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This paper aims to examine Hong Kong’s and Singapore’s export 
competitiveness in the US market, using market share models. Factors 
affecting their export competitiveness will be examined using two closely 
related economic models. The first model aims to examine the significance of 
real exchange rate and product quality composition in market share changes. 
The second model is used to detect the sources of competitiveness and the 
degree of export rivalry of Hong Kong and Singapore in the US market.

The first model employs linear ordinary least square regression 
analysis with two independent variables. The first independent variable is a 
price coefficient constructed by taking the ratio of export price index to real 
exchange rate. The second is quality composition coefficient proxied by the 
ratio of less labor-intensive to more labor-intensive products. The less labor- 
intensive product (LLIP) is assumed to be higher in quality than the more 
labor-intensive product (MLIP).

The second model applies the shift-share technique to compare the 
sources of export competitiveness and the degree of rivalry of two economies 
in the US market. The differences in industry mix effect, competitive effect 
and interactive effect between the two economies in four different product 
categories are examined. These three effects may be used to explain the 
competitiveness behavior between Hong Kong and Singapore in the US import 
market.

The market share models suggest a strong relationship between real 
exchange rate of Singapore and its market share via-a-vis Hong Kong in the 
US. Besides, changes in product composition as proxied by the LLIP/MLIP



ratio indicates a positive change in relative market share in the US. The effect 
of relative real exchange rate in Hong Kong on its export share in the US was 
not significant. This may be attributed to the linked exchange rate system. 
However, Hong Kong5s market share vis-a-vis Singapore in the US market is 
significantly affected by the relative product quality proxy ratio under the 
study.

The market share models indicate that the export share elasticity with 
respect to relative price adjusted by the real exchange rate and the changes of 
product quality composition suggest a reasonably strong competition for 
exports share in the US market between Hong Kong and Singapore, especially 
in the more labor-intensive products.

Besides, the shift-share models show that Singapore consistently 
performed better than Hong Kong in LLIP but not in MLIP. It poses a threat to 
Hong Kong's exports of LLIP in the US market. Singapore government has 
succeeded in developing its economy as a high technological export economy. 
It is able to export more balanced product mix as well as to diversify its export 
markets. Hong Kong, however, seems to excel in re-export trade especially in 
the MLIP, with its advantage lying in its proximity to and integration with 
China. The research results also demonstrate that the emergence of the 
Chinese economy since 1978 could have provided a strong competitive 
impetus for Hong Kong to compete with Singapore in the US market.

In this thesis, changes in market share among exporters on a common 
import market were assumed to be the result of substitution between exporters 
only. The analysis may be extended to account for substitution in LLIP 
between the two exporting economies and the US. This could improve the 
empirical modeling.







TABLE OF CONTENTS

Page
TABLE OF CONTENTS (i-ii)
LIST OF TABLES (iii-iv)

LIST OF CHARTS (v)
ACKNOWLEDGEMENTS (vi)

Chapter 1 Introduction

1.1. Background 1

1.2. Literature Review 5

1.3. Objectives and Significance 7

Chapter 2 Hong Kong and Singapore’s Export Competitiveness 

Challenge

2.1. Economic Background of Hong Kong and Singapore 10

2.2. Economic Growth between Hong Kong and Singapore 13

2.3. Process of Industrialization and Shift in Trade Pattern 15

2.4. Economic Integration between Hong Kong and Guangdong 18

Chapter 3 Factors Determining Export Competitiveness

3.1. Definition of Competitiveness 24

3.2. Changes in Real Exchange Rate 28

3.3. Changes in Product Composition 30



Chapter 4 Evaluating Changes in Market Share of Hong Kong 

and Singapore in the US Market

4.1. Application o f Market Share Models 34

4.2. Results and Implications 37

4.3. Estimation o f M arket Share Elasticity 40

Chapter 5 Application of Shift-share Models For Identifying the 

Sources of Export Competitiveness between Hong Kong and

Singapore

5.1. Conceptual Analysis 44

5.2. M ethodology 46

5.3. The Data and Results 48

5.4. Explanation o f the Sources o f Share Effects 57

5.5. Summary o f  the Shift-share M odels 66

Chapter 6 Conclusions and Limitations 70

APPENDIX A-F 103

BIBLIOGRAPHY 112



LIST OF TABLES :

Page

Table 1 Annual Growth Rates o f GDP9 Exports and Re
exports o f Hong Kong and Singapore (1980-1995)

74

Table 2 Hong Kong and Singapore External Trade  
Indicators, selected years

75

Table 3 H istorical Trends o f  Hong K ong’s GDP and  
Merchandise Trade (1980-1995)

76

Table 4 H istorical Trends o f  S ingapore’s GDP and  
Merchandise Trade (1980-1995)

77

Table 5 Hong K on s Exports: M ain Trading Partners 
(1980-1995)

78

Table 6 Hong Kong Re-exports by Origin (1980-1995) 79

Table 7 Hong Kong Re-exports by Destination (1980-1995) 80

Table 8 Hong Kong Imports: M ain Trading Partners 

(1980-1995)

81

Table 9 S ingapore’s Exports: M ain Trading Partners 

(1980-1995)

82

Table 10 Singapore’s Imports: M ain Trading Partners 

(1980-1995)

83

Table 11 US Imports from  Hong Kong w ith Four Product 
Categories (1980-1995)

