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what is Hong Kong really worth to Britain?’
Col. John Tilney, M.P.
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The new
IBM Copierll.

Itisnt how fasta
copier is rated that counts,
but how fast you can
actually make copies.

1BM Copier Il produces the
first copy in six seconds,
subsequent copies of the same
or different originals are
produced every 2.4 seconds.

The new |IBM Copier |l handles
every office application with
quality result and special care.

It features an advanced document
feed that lets you feed in your
originals continuously.

A special document holder lets
you copy oversize documents,
sections of maps, engineering
drawings and construction
plans . . . No folding required.

Simply call a Representative
of our Office Products Division,
He'll be happy to explain the
IBM Copier il in more detail
and show you how it can best
be used to speed things up
in your office.

[ —————

I'm interested in getting more
information in the new
IBM Copier [I, please . . .

[ send me a catalogue

[ send a representative
NETE e e ———
Company .
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Address
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1BM World Trade Corporation
New Henry House, HongKong
Telephone: 5-246141-8
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THINKING OF
YOUR STAFF?

For all forms of Retirement
Benetits and Group Life
Assurance Schemes
consult:

GUARDIAN ASSURANCE CO., LIMITED,

2nd Floor, Union House, P.0. Box 94,
Hong Kong. Telephone: H-233061.

You get a great deal from Guardian



HK and Britain

Adding up the Assets

¢ RTOW tell me, gentlemen, what is

Hong Kong really worth to
Britain?” queried Col. John Tilney,
MP. A good question providing
ample food for thought. In recent
meetings between the Chamber and
visiting Members of Parliament, the
subject of Hong Kong and its value
and relation to the United Kingdom
has been raised and discussed with
much interest and animation. It
becomes apparent that there has been
surprisingly little published informa-
tion and statistics, official or otherwise,
on the value of Hong Kong as a
British Colony, her potential and im-
portance as such, or alternatively, the
advantages and benefits she may
enjoy in an arrangement often regard-
ed as anachronistic.

Tt was in this context that the
Chamber decided to carry out some
research into the situation. A back-
ground paper was prepared and the
Chamber Council discussed the subject
under the specific headings of: Hong
Kong’s position vis-a-vis the UK with
regard to reserve holdings which are
predominantly held in London; the
advantages of Hong Kong to UK
companies; usefulness in the marine
and and aviation fields; and Hong
Kong’s value to UK as an export
market.

The emphasis was very much on
quantifiable factors and for the pur-
poses of this paper, intangibles and
non-economic factors were overlooked.
Furthermore, the following summary
should be regarded only as an interim
report. It was agreed that follow-up

work should be undertaken before the
full picture emerges.

One of the most important links
between Hong Kong and UK is
financial — the link between the Hong
Kong Dollar and Sterling. Hong
Kong became a member of the
Sterling Area in 1941 and wuntil
June 26, 1972, when the Sterling
Area in its traditional form was
liquidated, the reserves of the Hong
Kong Government and the greater
part of the reserves of Hong Kong’s
banking system were kept in London.

Basle Arrangement

Following the devaluation of sterling
in 1967, UK offered all members of
the Sterling Area, including Hong
Kong, a free guarantee in terms of
US$ value of all officially held
Sterling, in excess of 10 per cent of
each country’s total official external
reserves. - In return, they were obliged
to maintain a minimum proportion of
their reserves in sterling (for Hong
Kong, this was 99 per cent, later
reduced to 89 per cent). Under the
so-called Basle Arrangement, Hong
Kong reserves were thus guaranteed
to September 1973 against any
devaluation of the pound in terms of
the US$ from the then par value of
US$2.400 = £1. For Hong Kong,
‘official reserves’ includes the major
part of the sterling reserves held by
Hong Kong banks. ‘Compared with
other territories, Hong Kong’s sterling
reserve holding (in excess of £900
million as of June 1972) was and still
remains the largest single holding —
forming consistently well over one
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quarter of the total sterling liabilities
of the UK.

The floating of sterling protected
UK’s reserves, and there is now less
pressure from the EEC, whose Sterling
balances have now been guaranteed
by UK since last autumn. Hong Kong
cannot assume it will automatically be
granted an extension of the Basle
guarantee.

