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Trade Policy Review Mechanism

SUMMARY OBSERVATIONS

(1) Economic Environment

1. During the lastfouryears, Hong Kong's

economy has recovered rapidly from the steep

downturn of1989. Real GDPgrowth increased

from 3.2 per cent in 1990 to 5.3 per cent in

1992 and 5.5 per cent in 1993. Hong Kong's
economic strength has, during thisperiod, been

buoyed up by the dynamism of the Pearl River

Delta region, for which it increasingly serves

as a commercial centre and international

gateway. Given its entrepôt functions, the

territory stands to benefit from positive trade

relations between China and main export

markets. While the current weakness of the

U.S. dollar, to which the Hong Kong dollar has
been pegged for over a decade, may further
stimulate business activity, there is a degree of
caution relating mainly to the possiblespillover
from any economic rightening in China and

uncertainties surrounding the transfer of
sovereignty in 1997.

2. The Hong Kong dollar's exchange rate

peg is v;tended to provide a monetary anchor
in a wiitically and economically sensitive

environment. However, nominal exchange rate

stability has been accompanied by faster
monetary growth and higher inflation than in

the United States, leading to appreciation ofthe

real exchange rate. Although inflation-induced

speculation may have somewhat distorted

investment patterns, inparticularfuelling Hong
Kong's recent real estate boom, the currency
peg appears to have contributed to monetary

stability and business confidence in recent years,
thus living up to original expectations.

(2) Institutional Framework

3. Legally, the United Kingdom has final
responsibilityfor political developments in Hong
Kong. However, the territory benefits from

considerable autonomy, defining andpursuing
its own policies in areas such as money and

finance, production, employment, investment and

trade. To enter into law, bills must be passed

by the Legislative Council (LegCo) and approved

by the Governor. Apartfrom three ex officio

members, LegCo members are appointed by the

Governor (18), elected directly by geographical

constituencies (18) and indirectly by functional

constituencies representing broadly-defined

commercial, professional and social groups (21).

4. Most trade-related legislation is

prepared and administered by the Trade

Department, within the Trade and lndustry

Branch. Unlike many of their counterparts

abroad, the sections responsiblefor industrial

development and external trade are structured

along functional, rather than sectoral lines.

This may have helped to contain the influence

of industry-specific interests on government

regulation and, thus, on the territory's liberal

trade and investment policies.

5. The Basic Law of the Hong Kong

SpecialAdministrativeRegion (HKSAR), which
will come into effectfrom July 1997, provides

for the continuation of the current economic,

monetary and financial régime for 50 years.

In particular, Hong Kong is to maintain the

status ofafreeport, pursue afree trade policy
and remain a separate customs territory. The

future Government is to be free to conduct

relations with States and international

organizations on issues such as the economy,
money andfinance, shipping, communications,
tourism, culture and sports. Using the name
"Hong Kong, China", the HKSAR wili be a
member ofthefuture World Trade Organization.
A review and amendment process is now
underway to ensure the compatibility ofcurrent

legislation with the Basic Law.

(3) Trade Policy Features and Trends

(i) Evolution since the initial review

6. Reflecting Hong Kong's growing rôle
as a service centrefor South China, transit trade

C/RM/S/49
Page vi



Hong Kong C/RM/,t49
Page vii

hasfar outstrippeddomestic trade since the late
1980s. The ratio of re-exports to domestic
exports increasedfrom 1.3 in 1988 to 3.7 in
1993. Due to its re-export boom, Hong Kong
remains the fifth largest merchandise exporter
within the GATT system, after the European
Union, the United States, Japan and Canada.

7. Economic integration with South China
has been driven by growing investment - Hong
Kong is the largest source of foreign direct
investment in, China - and the relocation ofmany
manufacturing activities across the border, led
by sectors such as leather, rubber, and
electronic products, including watches. Their
departure has freed resources for higher
technology manufacturing and the rapid
expansion ofbusiness services such asfinance,
marketing, design and logistics.

8. These locational adjustments and the
concomitant changes in production and trade
patterns have taken place without any significant
government involvement. For example, Hong
Kong has pursued nopolicies to case adjustment
pressures on individual sectors or to target
growth industries. Rather, scarcity oflandand
labour has, in tandem with real currency
appreciation, encouragedsecroral reorganization
towards less labour-intensive and price-sensitive
activities. The Government has assisted this
process bypromoting information andtraining,
the development ofinfrastructure, including the
ongoing construction ofa new airport, and the
gradual liberalization of some regulated
services, such as voice transmission.

(ii) Type and incidence of trade policy
instruments

9. Hong Kong's external trade régime is
open and strictly m.f.n. based, with no tariffs
on imports or exports. Procedures for
government procurement appear streamlined,
transparent and non-discriminatory. The
authorities have not notified any State-trading
activities under the relevant GATTprovisions,
nor are there government-sponsored
countertrade arrangements. No legislation exists

for safeguard actions in the event of import
surges orfor remedial measures against dumped
or subsidized imports; and there is no evidence
ofany bilateralarrangements, apartfrom MFA-
based restrictions, intended to influence trade
flows. Hong Kong has no legislation relating
to monopolies orother restrictive arrangements
and, thus, no provisions to deter price
maintenance, boycotts, bid-rigging or other
collusive practices; to maintain competition it
relies on the benefits offree trade and on the
absence of regulatory barriers.

10. Apartfrom continuing restraints under
MFA bilateral agreements, trade controls are
maintainedmainly on technical, environmental,
health or security grounds. Changes since Hong
Kong's initial Trade Policy Review in 1990
include the easing of restrictions on strategically
sensitive products and the introduction of a
Textiles Trader Registration Scheme intended
to facilitate trade in non-restrained items and
prevent fraudulent trans-shipments. Certain
imported products frequently involved in
smuggling activities, including high-powered
outboard engines, have been made subject to
licensing. Import controls on rice, frozen meat
and poultry, intended to underpin domestic
stockpiling obligations, have been maintained;
the restrictions onfrozen meatandpoultry are,
however, under review.

11. Trade-related fees, levies and
charges generated revenue of less than
US$200 million, or 1.2 per cent of total
government income, in 1993-94. Some three-
quarters of this sum resulted from a charge
relating to trade declarations, which applies to
virtually all imports and exports but no to trans-
shipments. While consignments offoodstuffs
bear a fiat rate, the charge on all other items
is value-based.

12. Excise duties on fuels, alcoholic
beverages and tobacco, and a tax on the first
registration of motor vehicles, are important
elements in Hong Kong's system of indirect
taxation. Given the territory's economic
structure, these duties and taxes apply almost
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exclusively to imports. Excise duties on non-
alcoholic beverages andon cosmetics have been
abolished recently, and the previous system of
specific or compound duties on alcoholic
beverages has been replaced by three levels of
ad valorem taxation. While it does not
differentiate between individual sources of
supply, the new scheme results in widely
differing rates for grape-based wine and
Chinese-type beverages of similar alcoholic
strength. Excisepaid on production inputs can
be reclaimed on exportation of the processed
product.

13. Hong Kong's open import régime is
matched by simple, streamlined internal
regulations. Technical specifications and
approval procedures focus essentially on user
safety and do not further constrain consumer
preference. For example, import, sale and use
ofsimple telephone equipment are subject to no
mandatory technical requirements; however,
suppliers may opt for voluntary quality
certification. The authorities rely on the
robustness of existing network facilities to
prevent deficientproductsfrom causing damage.
Product admissionforpharmaceuticals is in the
hands ofan independentstatutory authority, the
Pharmacy andPoisons Board. Its decisions are
based on published material and information
obtained from manufacturers; as a rule,
products are cleared for use only if also
admitted in the originating country. Apartfrom
certain restrictions on distribution channels and
advertisement, there are no regulations affecting
prices, sales margins or other marketing
parameters for medicines.

14. The limited government subsidies and
otherforms of industrial support are normally
devoted to broadly definedpurposes, including
exportpromotion, technology enhancementand
vocational training. There are no sector-specific
schemes. However, certain programmes to
encourage research, development and innovation
may have selective effects, given sectoral
differences in technology content. Such
programmes, which generallyprovidefor grants,

subsidization ofbusiness services or preferential
allocation of factory space, appear to have
gained in importance.

15. Export-related assistance is essentially
provided through the Hong Kong Trade
Development Council, whose main activities
focus on trade intelligence and promotional
activities such as participation in trade fairs.
In 1993-4, less than 30 per cent (about
HK$570 million) ofthe Council 's budget came
from government funds. Export credit
insurance, though in thehands ofa government-
owned body, is offered on commercial terms.

16. Basic utilities, such aspublictransport,
telecommunications, electricity and water, are
supplied either by State-owned companies or
private franchised operators. Regulatory
controls aim to ensure social policy objectives,
including uniform supply conditions throughout
the territory, and avoid the exploitation of
monopoly power; there is no evidence ofprice
diffrentiation for industrial policy purposes.
While Hong Kong's local telephone company
will face three competitors on the expiry of its
franchise in mid-1995, the monopoly on a range
ofinternational telephone services is to remain
until 2006. All markets for telecommunications
equipment, as well as those for value-added,
radio paging and cellular phone services, are
liberalized.

17. All land is owned by the government;
temporary leases aregrantedby auction, tender
orprivate treaty grants. Under the Sino-British
Joint Declaration of 1984, new land to be
clearedfor developmentpurposes is limited, in
principle, to 50 hectares per year.

(iii) Sectoral development patterns

18. Since the mid-1980s, Hong Kong has
reduced its manufacturing workforce by
350,000, or about two-fifths, without any
adverse impact on overall employment.
Retrenched workers have largely been absorbed
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by, and helped the expansion of, the territory 's
booming services industries.

19. Tertiles and clothing remains one ofthe
few manufacturing industries with a strong
domestic production base. In the early 1990s,
it represented over one-third ofmanufacturing
value-added, followed by electrical and
electronic products with about one-quarter. The
latter sector, particularly industrial machinery
and equipment, performed relatively, well in
recent years. stimulated by the booming South
Chinese economy. Growth has also been strong
in paper and printing and infood production.

20. Hong Kong 's clothing industry has lost
ground in the import markets of the European
Union and the United States, its dominant
outlets. It currently supplies about 14 per cent
ofeach market, respectively 5 and 10 percentage
points less than ten years previously. In the
European Union, the industry was not only
outstripped by low-cosr competitors, in
particular from China, but also came under
increasing pressure from suppliers benefiting
from morefavourable access conditions, such
as Turkey and Tunisia.

21. It is generally acknowledged that the
MFA quota régime has encouraged industrial
congestion in Hong Kong and diverted scarce
resources away from production alternatives
with higher growth potential. Consonant with
Hong Kong's basic policy stance, sectoral
contraction is widely accepted, or even
welcomed, as a necessary conditionfor strong
overall expansion. In a booming environment,
with lucrative new business opportunities just
across the border, the consequent adjustments
may be easier to accept, however, than in less
dynamic economies.

(4) Trade Policies and Foreign Trading
Partners

22. As a small and open trading entity,
Hong Kong 's economic fate is closely entwined
with that ofthe multilateral system. It has thus
taken great interest in, and contributed

intensively to, the Uruguay Round and the
creation of the World Trade Organization.
Hong Kong 's commitments in the Round covered
virtually all negotiating areas, including
services, where it has submitted a comprehensive
schedule. However, apparently with a view to
retaining a degree ofnegotiating leverage, Hong
Kong has agreed to bind in the GATT no more
than one-quarter of its industrial tariffs at zero
level.

23. Reflecting its unqualifiedsupportforan
m.f n. based trade régime, Hong Kong does not
participate in any preferential trade agreements.
While supportive oftradefacilitation initiatives
within the Asia Pacific Economic Co-operation
(APEC) forum, of which it is a member, Hong
Kong does not currently support the creation
offormal structures or common institutions.
Objecting to derogationsfrom theprinciples of
national and m.f.n. treatment introduced by
someparticipants, it has refused to sign the new
Agreement on Government Procurement
negotiated in tandem with the Uruguay Round.

24. Hong Kong's continued expansion,
particularly in the past four years, may be
attributed both to its capacity for rapid
adjustment and a variety of positive external
factors, including the presence on its doorstep
ofa large, booming economy with an abundant
resourcebase. Swiftstructural changehas been
facilitated by smallfirm size, a highly motivated
workforce, and the business synergies of
regionaleconomicconcentration. Tobearfruit,
however, it is essential for these factors to
overate within a supportive institutional
framework, based on an open, stable and non-
discriminatory trade régime. Hong Kong, as
a principal beneficiary ofthe multilateral trading
system, has sought to ensure the resilience of
basic GATTprinciples. Implementation of the
Uruguay Round results willfurther improve the
territory's locational attraction andhelppromote
business confidence in its future.
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I. THE ECONOMIC ENVIRONMENT

(1) Economic Performance and Policy Objectives

1. Since its initial Trade Policy Review in 1989, Hong Kong has continued to live up to its
reputation as one of the world's most dynamic economies. A business slowdown in 1989, attributable
mainly to recession abroad and uncertainties ensuing from developments in Beijing, proved short-lived.
Within three years, Hong Kong regained its trend growth rate ofsome 5 ½ per cent, buoyed in particular

by strong economic expansion in adjacent China and the resulting demand for core service and entrepôt
activities.

Table 1.1
Major features of Hong Kong's economy

Area

Population (mid-1993)

1,078 sq.km. GDP (1993)a

5.9 million

Il Population growth (1990-93) 1.2 per cent

Employment (1993):

Manufacturing

Services

Public sector

0.31 million

1.69 million

0.18 million

Unemploymcnt rate (1993) 2.0 per cent

Consumer prices (1993) 8.5 per cent

GDP per capita (1993)a

Share in GDP (1992):

Manufacturing

Wholesale and retail trade, restaurants, hotels

Financing. insurance, real estate, business services

Othe. econornic activities (including public sector)

Merchandise exports f.o.b. (1993)b

Merchandise imports c.i.f. (1993)b.c

US$109.7 billion

US$18.529

13.2 per cent

26.6 per cent

23.9 per cent

36.3 per cent

US$135.2 billion

US$138.7 billion

a

b

c

May 1994 estimates.
Estimates at current market prices, including re-exports.
Excluding gold imports for industrial and commercial use.

Source: Hong Kong Census and Statistics Department.

2. The territory's economic drive is reflected in, and has benefited from, rapid sectoral change.
Manufacturing industry's share in GDP has come down from over 20 per cent in the mid-1980s to
some 13 per cent at present, with a corresponding decline in employment by some 350,000, or two-fifths
of the manufacturing workforce. Industrial contraction has been a sign of economic health, driven
by, and freeing resources for, Hong Kong's booming service sectors (Chart I. 1). Growth ofthe labour
force, at an annual rate of 1.5 per cent between 1990 and 1993, was thus absorbed without any significant
decline in participation rates (around 80 per cent for men and slightly less than 50 per cent for women)
or an increase in unemployment.¹

¹Recent increases in the workforce reflect a reduction in the net outflow of Hong Kong residents, i.e. less
emigrants and/or more returners.
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Chart I.1
Sectoral contribution to GDP, 1983-92

100

80

60

40

20

Per cent

1983 84 85 86 87 88 89 90 91 1992

a Electricity, gas and water, construction; transport, storage and communications; community, social and
personnel services; and ownership of premises.

Source: Census and Statistics Department.

3. Consumer price inflation has fallen, since 1991, from a peak of 12 per cent to 8 per cent in
1993 and 7½ per cent on an annual basis in the first five months of 1994. However, inflation remains
a matter of concern to policy-makers. Hong Kong's relatively poor performance in terms of price
stability (Table 1.2) may be seen as reflecting both supply-side constraints and the monetary effects
of a fixed exchange rate régime in a highly outward-oriented, surplus economy.² On the supply side,
increasing shortages of land and labour have fuelled price and wage increases³, while the pegging of
the local currency to the U.S. dollar has limited the authorities' scope for monetary control and, with
higher inflation than abroad, led to a real effective appreciation of the Hong Kong dollar.

4. The constraints noted above have, however, been alleviated by the dynamism ofthe Hong Kong
economy and, in particular, its ability to shed "sunset" industries rapidly, releasing resources for
innovative products or processes or to the services sector. In this connection, automation and job
upgrading within the manufacturing sector have translated into sizeable productivity gains, estimated
at 13 per cent in 1993. This process has been assisted by the increasing movement of many labour-
intensive industries to South China (Chapter III). Supply-side measures taken by the authorities to
boost domestic productivity include vocational training programmes, a labour importation scheme,
land reclamation projects and initiatives to redevelop office space and residential flats (Chapter IV(4)).

²Since October 1983, the exchange rate has been fixed at HK$7.80 per U.S. dollar.

³In 1992 alone, average prices for office, retail and factory premises increased by 30 to 40 per cent.
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Table I.2
Performance of Hong Kong's economy, 1989-94

1989 1990 1991 1992 1993 1994a

1989 (Annual percentage change)

Real GDP

Private consumption

Public consumption

Private investment

Public investment

Exports

Domestic exports of goods

Re-exports of goods

Exports of services

Imports of goods

Imports of services

Real GDP per capita

Terms of tradeb

Effective exchange rate (end of period)C

Unemployment rate (4th quarter)

Monetary expansion (M2)

Inflation (consumer prices)

Food

Housing

Interest rates (shor-term)d

Gross domestic investment

Gross domestic savings

Public sector balance

Visible and invisible trade account

2.8

4.0

6.1

1.6

13.3

10.2

0.1

18.6

4.3

8.9

5.9

3.2

6.3

6.0

8.7

3.1

9.2

-0.5

16.0

5.9

11.4

10.7

4.1 5.3 5.5 5.5

9.2

6.9

10.6

-2.6

16.6

0.4

26.3

3.6

19.0

8.1

8.3

7.1

10.3

4.1

19.2

0.3

28.2

11.0

22.3

7.0

1.8 2.9 3.2 4.3

(Index 1990 = 100)

99.7 100.0 100.7 101.4

(Index 24-28 October 1983

109.3 109.3 109.2 114.2

(Per cent)

1.3 1.4 1.8 2.1

19.9 22.4 13.3 10.8

10.1 9.8 12.0 9.4

12.3 9.9 11.4 8.8

7.0 8.8 12.6 13.0

9.6 8.7 6.2 3.9

(Per cent of GDP)

27.7 28.4 28.2 29.3

35.7 33.3 31.2 31.1

2.2 0.7 3.5 2.9

8.0 4.9 3.0 1.8

7.7 7.0

0.9 4.4

-0.1 2.1

39.7 28.3

13.1 12.0

-5.1 -5.0

19.9 17.0

7.8 9.0

12.8 12.2

6.9 8.0

3.6 3.8

101.6 ...

= 100)

114.3 *-

2.0

16.0

8.5

7.2

12.6

3.4

8.5

27.4

31.2

1.8

3.7

... Not available.
a Forecast.
b Ratio of the unit value index of total merchandise exports (including re-exports) to that of imports.
c Trade-weighted average of the nominal exchange rate of the H.K. dollar vis-à-vis the currencies of 15 principal trading partners

(Australia, Belgium, Canada, China, France, Germany, Italy, Japan, the Netherlands, Singapore, Republic ofKorea, Switzerland,
Chinese Taipei, the United Kingdom and the United States).

d Three-month H.K. dollar interbank-offered rates (HIBOR).

Source: Hong Kong Census and Statistics Department.
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5. In the authorities' view, any negative indirect effects of the currency peg on resource allocation
are dwarfed by its stabilizing influence on monetary parameters and, consequently. on business
confidence.4 Since October 1983, Hong Kong's nominal effective exchange rate has varied by no more
than 20 per cent,less than half its variation during the preceding nine-year period of currency floating;
monetary expansion in terms of both Ml and M2 has been more stable than before; and interest rate
movements have remained closely in line with those in the United States.5 Pointing to the need for
a nominal anchor in a politically sensitive environment, the Government therefore sees no reason for
change.

4lnflation-related speculation may have been one factor behind Hong Kong's recent real estate boom, in addition
to policy-induced decisions on business location (including by investors from China and Chinese Taipei),
demographic changes and competition in metropolitan centres for scarce office space.

'Since mid-1988, the Hong Kong dollar's three-month interest rates have notdeviated more than 2 percentage
points from the corresponding Eurodollar rates.

Box I.1 Monetary institutions and arrangements

Hong Kong dollars are currently issued by three banks, the Hongkong and Shanghai Banking
Corporation, the Standard Chartered Bank and, since May 1994, the Bank of China. They are required
to surrender U.S. dollars as backing to the Exchange Fund, which holds mainly the territory's foreign
exchange reserves, at the fixed rate of 7.8 Hong Kong dollars per U.S. dollar. The Fund is managed by
the Hong Kong Monetary Authority (HKMA), a body established in the Government framework and
whose members are appointed by the Financial Secretary under the Exchange Fund Ordinance.

The Monetary Authority, set up in 1 April 1993, is mandated to:

(i) maintain currency stability, within the framework of the linked exchange rate system, through
sound management of the Exchange Fund, monetary policy operations and other means deemed
necessary;

(ii) ensure the stability and stability of the banking system through regulating banking and deposit-
taking businesses, and supervising the authorized institutions; and

(iii) promote the efficiency, integrity and development of the financial system and, in particular, the
payment and settlement systems.

Though performing certain central bank functions, the Monetary Authority is not a banker to the Hong
Kong Government. It cannot provide an overdraft facility for the Government and monetize budget
deficits. The Authority's open market operations serve primarily to affect liquidity in the banking system
and, thus, interbank interest rates.

