transitional features, including the complicated, even opaque, state-market relations 

(Jacques, 2012). This unique transitional context presents an important 

precondition for understanding many economic and social phenomena in China. As 

we will see later, the diverse service geographies created by different categories of 

firms not only reflect their respective development histories, market orientations 

and home regions’ economic conditions (cf. Whitley, 1999), but also are 

significantly shaped by China’s regulatory environment and complex state-market 

relations.  

 

Before presenting the empirical work, in the next section we will briefly review the 

development history of producer services in China. 

 

4.3 The development of producer services in China 

 

The development of producer services is a relatively new phenomenon in China. In 

the centrally planned economic period, due to the anti-market and 

anti-consumption ideology, as well as the dominance of the state in allocating 

resources and organizing production, the demand for services was minimized in 

China. Most producer service activities were internalized into individual state 

agencies and state-owned enterprises (Yeh and Yang 2013, p. 10; Yang and Yeh, 

2013). Between 1950 and 1978, there was only one, central government-owned 

bank, the People’s Bank of China (PBOC), which controlled about 93% of the 

gross national financial assets and handled almost all financial transactions (Allen 

et al., 2006). Accounting work was basically managed by the Ministry of Finance 
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through a unified accounting system, whose main function was to manage public 

resources and to comply with state economic guidelines (Chow, 1995). Legal 

services were suspended after the Ministry of Justice was abolished in 1959 (Zhang, 

1997). As a result of the waning necessity for commercial insurance in a 

centralized planning economy, insurance services were also stopped in 1959 with 

only a small amount of foreign currency-related insurance left (Sun et al., 2004). In 

short, producer services were severely suppressed in such a harsh economic and 

political environment. 

 

The economic reforms and opening up since 1979 have turned out to be the start of 

a period of dramatic changes in China. The introduction of market mechanism has 

gradually removed the obstacles for the development of services, while the 

fast-growing domestic economy has generated an increasing demand for them. In 

the financial sector, the PBOC was separated from the Ministry of Finance and 

established as China’s central bank in 1979, and three (the fourth one was formed 

in 1984) state-owned banks took over parts of its commercial banking businesses. 

Regional commercial banks (partially owned by the local government) and 

non-bank financial intermediaries also emerged (Allen et al., 2006). The insurance 

sector was restored with the approval of the State Council in 1980 and developed 

rapidly in the ensuing years (Sun et al., 2004). Similarly, legal services started to 

recover with the rebuilding of the legal system since 1979. More than 200 legal 

advisory offices were set up in 1980 (Cai, 1999), and the first law firm was 

established in the Shenzhen Special Economic Zone (SEZ) in 1983. Reforms were 

also introduced in other service sectors and triggered their growth (Hong, 1994; 

Chou, 1995). 

 

As a result, over the three decades between 1978 and 2009, service sectors 

experienced dramatic development in China. Their share in the national GDP and 

employment increased from 23 per cent and 12 per cent to 43 per cent and 34 per 

cent respectively (Yeh and Yang, 2013, p. 10). Producer services have expanded 

rapidly especially since the 1990s. Between 1990 and 2006, the annual growth rate 

of the output value of producer services reached 19 per cent (ibid., p. 4). It is 

estimated that, by 2008, ‘1.16 million producer service establishments were 

operating in China, creating 34.4 million jobs’ (Yang and Yeh, 2013, p. 166). 

Producer services’ contribution to the national economy amounts to 16.4 per cent in 
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terms of the number of establishments and 12.7 per cent in terms of employment 

(ibid.).  

 

Meanwhile, China also gradually opened its service sectors to foreign companies 

and investors, especially after it joined the WTO in 2001. By 2012, China’s import 

and export of services have reached 280 billion and 190 billion USD respectively, 

making it the third largest importer and the fifth largest exporter of services in the 

world (MoC, 2013a). Foreign investment in services increased to 53.8 billion USD, 

accounting for 48.2 per cent of the gross foreign investment in the country (MoC, 

2013b). Many global leading producer service firms have set up their branches or 

representative offices in mainland China. Some Chinese service firms, especially in 

the financial sector, have also grown into giant producer service providers even 

according to the international standard. For example, in the 2013 Fortune Global 

500 list, four banks from mainland China had entered the world’s top-100 

enterprises, and nine more financial companies had entered the top-500 (Fortune, 

2013). 