84

Table 12 US Imports from Singapore w ith  Four Product 
Categories (1980-1995)

85

Table 13 US Imports from China w ith  Four Product 
Categories (1980-1995)

86

Table 14 Relative Market Shares o f Hong K ong’s Exports 
in the US Market

87



Table 15 Relative Market Shares o f S ingapore’s Exports in 
the US Market

88

Table 16 Relative Market Shares o f  China’s Exports in the  
US Market

89

Table 17 Survey Results o f Asian Econom ies’ M arket 
Concentration Ratio and Product Concentration  
Ratio (1990-1995)

90

Table 18 Export Price Indices, Nom inal Exchange Rates 
and Product Composition Ratios o f  Hong Kong  
and Singapore

91

Table 19 Regression Results o f M arket Share M odels and  
Estimation o f M arket Share E lasticities

92

Table 20 Shift-share Results o f  Hong K ong and Singapore  
(1980-1995)

93

Table 21 Export Growth Differentials o f  H ong Kong and  
Singapore (1980-1995)

94

Table 22 Shift-share Results o f Hong Kong, S ingapore and  
China (1980-1995)

95

Table 23 Export Growth Differentials o f  H ong Kong, 
Singapore and China (1980-1995)

97

Table 24 Percentage Growths o f Hong K ong and Singapore  
as well as Hong Kong, Singapore and China9s 
Exports w ith  Four Product Composition in the US  
Market (1980-1995)

98



LIST OF CHARTS :

Page

Chart 1 US Imports from Hong Kong with Four 
Product Categories (1980-1995)

99

Chart 2 US Imports from Singapore with Four 
Product Categories (1980-1995)

100

Chart 3 US Imports from China with Four Product 
Categories (1980-1995)

101

Chart 4 Relative Real Exchange Rate Movements 
of Hong Kong and Singapore versus US

102



Acknowledgements

This thesis is a product of research carried out at the Department of 
Economics, Faculty of Social Sciences, Lingnan College. I am deeply indebted 
to my supervisors, Professor Yak-yeow Kueh, Professor Lok-sang Ho, and Dr. 
Thomas Jan Piaw Voon, without their valuable guidance and support, this 
thesis would never have been possible.

My gratitude also goes to some authors, who wrote relevant issues clearly and 
enthusiastically, especially Professor Kwan-yiu Chen, President of Lingnan 
College, Dr. F. Herschede, Senior Lecturer of National University of 
Singapore and Yun-wing Sung, Professor of Department of Economics, 
Chinese University of Hong Kong.

I am also grateful to the Panel of Examiners, Professor Mee-kau Nyaw, Dr. 
Kai-cheong Lei and Dr. Michael Ka-yiu Fung for their valuable comments of 
the study.

Finally, I have to express my deepest appreciation and heartfelt thanks to my 
elder brother, Kevin Lee for the knowledge and inspiration he gave me in my 
life for providing useful suggestions and guidance. In the research, he has 
advised and criticized very much.

Lee Wai Sang Wilson 

October, 1997.



Chapter 1
Introduction
1.1. Background

The unprecedented and sustained growth of both domestic output and 

exports in the Newly Industrialized Countries1 (NIEs) of East Asia in the last 

decade or so has attracted global attention whereas many other regions in the 

world are falling into an economic slow-down or stagnation stage. Since the 

mid-seventies, the East Asian countries have steadily improved their export 

competitive positions in the world markets, particularly in exporting 

manufacturing and manufactured products. Between 1980 and 1995, their 

exports relative to total domestic production climbed from about 10% in 1980 

to 25% in 1995.2 It is noted that the economic progress made by the NIEs and 

the Association of South East Asian Nations3 (ASEAN) have been remarkable

1 Asian Newly Industrialized Countries or Economies comprise the Hong Kong Special 

Administrative Region of China, Singapore, South Korea and Taiwan.

2 The growth rate figure was extracted from the World Bank. World Tables. Washington, D.C.: 

The World Bank, various issues.

3 The ASEAN countries consists of Malaysia, Singapore, Thailand, Indonesia, Brunei, Vietnam, 

the Philippines and Burma.



given the fact that twenty years ago, Japanese manufactured exports comprised

more than 80% of total Asian (NIEs and ASEAN) exports.4

The miraculous output growth of East Asia has led many economists 

to believe that the espousal of the outward-oriented development strategy 

could be the crucial factor underlying their economic success with the 

economic benefits accruing from specialization and expansion of overseas 

markets. All four Asian NIEs are noted for their achievements of tremendous 

trade volumes. The dynamic growth of these economies have been attributed, 

inter alia, to the outward orientation of their trade development strategies and 

possibly to their 'Confucian5 cultures, such as discipline, thrift, aspect of hard 

work and so on (see Chen 1988).

Comparing the economic growth across East Asian countries, both 

Hong Kong and Singapore have registered remarkable positive signs of 

growth. They gain their export competitiveness in the world market, as 

evidenced by the increasing annual growth of Gross Domestic Product (GDP) 

and the substantial trade volumes vis-a-vis those of the rest o f the world (see 

Table 1).

4 See International Monetary Fund. Directions of Trade. Washington, D.C.:IMF’ various years.



Apart from their records of achieving the highest per capita income 

and the fastest economic growth rate in the Asia Pacific Region in recent years, 

it would be interesting to know their similarities and differences in their 

economic success. Since both Hong Kong and Singapore are export-led5 and 

heavily relying on entrepot trade serving almost the similar size of overseas 

markets, the stiff competition for their export markets are intuitive to be 

imagined in so far as when their common export markets are becoming 

saturated.

