A city built on trade

INTRODUCTION

A brief history of Guangzhou
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vital port along
the Silk Road
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hen maritime trade was the engine of
international commerce, for nearly a hundred
years the southern Chinese city of Guangzhou
was the only port in China where foreigners could land.
Before 1757, there had been a number of coastal access
points to the wealth of the Middle Kingdom, but when the
emperor grew dubious of foreign powers he restricted
their interaction to the south (although a partial exception
was made for Russian ships in the north).
There are a number of practical reasons why the
emperor chose Guangzhou as the shop counter for
foreign trade, not least its geographical location at the
mouth of the Pearl River, which feeds into the South
China Sea. Even before access to the rest of China was
sealed off, Guangzhou had become a vital port along the
Silk Road. But Guangzhou also had the benefit of being
geographically separated from the emperor’s seat of
power in the north. This physical distance between the
emperor and the foreign traders was augmented by the
strict set of procedures imposed upon the merchants
sailing to this southern port.
Firstly, foreign vessels were required to dock downriver,

at the site of Whampoa (which today is in the Pazhou
district, where the Canton Fair is now held). Once docked
their cargo was unloaded onto Chinese junks which then
carried the merchants and their wares upstream to a small
sandbank in the estuary of the Pearl River, outside the
walled city of Guangzhou. The peninsula was known at the
time as Shameen, but is today the small islet of Shamian.
The junks that ferried the men and goods to Shameen
belonged to one of many Chinese facilitators of trade,
known collectively as the Cohong. Each ship would be
entrusted to an individual hong and its agents would act
as the middlemen between the foreigners and the locals.
Above the Cohong lay the Hoppo. The Hoppo were
essentially customs officers: a class of government
official who primarily oversaw the taxation of trade. The
combination of the Cohong and Hoppo conspired to
keep foreign traders at additional arm’s length from the
seat of Chinese power, as they were also the merchant’s
only channel of communication with China. All requests
and complaints had to be written to a hong, which would
then pass them on to a Hoppo bureaucrat who would
decide what course to take, if any at all.
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The Thirteen Factories, the area of Guangzhou to which China's Western trade was restricted from 1757–1842

SINOPOLIS: GUANGZHOU

7

INTRODUCTION

Shanghai
Shaoguan

GUANGDONG
Guangzhou

Qingyuan

Hong Kong

Guangzhou
Zhaoqing

Foshan
Jiangmen

Dongguan

Zhongshan

Huizhou

Shenzhen
Hong Kong

Zhuhai
Macau

8

SINOPOLIS: GUANGZHOU

INTRODUCTION

Shameen was the only available stomping ground for
foreigners and indeed only then during the trading season.
Once the season was over – with the coming and going of
the monsoon trade winds – the foreigners were required to
leave, often returning to the Portuguese colony of Macau.
To house the merchants during their permitted stay
on Shameen, a number of living quarters were built,
known as factories. Slowly, as more foreign powers
accessed the market, the number of factories increased
to thirteen. Thus this period of the China trade became
known as the Thirteen Factories, and the protocol was
called the Canton System.
A note here should be made about the origins of the
word Canton. It certainly comes from a time when Britons
interacting with China were for the most part either
unable or unwilling to bend their tongues and open their
ears to the sound of local pronunciation, and so
approximated English transcriptions to Chinese names.
However, beyond that there is some debate about the word
that inspired the English to derive ‘Canton’. It was perhaps
the local pronunciation for Guangdong – the province
within which Guangzhou sat and sits still – or the local
word for the city itself, Guangzhou. Another theory
speculates it was an Anglicisation of the Portuguese name
for the area. Regardless, the word passed into popular
English parlance and gave birth to the notion of Cantonese
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– a people, a language and a cuisine that are all popular
throughout the world today.
Concurrent to being the only port for legal trade, Canton
was also the breeding ground for illicit commerce – most
notably opium. During its monopoly on Chinese trade, the
East India Company famously made a fortune exporting
opium from British India to dealers in China and then
using the profits to buy tea for sale in England.
Noticing the growing outflow of silver from the nation
and the increase of drug addicts within, the emperor
sought to eliminate opium imports. In 1839, he assigned
Lin Zexu to perform the task. At this point, the factories
that had housed the foreign traders became their prison,
as Lin barricaded them inside and cut off supplies,
demanding that all stocks of opium be turned over.
Eventually, the traders acquiesced, forsaking over 20,000
chests of the drug.
Lin demanded that all merchants signed an agreement
not to peddle opium, under punishment of death. The
British government objected to the contract and prevented
its merchants from signing by occupying the mouth of the
Pearl River. In 1840, the British government formally
declared war against China, and so began the First Opium
War (as a conflict motivated by the narcotics trade it was
not the UK’s noblest of military actions, a fact that still
rankles in China today). The conflict ended in 1842 with