Embarrassed

The view sometimes put forward is
that the accumulated sterling reserves
of places like Hong Kong are not
fulfilling a true reserve role for the
Pound Sterling because the funds are
now at the disposal —and therefore
could be withdrawn — of independent
countries which were hitherto Colonies
or dependent territories. They are
shown in the UK balance of payments
as liabilities and London acts merely

in a ‘banking’ role, — receiving
sterling deposits and paying out
interest. It has been suggested that
UK is even ‘embarrassed’ by the

presence of large sterling balances and
is now trying to divest herself of them
in order to minimise the role of
sterling as a reserve currency.

On the other hand, the Hong Kong
Government/Banks combined sterling
assets have acted as a major buffer
against short-term outflows of sterling.
The stable element of Hong Kong’s
reserves assist the Bank of England in
operations for UK’s foreign exchange
equalisation account. This was illus-
trated most recently by the official
purchases of US dollars in May this
year in order to prevent sterling rising

too strongly and thus curbing UK
export growth. It has also been
suggested that while UK authorities
might wish to see HK’s sterling
assets located elsewhere, bankers
would not like to see a withdrawal of
HK’s reserves; the association with
HK and the funds it commands is
valued by bankers.

In any case, it is unlikely that the
British Government would be in a
position to permit the repatriation of
sterling balances all at once should
HK want to diversify beyond
the 10 per cent which is permitted
under the Balse arrangement. It is
more likely to be a phased withdrawal
and so it is possible that UK, to
discourage any substantial withdrawal
of funds, might be prepared to agree
to extend the present guarantec
arrangement for a further period,
albeit in a reduced amount.

At present, the only feasible alter-
native to sterling as a reserve currency
is the US dollar, which for the
immediate future at least is likely to
remain under pressure in international
markets. The dollar, furthermore,
normally offers less attractive interest
rates than sterling invested in London.
Other currencies now standing strong
on world exchanges, such as the West
German mark and the Swiss franc,
offer a very limited yield and the
governments concerned are reluctant
to see their currencies used as reserve
currencies, pointing to the UK as an
example of the problems associated
with assuming this role.

UK may derive a unique value from
Hong Kong by virtue of Hong Kong’s
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banking system providing a bridge
between China and the outside world.
Much of China’s trade is financed
through banks in the Colony and until
recently, was conducted in sterling,
thus giving business to London.
China’s purchase of sterling in Hong
Kong contribute to sustaining the
foreign exchange value of sterling.
The foreign exchange earnings of
China in Hong Kong have always been
significant. Until about 1970, over 60
per cent of China’s foreign reserves
was generated in Hong Kong. Its
earnings in Hong Kong now constitute
about 45 per cent of its total foreign
exchange earnings and, even at a
conservative estimate, run at a level
of over £30 million a month.

Remittances

It would also seem that Hong
Kong is of considerable advantage to
UK’s large institutional investors. The
freedom to remit dividends and profits
from Hong Kong was fully utilised by
UK investors at the height of the
stock market boom during the first
quarter of this year. It is estimated
that between £250 and £350
million was remitted across the ex-
changes to UK. Much of this was
the realisation of earlier long-term
investments, some represented a once-
for-all profit for UK and together, they
accounted for a large part of the
reduction in Hong Kong’s sterling
balances. Tt is hoped that investors
who reaped good profits here will
eventually be tempted to return.

Since July 1972, when the Sterling
Area was dismantled and HK became

part of the External Account Area,
UK exchange control made it
obligatory on all UK investors in HK
shares to use investment durrency.
Now all former Sterling ‘Area shares
and stocks must be acquired through
the investment currency pool and
currency in this pool is currently at
about 25 per cent premium over the
spot rate.

Although this could have adverse
effects on the future growth of
financial activities here, Hong Kong
does enjoy one advantage over the
former non-sterling areas. This is due
to the fact that 100 per cent of the
proceeds of shares of companies
incorporated in the former Sterling
Area can be disposed of in the
investment currency market whereas
only 75 per cent of the proceeds of
shares on non-sterling area countries
may be sold as investment currency.