 

However, it is worth noting that the Chinese service market is still far from an open, 

competitive market. State regulation and intervention are still pervasive, and tend 

to treat domestic and foreign firms differently in many sectors. Service activities 

that are deemed as ‘lifelines’ of national economy (like finance) or related to state 

sovereignty (like law) are still highly regulated (in some cases, even tightly 

controlled) by the government. For example, in the financial sector, most 

commercial banks in China are majority-owned by either the central or the local 

government. Although foreign banks started to enter the country as early as the late 

1970s, they were not granted full access to the Chinese market in terms of both 

geography and product until 2006, when most restrictions were officially removed 

as part of the WTO agreement (Huang et al., 2010). In legal services, foreign 

(including Hong Kong) law firms are still only allowed to set up ‘representative 

offices’ in mainland China. They must be approved by the judicial administrative 

department under the State Council, and cannot provide services involving Chinese 

legal affairs or hire Chinese lawyers. 

 

Therefore, producer services provide a strategic window to understand key aspects 

of the structural transitions of China’s economy: the degree of openness, the 
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state-market relations, and the possible patterns of spatial development in the future, 

etc. In the remaining part, we will probe into some of these questions in detail 

based on the evidences of the PRD. 

 

4.4 Data and method 

 

In this chapter we use the Interlocking Network Analysis to map and evaluate the 

inter-city networks generated by APS activities within and beyond the PRD. This 

method was initially developed by Taylor (2001) to systematically analyze 

inter-city relations at the global scale, then extended by Hall and Pain (2006) to 

explore similar relations at the mega-regional scale. Its basic idea is that, APS firms, 

as a major driving force of economic development in contemporary globalization, 

have created worldwide, city-centred office networks to provide specialized 

services to their global customers (Sassen, 1991). Each of these office networks is 

the outcome of an APS firm’s long-term location strategy, and reflects its 

consideration of the investment conditions and potential values of different places. 

Cities in such a network can be linked with each other through the communications 

of information, knowledge, idea and people between different offices, constituting 

part of what Castells (1996) calls ‘space of flows’. Therefore, a close examination 

of a large number of APS firms’ office networks can provide a surrogate measure 

of the knowledge-based service connections between cities where these offices 

located in, as well as the importance of each city within the 

regional/national/global service networks.  

 

A detailed explanation of this method can be found in Taylor (2001) and Taylor et 

al. (2008). Due to the limitation of space, here we only dwell on the data collecting 

and analyzing process, focusing on the modifications we made to make the method 

more compatible for the current purpose. 

 

Selecting firms 

 

This chapter selected five APS sectors for analysis: banking, insurance, 

accountancy, law and advertising. There were two criteria for selecting firms: the 

firm should have offices in at least two cities (multi-location firms), and at least 

one office in the PRD. Different from the GaWC’s work, which only focused on 
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leading international firms, this chapter’s database contained firms varying from 

large international service providers to small local operators. The sets of firms were 

different according the scale (global, national, regional) of network in analysis, 

because some firms only had offices within the PRD while others also had offices 

in other cities in mainland China or abroad.  

 

Firms were identified from different sources (including statistical yearbooks, 

reports from specialized associations, business rankings, etc.), which were 

cross-checked with each other to ensure that most important firms were included. 

Information about the location and function of offices was collected mainly from 

firms’ official websites, supplemented by some specialist statistical websites and 

other internet sources. Firms with no information available were excluded. The 

final database comprised 219 APS firms (Table 4.1). 