In their initial stages of growth, both Hong Kong and Singapore 

specialized in the production of labor-intensive products with a high degree of 

outward processing and re-export trade. One of the main reasons for their high 

export competitiveness is their heavy reliance on the same export markets, like 

the United States (US), Japan, Germany and China. By exporting similar 

products to the same destination markets, they also face a high degree of export 

rivalry.

5 The World Bank postulates two requirements for a successfiil export-oriented industrialization. 

First, the developing economy should get the basics right which include investment in human 

capital, prudent macro-economic policy and minimum price distortions. Second, government 

interventions might be necessary to direct the course of development through incentives and 

controls as well as reduce the price distortions and externalities, see World Bank. World 

Development Report. Washington, D.C.: The World Bank, 1995.



Singapore's economy has flourished in the last two decades and its 

rapidly increasing dynamism is fostering increasing rivalry with Hong Kong. 

Table 1 shows that the annual average growth rates of GDP in Hong Kong and 

Singapore were 16.51% and 11.86% respectively in the last decade. Table 1 

shows that the growth rate of domestic exports of Singapore was faster than 

that of Hong Kong over the last eight years. In addition, the growth rate of 

re-exports of Singapore was much better than that of Hong Kong in 1994 and 

1995 (see Table 1).

This thesis focuses on the comparison between Hong Kong and 

Singapore’s export competitiveness in the US market.6 Two closely related 

economic models are used for determining the presence of competition and for 

indicating changes in their export competitiveness trends. The first model, 

market share model, aims to examine the significance of real exchange rate and 

product quality composition in market shares. The second model, shift-share 

technique, compares the sources of export competitiveness and the degree of 

rivalry of two economies. Judging from the changes of the four major import

6 Export competitiveness measures the intensity with which Hong Kong and Singapore compete 

for market share of similar products on a common import market, the US. A more intensive 

competition is often experienced among similar (homogeneous) than dissimilar (heterogeneous) 

products if  these two countries export veiy similar products to the US market.



product categories in the US market, we shall see how these two countries 

edged their export competitiveness in the US market.

1.2. Literature Review

Arrmington (1969) first applied the market share theory to measure 

the degree of trade competition. Subsequently, there have been many empirical 

research works extended from that, like Durham and Lee (1985), Sirhan and 

Johnson (1971), Shalaby (1991), Reddy (1980) and Voon (1995). The 

economic growth of both Hong Kong and Singapore for the past two decades 

has been miraculous. Other rapid developing economies in the Asia Pacific 

region include Taiwan, South Korea, Thailand, Malaysia, Indonesia and 

China. It is not surprising that many economists have vigorously attempted to 

find out the main factors underlying the unprecedented economic success of 

these countries.

A number of economists (e.g. Chen 1988, Kim and Lau 1992, 

Krugman 1994, Lucas 1992, Romer 1992, Warr 1992 and Young 1994) have 

presented their views on the economic success of a number of Asian countries. 

None of them, however, could give a comprehensive explanation for the East 

Asian miracle. Factors contributing to the hyper-growth rates of the East Asia



economies include institutional, cultural, social, input growth, physical and 

non-physical capital accumulation, domestic savings, foreign direct 

investment, government macro-policy...

It is generally easy to delineate the reasons behind the economic 

success of East Asia, but it is not straightforward to weigh each factor5 s 

contribution to the success. This is because many factors may be intertwined 

or correlated and these cannot be examined separately.

Recently, Krugman (1994) has drew our attention to the relationship 

between the issue of factor inputs and technological change as a source of 

economic growth. In addition, Young (1994) found that the rapid economic 

growth of the Asian NIEs, especially Singapore in the last two decades was 

input-driven rather than technology-driven. “Input-driven” means that the 

rapid growth of the Asian NIEs is attributed to a high rate of capital 

accumulation rather than the technological change. Economists therefore 

agree that Singapore's economic growth would not last long since capital 

accumulation could not be maintained over a long and sustained period of 

time. However, the persistent growth of an economy would be maintained if  it 

could achieve sustained high level of total factor productivity growth.



Among all the ideas from the economists mentioned above, two 

closely related economic models are used for examining underlying factors 

that affect Hong Kong and Singapore's export competitiveness in the US 

market. Sources of their export competitiveness, indicating with three various 

effects, would be identified for assessing their degree of export rivalry in four 

different kinds of product categories in the US market.

1.3. Objectives and Significance

This study aims to examine the significant effects of real exchange 

rate and product quality composition in market share changes and to detect the 

sources of competitiveness and the degree of export rivalry in four segregated 

product categories of Hong Kong and Singapore in the US market. Changes in 

export competitiveness are indicated by the relative changes in export share 

between these two economies in the US market. Market share elasticities are 

estimated computed from the results of the regression equations. This would 

indicate the level of competition between the two economies. The US is 

chosen as the main destination market because it is the largest common export 

market for both Hong Kong and Singapore.