Lending rates and rates for most deposits are determined by the individual banks largely in view of the
development of interbank interest rates. The Hong Kong Association of Banks, after consultation with
the Financial Secretary, sets the maximum payable rates for H.K. dollar currency account and savings
account deposits as well as for time deposits below HK$500,000.

The authorities do not foresee any changes in the monetary sphere in the context of Hong Kong's
transfer to Chinese sovereignty in 1997.
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6. Fiscal policy has aimed to maintain a simple and stable tax system with low rates and align
new spending with the economy's medium term growth potential.6 Significant budget surpluses in
1991 and 1992 were attributable to the combination ofstrong revenue increases resulting fromeconomic
recovery, lucrative asset transactions and unanticipated savings from delays in infrastructural projects
and favourable contract terms for public works. The moderating impact ofbudget surpluses on domestic
inflation was supported by weak commodity prices and generally lower rates ofworld inflation in recent
years. However, in the authorities' view, the most important element was the positive impact on capacity
of substantial investments in machinery and equipment and of increases in labour supply.

(2) Trade Performance

7. Hong Kong's general trade pattern has changed significantly since the 1989 Trade Policy Review,
mirroring the territory's rapidly growing rôle as a supplier of entrepôt and other business services.
While domestic merchandise exports stagnated between 1990 and 1993, re-exports doubled and services
exports increased by over 50 per cent (Table I.3 and Chart I.3). Owing to the re-export boom,
Hong Kong retained its position as the fifth largest merchandise exporter in the GATT system.7 An
increasing deficit in merchandise trade, since 1990, has been more than offset by rising surpluses in
the services area.

Table I.3
Hong Kong's external sector, 1985-93
(US$ million)

1985 1987 1989 1990 1991 1992 1993

Merchandise exports (f.o.b.) 30.183 48,478 73,142 82,151 98.557 119,487 135.244

Domestic exports '6,671 25,039 28,731 28.999 29,732 30.245 28,830

Re-exports 13,512 23,439 44,411 53,152 68,825 89,243 106,415

Merchandise imports (c.i.f.) 29,703 48,467 72,'51 82,492 100,242 123.407 138,650

Trade balance 479 11 991 -341 -1,685 -3,920 -3,406

Services exports 5,884 9,083 12,569 13.937 15,644 18,524 21,169b

Services importsa 4,305 5,919 8,124 9,739 11,113 12,467 13,270b

Current account balance 1,905 2,914 5,124 3,515 2,452 1,728 4,092b

Foreign exchange reservesd ... 14,499 19,122 24,657 28,889 35.250 43,003

... Not available.

a GDP expenditure-based estimates.
b May 1994 estimates.
c Adjusted to include an estimate of gold for industrial and commercial use.
d Foreign currency assets held by the Exchange Fund (see Box I.1).

Source: Hong Kong Census and Statistics Department, and Hong Kong Monetary Authority.

6Over the past four years, the authorities sought to simplify the tax system (e.g. by rationalizing the excise
duties on alcoholic beverages, and abolishing those on cosmetics), and to fight tax avoidance and evasion
(Chapter IV(2)(iii)).

7Counting the EU as one entity.
Re-exports are defined as products imported into Hong Kong and subsequently exported without having

undergone a manufacturing process that would have changed permanently their shape, nature, form or utility.
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Chart I.2
Structure of imports, domestic exports and re-exports, 1988 and 1993
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(i) Product pattern of trade

8. Hong Kong's industrial reorganization in recent years and the concurrent increase in re-export
trade are related both to the Hong Kong dollar's real appreciation, and to the rapid opening for business
of the South China economy, with access to low-cost land and labour resources. Facing domestic cost
pressures and dwindling export returns, "traditional" industries with limited potential for product and
price differentiation were among the first to seek production alternatives in the region. Thus, since
the late 1980s, imports and re-exports of footwear, toys and telecommunications apparatus (telephone
sets, fax machines and the like) have increased significantly, testifying to the territory's shift from
manufacturing to services activities and its expanding rôle as a gateway to and from Southern China
(Chapter III(2)).

9. Covered by MFA quota agreements in major markets, textiles and clothing have remained the
mainstay of manufacturing industry, representing about two-fifths of domestic exports in recent years
(Chart I.2). Office and other electrical machinery have increased their shares in domestic exports
recently, contrasting with telecommunications apparatus, watches and clocks.

(ii) Regional pattern of trade

10. In 1993, China became the largest market for Hong Kong's domestic exports, followed by
the United States, the European Union and Singapore (Chart I.3).8 While, after a prolonged decline,
the U.S. share in domestic exports has remained stable for two years, that of the European Union has
continued to fall. The EU`s importance as a market for re-exports decreased in parallel, contrasting
with significant gains for China and, to a lesser extent, the United States. These developments may
be attributed to cyclical factors - China's economic boom, stagnation in many European economies
and the United States' emergence from recession - which were accentuated in 1993 by the strengthening
of the U.S. dollar and therefore of the Hong Kong dollar vis-à-vis major European currencies. The
authorities expect the current weakening of the U.S. dollar (in mid-1994) to improve Hong Kong's
export performance in European markets.

11. China, Japan, the European Union, Chinese Taipei and the United States have remained Hong
Kong's largest suppliers of merchandise imports. Reflecting trends in re-export trade, China has
gradually increased its import share to reach 37½ per cent in 1993 (Chart I.4).

8About three-quarters ofHong Kong's domestic exports to and imports from China currently involve outward
processing activities. They are particularly important in areas such as watches and clocks, toys and sports
equipment, and sound recording and reproducing apparatus.
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Chart I.3
Domestic exports and re-exports by major destination, 1983-93
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(3) Outlook

12. Hong Kong's current economic drive is likely to continue throughout 1994, stimulated mainly
by domestic factors. The authorities expect that private spending will continue to be strong, benefitting
from rising real incomes under (almost) full-employment conditions, and the demand for equipment
associated with the implementation ofmajor public works projects. Depending on ongoing Sino-British
discussions on funding Hong Kong's Airport Core Project (ACP; Box IV.3), accelerated implementation
of the Project might provide a further boost.

13. On the export side, Hong Kong is likely to benefit from stronger market growth in the United
States, Japan and Western Europe and from the relative weakening of the exchange rate. However,
an upward drift of U.S. interest rates, though uncertain at present, could limit the stimulus and, by
the same token, the inflationary effects onHong Kong's economy. Spill-overs from stabilization policies
in China might be working in the same direction. By contrast, downside risks associated with trade
frictions between the United States and China appear to have subsided recently.9

9According to Hong Kong Government estimates, dating from March 1994, failure by China to qualify for
m.f.n. treatment in the U.S. market would have caused (i) a reduction in Hong Kong's re-exports from China
to the United States by 33 to 46 per cent or US$7 to 10 billion; (ii) a decline in Hong Kong's overall trade,
including secondary effects, of some 6 to 9 per cent; and (iii) a loss in income and employment in the territory
in the order of US$2.4 to 3.4 billion and 54,000 to 75,000, respectively. These figures do not capture indirect
effects such as subsequent import reductions or changes in investment strategies in China or the possibility that
the affected exports may be redirected to other destinations.
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II. TRADE POLICY REGIME: FRAMEWORK AND OBJECTIVES

(1) Institutional Setting

1 . Hong Kong, at present a British dependent territory. is due to become a Special Administrative
Region (HKSAR) of the People's Republic ofChina on 1 July 1997. The Sino-BritishJoint Declaration
of 1984 lays down the terms of Hong Kong's transfer of sovereignty and its constitutional framework
for the following 50 years. The Declaration states that Hong Kong shall have "a high degree of
autonomy, except in foreign and defence affairs"; it specifies the continuation of the current economic
and social systems and endows the territory's courts with independent judicial power, including that
of final adjudication. In April 1990, China's National People's Congress promulgated the Basic Law
of the Hong Kong Special Administrative Region, which incorporates the main elements of the 1984
Declaration.

(a) Current structure

2. Hong Kong's Government is headed by the Governor, who is the representative of the British
Crown and the Commander-in-Chief of the British forces stationed in the territory. He is appointed
by the Queen on advice of the U.K. Government for an indefinite term of office. Though the
United Kingdom is the sovereign power with the right to instruct the Governor, disallow law and dissolve
the Executive Council (see below), in practice Hong Kong largely controls its own affairs and determines
its own policies.¹

3. The Governor is formally entrusted with executive authority, including the power to conclude
and implement multilateral, regional and bilateral trade agreements, and to conduct all other aspects
ot foreign trade relations. His decisions are based on theadvice of the Executive Council (ExCo) which
he chairs.² ExCo comprises three ex officio members, the Chief Secretary, the Financial Secretary
and the Attorney General, and 10 other members appointed by the Governor with the approval of the
Secretary ofState (U.K.). It meets once a weekend its proceedings areconfidential; however, decisions
are generally made public.

4. While the ExCo is empowered to make regulations in areas covered by ordinances, all bills
have to obtain the Governor-in-Council's approval and are then to be submitted to the Legislative Council
(LegCo) for scrutiny.³ LegCo may either pass, amend or reject bills. It is currently made up of three
ex officio members (the Chief Secretary, the Financial Secretary and the Attorney-General). 18 members
appointed by the Governor, with the approval of the British Secretary of State for Foreign Affairs and
the Commonwealth, 21 members elected by 15 functional constituencies, and 18 members elected by

'Europa Publications Limited (1993).

²Though the Governor has the right to act against ExCo's advice, he has done this only once, in 1946.

³The term 'Governor-in-Council' refers to the Governor acting after consulting ExCo. Proposals for bills
or regulations are initiated by the Government Branch in charge, following discussions with the departments
involved, advisory boards and communittees, relevant panels of LegCo, chambers of commerce and trade and
industrial associations.The Attoney General's Chambers are responsible for drafting all legislation and translating
new and existing legislation into Chinese.
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geographical constituencies.4 The President of LegCo is elected by all but the ex officio members.
The first LegCo elections in geographical constituencies took place in September 1991; the next elections
are due in 1995.

5. Bills undergo three readings in LegCo. After the second reading, the Council may form a
bills committee to scrutinize the bill and consider public submissions. While, at the committee stage,
LegCo members are free to propose amendments with which the administration does not agree, the
administration works towards a consensus on such proposals, if any. Bills passed by LegCo become
laws (ordinances) only when the Governor gives assent.5 All new legislation is published in the
Hong Kong Government Gazette.

6. With a view to clarifying the respective rôles of ExCo and LegCo, the practice of
cross-membership of the non-official members of both Councils was terminated in October 1992. In
parallel, common support services were re-organized and separated.6

7. Policy responsibility for the provision of municipal services is vested in a 40-member Urban
Council for Hong Kong Island and Kowloon and, in the New Territories, a 35-member Regional
Council.7 At local level, 19 District Boards offeradviceon theprovisionofpublicservices and facilities,
including public hygiene, recreation and culture.

(b) Forthcoming changes

8. The transfer of sovereignty in July 1997, as such, will not affect Hong Kong's current legislation,
except for laws that contravene the Basic Law. The Basic Law provides for the commercial autonomy
of Hong Kong and the continuation of its policies on trade, production and investment and its
international trade and economic links (Box II.1). A review and amendment process is underway to
ensure the compatibility of current legislation and terminology with the Basic Law before July 1997.
Trade-related U.K. law applied to Hong Kong will be replaced by local legislation.

4The functional constituencies represent commercial services, industrial sectors, finance and financial services,
labour interests, tourism, real estate and constriction, social services, medical and health care services, teaching,
accountancy, legal, engineering, architectural, surveying and planning, municipal council and rural sectors.
Elections by geographical constituencies are held in nine double-seat constituencies.

5The principal rules governing Hong Kong's trade in goods are laid down in the Import and Export Ordinance
and its subsidiary legislation. Specific provisions regarding trade, and in particular import and export licensing,
are based on regulations issued under this Ordinance, and various other ordinances and regulations.

6In April 1994, an independent Legislative Council Commission was established by statue to provide
administrative support and services to the Legislative Council through i^s executive arm, the Legislative Council
Secretariat.

7The members ofthe Urban Council are either elected from geographical constituencies (15), appointed by
the Governor (15), orelected as representative members by the 10 urban District Boards. The Regional Council
is made up of 12 members elected by geographical constituencies, 12 Governor-appointed members, 9 members
elected as representatives of the 9 New Territories District Boards and 3 ex officio members from the Heung
Yee Kuk, a statutory advisory body which reprents the indigenous population of the New Teritories.
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9. Hong Kong's Governor will be replaced by a Chief Executive who will head and represent
the HKSAR. According to the Basic Law, the Chief Executive shall be selected by election or local
consultations and be appointed by the Central People's Government.8 The Chief Executive is to be
assisted by an Executive Council composed of principal officials of the executive authorities, LegCo
members and public figures; their appointment or removal shall be decided by the Chief Executive.

8Article 45 of the Basic Law provides that "the method for selecting the Chief Executive shall be specified
in the light of the actual situation in the Hong Kong Special Administrative Region and in accordance with the
principle of gradual and orderly progress. The ultimate aim is the selection of the Chief Executive by universal
suffrage upon nomination by a broadly representative nominating committee in accordance with democratic
procedures".
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Box II.l: Trade-related provisions of the Basic Law

The Basic Law gives "a high degree of autonomy" to the Hong Kong Special Administrative Region
(HKSAR), which comes directly under the Central People's Government. Specifically, the Law
stipulates that Hong Kong:

(a) shall maintain the status of a free port (Article 114);

(b) pursue a free trade policy (Article 115); and

(c) reman a separate customs territory (Article 116)

Under the Law, the Government of the Special Administrative Region:

(a) shall, on its own, formulate monetary and financial policies to safeguard the free operation of
financial business and financial markets (Article 1 10);

(b) provide an economic and legal environment for encouraging investments, technological progress
and industrial development (Article 118); and

(c) formulate appropriate policies to promote and co-ordinate the development of trade and pay
regard to the protection of the environment (Article 119).

There shall be no foreign exchange controls; the Hong Kong dollar shall continue to be freely
convertible (Article 112).

Concerning trade and economic relations with other entities, the Law specifies that the HKSAR may act
on its own, using the name "Hong Kong, China":

(a) maintain, develop and conclude agreements with other States, regions and relevant international
organizations in "the appropriate fields", including the economy, trade, money and finance,
shipping, communications, tourism, culture and sports (Article 151); and

(b) participate in international organizations and conferences not limited to States (Article 152).

Representatives of the HKSAR Government may participate in conferences and organizations limited to
States as members of the People's Republic of China's delegation or in another capacity as permitted by
the Chinese Government (Article 152).
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The Basic Law stipulates that LegCo shall be constituted by election with the relevant method to be
specified "in the light of the actual situation" in the Region and "in accordance with the principle of
graduaI and orderly progress"; the ultimate aim is to elect all members by universal suffrage (Article 68).

10. Under the Basic Law, if the Chief Executive considers that a bill passed by LegCo is not
compatible with the overall interests of the Region, it may be returned within three months for
reconsideration. If LegCo passes the original bill again by not less than a two-thirds majority of all
members, the Chief Executive must sign and promulgate it within one month. If the Chief Executive
refuses to do so, or if LegCo refuses to pass a budget or any other important bill introduced by the
Government, and if consensus cannot be reached after consultations, the Chief Executive may dissolve
the LegCo.9

(2) Trade Policy Formulation and Implementation

(i) Government Branches

11. Hong Kong's Administration is currently structured in 14 main Branches. Five ofthese, dealing
with fiscal and economic policies, are headed by the Financial Secretary: Trade and Industry, Financial
Services, Finance (Treasury), Economic Services, and Works (Chart II. 1).10

12. The Trade Department, under the Trade and Industry Branch, is responsible for the
implementation of trade policy, including agreements and procedures for import and export licensing
and origin certification, trade negotiations, participation in multilateral and regional trade and economic
fora, and the monitoring of trade developments in major export markets.11The policy focus of the
Industry Department, under the same Branch, is on improving industrial productivity and competitiveness,
providing infrastructural support, and promoting investment in Hong Kong's manufacturing industry
and support services. The portfolio of the Customs and Excise Department includes the collection
of excise duties, control of dangerous drugs, import and export controls, intellectual property rights,
duty collection, prevention of smuggling, and trade-related inspections and investigations.

13. Unlike many of its counterparts abroad, Hong Kong's administration dealing with external
trade and industrial development is not organized along sectoral lines. This helps to ensure that officials
do not identify themselves too closely with the performance of narrowly-defined industries and,
conversely, reduces the risk of individual business groups jockeying for influence on "their" divisions
within the administration. Nevertheless, as noted in the initial Trade Policy Review of Hong Kong,
links between the Government and the private sector are strong and multi-faceted, with a variety of
private sector bodies, including chambers of commerce and industry associations, maintaining close
connections to various government levels.

9The Chief Executive is allowed to dissolve the LegCo only once during his term of office. The Chief
Executive must resign if the new LegCo again passes the original bill by a two-thirds majority of all members
and if he/she still refuses toe sign it. The same applies to a situation where the new LegCo still refuses to pass
the original bill in dispute.

10The principal officers of the Administration are the Chief Secretary, the Financial Secretary and the Attomey
General. The Chief Secretary is the Head of the Public Service and of the Government Secretariat, and is also
the senior official member of ExCo and LegCo.

11The Department's work is assisted by eight overseas offices (Brussels, Geneva, London, New York,
San Francisco, Tokyo, Toronto and Washington).
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Chart II.1
Structure of the Hong Kong Government, July 1994
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14. A number of statutory bodies is involved in promoting trade and industry at home and abroad,
including the Hong Kong Trade Development Council, the Hong Kong Export Credit Insurance
Corporation, the Hong Kong Productivity Council and the Hong Kong Industrial Estates Corporation
(Chapter IV(3) and (4)). Their boards are normally composed of government officials and private
sector representatives.

(ii) Advisory and review bodies

15. In late 1992, the Governor's Business Council (GBC) was established. It is currently composed
of three official members and 16 members from the business community serving on an ad personal
basis. The Council provides advice to the Governor on, inter alia, measures and policies to maintain
Hong Kong's attraction as a business location, remove barriers to economic expansion, and promote
trade and industry, including inward investment. In this context, the Council is also expected to identify
international business trends impinging on Hong Kong and consider any other issues referred to it.
Competition policy, consumer interests and Uruguay Round developments were among the subjects
discussed recently.

16. Important advisory bodies within the purview of the Trade and Industry Branch are the Trade
Advisory Board and the Textiles Advisory Board; both are chaired by the Secretary for Trade and
Industry. The Industry and Technology Development Council, established in early 1992, focuses on
the overall development of industry and technology in Hong Kong.12 The Council is assisted by a
Technology Review Board, a Technology Committee, four industry-specific committees and two
technology-specific sub-committees.

17. Hong Kong's Consumer Council, established in 1974 as a government-financed autonomous
body, prepares policy submissions on a wide range of consumer-related issues. The Council is headed
by a Board whose 20 members, including the chairperson, are appointed by the Governor. Recent
Council initiatives include sector-specific studies on the impact of government regulations and private
arrangements on competition and prices (Chapter IV(4)(vi)a)). The Council also operates Consumer
Advice Centres throughout the territory.

18. The Economic Analysis Division, part of the Financial Services Branch, operates as the
Government's internal advisory and researchbody. Headed by the Government Economist, the Division
prepares periodic background reports and forecasts and submits studies on individual sectors considered
to warrant closer attention, for example in view of pending policy decisions. Hong Kong has no
independent statutory body to review trade and general economic policies.

(3) Trade Policy Objectives

19. Hong Kong's prosperity rests on a dynamic and flexible economy operating within an open
environment. Ensuring liberal access conditions and preserving the integrity ofa rule-based multilateral
system are thus considered top policy priorities. This has translated into active participation in the
Uruguay Round and Hong Kong's continued support for basic GATT principles. For example,
Hong Kong has resisted informal "grey area" arrangements with trading partners (Chapter IV(3)(ii)),
does not participate any regional preferential trading arrangements, and. prefers GATT-based solutions
in the event of trade frictions or disputes (Chapter VI).

12The Industry and Technology Development Council replaced the Industry Development Board and the
Committee on Science and Technology; see GATT (1990).
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20. In the Uruguay Round, Hong Kong's prime objectives were to roll backprotectionism, improve
market access, and strengthen GATT rules and disciplines, especially in the fields of safeguards, anti-
dumping and rules of origin. Hong Kong laid particular stress on the phasing-out of the MFA and
the integration of the textiles and clothing sector into the General Agreement, and contributed actively
to the new multilateral agreements governing trade in services, trade-related investment measures and
trade-related aspects of intellectual property rights. It sought to uphold GATT principles in the
negotiations and tabled a variety of proposals, along or jointly with other participants.

21. Hong Kong has signed the Marrakesh Agreement concluding the Uruguay Round. However,
its assessment of the results is tempered with caution, pending implementation and application of the
new rules (including on anti-dumping) and all participants' compliance with the disciplines of the new
World Trade Organization. Hong Kong did not sign the new Agreement on Government Procurement,
in view of the use by certain members of sectoral non-application and reciprocity provisions which
it considers a serious derogation from the fundamental GATT principles of national treatment and most-
favoured-nation treatment. 13 Hong Kong is committed to maintaining its existing procurement policies
and practices, which are intended to ensure open, equitable and non-discriminatory access conditions.

22. Hong Kong supports, and participates actively in, regional consultation and cooperation
initiatives. Pointing to the structural diversity of the economies in the region and the differences in
development levels, the authorities do not consider formal mechanisms appropriate at the moment.
Hong Kong's participation in, and contribution to the work of, APEC and PECC (Chapter II(4)(iii))
is regarded as a manifestation of its autonomy in areas concerning trade and the economy.