An important recent development
has been the increasing use by City
of London institutions and banks of
international repute, of Hong Kong
as a financial centre. These banks,
money brokers, sharebrokers and
export finance confirming houses add
to the range of financial services
available in Hong Kong. Such in-
stitutions while tapping Hong Kong
funds for their operations have also
access to funds around the world
which are made available in Hong
Kong and throughout the Far East.
Hong Kong has in a sense become an
offspring of the City.

Hong Kong has also been an
important market for UK insurance

9



(AN YOU
ANSWER THESE FIVE QUESTIONS
ABOUT THE NEWS?,

1. After more than a century of expulsion, what country has
just voted to allow the Jesuits to return?

2. His nickname is Speedy. He’s the President of an African country.
He just sold his predecessor’s $2,000,000 yacht, and his own
preferred transportation is a Volkswagen, Who is he?

3. Pablo Picasso was one of history’s most prolific artists — he also
was probably the richest. What is the estimated size of his
personal estate?

€}, Australia’s Prime Minister recently described one world power as ‘‘an amazingly docile country.
More than any other country in the world the (people) are satisfied to live in all senses within
their own border’’. What country was he talking about?

55. What new argument (and old weapon) are the Arab nations turning to in their struggle

against lsrael?

If you were able to answer these questions, or even if you just wished you could,
you're just the kind of reader TIME is written for. Because that means you have a
healthy curiosity, you care about keeping up with the news, and your interests are
wide-ranging.
i . T T R And these are three good reasons why you
should be reading TIME. Every week TIME
keeps you reliably informed about the subjects
thoughtful people everywhere are discussing:
politics, business, the arts, medicine, science,
books, education, space exploration and
the way other peoples live all over the world.
Every week, TIME brings you lively reading,
plus the special ,confidence that comes of
keeping up-with the whole world’s news.

And now you can subscribe to TIME
— and save money as well. Because the attached

card offers you extra low introductory rates.
Why not mail it now?

TIME The Weekly Newsmagazine

1. Switzerland 2. William Tolbert of Liberia 3. U.S5.$750 million 4. China 5. Oil
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companies, operated either directly
through brokers or through HK
companies acting as agents. UK in-
surance companies working in HK are
also permitted much more freedom
over the investment of their policy
earnings ‘than UK-based companies.

It is generally agreed that HK is
an important market for British
shipping and associated services. 1.5
million freight tons is expected to go
from HK to Europe during the cur-
rent year, much of which will be
carried by British vessels. HK also
provides ship-repair and container
terminal facilities to British shipping.
Speed and efficiency in these two
activities are essential and HK pro-
vides the fastest shipping turnround
in the world.

Hong Kong also provides the only
deep sea facility for South China with
container facilities. Without these,
UK container vessel operations on the
Far East route would certainly not be
as viable as they are.

Substantial orders are also placed
by Hong Kong shipping companies
with UK shipbuilders and if UK’s
price and delivery performance could
be improved, considerably greater
earnings would be available.

The main value of Hong Kong to
UK in the field of aviation is Hong
Kong’s position as negotiating point
in the provision of airline services — a
somewhat mixed blessing for HK. UK
can offer landing rights in HK in
exchange for landing rights controlled
by other countries. ~ On the other
hand, Hong Kong also derives ad-

vantage from international airline
services using Kai Tak. But this
benefit is mitigated perhaps by the loss
sustained by Hong Kong in landing
fees which Hong Kong might other-
wise have gained, but for UK’s use of
Hong Kong as a bargaining point.

A market & a supplier

Hong Kong is at present UK’s 22nd
largest export market, with UK
exports to Hong Kong (including
re-exports) valued at £101 million
representing 1.4 per cent of UK’s
total exports in 1972. UK manufac-
turers are increasingly looking to
Europe as a main market and there is
now a tendency to overlook traditional
markets like Hong Kong.

It is also noted that Hong Kong is
an important supplier to UK of good,
inexpensive merchandise, much of
which still enters under a preferential
tariff, thus helping to restrain the UK
cost of living.