As a proxy, the rate of the economic growth depends, to some extent, 

on the rate of export growth. The rate of export growth may in turn be related 

to the competitiveness of one country relative to the other exporters. In this 

study, adjusted real exchange rate is used as a measure of price 

competitiveness. Real exchange rate data are collected and hence, used as a 

price coefficient in the Ordinary Least Square (OLS) models to examine the 

contribution of the relative price effect in the US market. Aggregate export 

data are classified into labor-intensive and capital-intensive products in order 

to see how changes in product composition affects Hong Kong and 

Singapore’s market share in the US.

This thesis is organized as follows. Chapter 2 attempts to provide 

background information of Hong Kong and Singapore. Chapter 3 describes 

how Hong Kong and Singapore's export competitive edges changed in the US 

market. Chapter 4 assesses how real exchange rate and product quality 

composition affect the market share using the conventional market share 

model. Shift-share economic models are applied in Chapter 5 for identifying 

and evaluating the sources of export competitiveness and the degree of rivalry 

of four different product categories between Hong Kong and Singapore in the 

US market, namely (i) agricultural products (AP) bear (SITC codes 0, 1, and 

2); (ii) primary products (PP) (SITC codes 3 and 4); (iii) relatively more



labor-intensive products (MLIP)7 8 (SITC codes 6 and 8) and (iv) less labor-
Q

intensive products (LLIP) (SITC codes5, 7, and 9) (see Appendix A, p.97). 

The empirical results provide valuable information to compare their sources of 

competitive strengths in four various product categories in the US market. 

Conclusions and limitations of the study are presented in the final chapter.

7 Garnaut, Anderson (1980) and Tyers, Phillips and Findlay (1987) stated that MLIP includes 

textile, yarn and fabrics (SITC 65)， glass (SITC 664~6)， clothing (SITC 84)， footwear (SITC 85)， 

travel goods and handbags (SITC 83), toys and sporting goods (SITC 894), plastic (SITC 893), 

office supplies (SITC 895), furniture (SITC 82), plumbing, heating and lighting equipment (SITC 

81) etc.

8 Goods under the single digit SITC codes 5, 7 and 9 are regarded to be more capital intensive or 

less labor-intensive products. LLIP includes machinery and mechanical appliance, electrical 

equipment, electronics, computer assessors, base metal, metal products, chemical and related 

products, etc.



Chapter 2
2.1. Economic Background of Hong Kong and Singapore

Hong Kong and Singapore share many similar features. Both are 

small in area and are resource-poor. Both had been under British colonial rule 

and influence before. Both are island entrepots performing large amount of 

re-export trade and have large financial and services sectors. Both are pre

dominantly Chinese. Hong Kong's population is about 98%  Chinese and the 

remaining 2%  is other ethic backgrounds; Singapore’s population is 78% 

Chinese, 14% Malay, 7% Indian and 1% other (see Country Profile, Hong 

Kong and Singapore, the Economists Intelligence Unit, 1997). Hong Kong 

and Singapore have been influenced by the Chinese culture and 

'Confiicianism5 in their economic development. Typical Confucianism traits, 

like persistence, respect for authority and adaptability to work, are commonly 

found amongst their labor force (see Chen 1988).

Hong Kong and Singapore may be regarded as international trading 

centers. They have virtually no natural resources and are highly dependent on 

imports of raw materials for domestic production. Their growth, therefore, 

depends very much on the export and re-export trade. In 1995, Hong Kong’s 

GDP was HK$ 1,111,391 million. The total exports in 1995 was HK$



1,344,127 million and the total imports was HK$ 1,495,736 million, 

registering a minor trade deficit. Singapore, on the other hand, had a GDP of 

S$ 117,610 million in 1995. The total value of exports and imports were S$ 

180,151 million and S$ 189,691 million respectively, registering a minor trade 

deficit, too (see Tables 3 and 4).

Nonetheless, the role played by the Hong Kong government is slightly 

different from that of Singapore, although their economic objectives are 

similar ~  that is to create and maintain a stable political and economic 

environment, to attract foreign investment and to foster output growth.

Since the 1970s, the Hong Kong government has followed a “positive 

non-intervention” policy. Non-interventionism means keeping taxes low for 

promoting investment and not spending government revenue on things that 

might interfere with industry or commerce. However, Singapore's economic 

policy has been highly interventionist in that the government is deeply 

involved not only through its micro and macro-policies but also through its 

ownership of firms. The government has been actively playing a role in 

economic management so as to provide a more stable economic environment 

and an effective infrastructure for business investors. It appears that Hong



Kong and Singapore’s governments have been playing different roles in 

administration while having the same objective.

Another difference between Hong Kong and Singapore is that Hong 

Kong is a large service center for foreign direct investment (FDI) into China. 

Singapore, by contrast, is not. The structure of Hong Kong’s economy has 

changed dramatically over the last decade. The manufacturing sector’s GDP 

accounted for 24.3% in 1984, 15.3% in 1990 and 8.1% in 1995 while the 

services sector’s GDP is gaining importance. It is estimated that less than 

400,000 people are now employed in the manufacturing sector. Banking, 

finance, trade, tourism and other services together contribute 83% of GDP and 

nearly 60% of total employment in Hong Kong.

For Singapore, the manufacturing sector's GDP accounted for 23.6% 

in 1985, 29.6%  in 1990 and 29.7% in 1995 while service sector's GDP 

accounted for 62.6% in 1985, 62.3% in 1990 and 60.6%  in 1995. The 

economy has become more balanced in terms of its economic sectors. 