Opium smokers
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the breeding
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Guangzhou: channel along Shameen around 1880
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China’s defeat and the signing of the Treaty of Nanking,
which opened up four additional ports to international
trade and ceded Hong Kong to British rule. Thus
Guangzhou’s century as the sole gateway to China came to
a close.
Around 80 years later, Guangzhou once again became
the springboard for a war that would change the face of
China and its interaction with the outside world. The
Chinese revolution had by this point overthrown the
imperiaI government, but failed to unite China under a
singular leader. The nation had fallen into a patchwork of
states controlled by local warlords. In 1917 Sun Yat-sen, a
native of Guangdong province and a pivotal figure in the
revolution, had returned from exile and attempted to
establish a government in Guangzhou to quash the
warlords and unite China.
After a few years of floundering without support, Sun’s
ambitions were saved by Russia which agreed to finance,
arm and train his troops. Using Russian money, the
Whampoa Military Academy was founded in 1924 with the
purpose of training the National Revolutionary Army
(NRA), headed by the future president of the Republic of
China, Chiang Kai-shek.
Two years later, in 1926, Chiang Kai-shek led the first
troops from Guangzhou on The Northern Expedition – a
military campaign with the objective of defeating the
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nation’s powerful regional warlords,
ousting foreign powers and uniting
China. The campaign was fraught
with pitfalls: at its launch the NRA
consisted of troops with both
Communist and Nationalist loyalties,
(the latter later purged the former)
and even within the dominant
Nationalist Party there were factions,
which resulted in the campaign being
divided into two stages.
However in 1928 the NRA claimed
victory when it captured the capital
of Beijing and Chiang Kai-shek
assumed leadership of a unified
China (although beneath the veneer
of political unity the country was still
being ravaged by infighting and
subverted by foreign powers). The
Northern Expedition is notable for
being one of only two takeover
campaigns that have started in the
south of China and triumphed.
In 1978 Guangzhou was once more
the launchpad for reforms that would
revolutionise China, only this time
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In 1978
Guangzhou was
once more the
launchpad for
reforms that
would
revolutionise
China, only this
time they were
economic

they were economic. Guangdong province was the test site
for Deng Xiaoping’s vision of Reform and Opening Up,
which sought to revitalise the struggling country after
decades of economic devastation. As the provincial capital,
Guangzhou became the command centre for
implementing these reforms. It also served as China’s
window on the world once again (see box opposite on the
Canton Fair).
In fact, Guangdong province was granted greater
autonomy from the central authority of the Communist
Party, although there was some concern over granting the
southern region a freer hand, since the area was often
criticised by Beijing hardliners for its “localism”. Then
again, at a great distance from the traditional seat of
Chinese power, and thanks to a pervasive local dialect
(Cantonese) and a history of dealing with foreign traders,
it is understandable why the people of Guangdong might
be prone to some “localism” – and largely unashamed of
it.
In Guangzhou today this sense of autonomy seems
indeed to have become a source of pride. Since the city was
given greater authority over its investment schemes in
1978 Guangzhou’s GDP has risen 420%, so perhaps a little
hubris is permissible.
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Canton Fair

Buyers walk inside a venue for large
machinery and equipment at the
China Import and Export Fair, also
known as the Canton Fair
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The Canton Fair (officially known as the China Import and Export Fair)
began operation in 1957 and has run every year since. A biannual
trade convention, the fair was the only window for foreign companies
to conduct trade with China during the years in which it operated a
largely closed command economy.
At the first fair, there were only 1,223 sellers and 1,021 buyers.
Attendance was by invitation only and most of the companies came
from countries within Asia. As the fair’s popularity continued to grow,
it needed to find new venues. In 1959 the Fair moved to an exhibition
hall along Qiyi Road, where it stayed until 1974. Attendance at the fair
continued to grow – remaining operational during the intense
turbulence of Mao Zedong’s last decade of rule. Just two years before
Mao died the fair moved again to a bigger 170,000m2 centre in the
Yuexiu district of Guangzhou, which at the time was the heart of the
city. In 2001 construction began on the fair’s current exhibition
centre, in Pazhou on Haizhu island. Work began on the 1,131,000m2
complex in 2001 and was completed across three stages, garnering
some Rmb6.8 billion in investment.
At the 119th session of the fair (May 2016) 185,596 overseas
buyers were in attendance, and export deals totalled over Rmb182.82
billion (around $27.5 billion, based on the exchange rate in early
October 2016 of 6.67). However, the value of exports has fallen
across the last three sessions (-7.4% in the 118th session, for
example). It remains a key destination for buyers from Africa and the
Middle East, but thanks to the internet and the growth of e-commerce
some importers now bypass the fair.
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Key stats

