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Welcome to oor Common
Market

ONG Kong was the first of the less developed territories in SE Asia to
develop an export oriented industry after the Second World War and

thus had an early start on the road to development. However, recent progress
in Taiwan, South Korea and Singapore, particularly in the last five years, has
shown that we are no longer alone in selling good-quality, low-priced products
overseas. It is thus with some concern that local industrialists have noted the
progress of other Asian countries, and in particular the three mentioned. They
are now serious competitors in several fields, with notable advantages of lower

wage rates and lower costs of production.

It was against this background that
the Secretariat of the Trade and Indus-
try Advisory Board recently undertook
a study of the extent of the competi-
tion posed by Taiwan, South Korea
and Singapore. iIn this article The
Bulletin attempts to unravel from the
mass of figures some strands that may
be key indicators of performance,
development, trends and strengths.

Among the four, Taiwan has the
highest industrial production, rising
from a value of US$2,339 million in
1968 to US$5,020 million in 1972, an
increase of 115 per cent over the five-
year period. Items accounting for
this substantial growth include textiles
and clothing; electronics and non-
electrical machinery; chemicals and
plastic products.

At a first glance, South Korea’s
industrial production over the same
period represents a more modest
increase of 64 per cent from the 1968
level of US$2,737 million to US$4,504
million. However, South Korea has
devalued its currency almost every
year during the period, and seen in
this light and in terms of its national
currency, a dramatic leap of 135 per
cent is in fact nearer to the truth.
Major growth areas include textiles
and clothing; food, beverages and

tobacco; chemicals and plastic pro-
ducts.

Hong Kong’s industrial production
ranks third, rising from a moderate
base, estimated at US$1,545 million
in 1968 to US$2,998 million in 1972.
This represents an increase of 94 per
cent over the five-year period under
review. Hong Kong’s major growth
sectors include (again!) textiles and
clothing; electronics and plastic pro-
ducts. This highlights Hong Kong’s
narrow industrial base and its precari-
ous reliance on only three major in-
dustries.

Substantial growth

Singapore has the smallest industrial
production, but the rise from US$908
million in 1968 to US$2,073 million in
1972 represents a 128 per cent
increase, which is still substantial. The
big growth sectors include electronics;
textiles and clothing; petrochemicals;
rubber processing and food and to-
bacco manufactures.

Looking more specifically at recent
growth, we find percentage increases
of 1972 over 1971, show Hong Kong
has chalked up a 19 per cent increase,
Taiwan 25 per cent, South Korea 16
per cent and Singapore 14 per cent.
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Its narrow industrial base not-
withstanding, it would appear that
Hong Kong is doing comparatively
well in terms of industrial growth, be-
ing second only to Taiwan in growth
performance last year.

The study thus shows that Taiwan
has the highest level of industrial pro-
duction, followed quite closely by
South Korea. Hong Kong and Sin-
gapore’s level of production is by
contrast moderate.

The same theme is emphasised in
employment figures, which show Sin-
gapore and Hong Kong (in that order)
as having the lowest number of wor-
kers engaged in manufacturing indus-
try. Taiwan’s manufacturing labour
force is estimated to be about twice the
size of that of Hong Kong and South
Korea’s about two and one-third
times.

Population small

To put things in perspective how-
ever, the foregoing must be balanced
against the fact that both Singapore
and Hong Kong have a relatively
small population. Seen in this light,
a more balanced picture emerges.

Although Hong Kong and Singapore
rank third and fourth in absolute pro-
duction, per capita output for the total
population reveals a more encouraging
structure with Singapore (US$974)
topping the list, followed by Hong
Kong (US$735), Taiwan (US$328)
and South Korea (US$141). If per
capita output were based solely on
manufacturing industry, Hong Kong
would undoubtedly be ahead of the
other three countries.

Figures from 1972 show that South
Korea has the largest labour force
engaged in manufacturing industry
(1,372,000), followed by Taiwan
(928,000 in 1970, more recent data
being unavailable), Hong Kong
(579,000) and Singapore (178,000).
However, since Singapore has the
lowest population among the four and
Hong Kong the second lowest, in pro-
portionate terms, (i.e. industrial work-
force as a percentage of population)
the positions are Hong Kong, 14 per
cent; Singapore, 8 per cent; Taiwan,
6.3 per cent and South Korea, 4.3 per
cent.

Concentrated

The Hong Kong economy is there-
fore much more concentrated in and
dependent upon industry than any
of the other three countries.

The value of production per wor-
ker in manufacturing industry for each
country as based on the above statis-
tics can be broken down as: Singapore
US$11,674, Hong Kong US$5,179,
Taiwan US$3,552 (based on 1970
figures) and South Korea US$3,283.
This comparison puts Hong Kong in a
more favourable position as regards
our two closest competitors, namely
Taiwan and South Korea. Singapore’s
pattern of trade and industry is rather
different and except in a few areas is
not so obviously a competitor of Hong
Kong’s. But more of that later.

Hong Kong’s export performance is
ahead of the others and at US$2,698
million, our total exports surpass those
of Taiwan, South Korea and Singapore
by a wide margin, although the for-
mer two have increased substantially,
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by 270 per cent and 257 per cent
respectively, in the last five years.
Singapore notched a 73 per cent in-
crease in the same period.