Singapore appears to be more industrialized than Hong Kong, exporting goods 

with higher technological content. The share of capital-intensive products in 

total exports jumped from 64% in 1994 to 79% in 1995.9

Asia Pacific Profiles, Asia Pacific Economics Group, 1996.



2.2. Economic Growth of Hong Kong and Singapore

A comparison between Hong Kong and Singapore shows some 

similarities and differences that are useful for the current research. Because of 

the lack of natural resources, both Hong Kong and Singapore’s economic 

growth would be very much correlated with their growth of exports. Both 

economies achieved persistent growth in exports since the early 1970s (see 

Table 1).

Favorable export growth would be attained via efficient allocation of 

resources according to comparative advantages, highly competitive domestic 

markets, exploiting economies of scale and ensuring full capacity utilization 

and so on. Hong Kong and Singapore both have rightly exploited their 

comparative advantages. Tables 3 and 4 show that Hong Kong and Singapore 

have adopted an export-oriented policy in 1970s. Moreover, their long history 

of entrepot trade and entrepreneurial skills could replace import substitution 

and act as a pre-condition for export oriented economic growth (see Chen, 

1988, p.24).

The contribution of re-export share to GDP growth in Hong Kong was 

increasing vehemently in the 1990s, indicating that Hong Kong is heavily



relying on re-export trade. The re-exports to GDP ratio for Hong Kong and 

Singapore were 27.5%  and 59.8% in 1980, 74.2% and 49.0%  in 1990 and 

95.1% and 59.5% in 1995, respectively (see Table 2). These three sets of 

figures show that re-export trade has been vehemently important to Hong 

Kong than that of Singapore. The rapid increase in re-exports of Hong Kong is 

attributed to the open-door policy of China that revived the entrepot business 

of Hong Kong and attracted industrialists worldwide to set up their 

manufacturing bases in the coastal region of China. The rapid growth of China 

and hence the re-export trade are expected to contribute immensely to Hong 

Kong’s economic growth. It is observed that Hong Kong has undergone 

structural changes and will rely on re-export trade as their sources of growth in 

the future.

Besides, Hong Kong is rapidly moving ahead as an international 

financial and foreign exchange center. It has been pursuing more capital 

inflow through an advanced infrastructure and low-tax incentive policies. The 

economy is still stable despite the reversion to Chinese sovereignty since 1st 

July, 1997.

Since 1995, Singapore has stepped up it efforts to attract Hong 

Kong-based companies and citizens with the espousal of the advantages of



doing business there. For instance, there have been newspaper advertisements 

and trade fair exhibitions enthusiastically to urge Hong Kong residents to 'look 

to Singapore for Security? when deciding where to invest their money.10

2.3. Process of Industrialization and Shift in Trade Pattern

Hong Kong and Singapore have been outward-looking since the mid- 

1970s, in contrast to Taiwan and South Korea (see Chen 1988). However, 

both the economies of Hong Kong and Singapore are so vulnerable to external 

shocks. Perhaps, this is the key factor pushing the two countries towards an 

extremely export-oriented industrialization to avoid soars rises in production 

costs in the last two decades. For example, the unclear future of Hong Kong 

because of the problem of Sino-British Joint Declaration in 1984 and the 

shortage of oil supply for Hong Kong manufacturers during the Gulf War in 

1991. External shocks frequently emerged during Hong Kong’s 

industrialization process though the government policy changed little. The 

Hong Kong government has adopted and maintained a non-intervention policy 

during the past two decades.

10 The shadow of hand-over and the uncertainty of the future of Hong Kong raised an opportunity 

for Singapore to absorb Hong Kong's capital. The Singapore government, therefore, has 

attempted to attract Hong Kong-based regional headquarters and financial services operations 

through carefully targeted actions since early 1990s.



For Singapore, the pressures were mainly from changes in the external 

environment and cyclical fluctuations, rising costs in raw materials as well as 

the growth of its neighbors5 economic challenges. The government, therefore, 

realized that industrialization was really needed to create employment 

opportunities. Because it was a small market that has precluded import 

substitution, coupled with its weak local capital, the government has 

persistently tried to attract a large amount of foreign investment into the 

country.

In short, the Singapore government has adopted an interventionist 

style as a means of consolidating itself in response to social conflict, electoral 

pressures... whereas the Hong Kong government has developed a non

intervention policy in the economy with relative few market distortions.

Table 5 shows that the major trading partners of Hong Kong are the 

US, China, Germany, Singapore, Japan, the U.K., Taiwan, the Netherlands 

and Canada. The domestic exports and re-exports by destination to the US 

seem to be increasing over the last 15 years (see Tables 5 and 7). Hong Kong's 

total value of exports to the US were US$ 57687 million in 1985, US$ 66370 

million in 1990 and US$ 61250 million in 1995. The total re-exports to the US 

by destination were US$ 14705 million in 1985, US$ 87752 million in 1990



and US$ 230997 million in 1995, registering a sharp increase in re-export trade 

with the US.

Table 9 shows that the major trading partners of Singapore are the US, 

Malaysia, Hong Kong, Japan, Thailand, Germany and China. The domestic 

exports to the US and Malaysia were increasing rapidly from US$ 4830 

million and US$ 3539 million in 1985, US$ 11215 million and US$ 6873 

million in 1990 to US$ 19727 million and US$ 21416 million in 1995, 

registering the US and Malaysia as its largest export markets. Table 10 shows 

that Japan and the US are its main sources of imports, registering the total 

amount of US$ 24858 million and US$ 17647 million in 1995, respectively.