City
Permanent population:
Area:
Average disposable income:
Urban
Rural

Rmb50,940.70 (+9.0% year-on-year)
Rmb21,448.60 (+11.0% year-on-year)

Import-Export value:
Import
Export

Rmb854.1 billion (-3.4% year-on-year)
Rmb338.23 billion (-3.0% year-on-year)
Rmb515.88 billion (-3.7% year-on-year)

14.04 million
7434.4 sqkm

Investment from overseas: Rmb96.77 billion (9.3% year-on-year)
Tourism
Gross Revenue:
Foreign tourists:
Domestic tourists:
Hotels:
Of which 5-star:

Rmb321.7 billion (+12% year-on-year)
8.61 million (+7.3% year-on-year)
50.79 million (+4.6% year-on-year)
11,970
43

Education*
Undergraduates:
Postgraduates:

271,400 (class of 2015)
23,200 (class of 2015)

Technology
Patents filed:
Patents approved:

99,070 (+56.3% year-on-year)
48,313 (+21.3% year-on-year)

*(Data for 2016)
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An insider’s view of Guangzhou
Sinopolis talks to Monty Ho, HSBC’s Chief Executive in
Guangdong, about Guangzhou’s defining qualities
How has China’s history and culture shaped its current role?
Guangzhou has a long tradition of being a trading hub.
Traditionally people engaging in business but living in the
villages of the Guangdong provincial area would come to
Guangzhou, since it was and is the provincial capital, and they’d
buy things and then carry them back to their hometown to resell them and earn a living. This is a common trading pattern of
China. People go to the provincial capital because this is the
area where you will find that most of the goods gather, making it
ripe for trade.
It was also the first area that opened up to foreigners, and as
such it has a very long history of being China’s window to the
outside world and of interacting with people from outside China.
From this tradition the Canton Trade Fair developed in 1957, and it
is still held twice a year here in Guangzhou.
Has e-commerce affected the Canton Fair and other local
wholesalers?
Well you can see the traffic at the Canton Fair is less than it was
20 years ago, and maybe it is being affected by the internet age,
but it is still the most popular trade fair in China, especially among
people coming from developing countries.
And for people buying, for example, household appliances
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Monty Ho: “Guangzhou has a long tradition of being a trading hub”
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60-68%

The service
sector’s
contribution to
local GDP

and clothing, the wholesale markets in Guangzhou are still the
point of preference. If you walk down the streets in the old city
centre you can always find places that are specialised in
household items, or clothing and accessories. They tend to
cluster like this. This is another old Chinese business tradition,
where sellers essentially form guilds of goods in a particular
area and then, as I said before, people come from the
surrounding areas to buy these goods and carry them back to
their home town or their villages to resell and make a living. So
this is a long tradition and Guangzhou is still a hub in this way.
But the interesting part about this model of trade is that it isn’t
and it wasn’t centrally planned.
What influence does the central government have on
Guangzhou?
Well, the central government has targets for Guangzhou. Going
forward in the next Five-Year Plan, the central government wants
Guangzhou to focus more on new materials, high end
manufacturing, and intelligent equipment for developing robots to
use in manufacturing.
It also wants to develop and improve the financial sector in
Guangzhou, which is why you have the free trade zone in
Nansha – a part of Guangzhou city. The Nansha FTZ serves as a
testing field for new policies to further open up the markets. New
initiatives have been launched to develop the financial sector
there, such as allowing enterprises in the free trade zone to
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borrow or raise funds from overseas and then expatriate them
back to Guangzhou. This, amongst other things, will help boost
the service sector of Guangzhou.
What is driving Guangzhou’s economy at the moment?
In my estimation, in Guangzhou you’re talking about the service
sector: that’s about 60-68% of the GDP. Much higher than the
national average. Guangzhou’s economy used to be much more
driven by outside investors, who would engage in compensation
and processing trade with local companies, and this model
helped the city grow some 20 years ago. But even at that time
there were lots of local trading services, and that is the genesis of
the service sector today,
And then apart from services, there are three pillar industries
in the local economy: one is the automobile industry, and another
is the peripheral industries that provide support to this sector,
such as petrochemical companies. I think these have developed
very well in the last 10 years. The third pillar is the electronics
business – such as manufacturing printed circuit boards, mobile
handsets and computers.
And how is the environment in Guangzhou? Is air quality
improving?
The local environment is much better than it was before. I think
the catalyst for this development was the Asian Games, in 2010 –
two years after the Beijing Olympics. In preparation for that there
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Workers weave intricate cables
for western brands like Cisco in
the southern Chinese city of
Guangzhou
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Guangzhou is
also known as
the City of
Flowers
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was a lot of improvement in the city’s infrastructure, as well as a
remodelling of old communities and residential areas, and this is
continuing. So I imagine there’ll be a lot of improvement in terms
of the people’s livelihoods. And at the same time as improving
infrastructure, the government has been moving the polluting
industries out, making sure that Guangzhou is a reasonable place
to live.
Previously Guangzhou had somewhat chaotic urban planning,
due to the rapidity of its growth. Occasionally, for example, you
might end up with a factory sat next to a residential area. But the
city has transformed since and they’ve turned the old town,
where it was most jumbled, into a new town (Zhujiang New Town)
which is very beautiful.
Also, back in 2008 when we had the financial tsunami, the
Party secretary of Guangzhou introduced a policy to upgrade the
industrial sector and move all these polluting and labour intensive
industries to Guangdong’s outlying regions, or even to other
provinces. And at the time it was a painful process for the local
economy but it was a necessary evil. Now Guangzhou is always
ranked top in terms of being the least polluted of the five big
cities in China – that’s Beijing, Tianjin, Shanghai, Chongqing and
Guangzhou.
And it’s still not perfect but it’s a much better situation than
compared to 10 years ago. I should also say that these factories
haven’t simply been moved out but they were upgraded as well
so that they create less pollution. It wasn’t just NIMBYism.