(4) Trade Agreements and Arrangements

(i) The General Agreement

23. Hong Kong has been a GATT contracting party on its own right since April 1986. It accepted
the Tokyo Round Agreements on Technical Barriers to Trade, Government Procurement, Anti-Dumping,
Subsidies and Countervailing Measures, Customs Valuation, and Import Licensing Procedures.14 The
transfer of sovereignty in July 1997 will not affect Hong Kong's GATT status or its right to conclude
and implement trade agreements (Box II. 1).15

24. International agreements do not automatically form part of, let alone prevail over, Hong Kong's
domestic legislation. Thus, they can not be directly invoked before the courts. However, given
Hong Kong's open trade régime (Chapter IV(1)), this appears to be of limited importance.

13GATT document L/7445.

14Hong Kong did not sign the Agreement on Trade in Civil Aircraft, the Arrangement Regarding Bovine
Meat and the International Dairy Arrangement in view of its limited economic interests in these sectors.

15Similarly, the constitutional change in 1977 will affect neither Hong Kong's membership in the Customs
Co-operation Council, nor its status as an associate member ofthe World Bank, the International Monetary Fund,
UNCTAD, the International Labour Office, the United Nations' Economic and Social Commission for Asia and
the Pacific, the Food and Agriculture Organization, the International Atomic Energy Agency, the International
Telecommunications Union, the World Health Organization, the World Meteorological Organization and the
International Maritime Organization. No agreement has so far been reached between the United Kingdom and
China on the nature of Hong Kong's future participation in the International Civil Aviation Organization and
the World Intellectual Property Organization.



Hong Kong C/RM/S/49
Page 17

25. Ratification ofthe Uruguay Round results, including the creation ofthe WTO, requires approval

by the Executive Council. No enabling legislation is necessary to implement the WTO Agreement;

appropriate amendments or additions to existing laws will be made where necessary.

(ii) Preferential trade relations

26. Hong Kong does not participate in any regional trade arrangements involving preferences.
All trading partners are treated on an m.f.n. basis.

27. Under GSP schemes, exports from Hong Kong enjoy preferential treatment in Austria, Canada,
the European Union, Finland, Japan, Norway, Sweden and Switzerland; however, "sensitive" product
categories, in particular textiles, clothing and footwear items, are generally not covered (Table Il. 1). 16
While Hong Kong is estimated to have exported GSP-eligible goods to donor countries worth
US$4.7 billion in 1991 (excluding Austria and Canada), only US$1 billion, or 9 per cent of its total
exports to these countries, actually benefited from preferential access.17

28. Since 1989, Hong Kong has been excluded from GSP benefits by the United States, and it
is currently being phased out from the Australian scheme.18

16In addition, Hong Kong is a beneficiary of the Commonwealth Preference System of Mauritius. However,
its trade impact is negligible and the authorities do not attach any economic importance of its expiry in 1997.

17UNCTAD documents TD/B/C5/49-56.

18A recent communication from the EC Commission to the EU Council and the European Parliament expressed
preference for a combined system of sectoral and country graduation; however, the Commission also indicated
it would not oppose the graduation of economically-advanced countries across the board (Europe, No. 1888,
11 June 1994).
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Table II.1
GSP schemes covering exports from Hong Kong

Donor Timeframe Preferences granted Rule or Orgin Exclusions

Australia Since 1966
(replaced by the
Australian
System of Tariff
Preference for
Developing
Countries in
1986).

Austria

Canada

Since 1972 (latest
extension until
end 1994).

Since 1974 (latest
extension for 10
years up to
June 1994).

European Since 1971 (latest
Union extension to

June 1994).

Finland Since 1972 (latest
extension for 10
years up to
2002).

Japan Since 1971 (latest
extension for
10 years until
31 March 2002).

Norway Since 1981 (no
time limit).

Sweden Since 1972 (no
time limit).

Switzerland Since 1972 (latest
extension for
5 years until
1997).

Preferential tariff
margin of
5 percentage points.

Reduced tariff rate
(50 per cent) for most
industrial products.

Zero or reduced
tariffs.

Duty-free entry for
many manufactures
and semi-
manufactures.c

Duty-free or
50 per cent tariff
reduction.

For agricultural
products between 10
and 100 per cent, for
industrial products 50
or 100 per cent tariff
reductions.

Duty-free.

Duty-free.

Mostly duty-free.

(a) The final manufacturing process
must have been carried out in the
beneficiary country; and
(b) labour and/or material inputs of
one or more developing countries must
represent at least half of the total
factory or works costs. Cumulation is
possible among all beneficiaries.
Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Wholly obtained in the beneficiary
country or, if the product has been
manufactured wholly or partly from
imported materials, at least 60% of its
ex-factory price as packed for
shipment to Canada must be
attributable to one or more beneficiary
countries.

Wholly obtained or subject to
sufficient working or processing in the
beneficiary country. Cumulation is
possible between members of certain
regional economic groupings.
Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Wholly obtained or subject to
sufficient working or processing in the
beneficiary country.

Since July 1992.b

Certain chemicals,
clothing items,
footwear, motor
vehicles and most farm
products.

Most textiles and
clothing, certain
footwear and
agricultural products.

30 categories of textile
products and 9
industrial non-textile
products.

Il tariff headings
including textiles and
clothing, footwear,
headgear of furskin,
paint brushes. ball point
pens.

27 industrial products
(including certain textile
yarns) and nearly all
agricultural items.

21 product groups
including textiles,
clothing and footwear.

Textiles, clothing and
footwear.

Textiles, clothing,
footwear, etc.

a Products of expert interest to Hong Kong.
b Since July 1992, Australia has been phasing down the preferential margins. alongside its general tariff reduction programme,

on all imports from Hong Kong and three other Asian suppliers. In addition, in July 1993, it started abolishing the preferences
granted to all GSPbeneficiaries, except the leastdeveloped countriesand theSouth Pacific Isiand Territories, on textiles, clothing.
footwear, chemicals, sugar and certain other food items.

c Sensitive categories are subjecto quantitative limits. Eligible iron and steel products and textiles enter in general underpreferential
tariff quotas or duty-free ceilings.

Source: Hong Kong Government and GATT Trade Policy Reviews.
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(iii) Regional co-operation initiatives

29. Since November 1991, Hong Kong has been participating in the Asia Pacific Economic
Co-operation (APEC) forum.'9 APEC member governments are committed to strengthening the
multilateral trading system, assessing prospects for, and obstacles to, increased trade and investment
flows within the Asia Pacific region, and identifying common economic interests. An Eminent Persons'
Group. reporting directly to the APEC Ministerial Meeting in November 1993, recommended, inter alia,
the definition of a timetable for regional trade liberalization leading to an Asia Pacific Economic
Community on a GATT-consistent basis; the adoption of trade facilitation initiatives, including an
Asia Pacific Investment Code; a dispute settlement process; co-operation of macroeconomic and
competition policies; action to mutually reinforce trade and environmental policies; mutual recognition
of standards, regulations and procedures; and non-disruptive utilization of rules of origin.20 Hong Kong,
reportedly in line with the consensus among members, does not currently see a need to commit APEC
to the establishment of formal structures.

30. In May 1991, Hong Kong became a member of the Pacific Economic Co-operation Council
(PECC). PECC aims to promote an informal dialogue among representatives of government, business
and academic circles on regional trade and economic policy co-operation.21

31. Hong Kong has not yet formulated a policy towards the East Asian Economic Caucus (EAEC),
which has been envisaged by ASEAN members, in particular Malaysia, as an APEC sub-group to
facilitate regional co-operation.

19APEC was established in 1989. Other APEC members are: Australia, the ASEAN countries
(Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore, Thailand), Canada, China, Chinese Taipei,
Japan, Mexico, New Zealand, the Republic of Korea, Papua New Guinea and the United States. APEC members
account for 85 per cent of Hong Kong's imports and 76 per cent of its domestic exports.

20The Eminent Persons' Groupwas established inSeptember 1992at the FourthMinisterial Meeting ofAPEC
in Bangkok. It is chaired by Professor Fred Bergsten of the Institute for International Economics, Washington D.C.
(APEC, 1993).

21Other PECC members are: the ASEAN countries, Australia, Canada, China, Chinese Taipei, Chile,
Colombia, Japan, the Republic of Korea, Mexico, New Zealand, the Pacific Island Nations, the Pacific Trade
and Development Conference (PAFTAD), the Pacific Basin Economic Council (PBEC), Peru, the Russian
Federation, the South Pacific Forum, and the United States.
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III. FOREIGN INVESTMENT AND TRADE

(1) Investment Strategies

1. Hong Kong's attraction as an international centre for production and trade is reflected in strong,
continuing investment inflows. Between 1989 and 1992, annual foreign direct investment in the
manufacturing sector rose from HK$29.7 billion (US$3.9 billion) to HK$37.3 billion.' Investment
from Japan expanded its share to over 33 per cent, up by more than 4 percentage points, while the
U.S. share came down from 31 per cent to 27 per cent in 1992 (Chart III.1). The sectoral pattern
showed no clear trend over this period.

Chart III.1
Inward investment in Hong

By country of origin

Japan
33.4%

Kong's manufacturing sector, 1992

By industry
Electrical
products Electronics
11.1% 31.4%

Textilesand
clothing
11.0%

Food and

6b gs
19.0%

United Netherlands

Kingdom 4.5%

4.9%

Chemical

products
5.8%

Total investment: HKS 37.3 billion

Source: Hong Kong Government

¹The figures, based on voluntary participation in an investment survey, tend to understate actual developments.
Due to Hong Kong's open trade and investment régime and the absence of statutory reporting requirements, Do
comprehensive statistics on investment are available.

The only restrictions on foreign inward direct investment apply to the broadcasting industry. To qualify
as a shareholder in a licensed television operator, a person must have resided in Hong Kong for a full seven-year
period. However, unqualified shareholders may have a "relevant interest" in up to 10 per cent of the voting
shares of a terrestrial TV broadcast company and 49 per cent of a satellite broadcaster covering Asian countries
from Hong Kong. The latter limit also applies to all licensed radio stations.

Companies conducting banking, insurance or securities dealings in Hong Kong, whether or not locally
incorporated, need a licence or authorization. All other companies are required only to register with the Companies
Registry of the Registrar General's Department. No exchange controls are imposed on capital receipts or payments
by residents and non-residents. (IMF, 1993.)
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2. According to a survey among foreign investors, carried out in 1993, Hong Kong's locational
advantage rests mainly on favourable financial and communication facilities, and infrastructure. Other
factors considered positive included the regional environment, government economic policy, and the
availability of managerial, professional and technical skills. However, almost two-thirds of the
respondents also felt that the labour cost situation had deteriorated recently and about one-half were
concerned about cost increases for office and factory space.2 While low in comparison with most
OECD countries, Hong Kong's labour costs are far above those in neighbouring China (Chart III.3).

3. Observers have indicated significant regional differences in Hong Kong's outward investment
activities. While commitments in both North America and Europe are said to focus on marketing and
sales functions, investments in Asia appear predominantly production-oriented. However, the pattern
seems to have varied over time. Some recent investments in mature foreign markets have been geared
to establishing a production base in areas considered vulnerable to anti-dumping and other defensive
trade policy actions; consumer electronics are a case in point.3 Preferred destinations within Europe
are the United Kingdom, followed by France, Germany, Switzerland and the Netherlands.4

4. While Hong Kong-based investors initially focused on the acquisition of existing companies
in Europe, joint ventures are reported to have gained in importance recently. Examples are in France,
where Hong Korg-owned firms, Great Wall Electronics and Starlight International, have started the
production ofcolour television sets in cooperation with French-based holding companies. Components
are imported from Hong Kong and China. In December 1992, QPL International Holding, a Hong
Kong producer of electronic components, set up a joint venture with SGS Thompson in South Wales
(UK). The locational decision is said to have been influenced by regional investment incentives and,
in addition, the advantage of close supply links with several Japanese-owned producers of consumer
electronics, including Aiwa, already established in the area.5

5. Reflecting the strong momentum of the Chinese economy, especially in neighboring Guangdong
Province, and the cost advantages of producing in the Special Economic Zones across the border (see
opposite), China has become a core element in many investment strategies. According to the 1993
Statistical Yearbook ofGuangdong, Hong Kong-based companies accounted for 83 per cent, equivalent
to US$16 billion, ofthe foreign direct investments approve, in the Province in 1992. Overall, investors
from Hong Kong and Macau contributed over three-fifths of the investments made in China during
the period 1979 to 1990 (Chart 111.2). This includes China- and other foreign-owned companies operating
from Hong Kong.

2Hong Kong Industry Department (1993).

3Kögel and Gälli (1994). The article rests on a compilation by the ifo-Institut of individual press reports
and studies on the activities of Hong Kong-based investors in Europe.

4Commitments in Switzerland, which has generally low tariffs on industrial products and does not maintain
any anti-dumping or countervailing legislation, cannot be attributed to these factors.

5Kögel and Gälli (1994).
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Chart III.2
Foreign direct investment in China, 1979-90

By province

HongKong&Macau
62.1%

Singapore

1.8%

Chinese Tapei

5.1%

Other Other
12.2% 35.1%

USA
Japan 11.1%

7.7%

Guangdong
44.1%

Beijing
4.9%

Shanghai
7.5%

Fujian
8.4%

Source: Husng Fanzhang (1992), Pacific Economic Cooperation Council, quoted in Jones et al (1993),
OECD Economic Studies No. 20.

(2) Economic Links in the Pearl River Delta

6. Hong Kong's recent development is marked by rapidly expanding trade and investment links
with adjacent territories in the Pearl River delta, facilitated by both geographic and cultural proximity.6
The relocation of land- and labour-intensive activities across the border has helped to overcome internal
obstacles to Hong Kong's continued expansion and placed it in the centre of a growth pole far larger
than its territory. By end-1992, about 30,000 Hong Kong industrial enterprises were located in
Guangdong, employing more than three million Chinese workers or about one-tenth oftotal employment
in the province.

7. Growing economic integration within the delta can be traced in a variety of transport-, trade-
and investment-related indicators. For example, some 20,000 trucks cross the border every day. The
number of cross-border phone calls is reported recently to have increased at an annual rate of about
40 per cent.7 In 1991, some 46 per cent of the manufacturing firms surveyed by the Federation of
Hong Kong Industries indicated they had carried out or were considering investments in the Pearl River
delta.8 Their accumulated investments reached HK$4.7 billion by 1991, with a workforce of over

6Cantonese is the most frequently spoken dialect in both Hong Kong and Guangdong.

7Gälli (1993). Hong Kong Telecom is reported to handle, and channel through its international gateway,
haIf of China's international calls (Far Eastern Economic Review, 31 March 1994).

8Federation of Hong Kong Industries (1993).
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400,000. About 30 per cent of Hong Kong's currency is reckoned to be held in China, mainly in
Guangdong.9

Map III.1
Pearl River Delta

8. The economic dynamism ofthe delta area is shown by, and has benefitted from, a wide range
of large-scale infrastructural investments. Table III.1 gives an overview of current projects in the region.

9Economic Report, Hongkong Bank. February 1993. According to estimates by the Hongkong Bank, the
share ofHong Kong dollars circulating in China jumped from 13.6 per cent in 1983 to 19.7 per cent in 1984
following the Sino-British Joint Declaration. It reached 29.6 per cent by 1991.
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Table III.1
Major Infrastructural projects in the Pearl River Delta

Lecstion Project Technicalfeatures cost Timeframe
US$ be

Motorway bridge from Zhuhai to Hong Kong

across the mouth of the Pearl River

Motorway Guangzhou-Shenzen-Zhuhai-
Macau

Superhighway Beijing-Hong Kong

Railway Beijing-Kowloon

Container terminal in Sanshan (Nanhai)

Express train link Guangzhou-Zhuhai-Macau

Guangzhou ring motorway

Motorway Foshan-Kaiping

Airport in Zhuhai

Oil terminal in Zhuhai

Thermal power station in Zhuhai

Thermal power station in Panyu

Hydro power station in Conghua
(Guangzhou)

Motorway Shenzhen-Shantou; Foshan-

Xiangtan

Highway Shenzhen-Shantou

Highway Guangzhou-Huidong

Highway Xaiping-Yanjiang

Highway Shanshui-Zhaoxing

Road network Shenzhen (5 main roads)

Highway Guangzhou-Zhaoxing

Highway Huizhou-Heyuan

Highway Foshan-Sanshui

Metro in Guangzhou

Guangzhou light rail system link between

rural and developing areas

Shenzhen light/heavy rail(fixedtrack)

Rail link Guangzhou-Meixian-Shantou

Rad link Guanzhou-Zhuhai

Railway Xinxing-Jiangmen

Railway Guangzhou-Shenzhen upgraded track

alignment

Railway Guangzhou-Foshan elevated double

track

Railway Guizhou-Shanwei

International airport (Guangzhou). 2 runways

of 4 and 3.7 km long

Nuclear power station in Daya

Power station at Lamma

6 lanes, length of 49.4 km 1.7 1995-2000

1994-1996

4.9

2.2

0.1

2,400 km

2,538 km

5.8 mn tonnes p.a.

147 km

38 km

80km

200.000 tonnes p.a.

3.72 mn KWh

1.1 mn KWh

1.2 mn KWh

1993-2003

1991-1995

1993-2000

1992-1996

0.3 1993-1997

1994

3.2

0.4

0.4

1996/97

1988-1994

1989-1994

3C0 km

286 km

151 km

110 km

60km

117 km

70 km

67km

32 km

18 km

25.9 km

50.7 km

427 km

147 km

184 km

146 km

18km

0.4

0.3

0.2

0.2

0.2

0.2

0.l

0.1

1.0

0.6

1993-1996

under

planning

1996-2000

1996-2000

1995

1996-20W

1996-2000

1995

1993-1998

1998

0.5 1993-1996

0.1 2000-2010

1991-1996/7

0.3 1994-1999

0.1

1.1

I10 km

133 ha

Additional 150 MW

2000-2010

1994-1997

1995

Table III.1(Cont'd)
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CHN/HKG/
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CHN/HKG

CHN/HKG

CHN/HKG
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CHN

CHN
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CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN

CHN
CHN

CHN

CHN
CHN
CHN

CHN

CHN

CHN

CHN

CHN
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Locationa Project Technical features Cost Timeframe
U.S bn

HKG Power station at Tuen Mun 2 x 600 MW 1996-1997

HKG Extension of Hong Kong Port and 21.2 1991
replacement airport (Chek Lap Kok)

HKG Container Terminal No.9 1.6 mn TEUs p.a. 1996

HKG Container Terminal No. 10 1.6 mn TEUs p.a.

HKG Container Terminal No. 11 20 mn TEUs p.a. 1997

MAC International airport (Taipa) 150 ha 0.9 1996
(reclaimed land)

MAC Bridge to airport and Taipa Island 3.9 km 0.1 Feb. 1994

MAC Second constriction stage of Ka Ho port under study

MAC Passenger ferry terminal 0.1 1993

MAC Reclamation of land (Nam Van Lakes) 130 ha 1.4 1999
(reclamation area: 50 ha)

Not available.

a CHN = China; HKG = Hong Kong. MAC = Macau.

Source: GATT Secretariat based on Gälli (1993) and information provided by the Governments of Hong Kong and Macau.

9. The investment drive across the border seems dominated by cost considerations. According
to the Federation ofHong Kong Industrie, Hong Kong's manufacturers tended to consider China "an
out-processing workshop ir. their backyard" throughout the 1980s.10 Over 85 per cent ofHong Kong-
based investors in the Pearl River Delta, surveyed in 1991, indicated that severe labour shortage in
Hong Kong had prompted their investment decision; high land prices were mentioned by more than
halfofthe respondents.11 However, demand factors appear to be gaining in importance. Guangdong's
recent economic boom, with annual GDP growth of up to 22 per cent (1992), has fuelled not only
the development ofmanufacturing activities and overhead services located in and provided from Hong
Kong, but also the demand for locally produced consumer products.2

10. Despite a recent surge in wages. labour costs in Guangdong are reckoned to be still less than
one-fifth of those in Hong Kong (Chart III.3).13 Thus, not surprisingly, labour-intensive industries
have led the relocation. The Hong Kong industries with the highest investment rates in China are leather
and rubber, followed by electronic, watches and clocks, and electrical and optical products. In these
industries, over 70 per cent of all Hong Kong firms surveyed in 1993 had invested in China.14 By

10Federation of Hong Kong Industries (1993).

11ederation of Hong Kong Industries (1991).

12In 1991, the Chinese economy as a whole grow by 11 per cent.

10A study by the Hong Kong Productivity Council for the Industry Department indicate annual wage increases
in Guangdong of 30 per cent in 1988, 19 per cent in 1989 and 13.6 per cent in 1990. (Hong Kong Productivity
Council. 1992).

14Federation of Hong Kong Industries (1993).
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contrast, less than one-third of Hong Kong's chemical, pharmaceutical and textile enterprises had invested
abroad. The result for the textile sector may be attributable, at least in part, to the quota systems and
origin requirements operated by major importing countries under the Multifibre Arrangement.