At present, Taiwan’s export trade is
equivalent to about 85 per cent of the
value of Hong Kong’s total exports,
whilst Singapore and South Korea’s
exports represent about 64 per cent
and 47 per cent respectively of Hong
Kong’s. _

The outstanding point is that all our
‘competitors’ are less heavily depen-
dent than Hong Kong on direct
exports. ‘Our industry is basically
export oriented with domestic exports
constituting an estimated 90 per cent
of industrial production. In the case
of Taiwan and South Korea, because
of the existence of large domestic mar-
kets, the most recently assessed ratio
of exports to industrial production is
only 58 per cent and 36 per cent
respectively.

Divergences

There are other arecas where the
trade and industrial pattern diverges.
As mentioned earlier, Hong Kong
concentrates on a relatively narrow
product range, namely, textiles and
clothing, electronics and  plastic
products. Our five major markets:
USA, UK, Federal Republic of Ger-
many, Japan and ‘Canada account for
over 70 per cent of our domestic ex-
ports in 1971.

Singapore’s top five markets are
Malaysia, USA, South Vietnam, Japan
and UK and together account for 55.3
per cent of exports in 1971. Hong
Kong is Singapore’s Number Six mar-
ket taking 5.4 per cent of exports.

Singapore’s product lines are also
far from coinciding with Hong Kong’s.
Top of the list are petroleum and re-
lated products, followed by crude
rubber; electrical machinery, apparatus
and appliances; textile yarn, fabrics
and related products; unprocessed
vegetable oil; coffee, tea, cocoa and
spices. The range is obviously much
wider and, unlike Hong Kong, textiles
and garments are somewhat down the
list.

They're not interested

Singapore in fact does not pre-
sent over-much competition to our
biggest money-spinning industry. It
has been suggested that the Singapore
Government is not very interested in
encouraging the textile and garment
industry, considering it as a slow-
growth industry. On the other hand,
Singapore is keenly interested in at-
tracting the establishment of tech-
nology — intensive industries, with
overseas help.

Competition in the area of textiles
presents itself in Taiwan, whose ex-
ports in textile yarn, fabrics, made-up
articles, etc. show a 76 per cent in-
crease from 1969 to 1971, but Hong
Kong at present is superior in quality,
design and workmanship and therefore
still has a considerable advantage.

Taiwan is undoubtedly the most
serious competitor, both in the light
of its products and its markets. In
1971, the value of Hong Kong’s ex-
ports of clothing was twice that of -
Taiwan, but in electrical machinery
and appliances as well as in textile
yarn, fabrics and related products,
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Taiwan had overtaken Hong Kong in
terms of export value. Although the
gap is only marginal as yet, HK can
almost certainly expect it to increase.

Market-wise, Taiwan sells 73.5 per
cent of her exports to USA, Japan,
Hong Kong, Canada and the Federal
Republic’ of Germany and again, all
these (except Hong Kong!) are iden-
tically our own biggest markets.
Taiwan has additional advantages in
that her exports of fruit and veget-
ables, wood and cork manufactures
are also substantial. Taiwan is not
only breathing down our necks, it has
actually caught up with and overtaken
us in some areas.

Some way to go

South Korea, on the other hand, has
still some way to go. Though Korea
concentrates on clothing and textiles
(her top two exports), the combined
export value of these in 1971 mea-
sures only up to two-fifths of Hong
Kong’s exports in equivalent cate-
gories.

South . Korea shares with Hong
Kong and Taiwan much the same
markets, and Korea’s five top markets
are USA, Japan, Hong Kong, Federal
Republic of Germany and Canada,
which together account for a total of
83.8 per cent of South Korea exports.

Thus Taiwan is the big boy to be
feared, South Korea at present poses a
lesser threat, while Singapore, because
of its different.economic base, does not
come into the picture overmuch. That
would seem to be a summing up of the
general position — or would it?

As acknowledged earlier, the

Chamber is grateful to the TIAB for
allowing it to use its studies, but the
fact that most forcibly impressed itselt
upon The Bulletin is not the extent
to which regional countries compete
— this after all is acknowledged if not
quantified — but the extent to which
regional trade is inter-dependent.

Partners, not rivals

Thus, Hong Kong is both Taiwan’s
and South Korea’s third biggest mar-
ket, as well as being Singapore’s sixth

largest. Conversely, Singapore and
Taiwan rank seventh and ninth
respectively as markets for HK
products.

As far as Hong Kong is concerned,
we are and probably shall continue to
be a re-export. and transhipment
centre, receiving and importing
materials of all kinds for re-export to
other Asian and South FEast Asian
regions. The fact that Singapore
and Taiwan are Hong Kong’s seventh
and ninth biggest market respectively
bears this out. Last year’s figures
show that Hong Kong’s domestic
exports to Singapore amounted to only
US$62.8 million as opposed to
US$77.9 million worth of re-exports,
while corresponding figures for ‘Tai-
wan are US$41.8 million as opposed
to US$62.9 million. For Korea the
gap widens still further from US$6.7
million to US$25.4 million. The
other regional centres also of course
fulfil a re-export role, but this of it-
self does not lessen the importance of
this trade for HK.