 

Table 4.1 Distribution of firms’ headquarters 

 

City Banking Insurance Law Accountancy Advertising Total 

The PRD 6 4 10 3 7 30 

 Guangzhou 2  6 2 5 15 

 Shenzhen 3 4 3 1 2 13 

 Dongguan 1     1 

 Foshan   1   1 

National Cities 25 21 30 17 11 104 

 Beijing 9 11 24 14 8 66 

 Shanghai 4 5 3  1 13 

 Others 12 5 3 3 2 25 

Global Cities 24 8 18 17 18 85 

 Hong Kong 4  12   16 

 New York 3 1  3 10(1) 17 

 London 2  1 13 6 22 

 Tokyo 3 4   2 9 

 Others 12(2) 3(3) 5 1 2 23 

Total 55 33 58 37 36 219 

Notes:  

(1) Two advertising firms have dual headquarters in both New York and London 

(2) Paris 3, Singapore 3, Seoul 2, Frankfurt 1, Los Angeles 1, Bangkok 1, Edinburgh (not 

in the global cities list) 1 

(3) Seoul 1, Munich 1, Taipei 1 
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Selecting cities 

 

To make data collecting and analyzing feasible, a limited number of cities were 

selected at the regional (PRD), national (mainland China) and global scales. 

Regionally, all nine cities within the PRD were selected. National cities were 

chosen according to their administrative function (i.e. provincial capital) and 

economic performance (i.e. GDP) in the national urban system. The selection of 

global cities was primarily based on the GaWC’s world city index 2008 (all 

ALPHA and BETA cities), complemented by some extra cities which were found 

important during data collecting. Together, nine regional cities, 43 national cities 

and 95 global cities constituted the city set. 

 

Creating the service value matrix 

 

To make different firms comparable, each city was allocated a service value which 

indicated the importance of this city in a firm’s business network. Service values 

should be allocated on a unified scale. The GaWC used a six grades system (from 0, 

which means no office, to 5, which means headquarter) to study the world city 

network. A single valuing system is less problematic when firms are similar in size 

(e.g. when all of them are large international firms). However, since this chapter 

used firms ranging from small local firms with only two offices to large 

international ones, it is necessary to take this diversity into consideration. 

 

The strategy we used was setting a maximum service value for each firm according 

to the number of its location cities (i.e. the firm’s size), ranging from 3 

(headquarter city of a firm locating in less than 20 cities) to 5 (headquarter city of a 

firm locating in more than 40 cities). All cities with a firm’s presence were initially 

allocated a standard service value 2, while cities with no office scored 0. Then, a 

city’s service value might be lowered to 1 or be raised to 3, 4 or 5, according to the 

size and/or function of its office(s). It was relatively easy to identify headquarters 

and the absence of an office. But the identification of higher or lower level offices 

proved more difficult due to the limitation of information. This might lead to a 

more subjective valuation for some cities. Since the number of firms was large 

enough, the aggregated service values should be valid to reflect cities’ real 

conditions. 
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After that, the connection between each pair of cities was calculated based on the 

measure of the method. Firms with headquarters in the PRD, outside the PRD but 

in mainland China, and outside mainland China were analyzed separately. For each 

category of firms, inter-city connections were calculated at three (regional, national 

and global) different geographical scales. This created nine matrices of inter-city 

connections. Each city’s connectivities (the sum of its connections with all other 

cities) were also calculated at three scales and according to firms from different 

origins. Outcomes were visualized using some mapping technologies. 

 

In addition, 21 interviews (respectively, 15 with senior managers of APS firms, 1 

with a representative of a foreign chamber of commerce, 2 with service industrial 

associations and 3 with experts) were conducted in Guangzhou and Shenzhen 

between May and July, 2013. All but four firms were selected from the quantitative 

database. Each interview was undertaken in a semi-structured way and lasted for 

about one hour. This first-hand information is used to explain the outcomes of the 

quantitative analysis. 