UK also benefits by substantial
construction contracts going out to
UK companies. The main contract —
worth HK$320 million (£21 million)
— for the Cross-Harbour Tunnel, for
which UK provided much of the steel
and other materials, as well as the £1
million consultancy contract, went to
UK companies. UK also has hopes
of securing at least part of the work
for the £500 million mass transit
system. [In addition, contracts have
been awarded to locally-based sub-
sidiaries. for building and civil en-
gineering works and materials. Tt is
not possible to estimate the value to
UK of these contracts.
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Pick of the Press

Reprinted from Plastics and Rubber Weekly

China and Petrochemicals

the current search to find new sources of raw materials for our plastics

industry, the suggestion has been put forward——can China help? Little
however is known of the Chinese petrochemicals industry. This month we
publish therefore a somewhat different, more technical, ‘Pick of the Press’,
The first two westerners to have the opportunity of studying at first hand the
Chinese plastics and rubber industry were Dr. Herman F. Mark, Dean
Emeritus of the Faculty at the Polytechnic Institute of Brooklyn and Dr.

Sheldon M. Atlas, professor of Chemistry at Bronx Community College.

They

are interviewed here on behalf of the UK’s Plastics & Rubber Weekly, a leading

plastics industry newspaper.

What sort of plants did you visit?

We visited a refinery handling about
2V2 million tons of crude oil a year
and employing 10,000 workers. We
visited four plants producing poly-
propylene, polystyrene, polyester,
polybutadiene, polyethylene and six-
nylon and a textile mill using a mix-
ture of natural and synthetic fibres.
We also saw four laboratories.

Did you gather anything about pro-
duction quantities of polymers in
China?

We estimate their resin production
at an annual 50 million lb each of
high density polyethylene and poly-
styrene, about 25 million 1b each of
PVC and polypropylene. They also
make varying amounts of others such
as low density polyethylene, nylon
etc. making a total of 300 million 1b
of thermoplastics per year.

This is, however, a very rough
figure and we would reckon that about
half this much thermo setting material
is also being produced.

Sophisticated materials such as
polycarbonate are being produced on
a very small scale as the Chinese do
not appear to have any urgent need
for them as yet.

How technically advanced do you
think the Chinese rubber and plastics
industry is? ‘

Their basic knowledge is the same
as ours. They are keeping abreast of
the literature. However, the plant,
machinery, the equipment in the
labordtories is obsolete by our
standards. When we walked into
their laboratories we saw equipment
which you would have found here in
the USA 15 to 20 years ago.

If they lag behind the West, in which
areas is this most obvious?

The most important difference is
the size of the plants. By Western
standards they are uneconomic but
they are content with pilot size plants.
They are not concerned whether they
make profits. High employment is
more important to them.

It is well-known that China makes
substantial purchases of natural rub-
ber. What is known of their synthetic
rubber production?

We would guess that natural rubber
consumption is about 70 per cent of
the total. They produce between
45,000 tons per annum of 1.4 cis rub-
ber. Again not economic but they

12




are not concerned. We would
estimate also, a production of about
50,000 tons per annum of SBR and
about 15,000 tons of EPR. There
are two polybutadiene plants pro-
ducing about 10,000 tons per annum.
They are also making fluoro-rubbers
in experimental quantities.

In the field of polymers, do the
Chinese regard the Western countries
as advanced or, like the Russians, do
they consider that we fail to exploit
our innovations properly, resulting in
too many types of materials?

The situation in China is quite dif-
ferent from that in Russia. We spoke
to many of their professors and they
all said the same thing. China wants
to catch up in polymer technology.
They will be most grateful for any
help that can be given whether it be
literature, specifications or samples.
How were you received during your
visit?

The hospitality we reccived was
beyond words. They were com-
pletely open with us and very friendly.
Within 24 hours we were on first
name terms with many of them.

We have both visited Russia on
many occasions but the atmosphere in
China and their attitude towards us
was quite different. From this point
of view it was like visiting a Western
country. We were invited to criticise
because the Chinese want to learn.
Did you see many consumer items in
plastics?

Plastics products are available in
Chinese cities in small quantities, such
as bags, shoes, babies’ feeding bottles,

soap containers, some 10-10 nylon,
containers, buckets and the like.

Do you know of any US or foreign
companies on their own or through
affiliates, trading in polymers or
polymer products with China?

Not at the present time. We think
that trade will increase, but only very
slowly. The Chinese problem is that
they have only limited funds to pur-
chase from foreign countries.

