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Abstract -This paper describes how innovations in information technology led to a large structural change in the 
organization of the personal services business sector in  Hong Kong.  Initially this sector was characterized by high search 
costs on the part of customers and high costs of advertising on the part of the providers of personal services.  Due to these 
high information and search costs, the efficient organizational form was one in which firms hired multiple workers and 
customers visited these firms to purchase services.  This organizational form reduced search costs for customers and also 
provided economies in the way sellers could provide information.  After the innovation of internet-based provision of 
information, the search cost for customers and the advertising cost for suppliers was dramatically reduced.  Under the new 
information and search cost conditions, the efficient organizational form was for individual workers to become 

independently-operated one-worker businesses.  A seemingly small change in the provision of information and the search 
technology led to the industry structure changing from multiple-worker firms to a structure of sole proprietors. 
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I. INTRODUCTION 

 

Ronald Coase (1937) is credited as being first to 

articulate how transactions cost are related to the 

boundaries of the firm.  Many other scholars, 

particularly Oliver Williamson (1998), have further 
investigated the boundaries of the firm, focusing on  

market and regulatory institutions.  In this paper, we 

investigate how changes in the cost of information---

to both the sellers and customers---changed the 

boundaries of firms in the market for personal 

services in the Hong Kong Special Administrative 

Region of China.  We observe that when information 

costs were high, prior to the widespread adoption of 

internet-based advertising and internet-based search, 

personal services providers were largely organized as 

firms with multiple-workers.  After the widespread 

adoption of internet-based advertising and low-cost 
search on the part of customers, we observe that the 

dominant form of organization quickly evolved into a 

sole proprietor form.  This particular organizational 

response to changing transactions cost was in many 

ways due to the particular regulatory institutions that 

constrained the operations of suppliers to the  

personal services market in Hong Kong.   

In Asia the prevalence of male clients of female-

provided personal services ranges from 9 to 14% of 

the general population (Lau and Tsui, 2003).  The 

prevalence of consumption can be as high as 1/3 of 
the population of active young males (Nguyen et al., 

2009).  In Hong Kong, survey results reported by 

Wang et al. (2012) indicate that 79.6% of customers 

of female personal service providers consumed 

services less than three times per month,  about 

15.6% consumed services three to five times per 

month, and nearly 5% consumed services more than 

five times per month.  Because the personal services 

industry potentially includes a large fraction of the 

population as customers, and those customers 

sometimes make frequent purchases per week or per 

month, there may be important public policy 

implications regarding the operation of this industry.  

For this reason, in addition to our main research 
interest in how information and transactions cost 

affects firm-level organization, the personal services 

sector in Hong Kong merits serious study.  

The following section will set out the institutional 

background and historical context of the personal 

services provision industry in Hong Kong. We will 

also discuss the legal and regulatory institutions that 

constrain the operations of the personal services 

sector; the institutional features are very important 

because they delimit the actions of sellers, 

particularly regarding the number of workers legally 

permitted in an individual location where services are 
provided.  Section 3 provides a description of firm-

level organization before and after the emergence of 

technological innovations---mainly the internet-based 

advertising platform created in 2002---that 

dramatically lowered the cost of providing 

information on the part of service providers and also 

lowered search cost on the part of customers.  Other 

attributes of competition, coordination,  and the 

demographic characteristics of customers and 

personal service providers  are discussed and, where 

possible, quantified  in Section 4.  Conclusions, 
limitations of the research, and directions for future 

research are briefly summarized in Section 5. 

 

II. INSTITUTIONAL BACKGROUND AND 

HISTORICAL CONTEXT   

 

In the early colonial period, female-provided personal 

services were entirely legal in Hong Kong.  Firms 
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providing these services on their premises were 

registered and the workers providing services were 
required to submit to periodic screening for health 

reasons.  Beginning in 1932, the Hong Kong 

government issued a ban on houses of prostitution 

and three years later licensed prostitution ended. 

Although organized prostitution in the form of 

brothels has for decades been illegal, the industry 

continued to operate under the influence of organized 

crime, known as triad societies in Hong Kong (Yang, 

2006).   

While prostitution is not strictly-speaking illegal, 

most related activities are illegal including 

advertising, soliciting, and living off the earnings of a 
prostitute which includes marketing agents (i.e. 

pimps).  The service providers in industry today 

generally are matched to customers on the street, in 

massage parlours/saunas/karaoke clubs/hotels, or in 

one-worker apartments.  The one-worker sole 

proprietor organization of this services business is not 

unlike similar structures observed in the United 

Kingdom and The Netherlands (Teng, 2003). 