The economic take-off and rapid sustained growth of Hong Kong and 

Singapore took place during the past two decades. Both of them were 

embarking on export-led industrialization in light of their long history of 

entrepot trade experience in the world market.

According to Chen1 *(1988), there are four stages or types of 

industrialization. The first stage is Import Substitution 1 (IS1), the second 11

11 Chen's model (1988) shows that there are four stages of export-led industrialization. The first 

stage is Import Substitution 1 (IS1) -producing consumer goods; using protectionist measures to 

groom infant industries. The second stage is Import Substitution 2 (IS2) -producing capital goods



stage is Import Substitution 2 (IS2), the third stage is Export Orientation 

l(EO l) and the fourth stage is Export Orientation 2 (IS2). Hong Kong and 

Singapore, because of their small domestic markets, did not really go through 

the stage of IS1 and IS2 as they embarked on export-oriented industrialization. 

The next section and subsequent analysis help to examine why Hong Kong can 

go ahead with the EOl stage and maintain its export competitiveness at the 

same time despite its escalating labor and rental costs over past few years.

2.4. Economic Integration between Hong Kong and 

Guangdong

The evidence showing regional market integration between Hong 

Kong and China is reflected by Hong Kong’s extensive manufacturing 

activities in China. There are currently about 150,000 Hong Kong enterprises 

investing in China, of which the majority are either joint ventures or wholly- 12

and consumer durable goods. The third stage is Export Orientation 1 (EOl) -producing labor- 

intensive light manufactured products. The four stage is Export Orientation 2 (E02) and Export 

Orientation 2 Complex (E02-complex) -producing technology, capital or knowledge-intensive 

products; developing services; especially financial undergoing, technological and economic 

restructuring.

12 “Regional market integration” is defined as the close economic tie between two economic zones 

that synthesize and process all factors of inputs to produce final goods. In this case, Hong Kong 

transports much materials to Guangdong to have outward processing.



owned business by Hong Kong companies with HK$ 450 billion worth of total 

exports to China in 1995. Guangdong’s exports rose by 13% in 1995 from 

HK$ 390 billion to HK$ 441 billion which is predominated by outward 

processing products of Hong Kong origins.13

Since China adopted the open-door policy in 1978, Guangdong has 

emerged as the most favored offshore investment destination for Hong Kong 

manufacturers due to its geographical proximity, availability of low-cost labor 

and land as well as various favorable trading status offered by the Chinese 

government. Since 1978, a massive relocation of manufacturing plants from 

Hong Kong to China has been taking place. It is estimated that, at present, 

Hong Kong manufacturers employ, either directly or indirectly, as many as 5 

million workers in Guangdong. Most of them are working in the Pearl River 

Delta region.14

As a result of relatively low labor and land costs in China, Hong Kong 

manufacturers have significantly expanded their production scale in China. 

This has placed Hong Kong as the ninth largest exporting economy in the 

world in 1995 (see World Competitiveness Reports (1995), The World

13 See Kueh and Voon, 'The Role of Hong Kong in Sino-US Economic Relations', working paper, 
No.34 (6/96) CAPS, Lingnan College, 1996.

14 See Hong Kong Trade Development Council (1988, 1993 and 1996) Survey on Hong Kong 
Re-export, Summary Report.
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Competitiveness Reports, 15 Editions, World Economics Forum, USA). 

Tables 6 and 8 show that China is increasing important in Hong Kong5 s export 

and re-export trade since the 1970s. This is in contrast to the Singaporean 

pattern of growth.

Combining exports and re-export trade volume, China has now 

replaced the US as Hong Kong’s largest export market. In 1995, the total value 

of Hong Kong exports and re-exports by destination to the US were HK$

61250 million and HK$ 230997 million respectively while the trade value of 

exports and re-exports to China were HK$ 63555 million and HK$ 384043 

million respectively (see Tables 5 and 7).

The sharp rise of re-exports to China from Hong Kong shows that 

there is a close economic integration between Hong Kong and China, 

particularly in the Guangdong province. It was estimated that, on average, 

more than 86% of foreign direct investments (FDI)15 in China came from Hong 

Kong during the period 1978-1995.16 Recently, more than four-fifths of all the

15 Guangdong has absorbed more than 93% of Hong Kong's foreign direct investment in China. 

Foreign investments always come jointly with a range of expertise in production and distribution, 

(see Sung Y. W. The China-Hong Kong Connection, Australia, New York, Cambridge University 

Press, 1992).

16 See Y. Y. Kueh, 'Foreign Investment and Economic Change in China' The China Quarterly, 

No. 131, September 1992, p.673-4 and 24th Ta-Kung Pao (TKP) May 1995.



manufacturing industry in Hong Kong has been relocated to China, thus 

contributing to the growth of outward processing trade (OP), sanlai y ibu17 and 

other forms of activities involving Hong Kong as a middleman. Particularly, 

the unprecedented evolution and growth of sanlai yibu have made Chinese 

exports trade unique from the rest of the world (ROW's).

Sanlai yibu enterprises' exports hitherto constitute more than 80% of 

China's total manufacturing exports. It is estimated that 83% of Chinese total 

outward processing exports originates from Guangdong province alone, 

indicating the importance of Hong Kong's OP-related involvement in 

Guangdong. A survey conducted by the Hong Kong Trade Federation in 1990 

on Hong Kong5s industrial investment in overseas countries revealed that just 

under 40%  of our manufacturers had investment in other parts of the world. 