On the other hand, Hong Kong,
unlike the other three countries, has

10



no heavy or primary industry to
supplement its manufacturing indus-
tries and therefore will always be
import-dependent and here, there may
be a trend towards a greater depen-
dence on our Asian partners for sup-
plies. Japan, one of our biggest
suppliers, apart from building up
trade with non-Asian nations is at
present itself also experiencing prob-
lems of materials availability. Japan
is of course also a big supplier for Tai-
wan and Korea but Hong Kong may
as time goes by look more to Taiwan
and South Korea for increased supplies
of raw materials, especially as basic
industry in the latter countries
develops. )

Chances are that Taiwan in par-
ticular will become a greater supplier
of Hong Kong in the near future.
Taiwan has begun processing several
kinds of synthetic fibres, polyester,
nylon and rayon from crude oil. It
also exports PVC and other plastic
raw materials. Korea too has been
supplying Hong Kong with construc-
tion materials, and is also becoming
capable of supplying plastics raw
materials.

Non-industrial

Both Taiwan and.South Korea al-
ready export to Hong Kong substantial
amounts of textile yarn, fabrics and
made-ups; electric goods and machin-
ery; as well as non-industrial products
such as fruit and vegetables. In the
case of Taiwan, other major imports
are chemical materials (plastic ma-
terials); wood and cork manufactures
and paper.

And just as Taiwan and Korea will
increasingly establish the resources to
act as a supplier of basic materials, so
Hong Kong is also developing a
specialisation of its own. Apart from
Singapore, it is the only one of the
regional centres to have made any
progress towards becoming a financial
centre. Banking, insurance and other
financial and commercial services in
Hong Kong tend to set an example for
those in other regional capitals. It is
true that Singapore has to some extent
pre-empted Hong Kong in the attempt
to create an Asiadollar market, but
Hong Kong could make good this lee-
way, when Government makes appro-
priate arrangements concerning with-
holding tax.

Highs & Lows

Although high costs in Hong Kong
allegedly deter the multinationals and
discourage the establishment here of
regional offices, Hong Kong nonethe-
less possesses several advantages in
the form of its stability, developed
commercial services, governmental
policies, and transport facilities. These
must to a large extent counteract the
cost factor. After all, New York,
London and Zurich are not exactly re-
nowned for low costs!

Japan will undoubtedly continue
economically to dominate Taiwan,
Korea and Hong Kong for some time
to come, but this mutual reliance,
although it can create problems, can
also act as a unifying factor. .For in-
stance, the fact that all are dependent
on Japan for plastics materials can in
itself act as stimulus to the develop-
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ment of local petrochemical industries,
espemally when, as at present, Japan is
experiencing difficulties in meeting its
commitments.

Again, there are close links between
Taiwan, Singapore and Hong Kong
due to the fact that all have pre-
dominantly Chinese populations, and
there is a considerable amount of busi-
ness done and regional inter-depen-
dence on this basis. There is already
apparently a trend among medium-
sized manufacturers in' Hong Kong to
set up factories in Taiwan in order to
take advantage of lower costs there.
It is probably true to say that it is not
so much the international companies
that cannot afford HK, as the local
companies!

Pipe dream?

While it is a mere pipe dream to
envisage a Far Eastern Common Mar-
ket at this stage, such an arrangement
exists “ in nucleus. Taiwan, Korea
and Hong Kong, with Singapore
somewhere on the fringes, are all to
some extent complementary as well as
competitive. And where they are
competitors, it is not so much within
the region as outside it — exactly as
British and German industry are com-
petitors for exports to the USA, yet
both belong to member countries of
the EEC.

If this regional inter-dependence
grows rather than diminshes — and
growth on balance seems likely —
where does this leave HK? Given
HK’s reliance on imports, and its
limited land area and capacity to sup-
port a large population and therefore

work force, what role can be seen for
HK in the future?

Undoubtedly competition will grow
in American, European and other
export markets. Taiwan has already
overtaken HK in the total value of 1ts
exports to the USA. And unless
political or similar problems should
interfere with this trend, there is no
reason to suppose it will not become
more pronounced with the passing of
time.

Making good the gap

Likewise Korea may be expect-
ed increasingly to make good the gap
between itself and Hong Kong, par-
ticularly in the cheaper end of the
market. Does this then mean there is
no future for HK?

On the contrary, the future for
Hong Kong in this situation can be
exceedingly bright. The analogy
that is apt would seem to be with
countries like Switzerland or Belgium,
both of which are small, have lesser
populations than some of their neigh-
bours, and to some extent tend to be
overshadowed — politically, economi-
cally and otherwise — by the bigger
countries around them. Yet both
continue to survive with exceptionally
high standards of living — higher in
fact than some of their bigger neigh-
bours.

The analogy is by no means limited
to size — Switzerland holds pre-
eminence among its European neigh-
bours as a financial and commercial
centre. Belgium’s industry is strong in
relation to its size and it (or more

Cont’d Pg. 26, Col. 2.
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Pen Profile

Len Dunning

6HOW would you like to help us with the spring clean-up in Czechoslovakia?
asks the latest advertisement from the Trade Development Council, part
of a campaign to attract our businessmen to the lucrative and relatively untapped

markets of East Europe.