 

While advertising is prohibited in this services sector, 

it is the innovation of low-cost information provision 
circa 2002 that transformed this services industry in 

to the dominant one-worker-one-flat form that is 

observed today.   Chan Sai-ngan (陳世雁), and 

Cheung Ming-man (張明文) created a website 

platform that provided, for a fee,  on-line advertising 

to service providers working out of a private 

apartment.   While the hosting of a website to provide 

services to this industry was successfully prosecuted 

(as a form of `living off the earnings of'), the 

innovation forever changed the dominant business 

organization of this industry.  Websites providing the 

same function are now generally hosted outside of the 

jurisdiction in which such information technology 

services are prohibited (Siu, 2013). 
 

III. MULTI-WORKER FIRMS AND ONE--

WORKER FIRMS  

 

3.1  Business Model for Multi-Worker Firms 

In this form of organization, a fixed-location business 

entity would advertise at street level.  Other types of 

advertising would not be permitted.  An example of 

street-level signage is provided in Figure 1.  The sign 

provides information on the variety of service 

providers available and the respective prices.  The 

sign, and therefore the prices listed on it, are from 
about year 2000.  On the premises, which would 

technically be considered illegal vice establishments, 

there would typically be a number of separate rooms 

and a desk clerk at the main reception area.  Potential 

customers would approach the reception and be 

presented with a menu listing the varieties of service 

providers available.  This menu would contain 

information similar to the signage shown in Figure 1.  

After a potential customer made a selection from the 

menu, the customer would be shown to a room and 

waits from ten to twenty minutes for a worker to 
arrive.  This operational structure minimized the 

potential losses should the police raid the 

establishment.   

 

 
Figure 1: Signage for Multi-Worker Service Firm circa 2000 

 

3.2  Business Model for One-Worker-One-Flat   

There is no law against prostitutes who operate 

individually out of their own apartments.  For this 

institutional reason, this form of business 

organization has the advantage of not requiring the 

service providers to `operate in the shadows'.  The 

main structural change that led to the widespread 

adoption of this business form is the emergence of 

low-cost online advertising through websites created 

explicitly for this purpose.  Using one of several 
competing platforms, detailed profiles can be placed 

on bilingual (Chinese and English) websites.  

Individual personal service providers can list their 

name (certainly an alias), age, race, languages 

spoken, working days and hours, address, 

measurements, photo gallery, a Google map, and a 

description of the menu of services available with 

corresponding prices. The profiles of the service 

providers can be sorted by geographic location and 

sometimes by other fields included in the profile.  

There are often detailed customer-supplied reviews 
shown at the bottom of the profile page, not unlike 

product reviews listed on Amazon.com; however, 

unlike Amazon.com, there is no option to filter 

reviews by `verified purchase'.   

  

Service providers using the one-worker-one-flat 

business model normally purchase a package of 

services from their landlord consisting of the rental of 

the flat, the online profile preparation (including 

photography) and online listing, and possibly also 

faux favorable customer-provided reviews.  The triad 

societies are reputed to purchase flats, subdivide 
them, and also provide the website hosting.  It is not 

uncommon for the flats to have individually-metered 

connections for water and electricity which are 

https://en.wikipedia.org/wiki/Hong_Kong_government
https://en.wikipedia.org/wiki/Hong_Kong_government
https://en.wikipedia.org/wiki/Hong_Kong_government
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charged to the flat's occupants at rates several times 

that charged by the water and electricity utilities.   

 
Figure 2: Example of One-Worker-One-Flat 

 

IV. CHARACTERISTICS OF COMPETITION 

AND COORDINATION 

 

4.1 Geographic Clustering  

There is a distinct spatial clustering that characterizes 

the location of one-worker firms.  There are several 

alternative explanations for this.  First, there may be 

economies of agglomeration as this reduces search 

cost for customers.  Also, should a customer find that 

a chosen service provider is temporarily unavailable 

(see, for example, the `wait' signage shown in Figure 

2), the customer may proceed to another service 
provider that is currently available.  Another 

explanation for the spatial clustering is that the very 

small self-contained flats are created by sub-dividing 

a normal-sized flat into six or eight one-worker units.  

For this reason, it is common to find at least six to 

eight one-worker businesses together, and often 

dozens of one-worker businesses together.  