11. Closer economic links, while enhancing efficiency and promoting growth on both sides of the
border, have also increased the impact on Hong Kong of trade policies genuinely affecting China.
This includes, as an example, decisions by the United States on China's m.f.n. status and measures
to combat possible circumvention of MFA quotas; and the European Communities' conversion of
member-State-specific import quotas into EC-wide quotas on products such as footwear, gloves and
toys from China.15

Chart III.3
Costs of labour and factory space in Hong Kong,
Macau and Southern China

Unskilled labour, 1991a
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15According to the 1991 Survey by the Federation of Hong Kong Industries, a U.S. withdrawal of China's
m.f.n. states would have a "certain impact" on 55 per cent of the Hong Kong-based companies operating in the
Pearl River delta.
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IV. TRADE POLICIES AND PRACTICES BY MEASURE

(1) Overview

1. Hong Kong's basic policy approach is to encourage the operation of market forces across the
full range of economic activities. There is no evidence of government intervention to promote specific
new industries, alleviate adjustment pressures on 'sunset' activities or target individual business groups
(e.g. small enterprises). Prices of goods and factors of production affect the direction and pace of
structural change.

2. All imports enter free of tariffs and, with some exceptions for health, security and environmental
reasons, ofquantitative restrictions or trade controls. Correspondingly, there is virtually no government
influence on the composition or destination of exports, except for restrictions operated under the
Multifibre Arrangement. Hong Kong's open trade régime is underpinned by efficiency-oriented internal
policies, including rapid approval requirements in regulated sectors and non-discriminatory procurement
practices designed to encourage quality and price competition.

3. While refraining from industry-specific intervention, including subsidization, the authorities
seek to ensure a business environment conducive to adjustment, investment and growth. In this context,
increasing emphasis is placed on broad initiatives to enhance the skill and technology base of the
economy, encourage new products and processes, remove infrastructural and land constraints, and
liberalize regulated industries providing basic inputs (e.g. telecommunication services).

4. Confident of the disciplinary effects of competition on business behaviour, Hong Kong has
no competition laws or policies. The authorities consider that contestable markets. without access barriers
to shelter collusive business practices, obviate the need for strict anti-trust controls. Recently, the
Government has taken steps to assess the impact ofregulatory arrangements on consumers, in particular
in service sectors.

5. Hong Kong has no general sales tax, but maintains consumption taxes (excise duties) on fuels,
alcoholic beverages and tobacco. Under a new system of ad valorem duties on alcoholic beverages,
replacing a combined system of specific and ad valorem duties, three principal categories are
design shed: wine from grapes, other alcoholic products not exceeding 30 per cent in alcoholic strength,
and products above that threshold. Thus, while free of origin-related criteria, the system results in
different tax rates for wine from grapes and Chinese-type wines of similar strength.

6. The authorities do not expect that any changes in trade- and production-related policies would
be required by the transfer to Chinese sovereignty in 1997.
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(2) Measures Directly Affecting Imports

(i) Import registration and documentation

7. Almost all shipments into Hong Kong must bear a trade declaration.¹ Cargo imports in packages
or bulk are also subject to an import manifest containing detailed information on packages, accompanying
documents, the consigner, the consignee and the carrier. Both the trade declaration and the import
manifest must be lodged with the Customs and Excise Department. A commercial invoice, bill of
lading/airway bill and packing list must be presented as requested by the Commissioner of Customs
and Excise.

8. Imports of all meat, meat products, poultry, milk cream and frozen confectioneries require
an official health certificate issued by a competent authority in the country of origin.² The certificate
must state whether the good has been properly packed under sanitary conditions, is fit for human
consumption and, in the case of meat, whether inspections (ante- and post-mortem) have been carried
out. Specific prior approval by the Department of Health, may replace the certificate for meat imports.³

(ii) Tariffs

9. All imports enter Hong Kong at zero tariff rates.

10. In the context of the Uruguay Round, Hong Kong undertook to increase the level of tariff
bindings, presently less than 1 per cent of all 6,000 tariff items, to some 34 per cent.4 By 1995, tariffs
on all agricultural products (830 tariff lines) and 23 per cent of the industrial items (1,199 tariff lines)

¹By special arrangement, a monthly declaration may replace separate declarations for individual shipments
if the goods are imported on a frequent and regular basis, if they are valued at no more than HK$1,000 per
consignment, bear an identical commodity code number and are consigned from the same country.

Import declarations are not required for trans-shipment cargo, transit cargo, goods for sale on ships'
and aircrafts' stores, personal effects not for trade purposes, postal packets of a value less than HK$4,000, samples
and advertising material supplied free ofcharge, giftsofa personal nature, marine fisharriving direct from fishing
grounds or fishing boats registered or licensed in Hong Kong, used empty containers regularly imported, aircraft
parts or accessories for maintenance imported by transport operators based outside Hong Kong and servicing
international routes, and banknotes and coins after issue into circulation.

²Before recognizing the certificates of an overseas authority, Hong Kong requests the country conceded
to provide information about the production plants (including slaughterhouses), domestic health and sanitary
requirements, and the legal controls over exported commodities. In addition, all imported foods are subject to
inspection and sampling toensure food safety after importation into Hong Kong. Meat, poultry and theirproducts
are routinely tested for residues of hormonal growth promoters; if residues are found, the consignments are
destroyed.

³For example, in May 1993, under special permission, the importation of some buffalo meat from India for
trade promotion purposes was exempt from the health certification requirement.

4Only 13 out of the present 70 bindings relate to the level of import duties. The product areas covered are
fresh or dried citrus fruit and grapes; four; groats and meal of wheat or meslin; and cotton-seed oil. For
details see GATT (1990).
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will be bound at zero rates, covering some 29 per cent of all non-petroleum imports in 1988 value
terms.5

11. The authorities have traditionally draw. a link between Hong Kong's scope of tariff bindings
and liberalization moves by its trading partners. During the Tokyo Round, Hong Kong had already
offered to consolidate its tariffs on all food and raw material items at zero rates if adequate reciprocal
concessions were made.

12. Given the absence of tariffs, there are no laws, regulations or administrative procedures governing
product valuation for customs purposes. Hong Kong is a signatory to the GATT Agreement on Customs
Valuation, and would be bound by the Agreement (or, in future, by the corresponding Uruguay Round
provisions) should it decide to levy tariffs.

13. Hong Kong fully implemented the Harmonized System Commodity Description and Coding
Nomenclature on 1 January 1992.6

(iii) Import-related taxes

14. Excise duties and a motor vehicle first registration tax are significant instruments of indirect
taxation.7 In 1993-94, excise revenue contributed an estimated HK$7.2 billion, about 5 per cent, to
total government income. Although equally applicable to local production and imports, given
Hong Kong's industrial structure, both taxes affect almost exclusively imported products.

15. All sales of hydrocarbon oil, liquor, methyl alcohol and tobacco, irrespective of their origin,
are subject to excise duties. Duties on fuels and tobacco contribute more than four-fifths of total excise
revenue; the relevant rates, and their development over time, are set out in Table IV. 1. Modifications
since the initial Trade Policy Review in 1990 include the abolition of excise duties on non-alcoholic
beverages (HKS60 per hectolitre) and on cosmetics (30 per cent) in March 1992 and 1993. In
March 1994, Hong Kong replaced its mixed system of specific and compound duties on alcoholic
beverages and ethyl alcohol with ad valorem duties. The new duties on alcoholic beverages other than
wines are levied at two rates, 30 and 100 per cent, depending on the alcoholic content; wines from

5The product range includes fish and fish products, certain raw materials of agricultural origin, industrial
raw materials (plastering materials, stones, metal ores) and manufacturing items such as pharmaceuticals, rubber
and leather articles, wood and articles thereof, paper articles, books, textiles and clothing, articles ofmetal, glass,
several types of machinery, electronics, optical instruments, watches, clocks and furniture. The tariff bindings
on pharmaceuticals donot extend tothe excise duties on excisable ingredients (intoxicating liquors orhydrocarbon
oils), where Hong Kong is committed not to imposing higher rates on imports than those on similar products
of domestic origin.

6Full conversion to the Harmonized System involved certain technical amendments to Hong Kong's Schedule
of Concessions. In September 1991, a revised Loose-LeafSchedule LXXXII was submitted to the GATT Secretariat
and annexed to the Second Geneva (1987) Protocol.

7Stamp duties yielded the highest share of revenue in 1993 among all indirect taxes, followed by betting duties.
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grapes, including champagne, bear a rate of 90 per cent.8 The new system is considered by the
authorities as simpler and fairer than its predecessor.

Table IV.1
Excise duties, 1989-95

Rate for Rate for Rate for Ad valorem Ad valorem
1989-90 1993-94 1994-95 incidence incidence

(1993)a (1994)a

Hydrocarbon oilb
- Aircraft spirit HK$4.53/lt. HK$4.92/lt., 120% 131%
- Leaded petrol )HK$2.75/lt. HK$5.03/lt. HK$5.46/lt. 412% 448%
- Unleaded petrol HK$4.48/lt. HK$4.86/lt. 318% 345%
Light diesel oil HK$1.37/lt. HK$2.26/lt. HK$2.45/lt. 184% 199%

Intoxicating liquorsb
Brandy, whisky, gin, liqueurs, HK$52/lt. HK$80/lt. 30%c/100% ... 30%c/100%
rum, vodka etc. + 30% ad.val. + 35% ad.val.
Champagne and other sparkling HK$32/lt HK$49/lt. 90% ... 90%
wines + 20% ad.val. + 35% ad.val.

Still wines (made from grapes) HK$22/lt. HK$34/lt. 90% ... 90%
+ 20% ad.val. + 20% ad.val.
or HK$18/lt.
+ 20% ad.val.

(Additional duties for every (HK$1.50/lt.) (HK$2.29/lt.)
1% alcohol over 45%)

Cider and perry HK$145/hl. HK$221/hl. 30% ... 30%
Beer HK$220/hl. HK$336/hI. 30% ... 30%
Non-European type wins HK$9501/hl. HK$1,448/hl. -

Chincse-type wines and spirits, HK$490/hI. HK$747/hl. 30%c/100% ... 30%d/100%
sake, arrack

(Additional duties for every (HK$16.35hl.) (HK$25/hl.)
1% alcohol over 30%)

Other alcohols
Ethyl alcohol and mixtures HK$490/hl. HK$747/hl. 30%d/100%
Methyl alcohol and mixtures HK$490/hl. HK$747/hl. HK$747/hl. 770% 770%

(Additional duties for every (HK$16.35/hl.) (HK$25/hl.) (HK%$25/hl.)
1% alcohol over 30%)

Tobacco
Cigarettes HK$190/1.000 HK$580/1,000 HK$580/1,000 316% 316%

cigarettes cigarettes cigarettes

Cigars HK$250/kg. HK$745/kg. HK$745/kg. 75% 75%
Smoking tobacco HK$/230/kg. HK$701/kg. HK$701/kg. 95% 95%
Chinese prepared tobacco HK$50/kg. HK$142/kg. HK$142/kg. 350% 352% I

... Not available.
a Since product prices may vary significantly over time. these estimates are only tentative and need to be interpreted with care.
b The rates given for 1994-95 were introduced on 2 March 1994.
c Liqueurs containing 30% alcohol and less.
d Products containing 30% alcohol and less.

Source: Hong Kong Government.

8ln 1993, Hong Kong imported potable alcoholic liquors worth HK$44 billion, up from HK$3.9 billion in
1992. Imports of champagne, sparkling wine and still wine made from grapes increased from HK$244 million
in 1992 to HK$256 million in 1993; some 80 per cent came from the European Union, mainly France. At the
GAIT Council meeting conducting the first Trade Policy Review of Hong Kong, the representative of Hong Kong
noted that European- and Chinese-type spirits were dissimilar products, destined for different uses (culinary,
medical, religious).
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16. Excise duty exemptions, refunds or drawbacks are granted on goods destined for export or

other specified purposes (Table IV.2). For the period January to December 1993, refunds and

exemptions for hydrocarbon oils, tobacco, liquors and other alcoholic products amounted to

HK$26.3 million (US$3.4 million), about 0.4 per cent of the excise revenue collected on these items.

Table IV.2
Products and activities qualifying for excise exemptions, refunds and drawbacks

a The fuel exemption refers to vessels other than please vessels. As of 1 June 1992. a duty exception on diesel oil for pleasure

vessels was eliminated with a view Io concentrating the economic incentive on industrialand fishing rather than recreational activities.

Source: Hong Kong Govemment.

17. Hong Kong's legislation does not provide for specific appeal procedures against Government
decisions on excise taxation, including exemptions and refunds. According to the authorities, aggrieved
parties may approach the Commissioner of Customs and Excise or, if unsuccessful, apply for judicial
review. Legislation currentlyunder considerationwould enable a decision ofthe Commissioner relating
to duty collection or assessment to be referred to Hong Kong's Administrative Appeals Board.

18. Violation of excise regulations may result in confiscation of the goods, fines of up to HK$100,000
and imprisonment of up to two years. Serious cases of tax evasion may result in an additional fine
of up to ten times the relevant duty.

Exemptions

Stores. lubricants and fuel for ships of more than 60 tones net register and for ocean-going tugs and aircraft in quantities
determined by the Commissioner, for use cither outside or partly inside Hong Konga;
hydrocarbon oil for the bench testing of aircraft engines for aircrafts operating mostly outside Hong Kong;
light diesel oil with a marker and a colouring substance;
diesel oil used in the blending of fuel oil in licensed depots;
vehicle fuel for disabled drivers (subject to quantitative ceilings);
export goods (including re-exports);
goods destroyed with the consent of the Commissioner;
duty-paid goods which have been exported and subsequently re-imported;
samples or advertising material of no commercial value and not intended for re-sale;
goods drawn as samples for analysis by the Government Chemist;
goods donated to charitable institutions:
wine for the sacrament;
methyl alcohol for educational, scientific o. charitable institutions;
goods imported by passengers or crew members for their own use in quantities determined by the Commissioner; and
goods for diplornats and international organizations operating in Hong Kong.

Refunds

Duty-paid imports unused or damaged that have been returned or destroyed;
duty-paid goods used in the manufacture of any dutiable product;
duty-paid goods used by diplomats or international organizations;
duty-paid goods drawn as samples for analysis by the Government Chemist;
duty-paid fuel for pleasure boats of more than 60 tonnes net register for reaching an identified port outside Hong Kong; and
light diesel oil used by four franchised companies for public bus services on specified routes and by the Kowloon-Canton Railway
Corporation for similar services within the North-West Transit Service Area.

Drawbacks

Duty-paid goods used in the preparation or manufacture of export goods.
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19. Imports of excisable products must be stored either ina general bonded warehouse or a licensed

warehouse nominated by the importer until the duty is paid or the goods are re-exported. In fiscal

year 1993-94. the Government collected HK$30 million from a bonded warehouse supervision charge,

down by 6 per cent from the previous year.

20. The motor vehicle first registration tax, levied on the c.i.f. import value of motor vehicles,

raised revenue ofHK$4.0 billion in 1993-94. Rates on passenger cars varybetween basic, semi-luxury

and luxury vehicles (Table IV.3).9 The import values used for allocating cars to these categories have

remained unchanged since the initial Trade Policy Review of Hong Kong; price rises have thus tended

to broaden the range of cars subject to the higher rates. In 1990, the single rate of 15 per cent on all

goods vehicles was replaced by three rates, according to vehicle size, which are two to six times higher
than the original rate. The change was intended to curb the abuse of small van-type goods vehicles

as private cars.10

Table IV.3

Motor vehicle first registration tax in Hong Kong, 1989-90 and 1993-94

(Rates as per cent of c.i.f. value)

n.a. Not applicable.

Source: Hong Kong Government

21. On 1 August 1994, a new tax scheme was introduced with a view to strengthening enforcement
and thwarting business practices that, through the involvement of subsidiary companies, had artificially
lowered c.i.f. prices, thus avoiding registration taxes. No details of the changes were available.

9Tax exemptions or reductions are available to disabled drivers; electric cars registered during the period
1 April 1994 to 31 March 1997; consulate vehicles; and vehicles used by the British Military, Naval and Air

Forces.

10According to the authorities, under the previous system abuse resulted in significant tax evasion and

undermined the effectiveness of the tax as a measure to control the growth in private car ownership.

Rate for 1989-90 Rate for 1993-94

Private cars

Basic cars 70 90
(c.i.f. value below HK$30,000)

Semi-luxury cars 80 105
(c.i.f. value HK$30.000-60,000)

Luxury cars 90 120
(c.i.f. value over HK$60.000)

Motor cycles/tricycles 10 90

Goods vehicles (ail categories) 15 n.a.

Vehicles other than van-type light goods vehicles n.a. 35

Van-type light goods vehicles - not exceeding 1.9 cannes n.a. 90
- exceeding 1.9 tonnes n.a. 35

All other vehicles 15 15
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(iv) Levies and charges

22. A charge is payable to the Customs and Excise Department at the time of lodging trade
declarations. According to the authorities, this is intended to cover the cost of the declaration system;
the revenue accrues to the general budget. Since October 1993, the general rate affecting imports has
been HK$5(US$0.65) for consignments worth up to HK$14,000; a further HK$0.35 is levied on every
additional HK$1,000 or part thereof.` The charge on imports offoodstuffs is set at HK$5 per shipment,
irrespective ofthe value declared. In 1993-94, the charge on both imports and exports generated revenue
of HK$1.2 billion (US$156 million).

23. Additional fees are levied in the context of the licensing procedures required for a variety of
restricted or controlled products (Chapter IV(2)(v)).

24. Traders ofozone depleting substances covered by thc Montreal Protocol, exporters ofrestrained
textiles and participants in the Textiles Trader Registration Scheme must be registered with the Trade
Department, which collects an annual registration fee.12 The issuance of export and import licences,
either for individual consignments or on an annual basis (for excisable products and acetylating
substances), may attract licence application and licence form fees. Table IV.4 gives an overview of
the import-related fees. 13 Licence application fees are charged on a full cost-recovery basis, according
to the authorities. These are unrelated to the value of consignments, unlike the trade declaration charge.
In 1993-94, the Government collected an estimated HK$251 million from import and export licensing
fees, excluding proceeds from the sale of licence forms.

25. Anchorage, port clearance and similar charges raised some HK$49 million in 1993-94. This
is about 10 per cent of the Marine Department's total revenue collected from transport-related
administrative services.

26. Serious smuggling offences may receive heavy penalties, reaching HK$500,000 and imprisonment
for two years upon summary conviction, and HK$2 million and seven years upon conviction on
indictment.14 In 1992, the Customs and Excise Department seized HK$226 million worth of goods
smuggled between Hong Kong and China, including cigarettes with an excise duty potential of
HK$8 million. Countenmeasures, introduced in the past few years, include trade controls on large

11Previously, imports worth up to HK$10,000 were subject to the basic charge of HK$5 while HK$0.50 was
levied on every additional HK$1,000 or part thereof.

12Textiles controls registration is apre-requisite forexporters and manufacturers whowishto export restrained
textiles. The annual fee for textiles controls registration and for participation in the Textile Traders Registration
Scheme are HK$1,330 and HK$2,200, respectively.

13Reflecting differences in production costs, the price per pad of licence forms for imports of pharmaceutical
products, radioactive substances and apparatus, reserved commodities, strategic commodities, pesticides, left-hand-
drive vehicles and outboard engines is almost twice as high as the price of pads used for exports of the same
goods.

14Smuggling offences considered "serious"' include the alteration of transport means, and construction, repairing
and maintenance of vessels for the purpose of smuggling.
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outboard engines (Chapter IV(2)(v)), and the erection of a floating boom at Tolo Harbour where most
smuggling by sea is carried out.15

Table IV.4
Fees related to the issuance of import licences, July 1994

Price of licence
Product Licence application forms

K$IS) H$KS per pad)

Textiles 31 1.5a

Ozone-depleting substances 755 17

Pharmaceutical products and medicines 0 21

Radioactive substances and apparatus 0 21

Radio transmitting equipmentb 150 n.a.

Reserved commodities 0 21

Commodities subject to excise dutiesc 500 0

Sand 0 n.a.

Strategic commodities 0 21

Pesticides 0 21

Endangered species under CITES

Live animals 330 n.a.

Dead animals or their parts or derivatives, and plants 110 n.a.

Plants and soil 0 n.a.

Game, meat and poulty Q 21

Acetylating substances 100 n.a.

Import of left-hand drive vehicles and outboard engines exceeding 0 21
111.9 Ikw

n.a. Not applicable.

a Certain licence forms under the Special Import (Textiles) Scheme cost HK$45 per pad. They are used for imports ofknit-to-shape
panels knitted outside Hong Kong from non-Hong Kong origin panels. for eventual exportation to the United States.

b To preventillegal possessionand useofunauthorized products, importationand exportationby personsnot holding a dealer licence
is subject to permission by the Telecommunications Authoritiy.

c Licence issued on an annual basis.

Note: Carriageoftelevisionsets, videocassette recorders and players, air-conditioners, vehiclesand vehicle parts, andoutboardengines
exceeding 111.9 kw carried by vessels within the Hong Kong waters requires a carriage licence. No application fees are due
in this context, and the application forms are available free-of-charge.

Source: Hong Kong Governrnent.

(v) Import prohibitions, restrictions and controls

27. Hong Kong operates various trade prohibitions, restrictions and controls on health, security
and environmental grounds. The only import quotas apply to rice and ozone-depleting substances covered
by the Montreal Protocol (Table IV.5).