It would be no good going to the

Chinese and offering them an up-to-
date plant in return for money. What
would be required would be a ‘soft-
sell’ approach with emphasis on work-
ing closely with the Chinese to solve
their production problems step by
step.
If the Chinese wanted US know-how
in polymer production or technology
would the State Department allow
such trade or would they block it in
‘the interests of security?’

The short answer is ‘no’. Obvious-
ly we did not discuss any classified
material. We deliberately steered
clear of any discussion on the use
of polymers for military purposes.
Was there any particular area in
which US know-how might be of value
to the Chinese?

They are at present transporting
crude oil thousands of miles by rail.
In the future they may want a pipeline
to do this and by that time it may be
made not of steel but of extruded
polyethylene. If sold correctly we
would suggest that technological
know-how would be of great value to
the Chinese in such an undertaking,

13



Picture Briefing

F. M. Castro (left) of the Chamber welcomes Mr.
Enrico De Maio, Commercial Consul of the
Ttalian Consulate General, when he accompanied
an Italian Trade Mission on & visit to the Cham-
ber on June 7.

Mr. W. L Spencer, President of First National
City Corporation, was the guest speaker at a
Chamber luncheon held on June 22.

Eight citizens who has assisted the Police in the
fight against crime have so far been presented
cash awards from the Good Citizen Award Fund
which is administered by the Chamber. Picture
shows Mr. H. P. Foxon complimenting one of the
recipients, Mr. B. L. Koo, for his public-spirited
action.

Governor W. Waller of Mississippi (2nd from
left) emphasises a point when he met Members of
the Chamber for discussions on July 3.

Mr. L. W. Huen, a Chamber member selling toys
and dolls did well during the joint Chamber/TDC
visit to Africa. Seen here is Mr. Huen (left)
showing his products to Mr. Anofi Guobadia (3rd
from left). Deputy President of the Lagos
Chamber of Commerce and Industry, while Mr.
E. U. Lyen (4th from left), Chairman of the
Africa Area Committee and Spokesman for the
group looks on.
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Briefing

News from the Chamber...

and the rest of the world

A trade mission with a good idea
to sell was that from the State of Mis-
sissippi, USA, led by Governor
william Waller, who called on the
Chamber on July 3. Although mem-
bers of the mission were representing
a wide range of products, Governor
Waller was in addition particularly
interested in promoting the idea of
joint ventures with HK industrialists.
They are however joint ventures with
a difference. '

As background, it should be explained
that. Mississippi produces sufficient
fibre to clothe half the world. HK has
of course long been a market for
Mississippi cotton. The State also
devotes three million acres to the pro-
duction of soya beans, another com-
modity for which HK is a major mar-
ket. . Additionally, it produces a wide
variety of ‘other agricultural products,
some of which could be of interest to
HK.

The Governor’s wish is to encourage
HK businessmen to join with Missis-
sippi interests in the setting up of
plants for the processing of this pro-
duce. The principal benefit to HK
industrialists is that it would provide
them with a guaranteed source of
materials.

The world today is facing a serious
shortage of many types of basic com-
modity, and consequently prices are
rising. Hong Kong is already feeling
the effects’ of this, and the trend will
intensify in the future. Although long-
term ventures along these lines are
traditionally alien to the HK approach,

the proposal in today’s conditions is
worth serious thought.

In addition to guaranteeing a source
of supply, the enterprise would of
course give rise to all the normal re-
turns an investor would expect in such
circumstances. Further information
can be obtained from the American
Consulate’s Commercial Section.

{] In June, S. L. Chung of the
International Trade Department was
the guest of Swissair in an inaugural
flight to Johannesburg. While there,
he called on the Johannesburg Cham-
ber of Commerce.

South Africa is liberalising its import
licensing, and because of this change
of policy, the Johannesburg Chamber
of Commerce is organising a mission
to Hong Kong in October. Members
will be informed as soon as details of
the itinerary and composition of the
group are finalised.

[[] The Business Travel Group to
Africa, jointly organised by the TDC
and the Chamber, concluded their 5-
country tour on June 18. Mr. E. U.
Lyen, spokesman of the group, re-
ported that the 15-member group is
happy with the result of business con-
cluded during their visit, especially in
Lagos and Nairobi. Popular items

include radios, toys, hardware,
watches, stationery, garments and
stoves.