Among them, more than 80% had investment in China, up to 90% of which

17 The total exports can be categorized into sanlai yibu and sanji qiye outputs: the former is 

outward-processing (OP) related whereas the later is not. Sanji qiye export proper' is common to 

world's export trade but sanlai yibu, being growing strongly within the China-Hong Hong 

common production region, Guangdong, is a rather unique world export trade phenomenon. 

Currently, a substantial proportion of Chinese exports to the US is Hong Kong's re-exports 

whereas US direct exports to China are predominantly sanji qiye export proper (i.e. goods without 

outward p rocessing involvement from a third country).



being in the Guangdong province.18. In view of the significant commitment of 

Hong Kong’s manufacturing industries in Guangdong, the economic 

integration between them has been further enhanced.

Outward processing activity involving the relocation of foreign firms 

from Hong Kong to China refers the subsequent importation of processed 

goods from China. All or part of their raw materials or semi-manufactures are 

under contractual arrangement exported from or through Hong Kong to China 

for processing.

The Guangdong-Hong Kong link forms the crucial axis of Greater 

China. The arrangement has helped Guangdong to dominate China's export 

sector, with the province accounting for one-third of the nation’s total exports 

by mid-1993. The Guangdong state government expects the province to 

account for half of the China’s total exports by 2010.19

A relative increase in re-export activity points to the importance of 

Hong Kong as a provider of a wide range of trade-related services and as a

18 Since the introduction of open policy in the late 1970's, the economy of Guangdong has been 

transformed into an export-oriented one. This was attributable to its close economic ties with 

Hong Kong and the favorable policies from central government, which allow Guangdong to have a 

degree of autonomy in handling its economic affairs.



trade mediator between China and the US. Judging from the success of 

China's open-door policy and free market-oriented economic reforms since

1978, and the determination of policy-makers to follow the present path of

development, it is generally expected that China and hence Hong Kong's 

robust economic growth can be sustained in the foreseeable future. 19

19 see Lardy, ‘Birth of Greater China,’ China’s Foreign Trade, May 1993, p711-14,



Chapter 3
Assessing Hong Kong and Singapore’s Export 

Competitiveness

3.1. Definition of C om pe titiv en e s s f

This paper concerns with the competitiveness o f manufactured 

exports at country level rather than at a specific firm or industry level. 

Measurement of the competitiveness at country level may be divided into two 

categories. The first is quantity measured in terms of constant market share 

and revealed comparative advantages. The second is the price or cost 

measured in terms of relative export price and labor cost indices. Export 

competitiveness is also determined by non-price factors. Examples are product 

quality, product innovation and marketing strategies. Technological progress 

enhances competitiveness by reducing the per unit cost o f production or using 

a product quality improvement ratio.

Krugman (1990) defined competitiveness as the ability to produce 

goods and services that meet the test of international competition while the 

citizens enjoy a standard of living that is both rising and sustainable. He also



pointed out that competitiveness would be determined by domestic factors, 

primarily the rate of productivity growth.

If a country succeeds in exporting only by repeatedly devaluing its 

currency for selling its exports more cheaply on world markets, then its 

standard of living, which depends on its purchasing power over imports as well 

as domestically produced goods, might actually decline. In theory, the 

domestic growth might be pre-empted by the deteriorating terms of trade. 

Hence, competitiveness might be seen from the angle of international 

competition.

It is noteworthy, on the other hand, that when the law of one price 

prevails in a perfectly competitive world market for homogenous commodities, 

sales volume can be expanded indefinitely if  demand is perfectly elastic. In 

manufacturing trade, where cost-plus pricing prevails, competitiveness means 

external competitiveness, exhibiting the ability of domestic producers in 

gaining market share by undercutting their foreign competitors. In the exports 

markets, this involves a worsening term of trade. Moreover, as the external 

price competitiveness depends on the relative prices of domestic and foreign 

goods, it seems reasonable to measure it by comparing such indices of the



general level of prices as the index of wholesale prices or consumer price index 

or GDP deflator at home and aboard.

The wholesale prices index, consumer price index and GDP deflator 

are widely used to measure a country's external competitiveness. Morgan 

(1978) regarded the relative movement of the real exchange rate as an 

interpretation of the export competitiveness among countries. The main 

determinant of the export competitiveness is closely related to the relative real 

purchasing power. Any improvement in price competitiveness, attained by a 

nominal depreciation of the currency, is very temporary. Sooner or later, it 

will be eroded by rising domestic costs. In the long run, a country’s export 

competitiveness will be improved if it enjoys a lower rate of inflation and 

faster growth of productivity than its trade partners. The overall 

competitiveness is, therefore, defined as a country's ability to attract 

international mobile factors of production, like capital and entrepreneurship 

which would improve its real exchange rate through such productivity growth.

Amdt (1993) infers that the international competitiveness of a country 

refers to its ability to maintain or increase its market share relative to its foreign 

competitors. This ability depends on both the price and the non-price factors. 

He also distinguishes two concepts of price competitiveness. The first one is



external competitiveness, meaning a favorable ratio of the relative prices of 

domestic goods to foreign goods. The second is the internal competitiveness, 

meaning a favorable ratio of the relative domestic price of tradable goods to 

non-tradable goods. Amdt5s definition is relevant to the analysis outlined in 

this thesis.