‘We are hoping to develop East
European markets for dual reasons.
They are fairly advanced in machinery
technology and can supply us with
much-needed raw materials, heavy
machinery, petrochemical products,
etc. while at the same time buy
from us locally manufactured pro-
ducts. Twenty-two per cent of this
year's proposed budget will be going
into developing such new sources of
supply and demand.’

The words of a man very involved
in the economy of Hong Kong.
They came from Len Dunning, who
two months now has been Executive
Director of the Hong Kong Trade
Development Council.

‘I first came to Hong Kong with
the Royal Navy, got to like the place
and when I left the Navy decided to
join what was then called Her
Majesty’s Overseas Civil Service,’
Dunning says.

He is by no means a new man at
the TDC. Since its inception in
1966, he has played an important role
in its develcpment as Deputy Execu-
tive Director and has helped build
up the organisation into its present
position as one of the world’s leading
trade development agencies.

As an officer of the Commerce and
Industry Department for a number of
years after his arrival in 1955, he was
responsible for the Industrial Deve-
lopment Branch as well as the over-
seas trade development programme.

The Trade Development Council is of
course actively engaged in both these
activities.

While with DC & I, Dunning
studied the organisation and operation
of overscas promotional agencies.
Several of the proposals arising from
his study have formed the basis of the
organisation as it stands today.

The metropolis

‘Hong Kong was undergoing its
second phase of post-war reconstruc-
tion when [ first arrived and those
were difficult days. Hong Kong was
becoming international in character
and local industries were beginning to
develop in an internationally-oriented
light. Now the place has completely
lost all trace of the small town
atmosphere that once enveloped it.
Today it is metropolitan and strong
and widespread in its international
connections.’”

He adds, ‘Hong Kong is an econo-
mic miracle, and now on its third
development phase. It feels like
living through an evolutionary process
and at the same time evolving with
it” At 43, it seems fair to predict
his evolution—like that of HK—is
not yet over.

‘What Hong Kong now needs is
a great deal of resilience, planning
and sophistication in all areas. And
we are trying to inject this expertise
from overseas into HK in all fields.
In the case of industry, we tend to
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Picture Briefing

Lord Thorneycroft, Chairman of the British
Overseas Trade Board met members of the
General Committee on October 3. Seen here
are (from left), Vice-Chairman, H. P. Foxon,
Lord Thorneycroft, and Chairman, P. G.
Williams. ‘
The Chief Executive of the Bristol Chamber of |
Commerce, Mr. G. J. Shore, (right) visited the
Chamber on October 15 and was welcomed by §
the Director. Looking on was Mr. D. F. G.
Farr of the British Trade Commission.

A successful three-day course was held by the 3 i ,
Chamber in an attempt to introduce newly i\ 2 k]
arrived expatriate executives to some aspects of
Hong Kong’s social and commercial community.
Pictured here addressing course participants is
Mr. Hilton Cheong-leen, Vice-Chairman of the |
Urban Council.

A reception was held in honour of the visiting
London Chamber of Commerce mission on
October 22. From left is Mr. J. H. Hamm,
Chairman of Dodwell & Co. Ltd. in London, Sir
Patrick Reilly, leader of the mission, Mr. P. C. S.
Deveson of Dodwell & Co. Ltd. in HK, Brigadier
R. G. Lewthwaite, Director of Protocol and Sir
Paul Reilly, Director of the London Design
Council.

The Chamber’s Business Travel Group to Central
and South America departed on October 30 |
under the leadership of Mr. Fung Hon-chu, OBE,
JP, (centre). A reception was held on October |
26 to wish the group bon voyage.

Len Dunning, Executive Director of the Trade
Development Council, is the subject of this
month’s Pen Profile (see page 13).
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regard Japan as our model.’

How does Len Dunning feel about
his post as top executive of the TDC?
Asked if he felt that the job was
tough, he had this to say, ‘On the
contrary, I find it far easier for me
now. 1 have a greater degree of
freedom to implement my own ideas

and I feel very lucky in that I have-

an enlightened Council with a very
enlightened Chairman. 1 also feel
grateful to be the first non-external
executive director of the TDC.

He looks on his job at the Trade
Development Council as both a voca-
tion and a hobby which explains why
he puts long hours into his work.

The job itself

As  Executive Director, Len
Dunning is in charge of four separate
functional departments as well as the
administration and accounts side.
The big four are the Trade Services
Department (similar in structure to
the Chamber’s International Trade
Department); the Publicity Services
Department, responsible for the
creative writing, publications and
overall public relations of the TDC;
the Design Department which is in
charge of visual, display and exhibi-
tion material, etc. and finally 14 over-
seas offices. These are situated in
major . cities in the US, Canada,
Europe, Australia and Japan. Dun-
ning is kept informed on the latest
happenings in these offices and has an
annual regional meeting with his over-
seas executives where promotions and
current market trends are discussed.
These offices provide an on-the-spot

service for enquiries which are then
relayed back to Hong Kong for pro-
cessing by organisations ,such as the
Chamber or by the TDC themselves.