 

4.5 The multiple geographies of knowledge-intensive service networks in the 

Pearl River Delta 

 

4.5.1 Firms and connectivities 

 

Among the 219 APS firms in the database, only a small number (30, or less than 14 

per cent) have their headquarters in the PRD (named the ‘PRD firms’ hereafter), 

and all of them are located in either Guangzhou (leading in law and advertising) or 

Shenzhen (leading in insurance) with only two exceptions- one bank in Dongguan 

and one law firm in Foshan (Table 4.1). About half (104) of the firms originate 

from other cities in mainland China (named the ‘National firms’ hereafter) and 

most (66) concentrate in the national capital Beijing. Shanghai’s underperformance 

in headquarter function is somewhat unexpected, given its great economic 

importance and global financial centre status. Although it has the second largest 

amount of headquarters among all national cities, the number (13) is much lower 

than that in Beijing (66). Other headquarters of the ‘National firms’ are spread 

across a number of major regional political and economic centres in China. There 
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are 85 (39 per cent) firms headquartered outside mainland China (named the 

‘Overseas firms’ hereafter) with nearly two-thirds concentrating in three cities- 

London, New York and Hong Kong. It is interesting to note the division of sectors 

between these three cities, with London leading in accountancy, New York in 

advertising and Hong Kong in legal services. Tokyo also hosts a number of 

headquarters in the sectors of banking, insurance and advertising. We can also 

observe that, compared to their western counterparts, Asian firms (firms with their 

headquarters in Asian cities) tend to concentrate in financial sectors (banking and 

insurance). 

 

The aggregate analysis of the multi-scalar network connectivities of the PRD 

reveals that three categories of firms function diversely in the creation of service 

networks at different scales (Table 4.2). The ‘National firms’ are the most 

important contributors to the PRD’s internal networks and, particularly, to its 

connections with other Chinese cities. Nearly 60 per cent of the PRD’s regional 

connectivities and more than 70 per cent of its national connectivities are created 

by these firms. The ‘PRD firms’ account for nearly 30 per cent of the region’s 

internal connectivities, which is quite remarkable compared to the small number of 

them. But their significance declines sharply at the national scale, and almost 

vanishes at the global scale. The functioning of the ‘Overseas firms’ is very modest 

at the regional and national scale. However, they are the main agents in linking the 

PRD with the global service networks. Over 90 per cent of the PRD’s global 

connectivities are created by firm with overseas origins.  

 

Table 4.2 Firms’ contributions to the multi-scalar network connectivities of the 

Pearl River Delta  

Unit: % 

Connectivity PRD firms National firms Overseas firms 

Regional  28 58 14 

National  15 72 13 

Global  1 9 91 

 

 

The differences among firms also exist in their spatial distributions within the 

region. Figure 4.1 shows the relative importance of individual cities in the 
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multi-scalar networks created by firms from different areas. Obviously, the 

‘Overseas firms’ tend to provide services mainly in two core cities- the regional 

administrative centre Guangzhou and the SEZ Shenzhen- while the ‘National’ and 

the ‘PRD’ firms have more polycentric business networks. According to the 

interviewees, this divergence comes out of two related factors: For one thing, the 

clients of the ‘Overseas’ APS firms in the PRD are mainly foreign and Chinese 

large corporate customers (and some ‘high-level’ individual customers). These 

firms’ offices in the region have a strong tendency to follow the headquarter 

functions of their major customers, which basically concentrate in either 

Guangzhou or Shenzhen. The ‘National’ and the ‘PRD’ firms, in comparison, have 

more diverse customers varying from big companies to small entrepreneurs (and 

individuals as well), whose locations are spread within the region. Therefore, they 

need more extensive office networks to cater to the demand of these local clients.  

 

For another, based on their advantages in the domestic market brought by the 

unequal state regulations on Chinese and foreign firms, and their local 

embeddedness formed in history, those Chinese big APS firms (e.g. banks and 

insurance firms) have more (formal and informal) resources to maintain a large 

number of offices and provide services to customers at a broader geographical 

scale. It is very costly for foreign firms to build similar networks and compete with 

existing Chinese firms after their entered the region, which forces them to adopt 

differentiated marketing and location strategies from their Chinese counterparts. As 

one interviewee from a foreign bank explains: ‘The early expansion of Chinese 

banks was largely supported by the government. It was much easier for them to get 

the permission (to set up a branch or office), and the cost (e.g. office space) was 

