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A few weeks ago, just before the 10th anniversary of Hong Kong’s return to China, I visited the United States as part of a delegation for the Better Hong Kong Foundation.  We went to New York and Washington and talked to think tanks, academics, diplomats, bankers and human rights activists.

Ten years ago, these people were following Hong Kong affairs very closely.  They wanted to know whether we would keep our freedoms, and our way of life as a part of the People’s Republic of China.  Today, that is all history.  The fears that ‘One Country, Two Systems’ wouldn’t work proved to be unfounded.  That’s obviously good news.  But as we all know, nobody really wants to hear about good news.  So these opinion formers in the US have basically lost interest in us.

Some of them expressed concerns about the slow pace of democratic development in our political structure.  Some of them wanted to know more about reports of self-censorship in the media.  They were aware of our air pollution.  Other than that, they were pretty laid-back about Hong Kong.

What they were really interested in was China.  China is a major issue in the US these days.  Politicians, much of the media and much of the public strongly believe that China is destroying American jobs by keeping its currency low and swamping the country with cheap goods.  They want to impose tariffs on Chinese goods if the yuan isn’t sharply revalued.  

The recent outbreak of safety scares about Chinese food, toothpaste, certain toys and other products has added to this feeling.  Then there are worries about Chinese capital buying American companies and assets, and rivalry over resources like oil.  And there are worries about China’s emergence as a strategic rival in the Asian region. 

Not everyone sees things this way.  Bankers, diplomats and economists certainly recognize that low-priced goods from China and elsewhere increase American consumers’ purchasing power.  A tariff would push up prices, especially hurting Americans on low incomes.

But on the whole, China is not viewed positively in the US.  And when a delegation from Hong Kong comes along, that’s what people want to talk about.  They knew that we couldn’t speak for the Central People’s Government.  And I’m sure that they didn’t expect us to pick up the phone as soon as we got home and pass on their views to Beijing.  But they didn’t simply see us as being from Hong Kong.  They saw us as being from Hong Kong, China.

They were quite right to do so.  Not just because of our political status since 1997, but also because we in Hong Kong are very deeply involved in China’s success as an exporter.  

Over 100 billion US Dollars have been directly invested from overseas in Guangdong, and over 60 percent of it came from Hong Kong.   Many of the manufactured goods going from China to the US are coming out of factories owned by Hong Kong-based businesses, mostly in the Pearl River Delta.  The factory management often comes from Hong Kong.  In some cases, the design takes place in Hong Kong.  Other services like finance, insurance and shipping are provided by the SAR.  Even in the Yangtse River Delta, nearly a third of the overseas investment comes from Hong Kong.

So when people in the US complain about China’s exports, they are talking about an important part of our own economy.  

But things are changing.  China is developing fast.  Already, factories in the Pearl River Delta are noticing higher labour costs.  Tougher environmental standards are also putting up production costs.  At the same time, the yuan is rising in value, if not as fast as the Americans would like.  The Pearl River Delta in particular will move on from the emphasis on cheap labour and dirty factories.  

The distinction between overseas and local companies is also changing.  In fact, it is fading.  Last March, the National People’s Congress passed a new corporate tax law, which ends the old system of lower taxes for foreign invested companies.  When it comes into effect next January, local invested companies will operate on a level playing field with their foreign invested counterparts.  Other concessions specifically aimed at exporters are also being reduced.

At the same time, the distinction between investments focusing on export markets and domestic markets is also blurring.  More and more foreign invested companies are targeting the local market, while more local companies are selling their products overseas.  This in turn leads to the possibility of closer cooperation between some of these companies.  

These changes are a two-edged sword for us in Hong Kong.  The removal of preferential tax treatment for exporters is worrying many of our industrialists with factories on the other side of the border.  Under the worst-case scenario, they think 1,500 out of 45,000 export processing companies could close down, costing 10,000 jobs in Hong Kong and over 350,000 in the Mainland.

That assumes, of course, that the companies concerned can’t or don’t take measures to adapt to the new environment.  And it neglects the new opportunities that these changes offer.  

Greater access to the domestic market will provide new opportunities not only for companies in Hong Kong, but in the United States, and elsewhere.  A strengthening Yuan will boost demand from China by increasing Mainland consumers’ purchasing power.  Other trends, like the greater potential for partnerships between Mainland and overseas companies, will also give companies from outside the Mainland more chances to do business in China.

All of this suggests that the American worries about China’s trade surplus are misplaced.  In the longer run, the economic relationship between the two countries will become more balanced, and on both sides there will be more winners than losers from the development of that relationship.

But this also raises important questions for us in Hong Kong.  There will be some losers as the Pearl River Delta moves up the value chain.  Labour-intensive and energy-intensive businesses will be come less economically viable.  The Hong Kong manufacturers who worry about their factories over the border have a valid point.

Growth in large-scale manufacturing of cheap goods from the Pearl River Delta is bound to slow down at some stage.  The value of exports might continue to rise, so that will be good for our trading, marketing and financial sectors.  But if volume growth declines, that will have a real impact on those Hong Kong-owned factories, and on our port activities, which are already losing market share to Mainland facilities.

It is nearly always the case that the losers from economic progress make the biggest noise.  Most Americans benefit a great deal from cheap Chinese products.  But a relatively small number of them have lost jobs in industries like textiles, which can’t compete with China.  Those industries, which account for only a small part of the American economy, are playing a big part in demanding tariffs and other action against China.

Something similar could happen in Hong Kong.  Even when our economy is doing well, as it is today, there is still this debate going on in the background about our role in the future.  
Not everyone is optimistic about the future.  They saw the Mainland attract our manufacturing base in the 1980s.  They saw white-collar jobs like data entry and paging centers move across the border in the 1990s.  Now we are seeing the Mainland growing fast in some of our older activities, like container handling.  And we see places like Shenzhen developing sectors that we have never even had on a large scale, like hi-tech research.  Even our role as a capital-raising center for Mainland companies is in doubt, now companies have a huge pool of domestic savings to tap into through Mainland stock markets.

These anxieties lead many of us to look for help, usually in the form of Government intervention.  We hear requests for support for our manufacturing base across the border and aid for specific activities like high-tech.  We even hear suggestions that Beijing should favour Hong Kong over Mainland cities in some ways.  

Like the calls for tariffs in the US, this is the wrong way of thinking.  The private sector and market forces will decide best how Hong Kong adapts to the ever-changing global economic environment.  The Government needs to maintain its focus on the basic ingredients of our business environment, like low tax and rule of law.  And the rest of us should probably be a bit more confident.  The opportunities outweigh the challenges.