With a worldwide staff of 280, 160
of them in the Connaught Centre
head office, the TDC'’s role is global.
‘We are charged with the overseas
promotion of Hong Kong industry.
Our businessmen do not promote their
products as much as they need to in
overseas markets. This is where the
Trade Development Council steps into
the picture. We are a bridge be-
tween the businessmen here and the
businessmen overseas who do not
have the time to seek out things for
themselves. We bring them together
with the right kind of information
and in the most favourable situation.

‘l am happy to say that local
businessmen are opening their eyes
to the benefits of participation in
specialised fairs, such as toy fairs,
household equipment exhibitions, etc.
One example is the Nuremberg Toy
Fair. These build up a regular
clientele and with repeat participation,
they become pretty much like the
traditional market-place, only on a
more sophisticated scale and with
time will assume an even greater
degree of sophistication.’

In 1972, helped by the Trade
Development Council, Hong Kong
firms participated in the Nuremberg
and Tokyo Toy Fairs, the Cologne
Houseware and Domestic Appliances
Fair, the London International Boat
Show, the Comis-Euro Tricot Knitwear
Fair in Milan, the Navy Pier House-
ware and Variety Exhibitions in Chic-
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ago and Pret-a-Porter in Paris. These
specialised fairs look like becoming an
annual event for some local companies.
And repeat participation is on the
increase.

From Barcelona to Zagreb

The International Trade Fairs in
which Hong Kong staged its goods
included those in Barcelona, Bangkok,
Milan, Brussels, Vienna, New York,
Frankfurt, Leipzig and Zagreb.

And it is not necessary to stress
the TDC’s own Ready-to-Wear
Festival, held in Hong Kong every
March, which has now become an
annual event in the fashion calendars
for many garment buyers.

Len Dunning would like to see
more Chamber Members take ad-
vantage of the many promotional
activities arranged by the TDC. ‘After
all, we are here to complement and
extend the services already offered by
the Chamber and other similar or-
ganisations.’

New and old markets

In the sphere of new markets, Len
Dunning is enthusiastic about the
potential of the Comecon countries
and recently was in Prague for talks
with executives of government trading
agencies. Japan is another market
opening up for Hong Kong and the
TDC has stepped up its activities with
department store promotions, fashion
shows, etc. in Japan in recent months.
In the past year TDC-organised mis-
sions have attacked markets in the
Middle East and Africa (in conjunc-

tion with the Chamber), Scandinavig
and Japan, while more familiar
markets like the US. and Australia
continue to witness a- HK presence,
projected by Dunning and his staff,

Speaking of Hong Kong in a
general light, Len Dunning remarked,
‘[ have no problems living in Hong
Kong but 1 would like to see housing
develop at a faster pace. I also think
that factories should be moved away
from a domestic environment, domes-
tic tenements to be used as residential
sites and not intermingled with
factories. The overcrowding, the
blocked passageways and the noise
would be less of a problem.

HK'’s finest days

Unlike our many and vocal pro-
phets of doom, Len Dunning says, 1
see very very great prosperity ahead
for Hong Kong and a more even
distribution of wealth: Hong Kong
has yet to see its finest days.’

Of his social life, Len Dunning
grinned, ‘It mainly centres on my
job — I'm a fulltime TDC man.
Still he did mention one form of
relaxation—his boat which he shares
with a friend. And with his wife
and two sons (one 20 years old and
at college in the UK doing business
administration, and the other 15
years old and studying in HK) he
does manage to escape from his desk
once in a while.

Not that particular weekend
though. A business visitor from
Sweden- was sharing his sailing
activity!
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HK and Britain-part two

The Financial Link

AST month we considered the value of the UK as both a trading partner
and as an investor in HK industry and commerce The present article

will consider in more detail the financial tie-up between Hong Kong and Britain.
Since this is a subject more or less complete in itself, we shall leave for a third
— and this time final! — article the role of Britain as HK’s negotiator at the

international conference table.

The Bulletin summarised last
August the history of the financial
link between Hong Kong and Britain.
The Senior British Trade Commis-
sioner, Mr. Tom Aston, during a
recent address to a Lions Club meet-
ing, likened this earlier article to an
equation, but an equation in which
the symbols on one side only had
been written out in detail. The
analogy was perfectly fair, and what
now follows is our attempt to write
out the symbols on the other side of
the equation. Some degree of re-
petition is unavoidable.

The problem of HK’s reserves is
of course a vexed one. Not the
least of the difficulties would appear
to be a widespread lack of under-
standing of the role played by
reserves — not only in the case of
Hong Kong, but in the case of any
nation. A further complicating factor
is the popularly held belief here that
Hong Kong could, if allowed to do so
by the British Government, handle its
reserves far more successfully than at
present is believed to be the case.
Unfortunately, as any foreign ex-
change dealer will confirm, the issue
is not quite as simple as this.

The crucial point was summed up
in our August article on the value of
HK to UK when we pointed out that
following the devaluation of sterling
in 1967, UK offered all members of

the Sterling Area including Hong
Kong, a free guarantee in terms of
the US dollar value of all officially
held Sterling, in excess of 10 per cent
of each country’s total official ex-
ternal reserves. In return, they were
obliged to maintain a minimum pro-
portion of their reserves in sterling
(for Hong Kong, this was 99 per
cent, later reduced to 89 per cent).
Under this so-called Basle Agreement,
Hong Kong reserves were thus
guaranteed to ‘September 1973 against
any devaluation of the pound in terms
of the US dollar from the then par
value of US$2.40=£1.