 

4.2 Customer Attributes 

Wang et al. (2012) conducted a survey of the clients 

of female service providers in Hong Kong.  From 

those survey results, we can obtain information about 
the attributes of the customers.  Summary statistics on 

client attributes are presented in Table 3.  

From Table 3 it is clear that nearly 85% of the clients 

of personal services have completed secondary school 
or above, and that the distribution of customer ages 

across the groupings is nearly uniform.  It is also of 

interest to note that more than 60% of the clients of 

female service providers are married.  This is 

consistent with longitudinal research conducted by 

Van Laningham, Johnson, and Amato (2001) who 

find that happiness in marriage declines continuously 

following marriage with reversal.  A cross-tabulation 

between marital status and age is not provided, so it is 

unconfirmed that married customers with older 

spouses consume the personal services as a substitute 

for services that are no longer provided within the 
marriage, either by choice or due to reasons of health 

and wellness.   
 

Table 3: Customer Attributes  

 

variable (%)             values 

age(years) 

<= 30    24.4 

31-40    23.5 
41-50   24.6 

51-60   27.2 

n/a      0.3 

education 

primary and lower  15.6 

secondary   49.2 

post-secondary  36.9 

marital status 

single   38.5 

married   60.3 

divorced/separated/    2.5 

widowed 
number of partners 

0   37.1 

1   31.2 

>=2   31.7 
Source: Wang et al. (2012). 

4.3  Service Provider Attributes 

Wong, Lim and Lynn (2011) conducted a survey of 

female service providers in Hong Kong.  From those 

survey results we can gain information on the 

characteristics of the workers who provide these 

services.  Table 4 provides descriptive demographic  

information on the workers in this industry; the table 

also includes information on the location of service 

provision, the tenure in the profession, and on the 

average daily frequency of service provision.   

 
Table 4: Personal Service Worker Attributes  

variable (%)             values        

age(years) 

<= 25      2.8 

26-30    11.3 
31-35   37.8 

36-40   30.2 

41+     17.9 

education 

primary and lower    9.1 
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lower secondary  68.4 

upper secondary  18.7 
university or above    3.8 

marital status 

single   11.9 

married   53.3 

divorced/separated/  34.8 

   widowed 

number of children 

0   21.9 

1   54.9 

>=2   23.3 

work location 

street   10.9 

one-worker firm  ( 一樓一鳳) 71.8 

sauna/massage/karaoke/hotel 17.3 

clients per day     4.9 

time in service profession 

<= 3 months  18.5 

3 months - 1 year  39.1 

1-2 years    24.3 

> 2 years    18.1 

number of partners 

0   24.2 

1   71.8 

>=2   18.1 
Source: Wong, Lim, and Lynn. (2011). 

 

CONCLUSIONS 

 

This paper has described and discussed how 
innovations in information technology has led to a 

large structural change in the organization of 

businesses in the Hong Kong personal services sector.  

Initially this sector was characterized by high search 

costs on the part of customers and high costs of 

advertising on the part of the providers of personal 

services, leading to a business  organization in which 

firms hired multiple workers and customers visited 

these firms to purchase services.  Following the 

innovation of internet-based provision of information 

through online website hosting, the search cost for 

customers and the advertising cost for suppliers was 
dramatically reduced.  Under the new information 

and search cost conditions, and given the illegality of 

multi-worker establishments and the legality of one-

worker establishments, the efficient organizational 

form was for individual workers to become 

independently-operated one-worker businesses.  

Within Hong Kong's particular regulatory 

institutions, a small innovation in information 

technology became associated with the industry 

structure changing from multiple-worker firms 

providing services to a structure in which individual 
workers became sole proprietors.   

The research reported in this caselet is limited by the 

nature of the personal services industry in Hong 

Kong.  Even though the one-worker-per-unit 

organization is strictly-speaking legal, there are 
reports that large scale organizatons may in fact 

control the operation of many individual one-room 

units, instead of merely acting as a provider of 

advertising services and bricks-and-mortar 

infrastructure (Ng, 2018).  None of this alters the 

main conclusion that the innovation of low cost 

advertising and search, together with particular 

regulatory institutions, led to a large change in the 

firm organization from the customer's perspective. 

Further research can draw upon the large amount of 

data that is available from the online advertising 

platforms to investigate questions of firm 
organization as well as a wide range of issues 

pertinent to the social sciences and public health.   
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