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By GISELLE MILITANTE

THE spectre of increasing
capital flight will continue to
haunt Hongkong in the next
few years, but the territory’s
high domestic savings are
expected to cushion damag-
ing effects on the economy.

According to the Stan-
dard Chartered Bank’s
Hongkong Economic Indi-
cators released this month,
events in China have severe-
ly shaken confidence in the
territory.

It noted that a recent sur-

{\vey by the Federation of

ongkong Industries
howed that- 75 per cent of
he sample intends to emi-
ate and 40 per cent was
ikely to reduce investments

n the territory.

“Hongkong has to wea-

her.the storm -of the latest
conifidence crisis so as to
materialise its long run pros-
perity. Apart from the chal-
lenge of the so-called brain
drain, the outflow of capital
could be seen to become a
major concern over the
short to medium term,” the
bank said.

“Faced with the reality of
an outflow of capital, Hong-
kong has to increase its do-
mestic savings relative to in-
vestment or reduce invest-
ment relauve to savings
available.”

- During the past two de-
cades, Hongkong had suc-
cessfully weathered the capi-
tal drain through higher
savings, which averaged
about 32 per cent of gross
domestic product (GDP),
without much negative ef-
fect on economic growth.

This has enabled GDP to
grow an average of nine per
cent a year.

Capital outflow during
the past five years averaged
4.4 per cent of GDP, still an
acceptable figure from a his-
torical perspective, accord-
ing to the bank.

“In the national income
identity, the balance of the

#

ank warns of
threat of hlgfg
capital outflow

current account is the coun-
terpart of the saving-invest-
ment gap. An external ac-
count surplus will facilitate
the outflow of capital with-
out exerting a downward
pressure on the exchange
value of the Hongkong dol-
lar or upward pressure on
the local interest rates,” the -

‘bank said.

“The ratio between flight
capital and total export ear-

. nings of Hongkong, which

indicates the affordability of
a continued capital drain,
stood at an average of 3.6
per cent during the past five
years.

“The economic indicator
argues that this is a very low
figure as compared with the
debt or service ratio of many
indebted countries, showing
that a persistent outflow of

capital can be sustained and |

will not give rise to any seri-
ous damaging effect on
Hongkong’s external ba-
lance.”

The bank noted, howev-
er, that this scenario -‘would
hold true in the future only if
Hongkong could continue to
boost its exports of services.

Hongkong could only
trim its imports so much,
while the potential of in-
creasing manufactured ex-
ports was restricted by the
slow growth of its labour
force, it said.

The bank said Hongkong
had become more of a ser-
vice centre than a manufact-
uring base, with a substan-
tial portion of its manufac-
turing activities already
shifted to China.

The service sector had
also grown in importance, '
accounting for more than 70
per cent of the territory’s
GDP.

“Net exports of services
have enabled Hongkong to
maintain a current account
surplus in 15 years of the
past 20,” the bank said.
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