For Hong Kong, ‘official reserves’
include a substantial part of the
sterling reserves held by Hong Kong
banks. Hong Kong’s sterling reserve
holding was and still remains the
largest single holding — forming con-
sistently well over one quarter of the
total sterling liabilities of the UK.
(Government do not publish official
figures for the value of our reserves
with any regularity. However, the
Financial Editor of the China Mail
recently put forward a figure of $9,225
M overall, of which $8,120 M were
official reserves held in sterling.)

At present, the only feasible
alternative to sterling as a reserve
currency is the US dollar, which for
the immediate future at least is likely
to be prone to some pressure in
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CAN 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 argiment {and old weapon) are the Arab nations turning to in their struggle
against Israel?

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.

And these are three good reasons why you
should be reading TIME. Every week TIME
keeps you refiably 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.S.$750 million 4. China 5. 0il
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international markets. The dollar,
furthermore, normally offers less
attractive interest rates than sterling
invested in London. Other curren-
cies mow standing strong on world
exchanges, such as the West German
mark and the Swiss franc, offer little
or no yield and the governments con-
cerned are reluctant to see their
currencies used as reserve currencies,
pointing to the UK as an example of
the problems associated with assum-
ing this role.

It is worth stressing one or two of
the positive points that emerge. The
rates of interest earned by HK’s re-
serves have been high, almost cer-
tainly higher than would have been
the case with any alternative form of
investment. The Financial Secretary
said at the time of the last budget
that extra interest earned since 1967
from holding sterling, as opposed to
other assets, had more than offset
half the loss resulting from the
fluctuations in the value of sterling.
Although this may be a ‘cold comfort’
approach, interest earned on, say,
US doillars would very possibly not
have saved the overall value to an
equivalent extent.

Which gives rise to the other ob-
vious point — what alternatives in
today’s conditions will give a better
guarantee of security? The question
is not capable of an immediate
answer, and is one that must have
given Mr. Haddon-Cave many
anxious moments of thought.

And despite all the irritation at
Britain’s brinkmanship on the ques-
tion of the renewal of the Basle

guarantee, it is worth stressing that
no other nation — certainly not the
USA — would have given us a
guarantee in the first place. It is of
course annoying to see the value of
one’s money decreasing and Hong
Kong is right to fight for the best deal
it can get, but it is hard to imagine
Mr. Nixon, Mr. Tanaka or Herr
Brandt taking very seriously the idea
of a guarantee on the value of Hong
Kong’s reserves!

At the 11th hour

Any policy of diversification would
to some extent therefore put the HK
Government into the role of exchange
dealers playing the market. ‘What-
ever its rewards, such a role is not
also without risk. Since Hong Kong
revised its traditional definition of
the par value of the HK dollar in
terms of sterling and went onto a
‘US dollar standard, it has been neces-
sary for Government to buy dollars
on the free market in order to uphold
the value of the HK dollar. For-
tunately, these excursions into the
market do not appear to have put a
serious strain on ‘Government. If
however, Hong Kong prefers to ‘go
it alone’, as opposed to the more
stable, if at times inconvenient life
under the Basle agreement, then the
need to take an active role in the mar-
ket would be emphasised. To put the
point somewhat crudely — the fact is
that Hong Kong pressed right up to
the 11th hour for an extension to the
Basle Agreement before its expiration
last September. If the alternative
policy of diversification were so ob-
viously attractive, it is unlikely that
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our /Financial Secretary and several
prominent local bankers would have
tried so hard to extend the agree-
ment!

The Bulletin does not wish to sug-
gest that a greater degree of diver-
sification might not eventually be the
best policy — indeed, ultimately the
only policy open to us. It would be
foolish however to assume, as some
commentators seem to do, that diver-
sification is as simple to practise as
it is to preach.

Attractive home

On the other hand, if the world’s
monetary problems can be resolved,
and the wilder flights of speculation
reduced, London could well continue
to be an attractive home for HK’s
reserves — at least in part. And in
the meantime, both HK and the UK
have a vested interest in seeing
sterling strong. 'When speculation
occurs against sterling, it hurts HK
as well as Britain.

Sterling is not only a reserve cur-
rency, it is also a major trading
currency. Most relevantly, it is the
trading currency chosen for use in its
international transactions by HK’s big
and powerful neighbour—China.
Again, this point was stressed in our
earlier paper; HK’s banking system
provides a bridge between China and
the outside world, we said. Much of
China’s trade is financed through
banks in the Colony and until recently,
was conducted in sterling, thus
giving business to London.

It has also been suggested — to
verge once again on the political —
that the very fact of Hong Kong’s

existence can be attributed to its use
by China as a banking centre, and
particularly a sterling banking centre.
The Chamber would not necessarily
subscribe to this point of view (nor
indeed, we believe, would the People’s
Republic). But the Peking/Lon-
don/Hong Kong triangle has been
of undoubted benefit to Hong Kong.
To put the question somewhat
bluntly: — did ‘China trade in sterling
because of the convenience of the
facilities in Hong Kong, or did China
choose to trade in sterling and then
decide to use the facilities in Hong
Kong? Undoubtedly most observers
would give credence to the latter point
of view. Tt is however fair to add
that the existence of Hong Kong with
its banks added fortunately if fortuit-
ously to the logic of China’s choice.