15Observers have estimated that clandestine trade is in the order of 10 per cent ofthe officially recorded flows
between Hong Kong and China; 90 per cent of all video recorders in China are reported to have been smuggled
into the country. (Far Eastern Economic Review, 24 June 1993, cited by Gälli, 1993).
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28. For health reasons, import prohibitions are maintained on potentially harmful food products,
such as smokeless tobacco products which theWHO has ruled to be carcinogenic, or products containing
non-permitted colouring matters, artificial sweeteners (and the sweeteners themselves), aflatoxins or
erucic acid, and preservatives or antioxidantss.6

29. Hong Kong's rice control scheme aims to ensure regular and adequate supplies and is used
to monitor domestic against world market prices. Quota shares are distributed to individual stockholders
on the basis of their past performance;'` reductions in overall quota levels over the past four years
reflect a decline in consumption. Main suppliers are Thailand, Australia, China and the United States.

Table IV.5
Import quotas, 1990-1993
(Metric tonnes unless otherwise specified)

Local Degree of
Type of product Quota period Quota level consumption utilization

(per cent)

(a) Substances depleting the ozone layer

Chlorofluorocarbons Year ending June 1990 2,306 2,067 90
Yearending June 1991 2,306 1,962 85

July 1991-December 1992 3,459 2,536 73

1993 2,306 1,863 8:

Halon 1992 781 653 84

1993 781 524 67

1 11-trichloro-ethane 1993 556 398 72

Other halogenated CFCs 1993 341 kg. 184 kg. 54

(b) Rice

1990 348.300 100

1991 342,000 100

1992 342.900 100

1993 336,600 100

Source: Hong Kong Governrnent.

30. Underthe Montreal Protocol, imports containing chlorofluorocarbons (CFCs) and halons from
non-signatories have been banned since 1 January 1990.18 Imports from signatories for local consumption
enter under quota; quota shares are allocated among importers based on past performance ("normal

16Relevant regulations include the Colouring Matter in Food Regulations 1983, the Food Adulteration (Metallic
Contamination) Regulations 1983,the Food Adulteration (Artificial Sweeteners) Regulations 1970, the Harmful
Substances in Food Regulations 1983, and the Preservatives in Food Regulations 1973.

17The stockholders are required to import rice in quantities prescribed bythe Trade Department and to keep
a reserve stock proportionate to the quota share held by them. For more information see GATT (1990).
Hong Kong justifies quantitative restrictions on rice imports under GATT Article XI:2(b) and XX(j); GATT
document NTMIW/6IRev.5/Add.7.

18Although not a party to the Protocol, Chinese Taipei is exempted from the ban. It is recognized as being
in full compliance with the substantive provisions ofthe Protocol and has submitted data to that effect.
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quotas"), certain additional quantifies may be granted to newcomers or in the event of demand surges.
Further amendments to the Ozone Layer Protection Ordinance are in preparation to extend its coverage
as agreed among the signatories.19 From 1 January 1996, the authorities are committed to ceasing
importation of CFCs, carbon tetrachloride and methyl chloroform.

31. Other trade controls, implemented through import licensing requirements, serve to enforce
compliance with obligations assumed in the context of previous COCOM (Co-ordinating Committee
for Multilateral Export Controls), NNPT (Nuclear Non-Proliferation Treaty), MTCR (Missile Technology
Control Régime), CITES (Convention on International Trade in Endangered Species of Wild Fauna
and Flora) and the Australia Group on Chemical and Biological Weapons Proliferation, or to secure
a reserve stock cfcertain staple food products.20 Licences are also required to control imports ofcertain
agricultural pesticides and insecticides or ensure the collection of excise duties. In the textiles area,
licensing is connected with the implementation of the Multifibre Arrangement. Responsibility for the
licensing system lies predominantly with the Departments of Trade, Customs and Excise, Civil
Engineering, Agriculture and Fisheries.21

32. Changes in licensing requirements since the initial Trade Policy Review in 1990 include:

(a) a revised product schedule under the Import and Export (Strategic Commodities)
Regulations in response to developments in the context of COCOM, NNPTI, MTCR
and the Australia Group;1

(b) the introduction of import and export licensing for left-hand drive vehicles and for
outboard engines of more than 111.9 KW or 150 HP to curb smuggling activities;

(c) the creation of a Textiles Trader Registration Scheme, allowing registered traders to
use an import/export trans-shipment notification completed by themselves instead of
a licence issued by the Trade Department.

19The substances originally covered by the Montreal Protocol were CFCs 11, 12, 113, 114 and 115 and halons
1211, 1301 and 2401. The coverage was further expanded te include ten other CFCs, methyl chloroform and
carbon tetrachloride from 1 January 1993.

20Apart from rice, reserve stock (and licensing) obligations currently applyto frozen meat and frozen poultry.
However, with regard to the latter products. these obligations are under review.

21Hong Kong is a signatory of the Tokyo Round Agreement on Import Licensing Procedures. Licence
applications are generally approved within no more than four working days. In the event of refusal, reasons
are given and applicants have a statutory right of appeal to the Governor or the Governor-in-Council,

22Following the dissolution of COCOM, its former members agreed to maintain COCOM controls to all
destinations on a national level, pending the establishment of a new régime. Hong Kong follows this practice,
using the COCOM lists of goods and technologies for import and expert controls. While the controls were
significantly reduced in coverage, some new measures were introduced to thwart attempts by certain countries
to develop nuclear, chemical or biological weapons and a related missile delivery system. Apart from arms,
ammunition and explosives, the current range of strategically sensitive products subject to licensing includes nuclear
materials, facilities and equipment, high-speed digital computers, high-capacity static RAM and EEPROM
memories, integrated circuits and fibre optics communication systems, chemical weapon precursors, and certain
biological agents and articles (including computer software) that could be used for nuclear, chemical or biological
weapons.
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33. The Textiles Trader Registration Scheme aims both to facilitate trade and tighten controls.
It covers all textiles imports, re-exports, domestic exports to non-restrained markets, and trans-shipments
(which were previously exempt from licensing requirements). Details of each consignment must be
filed with the Trade Department. The notification forms are modelled on the licences. About 23,000
traders have so far been registered under the Scheme. Since its introduction on 1 July 1993, only
domestic textile exports to restrained markets have been subject to licensing requirements.

34. Trans-shipments ofproducts such as pharmaceuticals, reserved commodities (rice, frozen meat
and frozen poultry) and pesticides (if trans-shipped within the Air Cargo Terminal) may also be exempt
from licensing requirements. In order to qualify, the products must be handled by shipping companies,
airlines or freight forwarders registered with the Trade Department under the Trans-shipment Cargo
Exemption Scheme.23

35. Hong Kong operates no restrictions on imports or exports of works of art or national heritage
items.

(vi) Quarantine regulations

36. Hong Kong maintains plant quarantine requirements based on the Plant Protection Agreement
for the Asia and Pacific Region and the International Plant Protection Convention. The measures.
framed under the Plant (Importation and Pest Control) Ordinance, are administered by the Agriculture
and Fisheries Department. Dogs, cats and other mammals have to undergo quarantine periods of up
to six months, depending on the country of shipment, vaccination status and certification of routing
by the carrier.24 Birds and reptiles are not usually subject to any such requirements.

37. Officials of the Agriculture and Fisheries Department regularly meet their counterparts in the
Shenzhen Animal and Plant Quarantine Service to discuss and review animal and plant health
requirements and procedures.

23Trans-shipment cargo is defined as 'any imported article that is consigned on a through bill of lading or
a through airway bill from a place outside Hong Kong to another place outside Hong Kong and is or is to be
removed from the vessel, vehicle or aircraft in which it was imported and either returned to the same vessel,
vehicle or aircraft or transferred to another vessel, vehicle or aircraft. before being exported, whether it is to
be transferred directly between such vessels, vehicles or aircraft or whether it is to be landed in Hong Kong
after its importation and stored pending exportation".

24For example, dogs and cats from the United Kingdom, Ireland, Australia, New Zealand, Fiji and Hawaii
(Group I - rabies-free - countries) may be exempted from quarantine if all documentary requirements are fully
complied with. Similarly, quarantine for imports from "'Group Il" (effective rabies control-countries) countries
may be reduced to 0 days if all documentary and vaccination requirements are fulfilled: Austria, the Bahamas,
Bahrain, Belgium, Bermuda, Brunei, Canada, Cyprus, Denmark, Finland, France, Germany, Gibralar, Guam,
Iceland, Italy, Jamaica, Japan, Luxembourg, Malaysia, the Maldives, Malta, Mauritius, Norway, New Caledonia,
Papua New Guinea, Portugal, the Seychelles, Singapore, the Solomon Islands, South Africa, Spain, Sweden,
Switzerland, Chinese Taipei, the United States (Continental), Vanuatu and the Virgin Islands. Quarantine for
imports from other countries may be reduced to four months.

Imports of animals, birds and plants into Hong Kong are subject to advance permit/licence issued by
the Agricultural and Fisheries Department under the Public Health (Animals and Birds) Ordinance, the Dogs
and Cats Ordinance and the Plant (Importation and Pest Control, Ordinance.
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(vii) Trade sanctions

38. Based on UN Security Council Resolutions. Hong Kong currently maintains trade embargoes,
with varying coverage, on Iraq, Yugoslavia (Serbia and Montenegro), Bosnia-Herzegovina (Serb held
areas), Croatia (UN Protected Area), Somalia, Liberia, Angola and Libya (Table AIVA.1). Such
embargoes are implemented through United Kingdom Orders in Council or directly through domestic
legislation. They are administered by the Trade Department through circulars to traders and carriers
stipulating the licensing requirements and relevant conditions. Monitoring is through the trade declaration
(Chapter IV(2)(i)).

(viii) Emergency trade measures

39. Hong Kong has not taken any safeguard action under Article XIX of the GATT. Nor is there
evidence of arrangements affecting the price or volume of other countries' exports to Hong Kong.

(ix) State trading

40. Hong Kong has notified no State trading activities under GATT Article XVII.

(x) Countertrade

41. As a general policy principle, the Government does not encourage or participate in countertrade
activities. No information could be provided on any private arrangements.

(xi) Standards and other technical requirements

(a) Standards, testing and certification

42. As indicated in the initial Trade Policy Report, responsibility for the operation of standards,
approval and certification systems in Hong Kong lies with the Government as a whole. Individual
departments are mandated to administer the technical regulations, certification and approval procedures
covered by specific legislation within their purview (Boxes IV. I and IV.2). Notices of proposed technical
regulations, technical standards, rules or certification systems. and the texts adopted, are published
in the Government Gazette. Since 1990. no significant policy changes have been implemented.

43. The Industry Department is mandated to ensure that all government departments withstandards-
related activities are aware ofHong Kong's obligations under the Tokyo Round Agreement on Technical
Barriers to Trade (TBT). The Department operates the point of liaison with GATT and the consultation
point for other contracting parties seeking information on standards. Between January 1990 and
December 1993. Hong Kong made 13 notifications under the TBT Code.25

25The notifications related to a positive list ofcolouring materials tobe contained in food for sale: registration
ofall pesticides and compulsory licensing of all pesticide dealers; petrol pump nozzle dimensions for unleaded
petrol; standards and test procedures for motor vehicle emissions; noise e ission standards for air compressors
and hand-held percussive breakers; compliance of toys and children's products with statutory safety standards;
and technical requirements, testing and measurementmethods for radio and telephone equipment. The notifications
involved the Departments ofHealth. Agriculture and Fisheries; Environmental Protection; Customs and Excise;
the Trade and Industry Bureau; and the Office of the Telecommunications Authority.
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Box IV.I: Testing and type approval of telecommunications equipment

a general policy principle, the authorities seek to limit Govemment involvement in the definition,
implementation and enforcement of technical requirements to a minimum. Wherever such requirements
are deemed indisensable, for example for safety reasons or to ensure the functioning of technical
systems, they areas closely as possible aligned with international norms or those prevailing in important
export markets.

Consequently, Hong Kong does not require type approval and conformity testing for single-line
communication equipment, e.g. for telephone sets or telex machines, connectedto the public network.
There are no restrictions on importation, sale and use of such equipment, whatever its origin or technical
layout. The authorities are confident of the robustness of the public network and see no significant risk
of unsuitable telephones or telex machines frustrating its operation. Voluntary conformity testing is
carried out by agencies recognized by the Office of the Telecommunications Authority (OFTA).

Where type approval or conformity testing is required, for example for multi-line equipment (office
exchange equipment), the authorities accept test data from recognized foreign agencies or type approval
granted by foreign authorities against a specification equivalent to that in Hong Kong. Conformity testing
of multi-line equipment is also carried out by the Hong Kong Telepbone Company (HKTC), the operator
of the public switched telephone network (Box IV.4).

Type approval of sophisticated equipment categories (e.g. second generation cordless phones), where few
technically competent laboratories exist, is based on the manufacture's self-declaration of conformity.
An extension of this possibility to other market segments is currently under consideration.

Type approval of radio transmission equipment is granted by the Office of the Telecommunications
Authority (OFTA).

On average for all equipmentcategories, the costs of approving or conformity testing in Hong Kong are
reported to range between HK$5,000 and 10,000 (based on the actual manpower input). The approval
period is about one month.

44. Eight regulations relating to consumer protection (weights and measures, toys and children's
products) and safety (gas), human health (colouring matter in food), environmental protection (air
pollution and noise control) and telecommunications have been introduced since Hong Kong's initial
Trade Policy Review. The technical requirements adopted are identical with, or substantially the same
as, international or appropriate overseas standards, according to the authorities. international standards
relating to construction have been modified, where appropriate, to take account of Hong Kong's sub-
tropical climate.

45. Hong Kong has adopted the ISO (International Organization for Standardization) 9000 series
of quality standards.26Certificates of conformity for company-operaed quality management schemes
are issued by the Hong Kong Quality Assurance Agency (HKQAA) and other certification bodies.
The Agency, established in 1989 under the purview of the Industry Department, certifies companies

involved the DepartmentsofHealth, Agriculture and Fisheries; Environmental Protection; Customs and Excise;
the Trade and Industry Bureau; and the Office of the Telecommunications Authority.

26ISO 9000 establishes a series of international standards for quality management systems, enabling
manufacturesand suppliers to establish, document and maintain effective quality levels. More than 52 countries
have adopted ISO 9000 as their national quality system.
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in Hong Kong's manufacturing, construction and services sectors and associated operations abroad.
HKQAA uses a similar certification technique to the British Standards Institute.

46. Under the Hong Kong Laboratory Accreditation Scheme (HOKLAS), 48 laboratories are currently
accredited for local testing.27 Their activities cover calibration services and the testing of products
such as chemicals; construction materials; electrical and electronic goods; toys; textiles; food;
and, recently, environment-related testing. On the basis of reciprocal recognition agreements, HOKLAS-
endorsed test certificates are accepted in the United Kingdom, the Netherlands, the United States,
Australia, and New Zealand. They have the same technical validity in these countries as certificates
endorsed by the competent national bodies.28

47. The Industry Department, a correspondent member of the ISO, maintains a Product Standards
Information Bureau which provides advisory services to industry on technical requirements abroad.
The Industry Department is also asubscribing member ofthe International Electrotechnical Commission
(IEC).

(b) Marking, labelling and packaging requirements

48. Under the Trade Descriptions Ordinance, administered by the Customs and Excise Department,
false trade descriptions, marks and mis-statements are prohibited. Trade descriptions cover basically
all characteristics of goods which are capable of being factually assessed or likely to be important to
a buyer; if applied to goods for the purpose oftrade business, such descriptions must not be misleading
or false to a material degree.' Special labelling and marking requirements apply to dangerous goods
(e.g. explosives, compressed gases, highly combustible materials, and flammable, corrosive and
poisonous substance, sausages and sausage meat, liquid extracts of coffee and tea, pickles and sauces,
certain unfermented grape juice products, and any food containing antioxidants. Descriptive labels
in both English and Chinese, indicating the preservative or antioxidant content, must be affixed to all
containers of dangerous goods.

49. Prepackaged food products must carry labels indicating name, ingredients. shelf life, storage
and use conditions, and weight and volume.30 Containers of frozen confectionerymust be marked
clearly with the name and address of the manufacturer.

27These comprise eight Government laboratories, 32commercial laboratories andeight in-house laboratories.

28These are the National Measurement Accreditation Service (U.K.); the Accreditation Board for Calibration
Laboratories. Test Laboratories and Inspection Bodies (the Netherlands); the Australian National Association
ofTesting Authorities; the American Association for Laboratory Accreditations; and the New Zealand Testing
Laboratory Registration Council.

29False trade descriptions may result in finesofHK$100.000 and imprisonment for two years upon summary
conviction and fines of HK$500,000 and imprisonment for five years upon conviction or indictment.

30Indications suh as "best before" and "consume by" must be written in bothChineseand English and expressed
in terms of the day, month and year.
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(xii) Government procurement

50. Most government procurement of goods and services in Hong Kong is controlled by the
Government Supplies Department (GSD), which is involved in all purchases worth over HK$20,000
(US$2,600). The Department prepares and issues invitations to tender, makes recommendations to
the competent Tender Boards for contract awards (see over), administers the execution of contracts,
and provides procurement-related information. In 1993, purchases within the purview ofGSD totalled
US$336 million; the United States and the Urited Kingdom were the most important foreign suppliers
(Chart IV.1).31

31Statistics provided by Hong Kong under the GATT Agreement on Government Procurement indicate that
the share of Hong Kong-origin goods and services accounted for less than 5 per cent of the total.

Box IV.2: The pharmacenticalsmarketin Hong Kong

As in many other jurisdictions, new registration of pharmaceuticals in Hong Kong is contingent on the
product meeting the basic criteria of safety, efficacy and quality. The decision lies with the Pharmacy
and Poisons Board, an independent statutory body comprising physicians, pharmacists, chemists and legal
advisers under the chairmanship of the Director of the Health Department. In applying the three
admission criteria, the Board relies on published data and literature and on material provided by the
manufacturer. As a rule, admission is granted only for drugs already cleared for sale in the country of
origin.

Some 23,120 pharmaceutical products are currently registered in Hong Kong (excluding traditional
Chinese medicines). The relevant application fee is HK$150; the registration certificate, valid for five
years,costs HK$250 and its renewal HK$150. Approval of generics is estimated by the authorities to
take some six months. Neither the approval requirements nor any other regulations in the sector
differentiate between imports and domestic production.

The approval process cannot be used to establish or defend exclusive supply channels; several importers
may obtain registration for the same product. However, unauthorized import of patented products may
cause the patent holder to invoke, and seek protection under, property right legislation
(Chapter IV.4(vi)(d))
Pharmaceuticals are classified by the Pharmacy and Poisons Board either as prescription drugs, in which
case they can be dispensed only through pharmacies; other drugs to be sold only in pharmacies; and
over-the-counter products which are also available in drugstores. Medical appliances are not considered
pharmaceuticals and, thus, not subject to any registration requirements.

There are no regulations or arrangements to influence prices, sales margins or other marketing
parameters, except publicity. Advertisementsrelating to the treatment of specified diseases, including
cancer, are prohibited.

Hong Kong does not operate any public health insurance schemes; the health insurance sector is entirely
in privatehands. Basic medical treatment is provided by some 60 hospitals at low cost. The authorities
do not seek to influence the range of products kept on stock by pharmacies, used by hospitals or
reimbursed by insurances. Public hospitals and clinics have their own regulations specifyingthe range of
products to be applied.

A significant share of Hong Kong's population is estimated to use additional Chinese medicines. The
relevant market is not regulated, and little information is available on sales channels, marketing practices
etc. However, a working group within the Health and Welfare Branch is currently studying this market.
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Chart IV.1
Procurement of goods and services by supplier country, 1986-93
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Chart IV.2
Product structure of government procurement. 1993a
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51. Boosted by recent large-scale infrastructural programmes, including the new airport project

(Box IV.3), contract values are far higher in the public works area than for goods and services. In

1993, the Government awarded infrastructure-related contracts of some US$3.6 billion, with the
United States, the European Communities and Japan as the leading suppliers (Chart IV.3).

Chart IV.3
Public spending on infrastructure-related projects,
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Source: Hong Kong Government.

52. Contracts are awarded by various Tender Boards, depending on the procurement area and the
costs involved. The Government Supplies Tender Board is responsible for goods purchases below
a threshold of HK$5 million; the Public Works Department Tender Board for works contracts below
HK$10 million; the Marine Department Tender Board for procurement of vessels worth less than
HK$3 million; and the Cities and New Territories Administration Tender Board for works in rural
areas below HK$2 million. Tenders exceeding these limits are submitted to the Central Tender Board,
chaired by the Secretary for the Treasury and including the Director of Government Supplies, the
Secretary for Works, and the Deputy Branch Solicitor. Of the goods purchases contracted in 1992,
54 per cent wereawardedthroughopentendersand 19 per cent through selective tenders.32 Hong Kong
does not grant procurement preferences to local or any external suppliers.

53. Unsuccessful tenderers are informed of the reasons for their rejection. No Review Board is
specifically assigned to process complaints; aggrieved suppliers may lodge complaints with the Director
ofGovernment Supplies, thecompetent Tender Board, theIndependent Commission against Corruption,

32GATT document GPR/72/Add.2, 1 December 1993. No tender is required for purchases worth less than
HK$20,000; the purchasing entity normally requests offers from not less than five independent suppliers. In
addition, single offers may be invited if there are only very limited sources, in the event unforeseen urgencies,
for reasons ofsecurity, to ensure compatibility ofequipment, or for purchases ofpatented or proprietary articles.
For further details, see GATT (1990).
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the Office of the Commissioner for Administrative Complaints, or initiate legal proceedings.

Hong Kong's laws provide no sanctions against bid-rigging and similar collusive business practices

(Chapter IV(4)(vi)(a)). Evidence ofsuch practices may result in therelevant procedures being cancelled;
the authorities are not aware, however, of any such cases in recent years.