much cheaper’. ‘It is very costly for us to set up branches now. … (Therefore,) our 

emphasis is not scattered, small clients, and we only maintain a small number of 

offices’. Another interviewee points out, one major reason for them to ‘locate 

mainly in the first-tier cities’ is ‘because the policy environment in the second- or 

third-tier cities is more beneficial for domestic banks’. ‘Due to their relations with 

the local government, they (domestic firms) can have a far wider range of 

businesses (in these cities), including those government-related ones, such as the 

payoff of employees working in government and public institutions, social security 

fund and the loan of state owned enterprises (SOE). … Foreign banks cannot 

access to these businesses, so we focus on the first-tier cities so far’. As a result, 
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networks created by the ‘National’ and the ‘PRD’ firms are more polycentric and 

finely grained than those of the ‘Overseas’ firms in the PRD. 

 

Figure 4.1 Multi-scalar network connectivities of cities in the Pearl River Delta 

according to firms from different origins 

 

 

Note: Values are calculated as proportions of the value of each primate city. 

 

 

Although our database only contains those major multi-location APS firms in the 

PRD, excluding hundreds, maybe even thousands, of small, single-office local 
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firms, the above outcome still provides some interesting insights. Firstly, high-end 

service activities have the tendency of concentration at different geographical 

scales (cf. Daniels, 1985, 1991; Coffey, 2000). The headquarter functions of APS 

firms are highly concentrated in several core cities at both the global, national and 

regional scales. Secondly, there is a simultaneous development of both regional, 

national and international service operators in the PRD. Local firms only occupy a 

small part of the leading APS operators in the region, overshadowed by firms with 

headquarters in other Chinese (particularly Beijing and Shanghai) and overseas 

cities. This is in part attributed to the PRD’s former development trajectory in the 

1980s and early 1990s, which focused on low-end, small-scale manufacturing 

production (Yang, 2012) and, hence, ‘could not provide sufficient demand for the 

internal growth of high-end producer services in the region’ (information provided 

by an interviewee from an advertising association). Thirdly, while Chinese APS 

firms, in general, have very limited presence in the global arena, they dominate the 

producer service market and networks within mainland China, even in one of its 

most opened areas. On the one hand, this reflects the relatively short development 

period and low level internationalization of China’s producer service sectors. On 

the other, it confirms that many parts of the country’s service market are still not 

freely accessible for foreign actors.  

 

4.5.2 Profiles of external connections 

 

National connections 

 

The mapping of the national connections reveals the dominance of Beijing and 

Shanghai in the networks created by all three categories of APS firms (Figure 4.2). 

Due to their unique positions in China’s economic and political landscapes, that is, 

Beijing as the capital and the location of most Chinese SOEs’ headquarters and 

Shanghai as a world financial centre and the location of most international 

companies’ Chinese headquarters, these two gateway cities are not only the 

birthplace of most Chinese leading APS firms, but also the first choice for foreign 

firms to enter mainland China (information provided by several interviewees from 

APS firms). Notably, although Shanghai has much less headquarters than Beijing 

(Table 4.1), it only lags slightly behind Beijing in the ‘National’ firms’ networks 

and even surpasses the latter in the ‘PRD’ and the ‘Overseas’ firms’ networks. This 
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is because many Chinese APS firms, even having headquarters somewhere else, 

tend to set up a sub-headquarter or major office in Shanghai; and for foreign firms, 

Shanghai is slightly more attractive than Beijing to locate their headquarters or 

branches in mainland China. Both Chinese and foreign APS firms are attracted by 

Shanghai’s financial resources (e.g. the Stock Exchange and the Foreign Exchange 

Trading Centre), market diversity and more internationalized business environment. 

For foreign firms, the concentration of a large number of transnational companies’ 

headquarters is also an important reason for them to choose Shanghai (information 

provided by interviewees from APS firms). 

 

We can also observe some differences between the national networks created by 

firms from different areas. The ‘Overseas’ firms have more centralized networks in 

China. They are highly concentrated in Shanghai and Beijing and, to some extent, 

prefer cities in the eastern coastal area and the Chengdu-Chongqing region, 

reflecting the economic prosperity and the higher degree of openness of these cities. 

