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‘Hongkong's entrep6t function.

““but the rundown of inventories held by

i

Hongkang-made praducts: business is good.

ECONOMIES

‘A reprieve from recession

Good fortune, as much as official policies, must get the credit
for Hongkong's remarkable gains, but there is reason to worry

y Anthany Rowley

Hongkong: Exports have performed re-
markably well so far in 1980, helping to
keep Hongkong’s trade deficit within
manageable proportions and to put the
economy as a whole in somewhat better
balance. This, claims Financial Secretary
Sir Philip Haddon-Cave, is a vindication
of his laissez-faire approach to economic |
management.

In his half-term review of the econ-
omy on September 12, Sir Philip sug-
gested that the “remarkable” (though
also somewhat mystifying, ds he admit-
ted) buoyancy of exports “is a tribute
te our free enterprise ¢conomy and, of
course, is a vindication of the govemn-
ment’s non-interventionist policy stance
— a stance which is not always under-
stood or appreciated.”

It was a neat apologia by the financial
secretary though he might equally well
have thanked good feng shui (luck) and
the policies of Chinese Vice-Chairman
Deng Xiaoping. Luckily, Hongkong’s ex-
ports to the United States have held up
surprisingly well while China’s foreign
trade growth has fortuitously boosted

Domestic exports grew by 33% in
value terms in the first half of 1980 and
by 18% in real (inflation-adjusted)
terms, thanks mainly to a 20% real
growth in exports to the all-important
US market. “It is difficult to explain the
strength of our performance in the US
market,” Sir Philip conceded frankly,

importers and wholesalers in 1979 and a

switch to more competitively priced
SEFTEMBER 1%, 1980 - FAR EASTERN ECONDI‘OMC REVIEW

products must have exercxsed some in-
fluence,”

But exports to Hongkong s two other
main markets, West Germany and Bri-
tain, were “‘more consistent with pre-
vailing economic conditions’ — in other
words, sluggish, And the financial secre-
tary does not expect demand from the
US for Hongkong goods to remain
buoyant. “The state of order books at
present is not particularly promising and
seems unlkely to improve given the im-
pact on personal disposable incomes of
the negative growth rate of the US econ-
omy in the second quarter of 1980 and
the likelihood that demand for non-

-
AF

S:r thp remarkabie mystifying.

durable consumer goods will fall off as
the economy moves into the later stages
of recession,”

Moreover, imports of the Organisa-
tion for Economic Cooperation and De-
velopment (OECD) countries as a whole
are forecast to grow by only 1.5% this
year against 8% in 1979 as the economic
growth of this group falls, from 3% to
1-1.5%. All this suggests that the impact
of international recession has yet to
bite, not that Hongkong’s exports have
already weathered the storm.

Re-exports from Hongkong, mean-
while, grew by 44% in money terms dur-
ing the first half of 1980 and by 29% in
real terms, thanks largely to the re-
emerging entrepdt trade with China.
This chance development (certainly one

attributable more to China’s planned

policies than to Hongkong's hands-off
stance) means that Hongkong's re-

exports are likely to grow by no less ~

than 27% (at constant prices) in 1980 to,
just over HK3$15 billion (US$3 billion)
where they will be equivalent to 39% of
domestic exports (HK3$38,9 billion).

hanks too to this rapid growth of re-

exports, overall export growth should
remain shead of the projected strong
growth (17%) in imports (to HK $60 bil-
lion). So, the visible trade “‘gap™ —
term the financial secretary insists on
using, and which measures the trade
deficit as a proportion of imports rather
than in absolute terms — looks like nar-
rowing this year instead of widening as
Sir Philip forecast in his February bud-
get. This is just as well given that Hong-
kong’s invisible earnings look like grow-
ing only by a modest 4% in real terms
{to HK$5.8 billion) in 1980 because of
an unexpected drop in the number of
tourists coming here and an increase in
the number of Hongkong residents tra-
velling abroad,

Hongkong can hardly expect to avoid
higher imports. They are part of the
price to be paid for higher exports,

largely because of the need to import.

raw materials and capital goods to pro-
duce domestic exports; even more so
now that re-exports figure so large in
the total trade picture. But the fact that
demand for imports of consumer goods
is building up again (after being damp-
ened by the rising value of the Hong-
kong dollar) is not a favourable portent.

The upshot of the export-led growth
in the first half of 1980 (plus a sharp,
25% rise in investment in plant and
machinery expected this year) is that
the financial secretary has marginally re-

" vised upwards his estimate of overall

economic growth (in gross domestic
product — GDP) this year to 10% com-
pared with 9% forecast at the budget and
11% achieved last year.

That is an impressive enough target
by international standards but the 14%
inflation in the consumer price index
(CP1), as against 13% forecast at the bud-
get, that is expected to come as part
and parcel of this growth is uncomfort-
ably high, at least by Asian standards
(see page 115). CPI inflation in Hong-
kong has accelerated from a rate of
5.8% in 1978 through 11.6% in 1979
and now is set to go to 14% — slightly
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