54. Public sector enterprises such as the Mass Transit Railway Corporation (MTRC) and the
Kowloon-Canton Railway Corporation (KCRC) have their own procurement and tendering procedures
(see also Chapter IV(4)(vi)(b)). In general, apart from purchases worth less than HK$50,000 (MTRC)
and HK$250,000 (KCRC), both corporations call for tenders. In the case of MTRC, participation
is subject to pre-qualification requirements. Both corporations would have been covered by the new
Agreement on Government Procurement and, accordingly, held to conform to the Code provisions
in their procurement ofgoods and services, other than construction services, worth above SDR400,000
(US$540,000). However, because of the introduction of sectoral non-application provisions and, in
the services area, of reciprocity provisions by a number of participants, Hong Kong has not signed
the Agreement (Chapter II(3)). The Water Supplies Department follows GSD procurement rules;
its purchases exceeding SDR130,000 were foreseen for inclusion in the new Code.

Box IV.3: The Hong Kong Airport Core Programme

Hong Kong's 1991 AirportCore Programme revolves around the replacement of Kai Tak airport,
currently the third busiest airport in the world in terms of international passeger throughput The
Programme comprises ten interlinked infrastructure projects, including new transport connections (road
and rail), a new town and the reclamation of large land areas (Table Ill. 1). The aim is to complete the
Airport Core Programme to the maximum extent by 30 June 1997 in accordance with the relevant
Memorandum of Understanding signed in September 1991 by the U.K. and the Chinese Governments.

Seven of the ten projects (new land, highways, new town) are funded and carried out by the
Government. By contrast, the Provisional Airport Authority and the Mass Transit Railway Corporation
(MTRC), statutory Government-owned corporations, are responsible for the airport and its railway, and
a private sector company, the Western Harbour Tunnel Company, was awarded a 30-year franchise to
build and operate a third road-tunneI underneath Hong Kong's harbour.

Most materials used in building and civil engineering contracts are procured by the main contractors and
not directly by the Government. The Govenment Supplies Department is responsible for the
procurement of government equipment related to the operation of the new airport.

The government's share in the total cost is in the order of 50 per cent and the remainder is covered
mainly by private equity investments and commercial lending. In January 1994, the total cost of the
programme was estimated at HK$158.2 billion (US$20.5 billion) in money-of-the-day prices, which is
3.5 per cent below the 1992 estimates. The reduction is attributed by the authorities mainly to highly
competitive tendering, within a recessionay international environment, for construction contracts on the
seven Government projects.

Between April 1992 and February 1994, 41 construction contracts worth HK$47 billion were awarded.
In value terms, the largest shares were won by companies from Japan (28 per cent), Hong Kong
(18 per cent), the United Kingdom (14 per cent), the Netherlands (1 1 per cent), China (8 per cent) and
France (7 per cent). Bids or pre-qualification tenders for some 150 contracts concerning public works
and supplies of goods were invited for 1994.
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55. The British Crown Agents for Overseas Govemments and Administrations are used for purchases
below the threshold value of the GATT Procurement Code, in particular of items not readily available
in the local market. The Crown Agents compete on a par with other suppliers. Based on an
understanding reached in 1993, the Government Supplies Department refrains from dealing directly
with overseas manufacturers identified or introduced by the Agents, unless the supplier indicates a
preference for direct contracts. The authorities consider this a voluntary restraint which is subject
to review. In 1993, Hong Kong purchased supplies worth HK$40.5 million through the Crown Agents.
The products originated predominantly from the United Kingdom, Australia and Japan.

(xiii) Other measures

56. No origin certificates are needed for goods imported definitively into or in transit through the
territory. Import declarations or carriers' manifests may be used for monitoring origin-specific trade
sanctions (Chapter IV(2)(i)).

57. Reflecting its open market environment, Hong Kong has no local content requirements or
legislation on preshipment inspections for product valuation and similar purposes.

(3) Measures Directly Affecting Exports

(i) Export prohibitions. controls and licensing requirements

58. As on the import side, Hong Kong maintains relatively few restrictions on exports. A tight
regulatory framework in the textiles and clothing sector, required by commitments under the Multifibre
Arrangement, is the only major exception. Most of the Trade Department's current staff, some 800
persons, are assigned to administrative functions in this area. Other export controls are mainly for
strategic reasons or to implement commitments assumed under international agreements such as CITES
or the Montreal Protocol.33 An overview of the products covered by export licensing requirements
and the fees involved, if any, is given in Table IV.6.

59. Under the MFA, Hong Kong currently maintains bilateral agreements with Austria, Canada,
Finland, the European Union, Norway and the United States.34Since Hong Kong's initial Trade Policy
Review, in July 1990, these agreements have changed little in scope and content. An agreement with
Sweden was terminated in July 1991, when Sweden revoked all its bilateral textile agreements and
abolished all its quantitative restrictions on textiles and clothing imports. An elaborate system ofexport
controls serves to administer the existing restraints; licence applications for exports ofrestrained textiles
and clothing to the EU and United States must be accompanied by certificates of Hong Kong origin.
Under the Textile Traders Registration Scheme (Chapter IV(2)v)), introduced in 1993, exports of textiles
and clothing items to non-restrained markets must only be notified by the exporter.

60. Export-related embargoes, maintained under UN Security Council Resolution, are listed in
Table AIV. 1.

33In isolated cases, where it is determined that certain products present dangers to health and safety and where
it is "in the interest of Hong Kong as a whole to do so", the competent government agency may restrict exports
until a satisfactory solution is found. The Agriculture and Fisheries Department has on one occasion prevented
the export of beef extract paste to Korea on health and safety grounds.

34See Table V.2 for details.
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Table IV.6
Fees related to the issuance of export licences,July 1994

Price oflicence
Product Licence application forms

(HK$) (HK$per pad)

Textiles

Non-restrained products 48 20

Restrained products 145 20

Exportsto the United States under the Special Import and Export
Licensing (Textiles) Scheme for piece-knitted garments

Finished or semi-finished piece-knitted garments under restraint 145 22

Knit-to-shape panels for assembly outside Hong Kong into finished 48 45
or semi-finished piece-knitted garments for eventual exportation to
the United States

Ozone depleting substances 755 17

Pharmaceutical products and medicines O 12

Radioactive substances and apparatus 0 12

Radio transmitting equipmenta 150 n.a.

Reserved commodities 0 12

Commodities subject to excise dutiesb 500 0

Strategic commodities 0 12

Pesticides 0 12

Endangered species under CITES

Animals and plants 110 n.a.

Re-export certificate 175 n.a.

Acetylating substancesc 100 n.a.

Television sets. video cassette recorders and video cassette players by 0 12
small vessel less than 250 gross tonnesd

Left-hand drive vehicles and outboard engines exceeding 1 11.9 kw 0 12

n.a. Not applicable.

a Toprevent illegalpossessionand use ofunauthorized products, imporationandexportationbypersons notholding a dealerlicence
is subject to permission by the Telecommunications Authority.

b Licence issued on an annual basis. Individual licences are required for exports on drawback. This is to ensure that the exporter
subsequency produces a certificate issued by the country ofdestination whichconfirms that the shipmenthas actually been landed.

c Licence issued on an annual basis.
d The licensing requirement, introduced in 1991. is intended to forestall smuggling activities. Products carried by passengers on

ferries operating between China or Macau and Hong Kong are exempt.

Source: Hong Kong Government.

(ii) Voluntary restraints, surveillance and similar measures

61. Apart from restrictions applied under the MFA, there is no evidence of the authorities' being
involved in arrangements with importing countries aimed at restricting, moderating or otherwise
influencing exports from Hong Kong.
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(iii) Export-related charges and levies

62. Like imports, almost all exports are subject to a trade declaration.35 Fees charged are currently
HK$5 for consignments valued less than HK$10,000 and HK$0.50 for each additional HK$1,000 or
part thereof. Reflecting differences in the rate structure, the charges on exports are about 40 per cent
higher than on imports. Further fees may be levied on specified services, including registration or
issuance fees for export licences, permits and certificates oforigin; and charges on air cargo throughput,
anchorage and port clearance (Chapter IV(2)(iv)). The application fees for textile export licences and
for origin certificates are estimated to have generated revenue of HK$245 million and HK$14 million,
respectively, in fiscal year 1993-94.

63. Since 1976 domestic exports of clothing and footwear carry an export levy of 0.03 per cent
on the f.o.b. value. The proceeds are collected by the Customs and Excise Department and used to
finance activities by the Clothing industry Training Authority (Chapter IV(4)(i)).3 No exemptions
are provided. In 1993-94 gross proceeds from the levy reached HK$22.4 million.

(iv) Certificates of origin

64. Following the Kyoto Convention, Hong Kong origin status is conferred on goods wholly obtained
or substantially transformed in the territory. Substantial transformation is deemed to have occurred
whenever a manufacturing process has changed "permanently and substantially" the shape, nature,
form or utility of the basis materials. Hong Kong applies its rules on all textile exports, which require
certificates of Hong Kong origin. Products covered by the textiles agreement with the European Union
are subject to both the Hong Kong and EU origin rules. Certificates of origin are issued, against
application fees, by the Trade Department and five government-approved organizations having the
same certification status (Hong Kong General Chamber of Commerce; Federation of Hong Kong
Industries; Indian Chamber of Commerce, Hong Kong; Chinese Manufacturers' Association of
Hong Kong; and Chinese General Chamber of Commerce).

65. To facilitate re-export trade, the five government-approved organizations issue certificates of
origin/re-export in line with the relevant requirements overseas. In general, certificates of the originating
country must be submitted as documentary proof to substantiate the declared origin.

66. Factory and consignment inspections serve to protect the integrity of Hong Kong's trade controls
on textiles and of its system of origin certificates. In 1993, infringements ofthe control system resulted
in fines totalling HK$58 million, up from HK$43 million in 1992.

35For cargo exports in packages or bulk, an export manifest is also required (Chapter IV(2)(i)).

36A similar levy is imposed on all construction works in Hong Kong to Finance the Construction Industry
Training Authority.
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(v) Duty and tax concessions

67. Excise duty paid on production inputs, such as tobacco or hydrocarbon oils, may be reclaimed
on exportation of the processed product (Table IV.2). The relevant drawback scheme, administered
by the Customs and Excise Department, is only rarely invoked.37

(vi) Export promotion and marketing assistance

68. The Hong Kong Trade Development Council (TDC), a statutory body, aims to assist
manufacturers, exporters and importers in entering markets and expanding sales. The Council publishes
market surveys, product reports, product-specific magazines and a monthly newspaper targeting business
leaders and decision-makers in overseas markets. In addition to its Hong Kong offices, TDC currently
operates 43 branch offices in 30 countries.38 It organized Hong Kong's participation in more than
300 promotional events, including 15 trade and consumer fairs at home, in 1993-94.39

69. Trade promotion programmes are set up on an annual basis, taking into account the views
expressed by exporters in advisory bodies. The programmes are formally approved by a 19-member
Council made up of business representatives and government officials; the chairman is appointed by
the Governor. Recent overseas activities focused on emerging markets in such regions as Asia, Latin
America, and central and eastern Europe.

70. The Trade Development Council raises funds through fair participation fees, the sale of
publications and the like. The ratio of self-generated revenue to gross recurrent expenditure rose from
one-quarter seven years ago to over 70 per cent at present. Government funding amounted to
HK$573 million in 1993-94.

71. Hong Kong does not grant export subsidies or operate any support schemes within the meaning
of GATT Article XVI:1.'

37The duty-paid material content must be analyzed and certified by the Government Chemist immediately
before shipment of the processed produce. The consignment is then secured and sealed in the presence of an
official of the Customs and Excise Department.

38In 1994, TDC intended to open offices inJakarta, Kuala Lumpur, São Paolo, Santiago, Moscow andvarious
cities in China.

In addition to the TDC, several private sector associations are engaged in export promotion activities:
Federation ofHong Kong Industries, Chinese Manufacturers Association (amember ofthe International Chamber
of Commerce), Hong Kong General Chamber of Commerce, Chinese General Chamer ofCommerce, and the
Hong Kong Exporters' Association.

39Trade fairs organized by the Council in Hong Kong attracted 5,800 exhibitors, 1.4 million visitors and
generated an estimated US$1.9 billion return in business. Recently, the TDC promoted four international trade
fairs in Shenzhen, inviting companies around the world interested inentering the Chinese market. From April 1994
to March 1995, the TDC International Trade Promotion Programme will cover over 300 international tradeevents
around the world.

40GATT document L/7375. GATT Article XVI: 1 refers to "any subsidy, including any form of income or
price support, which operated directly or indirectly to increase exports of any product from, or to reduce imports
of any product into, (a contracting party's) territory".
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(vii) Export finance. insurance and guarantees

72. The Hong Kong Export Credit Insurance Corporation (ECIC) offers insurance cover for the
buyer and country risks involved in export credits for goods and services.41 The Corporation is wholly
government owned, but enjoys no exclusive rights and has never offered preferential conditions for
specified products or destinations. It is not directly involved in the provision of credit. As a self-
supporting authority. the Corporation is required to cover all expenses with own revenue and to offset
losses with surpluses accumulated in better years. Though its commitments are fully guaranteed by
the Government, ECIC has never been required to invoke this guarantee. Over the period 1989 to
1993, it posted a surplus of HK$124.5 million. The Corporation's insurance schemes also cover re-
exports and direct exports by Hong Kong-based companies to third countries of goods manufactured
outsideHongKong.

73. The value of trade insured by the Corporation amounted to HK$15.6 billion in fiscal year
1992-93, or slightly more than 2 per cent ofHong Kong's total exports, including re-exports. Between
1989 and 1993, 54 per cent of insured trade was with European countries and 33 per cent with
North America; exports to the United States and Canada accounted for 51 per cent of the claims paid
during this period as against 36 per cent for Europe. Reflecting the composition ofHong Kong's export
basket, the main insured sectors between 1989 and 1993 were textiles and clothing, toys, plastics, metal
and leather.

74. Hong Kong is a member in, and follows the agreements and understandings of, the International
Union of Credit and Investment Insurers (Berne Union).42

(viii) Measures maintained bv importing countries

75. Since its initial Trade Policy Review, Hong Kong has on several occasions addressed inGATT
fora trade actions considered to distort international markets and adversely affect its exports. Apart
from anti-dumping measures and restrictions under the MFA, these included the Prior Confirmation
System operated by Japan on silk imports (Chapter VI(3)) and an import prohibition by Chinese Taipei
on cigarettes from various suppliers.43

76. Between 1990 and 1994, exports from Hong Kong were subject to provisional or definitive
anti-dumping actions in Argentina, Australia, Canada, the European Union, Mexico, New Zealand
and the United States.44Duties were far more frequent than price undertakings (Table AIV.2) which,

41Buyer risks include insolvencies, bankruptcies, default in payment and repudiation of contract. Country
risks involve blockages and delays in foreign exchange remittances; cancellation of import licences; import
bars; war, civil disturbances and natural disasters; and payment moratoriums imposed by the buyer country
or third countries. Risk coverage is provided for up to 90 per cent of the losses, except for a buyer's repudiation
of contract (70 per cent). For further details sec GATT (1990).

42The Berne Union aims, inter alia, to promote the international acceptance of "sound principles' ofexport
credit insurance.

43Hong Kong raised the issue at meetings of the Working Party on Chinese Taipei's accession to the GATT.
The Chinese Taipei delegation indicated that the measure was under review.

44According to information provided by the Hong Kong authorities and notifications to theGATT Committee
on Anti-Dumping Practices.



C/RM/S/49 Trade Policy Review Mechanism
Page 50

among other factors, may reflect a preference of exporters to forego the rent elements associated with
agreed minimum prices rather than losing the flexibility to react quickly to changing market conditions.

77. An action taken by the United States on man-made fibre sweaters prompted Hong Kong to
seek consultations and. subsequently, conciliation under the GATT Anti-Dumping Code (Chapter VI(1)).
Further, at several meetings ofthe Code Committee, the authorities criticized the methodology applied
and other aspects of an anti-dumping investigation by the European Union into imports of 3½-inch
magnetic discs from Hong Kong.45

(4) Measures Affecting Production and Trade

(i) Promotion of new technologies, information and training

78. Hong Kong operates a variety of policy schemes intended to enhance the technology-base of
the economy, encourage the development of new products or production techniques, and/or remove
skills-related obstacles considered to impede new manufacturing and services activities.

79. The Hong Kong Productivity Council (HKPC) supports industries intending to improve their
manufacturing quality and efficiency. The Council offers consultancy, training and information services,
and helps companies . develop and implement new software, quality management programmes,
stockholding and accounting systems, and design and manufacturing techniques (CAD/CAM).46 Between
1992 and 1993, HKPC assisted over 100 local companies in ISO 9000-related activities
(Chapter IV(2)(xi)(a)) and provided training in this area for 4,500 participants. The annual government
grant in financial year 1992-93 was HK$140 million; the Councii's self-generated revenue amounted
to HK$120 million.

80. The Clothing Technology Demonstration Centre (CTDC), a wholly-owned subsidiary of HKPC.
aims to enhance the adjustment capacity of the clothing industry and its use of state-of-the-art
manufacturing techniques through processing of actual orders, training and consultancy services. The
CTDC, set up with a capital funding ofHK$1.7 million in September 1990, charges market rates for
its processing activities. From 1991-92 to 1994-95, a deficit grant of about HK$1.6 million was given
to the Centre annually.

81. The Hong Kong Industrial Technology Centre (HKITC) offers accommodation and support
services for technology-based firms. Start-up companies are provided with concessionary accommodation,
technical advice, administration and support services. The Centre, expected to become fully operational
in 1994, currently has six tenants. To cover initial costs, the Government injected a HK$250 million
grant and committed another HK$188 million as an interest bearing loan.

82. Hong Kong's Applied Research and Development Fund, a fully Government-owned body
established in 1992, offers financial assistance for researchand development projects, up to 50 per cent
of the cost, in form of equity injections or repayable loans at prime rates. No priority is given to any

45In this context, particular attention was drawn to the use of third-country production costs in establishing
normal values (GATT document ADP/120).

46As noted in the initial Trade Policy Review of Hong Kong, the Council maintains laboratories for
microprocessor applications, metals processing (particularly heat treatment), computer-aided design and
manufacturing, and environmental and pollution control.
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particular technology or sector. The Fund's working capital is HK$200 million. By March 1994.
eight applicants were approved and HK$19 million committed.

83. The New Technology Training Scheme, introduced in 1992, offers financial and placement
assistance to employers preparing their staff for new technologies of strategic industrial and economic
importance. The Scheme, administered by the Vocational Training Council within the province of
the Sccretary for Education and Manpower, is in principal open to all sectors. Companies are offered
grants for the training of their staff of up to HK$37,500 per person for overseas training and HK$ 15,000
for local activities, contingent on their contribution of a comparable among. By March 1994, fifty-four
grants totalling HK$6 11,750 were approved; more than one-halfwas related to computer technologies.

84. The Hong Kong Plastic Technology Centre (HKPTC), established in 1988 with funding support
from the Government and private donation, provides technical advice and assistance to manufacturers
of plastic products and components. Revenue from fees and expenditure of the Centre were, respectively,
HK$1.9 million and HK$4.1 million in 1993-94 (HK$1.3 million and HK$3.3 million in 1992-93).

85. The Clothing Industry Training Authori!y, a statutory body, operates two training centres.
The Authority is funded mainly through the levy on the export value of domestically produced clothing
and footwear (Chapter IV(3)(iii)), complemented by receipts from part-time and re-training courses.
In 1993, 8,840 trainees completed courses.

86. In assessing applications for factory space in premises managed by the Hong Kong Industrial
Estates Corporation (HKIEC) avariety oftechnology-relatedcriteria are considered(Chapter IV(4)(iv)).
These include the introduction of new products based on new technologies; the introduction of new
processes appreciably improving products already manufactured in Hong Kong; the improvement of
existing processes to substantially enhance the quality or volume of goods already produced in Hong
Kong; and the introduction of new processes likely to have substantial 'spin-off' effects on the Hong
Kong economy as a whole.

87. The Hong Kong Institute ofBiotechnology, founded in 1988 with a donation ofHK$170 million
from the Royal Hong Kong Jockey Club, provides infrastructural support for higher education institutions
and industries undertaking down-stream research and development related to biotechnology.

88. Under the Additional Funding for Industrial Support Scheme, launched in 1994, support is
provided for projects deemed beneficial to the industrial or technical development of Hong Kong.
For the financial year 1994-95, HK$180 million were made available for industry support bodies, trade
and industry associations, local higher education institutions, professional bodies and research centres.
The Scheme is administered by the Industry Departmnent, acting on the advice of the Industry and
Technology Development Council.

89 Recent activities of the Industry Department in technology-related areas, apart from its
monitoring of HKPC, CTDC. HKITC and HKPITC, include the development of a computer-aided design
and manufacturing system (Manufacturing Application Software) for the local industry. The project
was carried out at Hong Kong's two universities between 1987 and 1991 with financial assistance of
some HK$4 million. In 1992, a local software producer acquired a non-exclusive licence from the
Industry Department for further developing the software.47

47An overview of the Department's locational promotion, information and training services is given in
GATT (1990).
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90. With a view to identifying growth prospects and barriers in major industries, the Industry
Department cares peut techno-economic and market research studies on a regular basis. Major industries
such as textiles and clothing, electronics, plastics, metals and light engineering are examined every
four years. The studies include policy recommendations, addressed to the Industry and Trade
Development Council, on how to remove impediments to sectoral expansion, if any. In addition, the
Department publishes annual surveys of manufacturing industries.45A study on the establishment of
a Science Park, commissioned in 1992, endorsed the basic concept. It has not yet been translated into
policy action.