In the ‘National’ and the ‘PRD’ firms’ networks, cities at a higher political level, i.e. 

provincial capitals (Chengdu, Hangzhou, Wuhan, Nanjing etc.), are relatively better 

connected, which is arguably related to their administrative functions within their 

respective regions. Besides, for the ‘PRD’ firms, although Shanghai and Beijing are 

still the best connected cities, the gap between them and other national cities is not 

as large as in the ‘National’ and the ‘Overseas’ firms’ networks. The explanation 

lies in the intense competition in these two cities. Since Beijing and Shanghai are 

already two leading service centres and homes to many large APS firms, it is 

relatively difficult for firms from other regions in China to set up branches and 

compete with local firms in these two cities. Therefore, although Beijing and 

Shanghai have the best resources and market opportunities for APS activities, firms 

from other regions normally do not choose to set up branches in these two cities, 

but, instead, prefer those fast-growing, but with less-intensive competition, Chinese 

cities (e.g. Changsha, Ningbo, Dalian, Shenyang, Zhengzhou, etc.) as the first place 

to extend businesses (information provided by interviewees from some ‘PRD’ APS 

firms). 
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Figure 4.2 National connections of the Pearl River Delta according to firms from 

different origins 

 

 
Note: The size of each rectangle is in proportion to the value of that city’s connection with 

the PRD. 

 

 

Global connections 

 

Several interesting patterns can be observed in the global service connections of the 

PRD (Table 4.3). Firstly, the ‘PRD firms’ have very few overseas connections (in 

only six cities), and most of them concentrate in Hong Kong. Considering the 
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geographical proximity and socio-cultural similarity between two locations, it is 

not hard to understand that APS firms in the PRD will choose Hong Kong as the 

first place to extend their businesses overseas. Other connected overseas cities in 

the ‘PRD’ firms’ networks include Macao- another geographically adjacent but 

institutionally different city, New York and London- two leading global financial 

and service centres, Taipei- an important source of FDI in the PRD, and 

Montevideo. These cities have only one or two linkages with the PRD. Therefore, 

they reflect the choices of a few pioneer firms. 

 

Table 4.3 Top 20 connected global cities according to firms from different origins 

 

Cities 
PRD 

firms 
Cities 

National 

firms 
Cities 

Overseas 

firms 

Hong Kong 100 Hong Kong 100 London 100 

Macao 25 Singapore 35 Hong Kong 91 

New York 20 New York 31 New York 87 

Taipei 9 London 28 Singapore 82 

London 9 Tokyo 28 Tokyo 74 

Montevideo  3 Macao 27 Paris 68 

  Frankfurt 21 Dubai 64 

  Seoul 21 Sydney 62 

  Sydney 18 Milan 57 

  Jakarta 15 Moscow 57 

  Luxembourg 13 Taipei 56 

  Ho Chi Minh City 13 Kuala Lumpur 56 

  Moscow 12 Mumbai 53 

  Rotterdam 11 Sao Paulo 53 

  Los Angeles 10 Toronto 52 

  Toronto 10 Seoul 52 

  Kuala Lumpur 10 Jakarta 52 

  Bangkok 10 Bangkok 52 

  Johannesburg 9 Los Angeles 50 

  Dubai 8 Frankfurt 50 

Note: Values are calculated as proportions of the value of the best connected city. 
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Secondly, geographical and cultural proximity also matters in the ‘National’ firms’ 

overseas location strategies. Hong Kong, once again, stands out with a substantial 

lead in the overseas networks created by these firms. There are only very few cases 

in which the ‘National’ firms do not choose Hong Kong as the first springboard to 

go outside. In addition, nearly half of the top 20 connected global cities (e.g. 

Singapore, Tokyo, Macao, Seoul, Jakarta) are from East and Southeast Asia, 

reflecting China’s intensive connections with these geographically nearby areas. 

But the absence of Taipei from the top 20 is rather unexpected. An important 

reason could be that in Taiwan there are some investment restrictions on financial 

firms from mainland China (information provided by an interviewee from a bank). 

