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ABSTRACT

Historically, foreign trade has been the engine of economic growth of
Hong Kong. Based on a review of three main stages of foreign trade devel-
opment that Hong Kong has experienced since its opening, with the guide
of relevant trade theories, this book conducts detailed analysis on the histo-
ry, characteristics and motivation of foreign trade development in Hong
Kong by means of combining both qualitative and quantitative research
methods. We adopt econometrical instruments which include input-output
analysis , stable test,co-integration test, as well as error corrected model to
carry out empirical study on the correlation between foreign trade in Hong
Kong and local economic growth,the impact of foreign trade in Hong Kong
on local employment,and the influence of pegged exchange rate system on
its foreign trade development, and then we draw reasonable conclusions and
suggestions. Lastly,the book focuses on main features, possible impacts and
development trends in the transformation of foreign trade in Hong Kong in
recent years, and puts forward some policy recommendations to speed up
the transformation of foreign trade development in Hong Kong and to
strengthen Hong Kong’s position as an international trade center.

The book’s major achievements and contributions include the follow-
ing:

1. Through literature analysis, the history of foreign trade in Hong
Kong can be divided into three stages,namely Far East Re-exports phase
(1840—1951) ,World Trade Center phase (1951-—1984) and Re-emer-
gence of Re-exports phase ( 1985—Present). This book also systematically
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discusses the impetus and influencing factors behind foreign trade develop-
ment in Hong Kong, and portrays its features at different stages from the as-
pects of changes in the quantity and proportion of various types of trade.

2. With statistical data analysis, this book operates a comprehensive
analysis on the properties of the product and market structure in imports,
domestic exports and re-exports of foreign merchandise trade in Hong Kong
since the Second World War, and studies the characteristics of rapid devel-
opment in Hong Kong’s trade in service since 1980’s. The findings indicate
that Hong Kong’s foreign trade gave priority to capital goods,raw materials
and semi-manufactured goods in the commodity structure,,and had a strong
dependence on European and the United States’ market in the industrializa-
tion era of 1960s to 1970s; raw materials, semi-manufactured products and
capital goods accounted for a large proportion in Hong Kong re-exports
trade after Mainland China implemented the reform and opening up policy,
and Mainland had gradually become the most important import-export mar-
ket for Hong Kong. Based on an analysis on contents and features in Hong
Kong’s foreign trade development,we reveal how Mainland’s reform and o-
pening up policy have influenced the pattern of foreign trade development
in Hong Kong.

3. The rapid development of foreign trade in Hong Kong relies on its
strategic location,stable economic policies and favorable external environ-
ment. This book discusses the dynamic mechanism of Hong Kong’s foreign
trade from three aspects—unique envirenment, modern infrastructure and
sound foreign trade policy and law system and also concludes that factors
such as relatively favorable international environment, strong support from
Mainland China,advanced port facilities, modern airport, stable policies of
free port and trade,sound administration and promotion agencies etc. ,have
contributed significantly to its rapid development.

4. By a combination of qualitative and quantitative research methods,
this book systematically and comprehensively studies the correlation be-
tween foreign trade in Hong Kong and local economic growth. The variation

trends of Foreign Trade Index, Growth Rate Contrast, and Growth Index
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show a good consistency in time between foreign trade development in
Hong Kong and local economic growth. The empirical study with co-inte-
gration test,as well as error corrected model demonstrates that Hong Kong’s
merchandise trade export and service trade export have a positive correla-
tion with its economic growth, no matter in terms of long-term or short-
term. More specifically, the elasticity coefficient of commodity import-export
trade on economic growth is higher than that of service import-export
trade:1% increase in Hong Kong’s merchandise and services exports is as-
sociated with 0.836 8% and 0.247 7% increase in GDP respective-
ly. From the perspective of growth rate, commodity import-export has a
stronger effect on GDP growth than that of service import-export in the
short-term. Therefore ,the domestic exports and re-exports still play an im-
portant role in maintaining economic growth in Hong Kong,

5. We analyze the effect of various types of trade,such as domestic ex-
ports , re-exports and trade in services, on local employment in Hong Kong,
and then we study how foreign trade in Hong Kong affects local employ-
ment and their correlation. We also use input-output analysis method, VAR
and VEC models to estimate the stimulation of export in employment and
discuss the long-term dynamic relationship between foreign trade and local
employment. The book concludes that exports have a positive effect on em-
ployment while imports have a substitution effect. In terms of various types
of trade ,domestic exports show a stronger effect than re-exports on employ-
ment , re-exports show a stronger effect than trade in services on employ-
ment and the stimulating effect of offshore trade is the relatively smal-
lest. The findings are of great significance to understand the trends of for-
eign export transformation and to take effective measures to promote em-
ployment for Hong Kong government.

6. We investigate the development and transformation of foreign trade
in Hong Kong from the perspective of linked exchange rate. Based on a
qualitative analysis of the effect of linked exchange rate system on foreign
trade development in Hong Kong, we take the States and Japan for example

to test the correlation between linked exchange rate and foreign trade posi-
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tion of Hong Kong using econometric method. We find that since the imple-
mentation of the linked exchange rate system in 1983 , foreign trade position
of Hong Kong is mainly affected by real shocks especially local de-
mand. The key factor to growth in foreign trade as well as its re-structuring
is real shocks other than changes in exchange rates. This finding, from
some aspects,reflects that linked exchange rate system plays a positive role
in Hong Kong economy , which leads to fixed exchange rates that bring a-
bout a relatively stable economic environment and stimulate growth in for-
eign trade and international capital flows. We also discuss the orientation of
linked exchange rate system in the future.

7. We review the history of transformation of foreign trade in Hong
Kong as well as its characteristics and performance since the middle 90’s of
the 20th century and analyze how the transformation from traditional re-ex-
ports to new offshore trade significantly influences economic development
in Hong Kong. This book also indicates that Hong Kong is changing from
re-exports center to trade operation and controlling center. Therefore , Hong
Kong should accelerate the development of modern logistics industry and
strengthen its role as a global financial center in order to enhance Hong
Kong’s poesition as an international trade center.

The innovation of this book lies in the following two aspects: Firstly,
from the aspects of research approach,we combine qualitative and quanti-
tative analysis methods to systematically study the development of foreign
trade in Hong Kong, its characteristics and its significant influence on
Hong Kong economy. Secondly, from the aspects of research perspective,
we discuss the mechanism of various types of trade such as domestic ex-
ports , re-exports and trade in services for affecting economic development
of Hong Kong respectively and reveal the correlation between foreign
trade , economic growth and local employment in Hong Kong. It helps to un-
derstand the dynamics and tendency of the object of study from different
angles, that is,the various effects of foreign trade on local economy in dif-

ferent stages of its transformation.
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