(ii) Adjustment assistance

91. An Employees Retraining Scheme, set up in late 1992, offers training courses to help local
employees displaced as a result ofthe economic restructuring. Following an initial government injection
of HK$300 million, the Scheme is financed through a levy on employes using workers imported under
the General Scheme for the Importation of Labour (Chapter IV(4)(v)).

(iii) Assistance for current production

92. Hong Kong does not operate any financial support schemes to cushion domestic producers
from international market signals or to offset the impact of interventions carried out abroad. Nor is
there evidence of manufacturing industries benefiting from subsidized supplies of telecommunications
or transport services. electricity, gas or water (Chapter IV(4)(vi)(b)).

93. The Agriculture and Fisheries Department (AFD) encourages farm activities by providing funds
for agricultural infrastntcture (irrigation facilities, field drainage, farm access, etc.), credit facilities
and technical development and other services.49

(iv) Provision of industrial land

94. All land in Hong Kong is government-owned: leases are granted by public auction, tender
or private treaty grants.50All applicants, resident or non-resident, are treated on equal terms. The
1984 Joint Declaration requires that new leases do not extend beyond the year 2047 and that the amount
of landreleased for development, excluding public rental housing, remains limited to 50 hectares per
year. Additional areas would need to be approved by a Joint Sino-British Land Commission. In
1992-93, around 3.87 hectares of land for industrial use were made available through public auction
or tender. Though land allocation through private treaty grants (3.28 hectares in 1993-94) has declined
in importance, it is still considered by the authorities a useful instrument in particular industries. With
a view to curbing Hong Kong's soaring real estate prices, the Land Commission agreed to release

42The Department's publicationsinclude a report. containing the profiles of Hong Kong's manufacturing
industries as a whole and of selected branches, and the findings of a survey of Hong Kong's manufacturing
environment.

49Low-interestloans are granted other directly to farmeror through co-operatives. The urren: z--flcurcd
Ioanceiling is set at HK$50,000 and the interest rates per annum are 1.8 per cent corporate , -. cent
(development capital) and 3.6 per cent (working capital). The repayment period varies às up
to five year depending on the nature of the loan (Chapter V(5)).

50Half of the thenetrevenue raised in this context is reserved for use bythe future HKSAR Government.
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117.3 hectares for development in 1994-95 (including 3 1.4 hectares for housing and house ownership
programmes).

95. Most industrial land leases are used for the construction of multi-storey flatted factories.
Manufacturing firms that, due to their particular land-intensity, are unable to operate in such factories,
may apply for sites or ready-made buildings in. industrial estates administered by the Hong Kong
Industrial Estates Corporation (HKIEC), a statutory non-profit body. The Corporation gives priority
to companies operating in advanced technology areas (Chapter IV(3)(i)). The Board of the Directors
ofthe Corporation has the final decision on applications for establishment.51 Currently, HKIEC manages
two estates (Tai Po and Yuen Long), hosting about 120 factories in March 1994. Their production
pattern ranges from machinery, building materials, food products, pharmaceuticals to printing and
publishing. The construction of a third estate (Tseung Kwan O), initiated in August 1991, is due to
be completed in early 1995.

(V) Labour-related regulations

96. Working conditions in Hong Kong are governed by the Employment Ordinance which specifies
a basic set of employment rules, including the rôle of employment agencies.52 The Government is
not involved in the wage determination process. Wage rates and any additional benefits such as free
medical treatment or subsidized transport are fixed in private negotiations and, thus, subject to market
forces.

97. A General Scheme for the Importation of Labour, introduced in 1989 and expanded in 1992,
aims to remove manpower and skills shortages across a wide range ofadvanced qualifications.53 Under
the Scheme. the total number of foreigners working in Hong Kong is limited to 25,000. However,
in 1992 alone, the Immigration Departementreceived some 8.350 applications from employers, involving
92.600 workers. The allocation of import entitlements is based on factors such as the unemployment
and underemployment rate in the industry, the member of vacancies and the efforts made by the applicants
to recruit local workers. An additional scheme, introduced in May 1990 to facilitate the construction
of the new airport and related projects, allows for the importation of 5,500 construction workers.

98. Foreign labour is employed under special employment contracts for a maximum period of
two years. which may be renewed twice on application. The employer has to pay a monthly fee of
HK$400 per person to sourcethe Employees Retraining Scheme (Chapter IV(4)ii)). He must provide
free or subsidized accommodation and assume repatriation. upon termination of a contract. Imported
labour is entitled to the same wages and benefits as comparable residents. However, dismissal of local
workers and their replacement by foreign workers is prohibited.

51Since 1992, one application has been rejected.

52In addition, the Employment of Children Regulations and the Women and Young Persons (Industry)
Regulations define minimum standards foryoungand/or female workers. inspectors from the Labour Department
monitor employers' compliance with the relevant provisions.

53The Scheme covers most manufacturing sectors and construction and services activities.
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(vi) Competition policy

(a) Legislation on restrictive business practices

99. Hong Kong has no cartel law or other legislation banning and sanctioning collusive or restrictive
business practices such as bid rigging, price enforcement, boycotts or price arrangements between
competitors. The authorities rely on the disciplinary effects of open competition, i.e. zero tariffs and
a non-restrictive regulatory environment (Boxes IV. 1 and IV.2), to prevent such practices.

100. Submissions to the Governor-in-Council on new policy initiatives with a bearing on the
Hong Kong economy are required to include an assessment of the potential impact on the economy
as well as on competition.

101. Responding to a call by the Governor to work towards the development of a comprehensive
competition policy, Hong Kong's Consumer Council (Chapter II(2)(ii)) recently launched a number
of studies to identify unfair, discriminatory or anti-competitive actions from a consumer's perspective.
By September 1994, the Council intends to submit reports on competedon in sectors such as supermarkets,
gas supply, telecommunications, broadcasting and financial services.

(b) Regulated industries

102. Regulatory arrangements governing certain basic services, such as electricity. water,
telecommunications, broadcasting and mass transport, are intended to avoid the exploitation of natural
(technical) monopolies and ensure continuous supplies at reasonable prices.

103. Hong Kong's two railway operators, the Kowloon Canton Railway Corporation (KCRC) and
the Mass Transit Railway Corporation (MTRC), are publicly owned and their Board members appointed
by the Governor. Under existing legislation, both corporations are free to determine their fares. Though
the Governor-in-Council is empowered to give directions to ensure the public interest, this has never
occurred. The increase in fares over the past ten years a largely been in line with inflation.

104. Bus and ferry services are provided mainly by private franchised operators. Their farts are
determined by the Governor-in-Council and their services monitored by an independent Transport
Advisory Committee and LegCo. The largest bus operator, Kowloon Motor Bus. is subject to a profit
control scheme specifying maximum annual profits.54 The companies face competition from other
transport modes, including public light buses and the railways.

105. Hong Kong's two privately-owned electricity suppliers are subject to both profit and price
controls. Their tariffs depend on a user's level of consumption and, for bulk or large demand users,
demand maxima during thebilling period.55 There are. however no sector-or user-specific concessions.
except for concessionary rates applied by one company to elderly people living alone and drawing public
assistance. Water is supplied by a Government Department to all commercial users at a f.at rate set
to recover full production costs plus a returnon assets; the tariffs art determined by ExCo.

54Hong Kong Information Note, Monitoring of Franchised Transport Companies. Chief Secretary's Office,
December 1993.

55For example, the China Light and Power Company applies four different tariffs, with the highest rates
on households (Domestic Tariff) and mixed users (General Service Tariff) ranging about 40 per cent above the
lowest rate (Bulk Tariff).
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106. The regulatory environment governing Hong Kong's telecommunications sector is outlined
in Box IV.4.

BoxIV.4: Regulation of the telecommunications industry

The regulatory framework governing Hong Kong's telecommunications sector currently provides for a
mixed system of mnonopoly and open-market areas. Local phone calls, i.e. fixed network telephony,
international calIs and certain international telecommunications services are provided by monopoly
suppliers. Competitive conditions exist in radio paging, with over 30 licensees, cellular phone services
(4 operators) and the value added services sector (overr 40 companies). There are no ownership links
between operators in regulated areas and importers or domestic manufacturers of equipment.

The by far largest operator, the Hong Kong Telephone Group, is majority owned (58.4 per cent) by
Cable and Wireless, a London-listed company. The Group comprises the Hong Kong Telephone
Company (HKTC), the owner and operator of the local telephone network; Hong Kong Telecom CSL, a
provider of liberalized telecommunications services; and Hong Kong Telecom International (HKTI) which
holds the exclusive licence, expiring in 2006. for a range of international circuits and services. The
separation into three entities, with their own accounting requirements, is intended to ensure transparency
and prevent cross-subsidization between regulated and non-regulated areas. Following a policy review in
1992, private companies and organizations may operate their own international circuits for in-house
communication.

Since separate networks for telephone, data and fax services arc economically unattractive, HKTC's
current monopoly extends in fact to these areas.

HKTC's basic franchise arrangement is due to lapse in June 1995. Three additional operators, selected
from a total of seven bids. art currently preparing to enter the market with their own fixed-line
nerworks. The selection process was free of national ownership, local content and similar requirements.
The final decision was based on an evaluation by the Office of the Telecommunications Authority
(OFTA) of both the individual applications and "the optimal market structure'. In view of the three
entrants' large-scale investments in switching equipment and infrastructure, the Government does not
envisage inviting further bids over the next three years. Official estimates have put the consumer savings
from the opening of local telephony at some HK$1.7 billion, in real terms, over the next ten years.

Net proceeds from international calls are currently shared between HKTI and HKTC, which receives
40 per cent for its delivering the basic access. A similar arrangement will apply initially in the post-
monopoly era subject to a review in two years' time. However, the three new participants have a lower
revenue share than HKTC, some 33 per cent. The difference is passed on to HKTC in compensation for
a continued universal services obligations under which the Company provides, for example, basic voice
telephony to any consumer at the same tariff. (Residential users are charged HK$59.30 per month for
the line and an optional HK$9 for equipment; local calls are free of charge.)

HKTC is subject to a system of price caps, introduced in June 1993. limiting annual price increases to
the increase in the Consumer Price Index minus 4 per cent. The system is subject to review in 1996.
HKTI is confronted with a tariff filing on its international calls which will come down by 12 per cent on
average over the period 1993 to 1996. Both arrangements are intended to induce the companies to share
productivity gains with consumers. All other segments of the industry are free of price or profit
controls.

The Government is currently reviewing all telecommunication-related legislation with the objective of
presenting the Legislative Council with a comprehensive reform package in late 1994.
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(c) Marketing constraints

107. In order to sell liquor, restaurants, bars and clubs need to be licensed by the Liquor Licensing
Boards of the Urban Council or the Regional Council.56 The licensing requirement is aimed to maintain
public order and is not used to influence prices or product availability. Given the low level of the
fees involved and the absence of any quantitative ceilings on the number of licence holders, the authorities
consider that the licensing requirement has little effect on overall liquor consumption and trade.57 By
end-March 1994, a total of 3,477 liquor licences were issued; the licence fees collected were
HK$6.1 million.

(d) Enforcement of intellectual property rights

108. Hong Kong's Iegislation on intellectual property provides protection for patents, copyrights,
trademarks, undisclosed information industrial designs and, since 1994, layout designs (topographies)
of integrated circuits.58 Apart from trademarks, however, there is at present no original grant of patent
and industrial design rights in Hong Kong. Current proposals are for the territory to have its own
copyright law following closely international standards and to set up an own legal and administrative
system for the registration of industrial designs before 1997.

109. Patent owners may obtain protection through the registration in Hong Kong of U.K. patents
or ofEuropean Patents designating the United Kingdom. In both cases, protection in Hong Kong begins
with the date of issue of the certificate of registration in Hong Kong and continues as long as the patent
remains in force in the United Kingdom. Current legislative proposals would provide, however, for
the grant of an independent patent in Hong Kong, based on the registration of patent obtained from
the European Patent Office and, later, by the Chinese Patent Office. Once granted in Hong Kong,
protection would be independent of the European or Chinese patents. The tenn of the patent in Hong
Kong would be 20 years, subject to annual renewal, from the date of filing an application for the
European and Chinese patent.

56Selling liquor without a licence may attract fines ofup to HK$100,000 or prison sentences ofup to 2 years.

57The annual licence fees are HK$830 for a club licence, HK$1,600 for establishments without bar endorsement,
and HK$3,3 10 for establishments with bar endorsement.

There have been complaints among applicants about the length of the waiting period, up to six months.
(The Hong Kong Standard 16 March 1994.) Theauthorities are currently considering the possibilityofgranting
a provisional licence pending the completion of the administrative procedure. The licence would be issued to
premises which, despite minor defects, have been given the approval, in principle, by the Urban Services or
Municipal Services Departments, Building Department and Fire Services Department. The proposed validity
of the conditional licence is six months; it would not normally be renewable.

58The rightsand obligations under the Paris Convention for the protection ofcopyright and industrial property,
the Berne Convention and the Universal Copyright Convention have been extended and made applicable to
Hong Kong through the United Kingdom's accession.

Hong Kong's Intellectual Property Department, set up in mid-1990, is mandated, inter alia to advise the
Government on the formulation of intellectual property policies; administer legislation in this area; monitor
international developments so as to maintain a high standard of intellectual property protection in Hong Kong;
and promote awareness of intellectual property rights. The Department was involved in the preparation of
legislation to protect the copyright in cable programmes (enacted in February 1994) and the layout design of
integrated circuits (March 1994).



Hong Kong C/RM/S/49
Page 57

110. The authorities are considering the introduction of "petty patents" to protect inventions with
a short life-cycle. Such patents would be based on the usual standards of novelty, inventiveness and
industrial applicability, though they would be issued after formality examination only. An applicant
would be required to file a report prepared by an authorized searching authority. The patent period
would be six years, subject to renewal at the end of the third year.

111. Copyright protection is available under the U.K. Copyright Act 1956 as amended by the U.K.
Design Copyright Act 1968, and other legislation , which were extended to Hong Kong and supplemented
by Hong Kong's Copyright Ordinance.59 In the industrial design field, the U.K. Designs (Protection)
Ordinance extends the effects of registration in the United Kingdom to Hong Kong. Thus, as in the
patents area, any holder of a U.K. registered copyright or design may enjoy the same rights in
Hong Kong as in the United Kingdom. By contrast, to obtain protection in Hong Kong, owners of
trademarks need to apply anew for registration under the Hong Kong Trade Marks Ordinance and show
that the mark meets the relevant requirements.60 Registration may be refused if it resembles, or can
be confused with, a mark registered previously in Hong Kong. Where the applicant can prove that
his mark has been used continuously in Hong Kong since before the registration of the confiicting
trademark, he may in some circumstances be able to obtain registration.

112. The authorities take the view that, since intellectual property rights are private rights, civil
remedies should be the prime means of enforcemen;. Nevertheless, criminal sanctions are available
with regard to infringements of copyright works on a commercial scale or the false application of
registered trademarks.61 Efforts to eliminate local manufacturing, distribution centres and retail outlets
for counterfeit goods are reported to focus on fake watches, leather-wear and clothing articles. In
1993, the authorities seized counterfeit and falsely-labelled goods worth HK$176 million and pirated
television games and printed circuit boards worth HK$29 million.'

113. Importers ofgoods protected by copyright, patents and trademarks may in certain circumstances
take civil action against non-authorized commercial imports of the same product, if sourced from
producers or traders abroad whose agreement with the right owner does not cover Hong Kong. Thus,
the licence holder (and official agent) is normally able to defend his local market - and sales margin -
against intra-brand competition from "grey" imports of the protected goods.

59Dun & Broadstreet Information Services (1992).

60The Ordinance is based on the United Kingdom Trade Marks Act of 1938. The registration remains in
force for seven years from the filing date of the application (14 years if the trademark was registered before
1 January 1955) and may be renewed. (Dun & Broadstreet Information Services, 1992).

61Possession of pirated copyright works for trade or business purposes carries fines ofup to HK$1 ,000 (US$ 130)
inrespect of each infringing copy and may Iead to imprisonment of up to 12 months. Possession of plates for
making infringing copies may result in fines of up to HK$50,000 (US$6,500) and 2 years of imprisonment.
Violation of registered trademarks is subject to fines of up to HK$500,000 and imprisonment of up to 5 years.

62As noted in the initial Trade Policy Report, customs officers have investigatory powers as all levels where
copyright piracy and trademark counterfeiting may be encountered, from street sale to manufacturing and import
or export trade.
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V. SECTORAL DEVELOPMENT AND STRUCTURAL ADJUSTMENT

(1) Overall Growth Pattern

1. Hong Kong's economic take-off dates back to the early 1950s, one decade before its main Asian
competitors. It was the first developing territory to break into the large consumer markets of
North America and Western Europe and, by the 1960s. became a leading exporter ofconsumer goods.

2. Observers have considered Hong Kong as the best contemporary example ofthe textbook ideal
of an open economy, small government and laissez-faire.1 The authorities have relied on the market
mechanism to capitalize on the territory's favourable geo-strategic location along major East-West route-,
its excellent harbour, and its highly motivated and flexible workforce. As noted in Chapter IV, economic
policies have focused mainly on removing impediments to structural adjustment and spurring factor
productivity through upgrading the territory's infrastructural facilities and skills base. To complement
its market-based development approach, the Government has sought to ensure an appropriate regulatory
framework in areas such as housing, land and environmental protection. Mass housing programmes
have served to accommodate a rapidly rising population and defuse social tensions.2

3. Hong Kong's economic system is largely free ofsector-specific incentives, but embodies certain
preferences for technology- and skill-intensive activities. These preferences may have had an impact
on the direction of structural change, given intersectorai differences in the ability to respond to and
incorporate new technologies.

4. The sectoral structure of Hong Kong's economy has changed significantly over time towards
finance and business services, including entrepôt and central business functions for an area reaching
far beyond its borders. This process started in the early 1960s with the relocation of certain clothing
operations to Macau, aimed both at avoiding restrictions under the then Long-Term Arrangement on
Cotton Textiles and at profiting from lower land and labour costs in a similar economic and cultural
environment.3 Since the late 1970s, the process has intensified under China's "open door" policy.
Hong Kong-based companies are estimated currently to employ about six times more people in
Southern China than in Hong Kong itself.4 Correspondingly, outward processing and re-export trade
have soared (Box V. 1); shipments destined for outward processing now represent some three-quarters
of Hong Kong's domestic exports to China (HK$45.1 billion in 1993).

1Ho and Lin (1991) and Leung Chuen Chau (1993).

2World Bank (1993).

3GATT (1994).

4Far Eastern Economic Review, 31 March 1994.
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Box V.1: Trends in domestic exports and re-exports by sector - the "lntegration Index"

Pushed by land and manpower shortages in the territory and, at the same time, attracted by South
China's abundant resource base, Hong Kong businesses have increasingly relocated space- and labour-
intensive production across the border. However, to continue benefiting from the territory's modern
business services and infrastructure facilities (harbour, airport, telecommunication links), they have
normally sought to retain core commercial activities, such as financing, marketing, design and logistics,
in Hong Kong.

With the expansion of Hong Kong's entrepôt functions in recent years, transit trade has outpaced
domestic trade. The ratio of re-exports to domestic exports, an indicator of the intensity of integration of
the Hong Kong and Southern Chinese economies ("Integration Index"), grew from 1.3 in 1988 to 3.7 in
1993. The following chart shows integration indices for Hong Kong's 14 leading industries, selected on
the basis of their domestic exports in 1993 (see also Table AV. 1).

"Integration index" by manufacturing industry, 1993

Miscellaneous manufactures

Telecommunicationssoundequipment
Metalmanufactures,n.e.s.

Photo equipment,optical goods.

Office machines
Clothingand accessories

Procision instruments n.e.s.

Generalindustrial machinery_1
Tobacco and manufactures% \.

Textiles

Electric machinery,n.e.s

Paper,paperboardand manufactures =
Machinery forspecialized industries.

0 1 2 3 4 S 6 7 8

a SITC No. 34 (including limizangarments)
b SITC No. 25 md 65 (including knitting).
Note: Industrialare ranked in descendingorder of the Index values since 1988
Source: GATT Secretariatusing2-digitSITC Rev. 2 data

The level and growth of the integration index vary widely among industries, reflecting intersectoral
differences in locational requirements and the operation of policy constraints, especially rules of origin
under the Multifibre Arrangement or GSP schemes.
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Chart V.1
Manufacturing performance, 1986-92
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5. Reflecting the continued drive of Hong Kong's economy and its dynamic interaction with
surrounding regions in the Pearl River delta, regional and intra-industrial change have gone hand in
hand. Domestic manufacturing activities have increasingly concentrated on production management
and supervision, quality control, product design and development, sourcing of materials, and overseas
product marketing. Greater use ofadvanced technology and automation has boosted labour productivity
and refocused production on technology-intensive, more sophisticated manufactures. Barring external
disruptions, the authorities expect these broad trends to continue, buoyed in particular by the electronics,
printing and industrial machinery sectors. These industries, with food and beverages, had already
proved the mainstays of Hong Kong's industrial expansion in 1986-92 (Chart V. 1).

6. The factors encouraging the reorganization of Hong Kong's manufacturing activities have equally
favoured the strong expansion of services sectors; intra-industrial adjustment has thus been coupled
with the contraction of manufacturing as a whole. The share of manufacturing in GDP fell from 20
to 13 per cent between 1988 and 1992. Employment in manufacturing dropped from 800,000 in 1989
to 520,000 in 1993; over the same period, the wholesale, retail and external trade sectors expanded
employment from 550,000 to 730,000 and the financial and real estate services sectors from 250,000
to 330,000 (Chapter I).

