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I thought I was noted, in the local research community at least, for being pessimistic about Hong Kong’s economic future well before the political transition. My pessimism was related to the transition syndrome, the policy minimalism, the lopsided economic structure and the bubble that no one wanted to see burst, etc. Readers can find pieces of evidence that underpinned it in the online articles and other material posted on this web page of mine.

Ironically, I was proved by history to be have been too optimistic. To make amends, I tried to put forth proposals that were less philosophical and more practical in nature, landing myself unwittingly in all sorts of advisory positions. I have found satisfaction in some and frustration in others. Overall, my impact on policies has been marginal, if at all, and the economy seems to be entering a dangerous trajectory that few could have anticipated before.

The most serious trouble is that after the collapse of the overblown property market and its affiliated activities (with all the social backlashes and individual tragedies), which I emphatically forewarned without possibly factoring in the astonishing effects and aftermath of the East Asian financial crisis, “new” or “revamped” locomotives of economic growth that could generate impressive value-added and sufficient employment seem so elusive. China’s accession to WTO is both a blessing and a curse; and we are crossing our fingers. 

In short, the Hong Kong economy is facing an identity crisis. We want to gain the benefits of being part of China, but we don’t want to be just “another city” in China. What is Hong Kong’s niche? The endless list of potential regional and international “centres” is of little comfort.

Without a proactive policy by the SAR government and the private sector, and a multi-angular strategic alliance among them and the politicians, the academia and the grassroots, I don’t really see how Hong Kong can re-invent its famous growth engine.

In the absence of robust growth, we will be swamped in the politics of downward spiral, a nightmare that goes beyond the economic disasters that are still shaking us.

Just a few years ago, Hong Kong was in the enviable position of having one of the largest reserves in the world, comfortably guarding its peg against the US dollar and running fiscal surpluses year after year. 

Most were in the cautious note. Few warned about the cumulating problems in the economy and the lack of productivity upgrading, just wishing for a smooth 1997 transition. That proves to have cost the SAR tremendously. Hong Kong just failed to re-invest the huge savings that the pre-1997 generation had succeeded in building up, voluntarily or otherwise. Most of our competitors were struggling with economic restructuring, while we focused only on a very narrow list of political agenda.

Now the economic negligence has come back to haunt us. First was the financial crisis. The HKMA did what was belatedly needed, but did it quite well. Then the economic doldrums persisted, smacking structural rather than cyclical maladies. The optimality of the peg, rather than its robustness, is being questioned. And now even fiscal soundness, the most impeccable pillar of Hong Kong’s prosperity, is open to doubt.
We are still remote from the dilemma where developing countries such Argentina have found themselves facing: a hard peg and persistent fiscal deficits whose bonds are being virtually defaulted. But the ferocity of the downturn in the SAR has caught many, including myself by surprise. The way that the government presented the fiscal picture (in real terms and with different deflators) was at least partly to blame. With hindsight, serious problems started to brew in the Patten era. Politics again has interfered into economics in Hong Kong.

The gut reaction is to cut expenditure. There is certain inevitability in it, as opening new sources of revenue seems politically even more difficult. However, ultimately, everything depends on growth. When the Argentine economy was growing robustly in 1997-98, few had questioned its public or private debts. It was only when the growth engine sputtered that creditors got nervous, leading to an avalanche.

In its eagerness to contain the budget deficit, the SAR government must not lose sight of a basic fact. Short-term tightening must be selective and efficiency enhancing, so that it would not harm the long-run future of the Hong Kong economy. Moreover, what needs to be invested must still be invested.
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