[0 Mr. N. A. Rigg of the General
Committee who is the Chamber’s
representative on the Hong Kong
University Appointments Board was
also appointed Chairman of the
Board.
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The day the

Consultants came

T the AGM last April it was
agreed that the Chamber would
have to increase its fees for the year
1974. The Chairman also an-
nounced that in order to ensure that
cost increases were not being passed
on to Members in an arbitrary
fashion, the Chamber had engaged
the services of a management con-
sulting firm.

Senior staff were given a good idea
of what would be involved before the
assignment actually commenced, and
their co-operation enlisted. With the
example of the Hong Kong Govern-
ment before us, some expected that
those who were to sort out our mud-
dled habits and drag us screaming
into the twentieth century would be
from McKinsey. They were however
from a different stable — PA Mana-
gement Consultants Limited.

PPA started -as a British firm during
the last war. Since then it has grown
into a world wide organisation, and if
not actually the largest international
consulting firm, it is certainly one of
the top two or three, with more than
1100 consultants in 20 countries.
PA operates a broad spectrum of
management  consulting  activities,
ranging from large-scale long-range
planning projects down to specific
and limited exercises into, for
example, the efficient operation of a
godown.

Among its more ambitious current
assignments is a job for the combined
telecommunications organisations of
all the western European nations,
aimed at forecasting the growth in
demand for data transmission over

the next 15 years — a truly daunting
task! It has also carried out an
assignment for the Singapore Interna-
tional Chamber of Commerce, which
perhaps makes it a natural choice for
the Hong Kong Chamber.

The branch active in the Region is
an off-shoot of PA’s Australian com-
pany. Its regional director is George
Done who spends much of his time
on a circuit starting at Sydney and
covering Indonesia, Singapore,
Malaysia, Thailand, Hong Kong, the
Philippines and back to Sydney. The
local office is in Kayamally Building,
where the senior consultant is
Anthony Meggitt.

The man assigned to the Chamber
is Geoff Stearn, who, unlike his two
Aussie colleagues, is an Englishman
who emigrated to Australia, where he
joined PA.

Superman? Hatchet man?

‘A consultant is not a superman;
and he most certainly isn’t a hatchet
man whose job is to sack half the
staff,” says Geoff Stearn. ‘Basically,
a consultant can bring three assets to
a job—time, objectivity and ex-
perience. ‘And in this context, ex-
perience means not only his own
experience, but also the pooled ex-
perience of his company.’

‘When you hire a consulting firm
you may see only one or perhaps two
or three people about the place. But
you have in effect secured the back-
ing of a team running into hundreds.’

‘The time factor is important too.
Sometimes a consultant is doing what
any good staff man could do —if he
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had the time. But due to the pres-
sure of day-to-day work, few staff
men can afford to sit back and think
about the long term development of
even their own jobs, let alone find
time to carry out the detailed analysis
which some assignments require.’

All departments of the Chamber
have been subject to Mr. Stearn’s
scrutiny.  Broadly speaking, there
have been two sides to the assign-
ment. First, a thorough examination
of the costs — the real costs — of the
various services offered by the Cham-
ber. ‘With an organisation like the
Chamber, where the biggest single
cost factor is salaries, how people
spend their time is of prime impor-
tance,” Mr. Stearn stresses.

Accordingly, staff have been main-
taining individual time records — how
much time per day was devoted to a
particular activity. =~ The cumulative
figures emerging from these surveys
have then been related to depart-
mental budgets.

The other side of the exercise has
been to look at what Members get
from the Chamber. Some Members
will have experienced this at first
hand, when a few weeks ago they
were approached by Chamber staff
with a request to answer a few ques-
tions on various of the Chamber’s
activities, and their need for an
opinion of these activities. Naturally,
time did not allow for an approach to
be made to all Members, but care was
taken to ensure that the sample
selected was representative of the
overall Membership.

Tt is yet too soon to say whether

this research will give rise to big
changes in the Chamber, since the
assignment is still underway. PA
will be submitting their report to the
Committee during August, and at pre-
sent data is still being collected from
some sections of the Chamber.

In the meantime, it has been in-
teresting to observe the reactions of
staff to this process of analysis.