We mentioned in an earlier section
the role of the UK in providing
finance for HK industry. This was
facilitated by Hong Kong’s being a
part of the Overseas Sterling Area.
While HK was part of the OSA, there
was an incentive to channel UK funds
to HK, since UK investors were
allowed to do this without payment of
the ‘dollar premium’ usually required
from UK residents wishing to invest
outside Britain.

(The ‘dollar premium’ refers to the
premium UK investors must pay in
order to purchase currencies for
overseas investment from a ‘pool’ of
investment currencies. According to
supply and demand, the premium for
such purchases varies from time to
time. Currently it stands at about
20 per cent.)
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This flow of funds helped in the
development of our industry and the
growth of our stock exchanges, as
well as assisting in bringing to the
Colony British banks and other in-
stitutions, whose expertise has helped
in our development.

In view of the free money market
here, Hong Kong’s being part of
the OSA was in a sense a paradox,
and was permitted partly by UK
Treasury officials turning a blind eye
to the free money market, in spite of
the fact that Hong Kong was part of
what the Bank of England termed
the ‘Kuwait Gap’.

The ‘Kuwait Gap’ was a tolerated
breach in the UK’s foreign exchange
controls. Although UK citizens were
not permitted to transfer funds out-
side the UK except with Bank of
England permission, they could do so
to countries in the OSA. One or
two of these, such as Kuwait (hence
the name ‘Kuwait Gap’) also per-
mitted free money markets to operate.
UK citizens could thus transfer funds
to a part of OSA in which a free
market also operated, and then use
this market to convert their sterling
into other currencies.

Not official

It must be made clear that the HK
Government did not condone the use
of the Kuwait Gap, and hence the

existence here until recently of
Foreign  Exchange Controls on
sterling.

As in the case of the Basle agree-
ment, it is hard to visualise Washing-
ton tolerating a similar concession,
had HK been part of an ‘overseas

dollar area’. The significance of the
‘Kuwait Gap’ should not however be
over-estimated since UK Treasury
officials claimed that its contribution
to leakage of sterling was minor.
But it is, nonetheless, another instance
of give and take in relations between
HK and UK for the benefit of both
sides.

On a more intangible level, the
predominant style of banking in Hong
Kong, despite the variety of foreign
banks here, is based on British
practice. And in the absence of a
Central Bank, the HK Government
has permitted the Hongkong and
Shanghai Banking Corporation, the
Chartered Bank and the Mercantile
Bank to act as note-issuing banks.
This reflects the faith of the HK
Government in the stability and re-
liability of these organisations, and
this in turn is based on their links
with London (which of course is
again a reason why reserves, which
underwrites HK’s circulating currency,
are in London). It is hard to
imagine for instance First National
City Bank or the Bank of America,
excellent though these institutions
may be, acting as note issuing banks,
since they are ‘foreign’ banks and as
such are less subject to local control.

The ties between HK and the UK
are evident in insurance as well as
banking practices. London is still
probably the world’s number one in-
surance market, and although of
course it is possible for an American,
a Japanese or a Swiss to insure with,
for instance, Lloyds, the close HK/
London link and the existence of
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British insurance companies here does
help HK.

Specifically, it is worth recalling that
the insurance cover for the construc-
tion of the cross harbour tunnel came
basically from the UK—and that this
was secured at a time when it is re-
ported, no other insurance markets
were willing to provide cover for such
a risk. Indeed, the whole saga of the
financing of the cross harbour tunnel
is an interesting evidence of the value
of the HK/UK link — admittedly with
the proviso that HK had to do some
pretty hard selling in the first case.

Common UK links

In short, HK’s growing importance
as a financial centre, although based
on a complex of factors, has benefitted
from the City of London connection.
Proof of this is perhaps to be found in
the fact that, with the obvious excep-
tion of Tokyo, the only other region in
the Far East so far to have shown a
comparable degree of development as
a financial centre is another country
with strong UK links—Singapore.

It has been suggested that the HK/
City of London link is not always
beneficial. Much was made of our es-
timate in our August article of $3000
—A4000M having left HK for the UK
during the height of the stock exchange
boom. Some of the conclusions
drawn by those observing this figure
verged on the paranoid.

We have no reason to revise this
figure, but there are a few points that
should be clarified. Firstly, many
British investors did no doubt make a
handsome profit. They were the
same investors who had the faith in

Hong Kong to take a risk by investing
here. All investment involves a
degree of risk, and the reward for that
risk is profit.

Secondly, for technmical reasons, a
repatriation of British capital could
have been forecast once the OSA was
abolished. This is again bound up
with the ‘dollar premium’, and once
the market here reached a certain level
it was virtually certain some British
funds would be withdrawn. The fact
that the abolition of the OSA was fol-
lowed a few months later by boom
conditions in the Hong Kong market
was fortunate for British investors —
but they were hardly responsible for
starting the boom. Even without the
boom, there would have been some

-withdrawal of British funds sooner or

later. The boom of early 1973 pro-
vided an occasion, rather than a
cause.