So how will Guangzhou develop as a city?
I think Guangzhou will become a megacity. Thus far its growth
strategy has already seen it incorporate some of the districts that
were not previously part of Guangzhou, such as Nansha, Huadu
and Zengcheng. But as it grows it is developing better town
planning, because ultimately the local government wants to make
Guangzhou a good place to live.
This is why specific industries are being given certain areas to
develop in. For example, Zengcheng could be an automobile
centre: many joint ventures like Guangzhou Auto Group’s one with
Honda moved into or set up factories in that location.
The good thing about organising the city in this way is that it
creates synergy within the districts, incorporating the relative
supporting industries. If you separated them too widely then it
might not be efficient.
So I see that they are planning very carefully for the future and
they want to make Guangzhou a megacity. Going forward there
will be lots of different areas of focus and you will not see
Guangzhou become over reliant on any one industry.
The high-speed train from Hong Kong will feed into the south
of Guangzhou. Is that area seeing investment and
development?
I think maybe it’s a little behind. That area – Panyu – is more of a
residential site. I think the reason why they want to direct the
high-speed train there is because they want to diversify the area
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a little. But also if you go to the South Station, it’s probably easier
to get from there to Nansha or Shunde than it is from the centre
of the city.
Taking the holistic view, Guangzhou will not be the end game
for the high-speed train, the end game is to connect Hong Kong
to other parts of China. This means that for people coming from
Hong Kong and looking to go to Hunan will probably be able to
stay there for another night once the high-speed line is complete.
Previously they would have stopped-over in Guangzhou.
That is a benefit to Hong Kong and you can see that it takes
some benefit from Guangzhou, but the same high-speed trains
bring benefits to the city as well. They help improve connections
between Guangzhou and other major cities by cutting down the
travel times between them. Nowadays if I want to see a client in
Wuhan or Changsha, I can hop on a train in the morning, be there
for lunch, travel back for five, finish the work on my desk and
then go home. And this is a win-win situation, helping bring
business into China’s interior cities but also designating
Guangzhou as a greater hub in Southern China.

report about 5% growth in international trade whereas the whole
nation reported a drop, so there are still some bright spots in
Guangzhou as a local economy.
But of course foreign investment in Guangzhou is also a strong
component of the economy. There is a natural draw for foreigners
to Guangzhou because it is close to Hong Kong and has a long
history of international trade. We are flexible, agile and you could
say market-driven.

Taking the
holistic view,
Guangzhou will
not be the end
game for the high
speed train, the
end game is to
connect Hong
Kong to other
parts of China

At this point, is a lot of business growth in the city led by
Guangzhou people or by those from outside?
Guangzhou definitely has a very strong pool of local
entrepreneurs, helping generate a growth rate for the first half of
2016 at 8.1% – much higher than the national average of 6.7%,
or Guangdong province’s 7.4%. And in terms of trade we still
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Guangzhou’s GDP

Guangzhou GDP
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In 2016 Guangzhou’s GDP grew 8.2%: higher
than the national and provincial averages
(6.7% and 7.5%). The growth was primarily
driven by the tertiary sector which added
Rmb1.36 trillion (9.6% growth on the year
before).
Local officials have ambitions to boost the
city’s GDP to Rmb2.8 trillion by 2020, and to
raise the per capita GDP level to Rmb180,000
(in 2015 the level was Rmb133,000, although
such figures are contentious since they
normally exclude migrant workers from the
denominating population).

Guangzhou GDP by industry
+8.2%
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