‘He’ll never understand how we
work in a short period like this.’

‘He’s asking me questions I don’t
even know the answers to myself. . . .

‘Well, T've opened his eyes to one
or two things that go on round here.

‘Well, I've put him straight. From
now on, X will be working for me,’
(said by Y).

‘Well, I've put him straight. From
now on, Y will be working for me,’
(said by X).

‘All this is predictable,” says Geoff
Stearn. ‘In  any situation where
there’s an element of uncertainty
people will sometimes read more into
things than is necessary. But by and
large people at the Chamber have
been most co-operative.’

Finally, among those most interest-
ed to see the outcome of PA’s efforts
is a staff member who is in fact a PA
ex-employee.

With the benefit of knowledge
culled from both sides of the fence he
is inclined to smile knowingly and
say ‘Interesting . . . but there’s no
advantage in having been a judge
when you find yourself in the dock.
If I were Stearn, I known the obvious
move I'd make. I'd sack me.’
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Sharing the Burden

IS is the year when Hong

Kong’s textiles prospects will be
more or less decided for probably the
rest of the decade. The Long Term
Arrangement on Cotton Textiles ex-
pires this year and talks are currently
taking place on whether, and in what
form, an extension will occur.

Although almost all of HK’s textile
markets — including the USA and
Japan — have a vested interest in the
LTA, attention is perhaps focussed
most closely on European attitudes.
Although it would be foolish to pre-
tend that the attitude of the USA, or
that of Japan, did not matter, it is
likely to be European attitudes that
set the pace, as it were. Also, any
new agreement hammered out between
the European nations will have
countries, as in the case of HK.

There are several reasons for this.
Firstly, of course the EEC has been
enlarged. And from HK’s point of
view, the fact that Britain is now a
member is especially significant.

The immediate question is just
what form the Community’s commer-
cial policy will take. The EEC has
yet to introduce a common import
policy in respect of the products not
included in the Common Liberalisa-
tion List. The List gives details of
those products which have been
liberalised for import from GATT
countriecs by Member states. Non-
cotton textiles is not on it. ‘Cotton
textiles is fixed by the HK/EEC Cot-
ton Agreement under the LTA.

The Long Term Arrangement on
cotton textiles was due to expire in
September but has now been given a

further lease of life of three months.
As a voluntary restraint agreement
negotiated between the many parties
involved, it has served its purpose
well, that is, the orderly expansion of
textile trade. It took as its premise
the fact that textiles was often the
economic staple of the developing
countries, as in the case of HK.

Since 1962, when the LTA was
signed, HK exports to the EEC have
grown to $516.47 million in 1972, a
550 per cent increase. But these
figures do not include the UK. Last
year, the value of cotton textiles im-
ported into the UK from HK totalled
$610.87 million. On straight mathe-
matical grounds the combination of
the markets in the United Kingdom
and the EEC should augur well for
HK, but needless to say, this over-
simplifies the position.

The others

France has for many years main-
tained quantitative restrictions on
many of Hong Kong’s major export
items. Exports of textiles to France
amounted to $18.06 million in 1972.
Cotton textiles amounted to $4.88
million. These are negligible figures.

Italy has no overt import restric-
tions but relies on administrative bar-
riers to regulate the flow of imports.
Textile imports from HK into Ttaly
last year totalled $27.33 million.

Belgium, ©Luxemburg and the
Netherlands, the Benelux countries,
took $211.27 million worth of our
textile goods last year, with the
Netherlands taking the lion’s share or
90 per cent. $51 million of this were
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in cotton textiles.

The Federal Republic of Germany,
now the Colony’s third largest mar-
ket in terms of total exports, absorbed
$1,188.79 million worth of HK tex-
tiles in 1972, the major part being
clothing. Cotton textiles amounted
to $444.50 million. Tt is the largest
importer of HK made goods among
the original EEC Six, its total imports
of Hong Kong textiles being almost
five times greater than the total im-
ports of textiles from HK of France,
Italy and the Benelux countries put
together. Together the Community
imported 22.8 per cent of the
Colony’s clothing exports in 1972 and
4.2 per cent of non-clothing textiles.