Original capital

Thirdly, the most importantly, the
Chamber’s figure covers only the
volume of remittances. Much of this
volume represents original capital as
well as profits earned on that capital.
The Chamber’s figure, as appears to
have been believed in some quarters,
was most certainly not an assessment
of the amount made by British inves-
tors here. Quite a deal of it repre-
sents what came here in the first place,
not to mention remittances made in
the normal way of trade, savings, in-
vestment in the UK, etc.

Finally, we have no information on
the ownership of this money. To
assume that it was all remitted by Bri-
tish investors is quite untenable. Much
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of it may well represent profits made
by local investors, who chose to remit
their profits to the UK, and by third
parties who had made temporary use
of HK as a home for funds, and be-
lieved the time had come to move
those funds.

Just to stress the point — the remit-
tances made during the SE boom were
of value to the UK in that they contri-
buted to the UK’s invisible earnings
and thus its balance of payments, as
they were made out of HK dollars into
sterling. But in theory, not one cent
of this money need have belonged to
British investors, although it is per-
fectly fair to assume that a fair pro-
portion of it did in fact find its way
into British owned balances.

The flow of funds in the reverse
direction from UK to HK still of
course continues, and the access of
HK to the London market is extremely
useful to HK companies, although ad-
mittedly the retrenchment of the OSA
has made access to London more
difficult.

Nonetheless, several HK companies
have recently raised funds in the UK,
and the interest among UK investors
and institutions concerning HK com-
panies is amply evidenced by the
volume of coverage given to reports on
HK companies (and HK in general)
in the British Financial Times. Ironi-
cally, this at present is greater than it
was during the existence of the OSA!
Those who read both the Financial
Times and the US Wall Street Journal
will vouch for the fact that the US
market displays nothing like the same
amount of interest in Hong Kong.

Common Market — cont'd

accurately Brussels) is a regional ad-
ministrative centre, in fact the ‘capital’
of the EEC.

To fulfil this type of role, Hong
Kong must ensure that development
takes place in two complementary
directions. Firstly, industry must
move beyond the phases in which it
tries to compete with its bigger neigh-
bour on terms of price. Already this
trend has started, since HK has a lead
over its competitors in terms of design,
quality and workmanship. This lead
must be maintained, so that HK be-
comes increasingly a more specialised
manufacturer, concentrating on quality
markets, and obtaining a high return
in relation to volume of production.
Again the analogy is with Switzerland,
which is an acknowledged world
leader in several types of highly
specialised, highly profitable product
— watches, precision instruments,
even chocolate.

Secondly, the trend towards the ex-
tension and sophistication of Hong
Kong’s financial and other commercial
services must continue. And this
includes the development of not only
‘big’ projects such as the building-up
of an Asia dollar market, but also the
development of less obvious services,
such as those offered by, say, advertis-
ing agencies.

Far from presenting a threat, our
Common Market presents great oppor-
tunities for both security and pros-

perity.
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Skilled experienced
temporaries, plus the best
professional service staff

make the big difference in

MANPOWER

Temporary Services

Professionalism is the Manpower difference. It's always
there .. .in the way we select, test and train our
temporary employees . . .in the way our service staff
makes an extra effort to match the talents of our
temporaries to the specific needs of your job. And it’s
there in the way we follow up to be sure you're satisfied.
The big difference in Temporary Services? [t's the
professional way Manpower does it all. Try us.

We'll give you all the help you need.

Office Services: Marketing Services:
Secretaries * Stenos Product Demonstrating * Survey
Typists * Telephone * Operators Interviewing * Mystery Shopping
Receptionists * Clerks, etc. Position Audits * Conventions/Trade
Interpreters * Translators. Shows * Telephone Merchandising
TEMPORARY SERVICES
407 D’Aguilar Place, D’Aguilar Street, Hong Kong. Tel : 5-235141
Incorporated in the U.S.A =

028
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The abacus has bee
Hong Kong who prefer the abacus to a modern calculator.

e AE

n used in China for almost 3,000 years. Even today there are people in

you need a bank that’s different

The Hongkong and Shanghai There are now over 300 Hongkong
Banking Corporation is different Bank Group offices or

because it is the only international ~ representatives in 37 countries
bank with headquarters in throughout the world. The group
Hong Kong. As the colony provides services, information and
developed into an extremely advice that can link the business
important centre of commerce, enterprises of Hong Kong and

the Hongkong Bank Group S.E. Asia with the rest of the
expanded internationally to world.

become one of the world’s Jargest There is an office of the Hongkong
banking organisations. Bank Group near you.

THE HONGKONG AND
SHANGHAI BANKING
CORPORATION

Head Office: 1 Qucen’s Road
Central, Hong Kong. Brunei, China,
France, Germany, Indonesia, Japan,
Malaysia, Philippines, Singapore,

Sri Lanka, Thailand, United King-
dom, U.S.A., Vietnam.

Mercantile Bank Limited. The British
Bank of the Middle East. The
Hongkong Bank of California. .
Hongkong Finance Limited, Australia.
‘Wardley Limited. Hang Seng Bank
Limited. Wardley Canada Limited.

THE HONGKONG BANK GROUP ASIA AND THROUGHOUT THE WORLD.