Other relatively well connected cities are basically the leading global financial 

centres, such as New York, London, Frankfurt, Sydney and, particularly, 

Luxembourg. This is not surprising since the largest and most influential Chinese 

APS firms concentrate in the financial sector. Rotterdam’s high value should be 

related to its function as a major port in Europe.  

 

Thirdly, the networks created by the ‘Overseas firms’ are more widespread in 

geography at the global scale. The ranking of cities is more flat, with London as the 

best connected city, but followed closely by Hong Kong, New York and Singapore. 

All of the top 20 connected cities are ‘Alpha’ world cities in the GaWC’s world 

cities list, or, in other words, ‘centres that link major economic regions and states 

into the world economy’ (GaWC, 2012). In comparison, the influence of some 

special factors, like geography (e.g. Macao, Ho Chi Minh City), is less important as 

in Chinese firms’ networks. Apparently, the leading international APS operators 

whose headquarters concentrating in several major world cities have developed 

more mature global business networks, which rely on main regional centres to 

provide services for different areas. 

 

4.6 Conclusions 

 

Since the 1970s, some technological and organizational reconfigurations of the 

capitalist system have led to a new wave of urbanization and spatial development. 

This is characterized by the rise of a globally-interconnected network of cities and 

city-regions, incorporating not only the old geographical centres, but also, and 

increasingly, many formerly peripheral areas of the capitalist economy (Scott, 
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2012). After more than 30 years of economic growth and opening up, China has 

actively participated in the emergence of this new global network, at first through 

introducing low-end, export-oriented manufacturing production, now promoted by 

the fast growth of more advanced economic activities. Meanwhile, dramatic 

economic growth and urbanization within such a short period are inevitably 

accompanied with many transitional elements, including, for instance, the complex 

state-market relations, varying degrees of openness between sectors and regions, 

and the polarized spatial development pattern, etc. This unique pace, scale and, 

importantly, political and institutional context (cf. Jacques, 2012) necessitate both 

theoretical and empirical progresses to understand China’s urbanization process. 

 

Based on the case of the PRD, in this chapter we try to capture some new patterns 

of China’s economic transition and urbanization in the emerging 

knowledge-intensive services economy. The main finding is that the formation of 

APS-based urban networks at different geographical scales is partly determined by 

the origins of firms. While cities in the PRD are connected with each other and 

with other Chinese cities primarily through local and national APS firms’ business 

networks, the region’s linkages with overseas service centres are, up till now, 

shaped predominantly by those major international APS firms from the advanced 

economic world. This pattern reflects a simultaneous, rather than sequential, 

development of both regional, national and international service operators in China. 

Moreover, different types of firms have created quite diverse service geographies 

both within the PRD, in China and at the global scale. The patterns of this nested 

city-service network certainly reflect the different development histories of firms, 

their client orientations in specific markets and their home regions’ economic 

conditions (cf. Whitley, 1999). However, they are also significantly shaped by 

China’s unique regulatory environment and complex state-market relations. 

Different from the bottom-up, foreign investment-triggered and export-oriented 

industrialization in the 1980s and early 1990s (Yang, 2012), the development of the 

modern services economy in China has been driven mainly by domestic (public 

and private) demand under tight state regulation and government guidance at the 

outset. It leaves, for a long time, very limited space and opportunity for foreign 

capital and actors to participate. In the meantime, the huge domestic demand, along 

with different commercial and regulatory environments in the domestic and the 

international market, also become an obstacle that hinders Chinese producer 
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service firms from going out and extending businesses at the global scale. 

 

One major challenge in understanding economic development and urbanization in 

China is capturing the speed of change, above all, in regions and sectors that are 

experiencing the fastest growth. The transnational characteristics of the economy, 

the co-existing and simultaneous development of various sectors and actors, and 

the huge, but diversified domestic market make it very difficult, if not impossible, 

to explain and predict China’s development purely based on the Western 

experience. In this respect, the finding of this chapter raises an important question 

worth further discussion: Will the further integration of China with the global 

economic system change the patterns we just observed, and in what way? We will 

unpack this question from two sides. 