The Hong Kong/EEC Cotton Tex-
tiles Agreement allowed for individual
dealings with each member of the
Community. With the addition of
Britain, Ireland and Denmark, there
is mow a division within the Com-
munity as to how import policies with
regard to developing nations should
be worked out. The differences
within the nine member states are
mainly between the British-German
attitude of liberalisation and the
French and Ttalian attitude of protec-
tionism.

More problems

There are other problems. TFor
instance, Ireland already exercises im-
port restrictions on most textiles from
a group of 16 countries including
Hong Kong. HK textiles are not in-
cluded in most of the individual coun-
tries’ preference schemes. However,
duty free entry for certain types of
cotton textiles is granted to a number

of independent developing countries
which are either signatories of the
Long Term Arrangement or which
after negotiations with the EEC have
subscribed to undertakings similar to
those contained in the LTA.

The mother country

Although textile items are subject
to restriction in the United Kingdom,
HK still enjoys considerable free
movement of its textile goods in that
country. The UK must decide if it
can uphold its position as the mother
country and guard HK’s interests,
keeping in mind of course the views
of the Lancashire industry.

According to a number of sources,
the new common commercial policy
will almost surely be the EEC scheme
with modest liberalisation. In accor-
dance with the Protocol 23 of the Act
of Accession, new member states,
(ie. the UK, Denmark and Ireland)
will have to adopt the EEC Genera-
lised Preference Scheme. This will
also probably apply to the enlarged
EEC Scheme.

It is also possible that the new ar-
rangements will include a single quota
for textiles for the whole community
rather than the individual measures
that now occur. This step has been
advocated in a report from
UNCTAD. However, the report also
calls for the liberalisation of trade in
textiles when the LTA expires.

A single quota would fit in very
well with the protectionist sym-
pathisers in the UK who have long
argued that the ‘burden’ of lowpriced
items from the developing countries
should be more evenly distributed
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among the developed nations.

What does sharing the burden
mean? One dramatic example is
provided by taking the sum total of
textile imports in the EEC nine, and
dividing it into nine equal portions.
The mean ‘allocation’ resulting from
this would imply an increase in ex-
ports for France of 95 per cent; for
Belgium and Luxemburg of 80 per
cent; Italy, 90 per cent; Denmark, 70
per cent; and Ireland, 140 per cent.
The Netherlands’ increase would be
minimal compared to the other in-
creases, leaving only the liberal coun-
tries to ‘gain’—UK. W. Germany.

This exercise is however not to be
taken literally since in practice other
criteria than a straight mathematical
sharing of the burden would be in-
volved. The potential markets for
imports in Treland (population 2m)
and France (population over 60m)
for example are very different. But
it does give some idea of the size of
swings that could emerge.

Cotton plus

A more comprehensive textile ar-
rangement, embracing cotton, man-
made fibres and wool, could also ap-
peal to non-European countries.

Manmade fibres especially have
made a heavy impact on the markets
in the US. Overall shipments of
man-made fibre clothing to the
developed countries have increased
from US$359 million in 1967 to
US$978 million, a 300 per cent in-
crease in three years, although price
increases and trading-up may make
the value increase greater than the

volume increase. The US has taken
almost half this total. West Ger-
many comes second, taking over 15
per cent of the total.

However, it must be kept in mind
that the developed countries them-
selves hold the major share of this
trade. In other words, it is not im-
ports from developing countries but
from developed countries that largely
account for this volume.

The multifibre pact — if it materia-
lises —is expected to take shape
some time in November in Geneva.
However, as in any other negotiations
there will be problems. ©One area of
disagreement to be resolved is over
the powers of the international sur-
veillance body which is supposed to
“police” the pact to make sure that
restraints are invoked by importing
countries only when their market is
genuinely disrupted.

Hong Kong has been represented
in the preliminary talks taking place
in Geneva to hammer out the new
agreement.  While any prognosis
must be treated with caution, it would
appear that Hong Kong could stand
to gain from a multi-national, multi-
fibre agreement, supposing other con-
ditions (eg. growth rates, and the
base period for these) were favour-
able. The main evidence for this is
Hong Kong’s demonstrable success in
learning to live with the previous
cofton arrangements, as well as with
other quota schemes. However,
HK’s position here may not accord
with that of either other developed or
developing countries. In the mean-
time, we must wait and see.
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