To increase market share of commodity i, producers of tradable goods 

must be able to attract resources from non-tradable sector as well as to expand 

its sales volume. Besides, it is generally conceded that the non-price 

competitiveness also played a major role in the growth of export markets. For 

instance, some Japanese manufacturers compete primarily and successfully 

through product quality, not price.

It is reasonable to say that export competitiveness is associated with 

trade performance. If a country loses export share in a particular commodity or 

sector relative to the ROW, it is said to have become less competitive. The 20

20 In thinking about of this issue, we return to Japanese experience since World War II and ask 

many questions. How can a country of 100 million people achieve worldwide leadership in 

automobile manufacturing, steel production, shipbuilding and consumer electronics? How can 

this be accomplished on an island the same size as California with no national resources except 

labor? What qualities do consumers admire in Japanese products? The answer is generally the 

same --- the Japanese understand and provide quality and value in their products. See E. A. 

Everett and J. E.Ronald, ‘Production and Operations Management' ‘Prentice-Hall international 

Editions,* pp511, 1989.



World Economic Forum 1995 defines ‘competitiveness， as the ability of 

entrepreneurs to design, produce and market goods and services, the price and 

non-price factors of which form a more attractive packages than that of 

competitors (see World Competitiveness Report 1995).

The way in which* the term competitiveness is defined and measured 

would affect the result of any study on whether or not a country is 

‘competitive’. A table summarizing different economists5 definitions of 

competitiveness is attached in Appendix B.

3.2. Changes in Real Exchange Rate

Morgan (1978) advocated that the main determinant of export 

competitiveness is closely related to the relative real purchasing power across 

countries. Therefore, an increase in real exchange rate of a country represents 

an increase in relative real purchasing power vis-a-vis its trading competitors 

in importing markets.

The competitiveness of Hong Kong and Singapore in exports of 

manufactured products to the US may be attributed to a favorable change in 

real exchange rate and competitive product prices over the study period. In



what follows, two important independent variables having differential impacts 

on the market share are constructed. As Hong Kong and Singapore have been 

competing for market share on a common import market, the US, — relative 

exchange rate and product prices are critical for their competition for market 

share in the US.

Real exchange rate , ( I = EPI/Ex, where EPI is export price index 

and Ex represents nominal exchange rate ) is constructed by adjusting product 

prices over exchange rates. Relative price competitiveness ( P, which denotes 

the ratio of competitor i’s price index (1;) to the sum of other competitors’ （In)) 

constitute an appropriate independent variable. Where competitor i’s price 

index rises faster than that of all other's, country i5s export share would 

decrease vis-a-vis its competitors5 share.

It is noted that an increasing value of real exchange rate means the 

appreciation of host currency and the price of export goods and services must 

become more expensive, the amount of export will decrease. Therefore, the 

expected sign of parameter of real exchange rate is negative. 21

21 The Real Exchange Rate of Hong Kong Dollar (RShk) is defined as the nominal exchange rate 
(USD/ HKD) times the ratio of the Hong Kong price level (Phk) over the US price level (Pus)-



Fleissig and Grennes (1994) conferred that nothing could destroy an 

exporter's competitiveness more rapidly than a rigid exchange rate policy. A 

country’s export competitiveness would therefore be improved only if it could 

enjoy a lower rate of inflation, higher increase in real exchange rate and faster 

growth of productivity than its competitors. Chart 4 shows that the real 

exchange rate o f Singapore was increasing steadily while Hong Kong was

stable between 1980 and 1995.

3.3. Changes in Product Composition

The downturn in global demand in particular for electronics products

in mid-1990s has raised concerns for some Asian economies, (i.e. Singapore)

because of their heavy dependence on these groups of export products. Both 

Hong Kong and Singapore were in a similar situation, which is believed to be a 

probable outcome of the region's increasing product specialization.

On the other hand, despite the fact that Hong Kong is integrated with 

the mainland, with a rising dependence on China for its exports, it has been 

exhibiting its effort to develop as a regional trading hub. By diversifying its 

overseas markets, for instance, it has benefited from greater integration with 

the rapidly expanding Chinese economy without raising export market risk.



Heavy reliance on only a few overseas markets for its exports is regarded as a 

potential source of instability for Hong Kong's economy. It is likely that a 

shift in demand or any political dispute with an importing country could 

threaten its economic stability.

Recently, a number of Asian countries have tried to diversify their 

export markets by attracting a greater flow of capital and technology. Hong 

Kong and Singapore are no exceptions. Asian countries have increasingly 

relied on regional and global trade for growth impetus. Higher export risks 

could mean greater likelihood of these economies diverting to a less 

sustainable trade performance.

Table 17 shows that Hong Kong is an exception among Asian 

exporters in reducing market reliance, with its market concentration ratio 

rising to be the highest in the region. The ratio increased steadily from 41.3% 

in 1990 to 46.1% in 1995. However, the ratio of Singapore is obviously lower 

than that of Hong Kong with 34.73% in 1990 and 34.75%  in 1995. This is the 

lowest ratio among the surveyed countries (see Table 17).

As Hong Kong integrates its economy with the mainland resulting in a 

surge in outward processing related trade activities, China5 s exports, too, will












































































































































