 

Firstly, with China gradually opening more parts of its economy to the world, 

especially after the ending of its transitional period for accession to the WTO, it 

can be expected that more and more foreign companies and capital will enter the 

country. The state will have to change, if not totally abolish, many current 

discriminatory regulation policies regarding foreign firms, bringing about a more 

open and competitive market environment. Will this transition shift the competitive 

advantage and market orientation of both foreign and Chinese firms and, in turn, 

cause a restructuring of the urban system we have just observed? Based on the 

information from our interview, a dramatic change seems very unlikely to happen, 

at least in the near future. Although many formal restrictions on foreign operators 

have been (or are being) removed,
2

 Chinese APS firms (especially 

government-backed ones) still have great advantages in cooperating with the 

(national and/or local) government, building tight, long-term (sometimes informal) 

relationships with Chinese clients, and accessing to information and resources 

through inter-personal connections, etc. These advantages are even ‘more 

prominent in the interior regions and smaller urban areas’, where ‘the 

development of market still lags behind the more open metropolitan areas’, and 

where non-market factors (such as ‘inter-personal relations’) tend to play a greater 

role (information provided by some interviewees from APS firms). Therefore, most 

new foreign APS investors, as the interviewees reflect, still prefer cities at the top 

of the current national urban system, which have a ‘relatively more transparent 

market’, a ‘less bureaucratic administrative system’, a ‘large labour pool’ and a 
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‘concentration of headquarters of international companies’, as the locations for 

operating in the Chinese market. This tendency will probably intensify the 

agglomeration of advanced economic activities in major cities and consolidate the 

current hierarchical urban system.  

 

Secondly, with a growing number of Chinese companies starting to go out through 

foreign investment, mergers and acquisitions, cooperation and alliance etc., their 

demand for APS regarding overseas businesses will also increase very fast. Will 

this promote the internationalization of Chinese producer service firms and, 

following Taylor et al. (2013), bring ‘a possible new intervention’ in the global 

services economy and the world city network? According to this study, the 

globalization of Chinese APS firms still has a long way to go. Although the fast 

growth and expanding of some Chinese APS firms (especially in the financial 

sector) are frequently reported in recent years, the result of the quantitative analysis 

shows that, compared with the leading global players, the degree of 

internationalization of Chinese APS firms and their capability to link cities and 

regions in China with the global services economy are still quite limited. Some 

interviewees also report that it is very difficult for Chinese firms to set up branches 

in foreign countries due to the ‘high costs’, ‘different rules of games’, ‘cultural and 

institutional barriers’, the ‘intensive competition from local firms’, and even some 

‘political reasons’.
3
 Since mainland China is already a huge market, they will not 

consider developing overseas businesses when ‘it is much easier and profitable to 

only focus on the domestic market’. Moreover, even Chinese clients also prefer to 

choose leading global APS providers instead of Chinese ones for their overseas 

businesses, not only because of the extensive ‘worldwide networks and resources’ 

of foreign firms, but also because of their ‘reputation’ and ‘brand effect’. We can 

note that most Chinese financial firms with overseas branches are either 

state-owned or state-sponsored, whose main function is to provide services for 

Chinese companies and individuals operating or living in foreign countries. The 

globalization of advanced producer services is much slower compared to many 

other sectors (e.g. manufacturing, construction) in China. 
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Notes 

                                                             
1 More information about the GaWC is available at URL: www.lboro.ac.uk/gawc/. 

 
2
 According to the WTO agreement, since 2007 China started to fully open its service 

sectors. The sectors committed to open cover 10 (out of 12) main categories and 100 (out of 

160) sub-categories of the General Agreements on Trade in Services, accounting for 62.5% 

of all service sectors. This level of openness is close to that of developed countries (Li, 

2011). 

 
3 For example, one interviewee mentioned that ‘since the Chinese financial market is still 

not very open to foreign firms, many foreign governments also adopt similar strict 

regulations on Chinese banks’.  


