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HK’s invisible economic strengths

Nearly every day, it seems, we get some more bad news about our economy.  Just when you think it can’t get any more depressing, along comes another statistic apparently telling us that we are doomed.

In nearly every single case, the bad news is specifically about our internal, or domestic, economy.  Local companies aren’t investing much here.  Most of all, local consumers are keeping their money in the bank and aren’t spending.  Or if they are spending, they’re spending in Shenzhen.

Spending by families and individuals accounts for the majority of our economic activity.  So it’s hardly surprising that our overall economy is crawling along at the moment.

There are several reasons for this.  People unfortunate enough to be out of work are obviously left with no choice but to tighten their belts.  And many more people are reluctant to spend if they are afraid that they might also lose their jobs.

Then there are people whose investments have fallen in value, or whose property is worth less than they paid for it.  Such people certainly feel poorer, they feel exposed, and they are also reluctant to go out and spend.

Then, finally, there is the overwhelming majority of people who are in secure jobs and have no obvious economic worries.  Many of them see everyone else worrying, so they also hold back and take extra care.

In other words, much of our economic slowdown has a psychological cause.  It is not simply that a weak economy is damaging our confidence – but our damaged confidence is weakening the economy.

The good news is that confidence can improve as quickly as it declines.  Sooner or later, we will see some improvement in the regional and global economy.  And, as people feel more confident, they will get the urge to start spending again.  A fair number of them will be sitting on quite a lot of money, too.

However, while all this is going on, there is another part of the Hong Kong economy that is doing extremely well.  Yet very few people, including for some reason our government, ever bother pointing this out.

Hong Kong is a small, open economy, with big interests outside its own, rather artificial, border.  Forget about that border for a minute, and you can actually see a very different Hong Kong – a city that is the centre of an extremely vibrant, successful and fast-growing economy.  

This is an economy where people are consuming – but they’re doing it in Shenzhen.  More importantly, this is an economy that has some 70,000 companies employing around 5 million workers.  All those factories are in the Mainland, but they are owned and run by Hong Kong.  We make a lot of money out of this.  But we don’t always see the full impact in our economic statistics.

When our entrepreneurs make money in the Mainland, it’s not always possible to bring the money out – so they buy real estate or other investments in the Mainland.  When they make money by selling toys or clothing to the USA, they also might not bring the profit back to Hong Kong.  They might buy assets overseas.  They might send their children to school overseas. 

All this is making Hong Kong people wealthy, but it’s not showing up in our own statistics.  

We can see some of it.  If you read the economic news you will have seen headlines about the strength of our exports of goods.  In fact, these are things made outside Hong Kong and are  simply passing through our ports.  Many more of these things – toys, clothing, electronics, and so on – do not even come through Chek Lap Kok or the container terminals.  They by-pass Hong Kong completely.

In the long run, it may well be that Hong Kong has virtually no exports of goods at all. We certainly don’t manufacture things any more.  With some limited exceptions, our factories have moved over the border.  

And in the long run, there is no particular reason why so many goods should even pass through our ports.  London and New York no longer have ports – the space is too valuable.  Hong Kong might end up going the same way.

But it doesn’t really matter.  Hong Kong companies and people are involved with the buying, the selling, the designing, the sourcing, the marketing and the financing of all this trading.  

This is reflected in another part of our trade, and that is our exports of services, which have been growing even faster than our trade in goods.

So far as I can see, this is Hong Kong’s true economic future.  The government is pushing for Hong Kong to be a hub – for tourism, high technology and logistics.  Maybe these things will happen, maybe not.  But we are already a unique hub in terms of skills and expertise for people doing business.  

More than ever, we have an unbeatable concentration of high-value skills.   Nowhere else in Asia will you find the depth or breadth of our international financial, legal, managerial, and other services.   

It is hard to see Hong Kong ever becoming a silicon valley, with people doing the latest scientific research and development.  But it is easy to see us building on our services.  

This is especially the case where that big, offshore economy is concerned.  We have a lot to offer the rest of the world.

Hong Kong can organize cheaper manufacturing.  It can deliver faster and simpler sourcing.  It can arrange very fast delivery of prototypes.  It can get the products onto the market faster than anyone else.  If you want the goods in a different colour, a different shape, a different size, Hong Kong can fix it.  

It seems obvious to me that our advantage in many types of expertise is actually growing.  

We will never again be competitive, within our own borders, as a manufacturer.  And as I say, in the long run it might not even make sense for us to play such a big role in the hands-on transportation of goods through ports.  But when it comes to getting things done outside our borders, we are getting better and better.

I am particularly struck by this whenever I meet members of the business community in Southeast Asia.  I am always interested to see just how much these people envy Hong Kong’s proximity to Mainland China, and how much they would like to invest in China. These are overseas Chinese people with medium-sized investments in Thailand, or maybe Malaysia, Indonesia or elsewhere.  

They have funds and access to finance.  They see China becoming the world’s most cost-effective manufacturing powerhouse.  And they see China becoming a significant domestic market in its own right. They want to set up factories there.  

However, they are also afraid of doing business in China.  They have heard stories of corrupt officials, partners who cheat, bad debts and piracy. These people are not in the big league, and they cannot afford to make mistakes. Their knowledge of the business environment in the Mainland is very limited.  They don’t know their way around the bureaucracy, they don’t have contacts, they don’t know who to trust. 

In some cases, they suffer from misunderstandings about the Mainland.  But they are right to be cautious, just as Hong Kong businessmen were when they first started investing on the Mainland 15 or more years ago.  So who can give them a helping hand?  

Step forward the thousands of Hong Kong men and women who have gone to the Mainland; done research; negotiated with partners; handled the bureaucracy; found managers, staff and suppliers; installed the plant; done deals with customers, and shipped the goods.

Lots of Hong Kong people have been there, done that. They have a track record of solving problems on the Mainland.  They know ways of reducing risk, speeding things up and increasing returns. 

In fact, along with Taiwan, we probably have the world’s richest store of knowledge and experience of small and medium-scale investing in the Mainland.  Hong Kong people are the perfect advisors or minority partners for those Southeast Asian businessmen looking for a helping hand as they enter the Mainland.  

With the Mainland now in the WTO, Hong Kong must accept that it will never again be the sole gateway to China.  Our government is right to say that our economy needs to find new roles.  But new roles don’t have to involve large-scale public spending or visionary government assistance for technology or other sectors. 

The development of the Mainland as a manufacturing site, and increasingly as a market, will spur overseas investment there and increase demand for many of the skills and expertise we have to offer.  And it is probably not just Southeast Asians who need that help. Smaller businesses elsewhere in the world almost certainly feel the same way.  

Unlike some other places, Hong Kong does not have a tradition of people waiting for the government to tell them what to do.  People go out there and find their own opportunities.  All those companies in Thailand and other countries looking for a helping hand in China represent hundreds and hundreds of new opportunities.
It is true that much of the value added by Hong Kong in this way doesn’t appear in our economic statistics.  Our statistics measure only what happens inside our border.  To you or me, furniture is furniture whether we buy it in Shenzhen or in Causeway Bay.  To economists, a chair has no value if you buy it in the wrong place.  This is where the phrase “thinking outside the box” becomes especially appropriate.

Hong Kong is a box.  Our people, with their skills and expertise, are thinking and acting outside it.  If people realized the importance of our invisible, offshore economy, and the amount of wealth created by our services sector beyond our borders, I believe they would be a lot more confident about Hong Kong’s future.  
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