(2) Textiles and Clothing

7. For more than three decades, clothing has been Hong Kong's most important export earner.
It currently represents about one-third of domestic exports, far ahead of textiles with 7½ per cent.5
Both sectors combined absorb some 44 per cent of the territory's manufacturing workforce and contribute
some 35 per cent to manufacturing value added. However, since at least the mid-1980s, industrial
expansion, especially in clothing, has lagged behind the manufacturing average (Chart V. 1). Between
1986 and 1991, employment in the sector declined by over 20 per cent (Table V.1).

Table V.1
Employment, production and value added in selected manufacturing industries, 1986, 1991 and 1993

Employment Gross output Value added
Industry group (HK$ million) (HK$million)

1986 1993 1986 1991 1986 1991

Textiles 70,710 43.700 25,690 32.153 7.328 9.329

Clothing 299.930 167,270 59.452 85,095 17.791 23,105

Electronics 103.800 53,590 41.267 55.487 7.831 12.275

Industrial machinery 22.510 23.210 4.074 10.352 1,590 3.652

Toys 56,160 12.250 13.072a 6,488a 3,718a 2.195a

Food and beverages 32,800 22.090 7,265 13,599b 2,130 4.705b
Printing 32,130 40,920 6.752 17,130 2,735 7.049

Jewellery 14,870 13,360 4.431 9.021 1.154 1.917

Household electrical appliances 20.120 4,630 5,657 5,426 1,283 1,471

a Excluding wooden toys.
b Including production of prepared animal feed.
Note: Data for clothing cover knitted garments. Electronics include electronic watches and clocks, and electronic toys. The latter are

also included in toys.

Source: Hong Kong Industry Department (1993) and up-dates provided by the Hong Kong Government.

5The authorities estimate that at least halfofHong Kong's textile production, worth HK$53.7 billion in 1991,
is destined for domestic exporters of downstream products.
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Trade Policy Review Mechanism

Chart V.2
Hong Kong's performance in the EU and U.S. import
markets for clothing, 1982-92 a
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8. While in 1980 the territory's domestic clothing exports met 16 per cent of world import demand,
this share came down to 9 per cent by 1992.6 In major import markets, Hong Kong has lost ground
to China and other lower-cost suppliers, and/or to competitors enjoying more favourable access
conditions, such as the European Union's Mediterranean trading partners (Chart V.2).

9. Apparently reflecting origin constraints under the Multifibre Arrangement, Hong Kong's clothing
industry has made less use of re-exports as a marketing and pricing strategy, despite its loss of market
shares, than other manufacturing sectors. The higher proportion ofre-export trade ("Integration Index";
(Box V. 1) in the textiles sector is mainly attributable to trans-shipments of third-country supplies to
China. The share of China in Hong Kong's re-exports of textiles was close to two-thirds in 1993,
up from one-half in 1988. By contrast, China took only 2.5 per cent of Hong Kong's clothing re-exports.

10. Investment surveys suggest that the textiles and clothing industries, though participating actively
in the recent growth of investment in China, have not been at the forefront. While over two-thirds
of Hong Kong's electronics producers surveyed in 1993 had invested across the border, the corresponding
shares were about one-quarter for textiles and one-third for clothing.7

Il. With limited locational options, the industry has relied heavily on automation, product upgrading
and diversification to confront stiffening export competition and ease domestic cost pressures.8 This
was accompanied by a reduction in average employment per establishment: between 1980 and 1992,
it fell from 29 to 26 in clothing and from 23 to 19 in textiles production. The authorities seek to facilitate
the modernization process by industry-specific training efforts, financed via a levy on domestic exports
of clothing and footwear (Chapter IV(4)(i)).

12. Exports to six markets - the United States, the European Union, Canada, Austria, Finland and
Norway - are currently subject to bilateral agreements under the Multifibre Arrangement (Table V.2).
In 1993 the share of these six destinations in Hong Kong's domestic exports was about 85 per cent
for clothing and 13 per cent for textiles, with the United States alone representing some 48 per cent
and 8½ per cent, respectively, followed by the EU with 31 and 2 per cent. The agreements covered
93 per cent ofHong Kong's textiles exports and 96 per cent of its clothing exports to restrained markets
in 1993.

13. Hong Kong's internal quota allocation mechanisms have not changed since the initial Trade
Policy Review in 1990.9 The introduction ofcommon quotas inthe European Union, replacingmember
State-specific restrictions since 1 January 1993, has reportedly facilitated allocation procedures and

6The corresponding share for textiles increased from 1.9 to 2.3 per cent over the same period (SITC No. 26
and 65; excluding intra-EU trade).

7According to a survey conducted by the Industry Department in 1993. Certain differences from the figures
quoted in Chapter III(2) may bc attributable to the fact that the Industry Department's survey covered all
manufacturing establishments, while the survey by the Federation of Hong Kong Industries, referred to in
Chapter lII, included only members of the Federation.

8Such pressures are not only attributable to the territory's increasing shortage of land and labour, but also
to environmental controls on sensitive textile operations such as bleaching and dyeing.

9See GATT (1990).
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increased flexibility; it has also contributed to industrial efficiency and export competitiveness.'° With
a view to providing traders with a more convenient alternative and, at the same time, strengthening

controls on trans-shipments, the Textiles Trader Registration Scheme was introduced in July 1993
(Chapter IV(2)(v)). Companies registered under the Scheme, subject to certain conditions, are exempt
from licensing requirements in respect of imports, trans-shipments and exports of textiles to non-
restrained markets.

Table V.2
Summary of bilateral agreements under the Multifibre Arrangement

Coverage Quota utilization
Destination Duration

Products Sharea. 1992 1993

Austria 1.2.93-31.12.93. automatic 4 clothing items subject to specific 67.6 71.3 64.9
extension by one year to end quota restraint.

1 994. 6 clothing items subject to
surveillance.

Canada 1.1.94-31.i2.95. 15 apparel items and 4 non-apparel 94.5 74.1 74.0
items subject to specific quota
restraint.

3 apparel items subject to surveillance.

EU 1.1.93-31.12.95 with a provision 30 categories subject to quota 95.3 65.0 64.0
for termination upon restraint: 66 categories under
implementation of the Uruguay surveillance.
Round Agreement on Textiles and
Clothing.

Finland Maximum of 2 years from 1. 1.94. 4 clothing items subject to specific 79.6 64.1 69.2
quota restraint.

4 clothing item; subject to
surveillance.

Norway Maximum of 2 years from 1.1.94: 3 textile and clothing items subject to 38.4 80.9 92.2
the agreement expires specific limits.
automatically on the date of entry
into force of the Uruguay Round 1 textile item under export licence
Agreement on Textiles and surveillance.
Clothing.

United 1.1.92-31.12.95 Comprehensive agreement covering 99.9 96.5 91.7
States 84 apparel and 59 non-apparel

categories.

65 categories are subject to specific
quota restraint. the remainder to
export authorization.

a Share of products covered by the agreements in total bilateral exports of textiles and clothing in 1993.

Source: Hong Kong Government.

10HKTDC Research Department (1993a).
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14. Though aware of the adjustment requirements accompanying the phasing-out of the MFA
restraints, the Government and, apparently, a large majority of the business community are fully
supportive of the Uruguay Round outcome." The windfall profits accruing under quota protection
in major export markets are not considered to outweigh the dynamic losses ensuing from sectoral
distortions in investment and growth. It is widely acknowledged that the current structure ofthe textiles
and clothing sector no longer corresponds to the development level, in terms of income, human and
physical capital, achieved in the territory. However, while this assessment may equally apply to
important competitors, Hong Kong may find it easier to accept the consequent adjustments, given the
strong demand ofbooming services sectors for land and labour and the promising business opportunities
on the other side of the border.

15. Illegal trans-shipments of clothing, fraudulently labelled to feign Hong Kong or third country
origin, have been an increasing concern to the authorities. U.S. trade negotiators are reported to have
threatened to cut import quotas in the absence of actions against the big offenders.12 In July 1992.
Hong Kong's Customs and Excise Department set up a task force to detect illegal textiles trans-shipments;
it is authorized to undertake investigations in factories and at the border. In 1993, 222 consignments
worth HK$96 million were seized. In early 1994, the Hong Kong and U.S. authorities held further
discussions on how to combat illegal trans-shipments effectively."

16. A special outward-processing arrangement, introduced in 1981 and administered by the Trade
Department, is designed to ensure that goods manufactured in Hong Kong and partly processed in China
meet the origin rules operated by Hong Kong's MFA trading partners.14 Companies wishing to
participate in the arrangement must, before exporting goods for further processing, obtain approval

11The Uruguay Round Agreement on Textiles and Clothing provides for the phasing-out of quantitative
restrictions maintained under bilateral textile agreements. This will be accomplished by progressively "integrating"
MFAproducts intotheGATT. Inafirstphase, by 1 January 1995, each importing MFAparticipant will integrate
products which accounted for no less than 16 per cent of its 1990 imports; by 1 January 1988 and 1 January
2002, respectively, an additional 17 and 18 per cent shall be integrated. All remaining products must be derestricted
by 1 January 2005. In the first three phases, products shall be chosen from each of the following four categories:
tops and yarns, fabrics, made-up textile products and clothing. The Agreement contains a specific transitional
safeguard mechanism for products not yet integrated.

12U.S. Government estimates reportedly indicate that 60 per cent of the Hong Kong-labelled textile manufactures
exported to the United States in the early 1990s originated in China. Vietnam or elsewhere (Textile Asia, July
1992).

13Textile Asia, March 1994.

14In August 1991 HongKong introduced a special licensing arrangement forpiece-knitted garments forexport
to the United States under Hong Kong quotas. To satisfy the U.S. rules, only the knitting process must be
performed in Hong Kong; the linking/looping process may be done elsewhere. Amendments to the U.S. rules
of origin for textiles and clothing currently under discussion would place emphasis on the place of the assembly
rather than, as at present, on the place where the fabric is cut. (Inside U.S. Trade, 22 July 1994.)
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from the Trade Department for the subsidiary manufacturing processes to be done abroad.15 Given
the level of economic integration in the Pearl River delta, both the Hong Kong and Southern Chinese
clothing industries are likely to be sensitive to any changes in origin criteria affecting the scope for
outward-processing operations.

17. Since 1993 clothing exports from Hong Kong have been subject to anti-dumping duties in Mexico
(denim), and the United States (sweaters of man-made fibre).16 In August 1993, the U.S. Court of
International Trade upheld a ruling by the U.S. International Trade Commission (ITC) according to
which the latter imports did not cause injury to the domestic industry. The duties, averaging
5.9 per cent, have been maintained as the petitioner has appealed against the decision; the no-injury
determination by the ITC was confirmed by the U.S. Court of Appeal in June 1994.17

(3) Electronic Products

18. Hong Kong's electronics industry has experienced a dramatic change in ifs production pattern
over the past four decades. Assembling simple transistor radios in the late 1950s, it expanded in the
1960s with the manufacturing of components. including core memory packages. diodes, transistors
and capacitors. In the 1 970s industrial expansion was buoyed by radio and audio equipment production,
complemented later by electronic watches and clocks, calculators and television games. The early
1980s sawa booming semiconductor sub-sector. based mainly onpackaging and testing ofcomponents;
telephones, personal computers and computer peripherals followed suit.18 Over the past few years,
production and export growth has again rested mainly on the production of electronic parts and
components (Chart V. 3).19

15 Semi-manufactures reported foroutward-processing underpriorapproval are subject tocustoms inspection
at the border checkpoints. where they are compared with the export declaration. The processed products must
be re-imported within six months of the date of exportation. At the border, the consignments areagain subject
to physical inspection and validation against the import declaration. Applications for a certificate ofHong Kong
origin for the relevant products must be supposed by the validated declaration. The manufacturer must also
declare all processes involved. including those performed abroad under the Trade Department's approval.
Companies registered under the arrangement must keep separate and up-to-date records of both their
semi-manufactures and finished produces for customs checks.

16No further information was available on an action allegedly maintained by Argentina on men's long sleeved
shirts (Table AI J.2).

17HKTDC Research Department (1993a) and information from the Hong Kong authorities.

18Thecurrent product range of the industry includdes radio cassette recorders, hi-fi systems, compact disc
players, television sets, calculators. electronic watches and clocks, electronic toys arvi games. telephones, modems,
cellular-teklphones. high frequency cordless telephones. video telephone. photocopying machines. micro-computers.

potable computers. computer peripherals. computer-aided design and testing equipment, electronic cash registers.
switching power supplies. printed circuit boards, liquid crystal dsplays. quartz crystals, semiconductor devices
(including integrated circuit wafers), hand-held databank products. fax machines and electronic dictionaries.
See Hong Kong Industry Department (1993).

"In 1993. China absorbed close toone-thirdofthe industry'sdomestic exports, followed bythe United States
with over 20 per cent (SITC No. 75, 76 and 77). The ernir. :c of China as an important export market is
inked to supplies of Hong Kong-made parts and components for assembling in Guangdong (see following
paragraphs).
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Chart V.3
Domestic exports of the electronics industry by major product item,
1989-92
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19. The industry's rapid ascent and product change can be traced in other countries' trade defence
and remedy actions. These include, as an example. quotas operated by France since the mid-1940s
on Hong Kong-made radio and radio parts, certain electronic watches and six other items;20 an
Article XIX safeguard action in France in 1984 on quartz electronic watches from various Asian
suppliers;21 and current EU anti-dumping actions on small screen colour television sets and 3.5 inch
magnetic discs from Hong Kong (Table AIV.2).22The later action has given rise to intensive debates
within the Committee on Anti-Dumping.23

20. The electronics industry appears to be one ofthe main beneficiaries ofHong Kong's intensified
trade and investment links with China. As an important investor in Guangdong (ChapterIII(2)), it
managed to relocate relatively Iow-paid assembly operations while focusing its domestic activities on

20At times, certain products were allowed to enter without specified quantitative limitations; France also
operated restrictions on watch imports from all third countries (BISD 30S/129).

21Quotas were allocated to Hong Kong, Japan, the Republic of Korea, Chinese Taipei, Macau and a group
of other supplier. The relevant quantities were based on the preceding three years' imports into France "with
due regard in the case ofHong Kong forspecial circumstances affecting such imports (GATT document L/5645,
2 May 1984).

22The EU also maintains anti-dumping duties on video cassette tapes originating in Hong Kong.

23GATT documents ADP/M/39, 40 and 41.
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more advanced quality products and components. The shedding of labour-intensive activities helps
explain why the sector, though a driving force behind Hong Kong's industrial expansion since the mid-
1980s (Chart V. 1), reduced its workforce from 103,800 in 1986 to 53,590 in 1993 (Table V. 1). At
the same time, it proved a preferred destination for inward foreign direct investment, accounting for
more than 30 per cent of the investments placed in Hong Kong's manufacturing industry in 1992.24
Main sources were the United States with 47 per cent, followed by Japan (31 per cent) and the
Netherlands (13 per cent).

21. The industry's economic momentum has not only relied on access to cheaper land and labour
across the border, but, increasingly, on the demand effects ensuing from China's economic boom.
This applies in particular to producers of advanced investment goods. including telecommunications
and data processing equipment. Reportedly, these industries have also benefited from standards
harmonization and market liberalization in the context of the European Union's Internal Market process.25
Further product diversification and industrial expansion appear to be hindered, however, by a lack
of well-developed support industries, such as production of raw and semi-finished materials and precision
metal working machinery, and by weaknesses in research and development.26 Various government
initiatives to promote state-of-the-art technologies are intended to remedy this situation (Chapter IV(4)(i)).

22. Clocks and watches are among the more traditional segments of Hong Kong's manufacturing
sector, with a share in sectoral value added of between 10 and 15 per cent over the past decade. In
1992, the territory was the world's largest exporter, in value terms, of clock and watch parts (excluding
movements and cases) and metal watch bands and, following Switzerland, the second largest supplier
ofwatches.27 Electronic clocks and watches, mainly based on domestic assembly operations, accounted
for 56 per cent of the industry's domestic exports in 1993. with cases, parts, accessories and movements
contributing the rest. Leading local manufacturers (Asia Commercial, National Electronics, Stelux
Holdings) recently acquired Swiss watch companies inan attempt to strengthentheir marketing networks
and gain access to advanced technologies and designs.28 Investments in China focus on assembly plants
for low-priced quartz analogue and LCD watches as well as for electronic clocks.

23. In January 1991, Hong Kong agreed to ascribe its origin status only to clocks and watches
embodying domestically-made movements. The territory's previous origin criteria had focused on
the place of the assembly operation.

24Excluding toys, watches and clocks.

25HKTDC Research Department (1993b).

26Hong Kong Industry Department (1993).

27However, HongKong'swatch exportsdeclined from US$1,230 million in 1992toUS$956 million in 1993.
By contrast, Switzerland increase its lead with exports wortj US$4,569 million in 1993, up from US$4,552 million
in 1992.

28HKTDC Research Department (1993c).
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(4) Other Manufacturing Industries

24. Over the past decade, Hong Kong's food, machinery and toys industries have been on diverging
development paths. While machinery experienced rapid export-driven growth, the performance of the
food industry (including beverages and tobacco) was based mainly on domestic market expansion.
The momentum of both industries contrasted with the toys sector, which had considerable difficulties
in keeping pace with its overseas competitors and/or diversifying into new product segments.

25. The expansionist drive of the industrial machinery sector appears attributable, at least in part,
to China's industrialization policy since 1978. Between 1986 and 1992, the sector recorded the fastest
growth in domestic exports and ranked second in production growth among Hong Kong's major
manufacturing industries (Chart V. 1).29 At the sane time, it displayed one of the highest ratios of
re-exports to domestic exports ("Integration Index"). The leading items in 1993 were machinery for
the plastics and rubber industry, representing 34 per cent of domestic exports, textiles and leather
machinery (22 per cent), and metal-working machinery (20 per cent). China was by far the largest
market, with a share of about three-quarters in both domestic exports and re-exports.

26. Hong Kong's toy industry was among the lowest performers among all manufacturing sectors,
cutting its payroll from 56,200 in 1986 to no more than 12,200 in 1992.30Mainly focusing on plastic
toys. which account for close to two-thirds of its current production, the industry was affected by
tightened safety standards in important export markets. including the European Union. the United States
and Japan, as well as intensified competition from lower-cost producers.31 A recent investment survey
suggests that adjustments in the sector have relied strongly on regional relocation; the share of toy
producers with investments in China, 69 per cent in 1993, is considerably higher than the corresponding
share for manufacturing as a whole (57 per cent).32

2,. The food sector, one of Hong Kong's oldest industries, benefited from the territory's rapid
population growth, a burgeoning tourism sector, and its ability to capitalize on new consumption trends
such as preferences for convenience foods and quick snacks. This applies in particular to the beverages
segment which managed to increase its share in total food production from 17 per cent in the period
1985-1987 to over 25 per cent from 1988 onwards.33 Pasta and bakery products. mainly noodles,
macaroni and spaghetti, account foran additional 18 per cent. Overall, over four-fifths ofthe industry's
output is destined for local consumption.

28. Alcoholic beverages and tobacco products are subject to excise duties (Chapter IV(2)(iii)).

29. Hong Kong's only significant policy schemes for reasons of food security cover rice, frozen
meat and frozen poultry. Their operation rests on import licenses whose issuance is linked to certain
reserve stock obligations. Further import control and licensing requirements are applied mainly on
health grounds (Chapter IV(2)(v) and (vi)).

29Employment increased from 22,500 in 1986 to 23,200 in 1993.

30Including producers of electronic toys.

31HKTDC Research Department (1993d).

32Federation of Hong Kong Industries (1993).

33lAccording to Hong Kong Industry Department (1993).



Trade Policy Review Mechanism

Agriculture and Fisheries

30. In economic terms, Hong Kong's agricultural sector is almost negligible, currently representing
about 0.2 per cent ofGDP and 0.7 per cent ofemployment. The Agriculture and Fisheries Department
(AFD) provides certain assistance for domestic farming and fisheries activities, mainly in the form
of infrastructural services such as technical advice, training, feasibility studies and research. Recent
initiatives include the promotion of less labour-intensive production techniques, the development of
quality seeds and breeding stocks of pigs and poultry, the cultivation ofpremium vegetables, and advice
on integrated pest management. In the area of fisheries, the authorities have sought, among other things,
to offset the adverse impact of construction works on marine resources and support the modernization
of fishing vessels. In 1993, the Fish Marketing Organization Loan Fund granted 137 loans totalling
HK$17. 1 million; Table V.3 provides an overview ofother loan funds administered by the Agriculture
and Fisheries Department.34

Table V.3
Loans administered by the Agriculture and Fisheries Department (AFD), 1993

Kadoorie AgriculturalAid Loan Fund J.L Joseph Trust Fund Vegetable Marketing

Recipents/purpose

Individual farmers as development or working Farmers' co-operatives for Cultivates as development or
capital for the purchase of livestock and feed. re-lending to their members as working capital for their farm
fertilizers. insecticides, seeds, planting material development or working capital. production.
and farm equipment; development of farm
structures; land formation and development;
and the construction and maintenance of fish
ponds.

Disbursementsin 1993

HK$2.985.000 HK$1.542,000 HK$1.703.000
130 loans 18 loans 99 loans

Interest rates (per cent)

(i) Loans up to HK$50.00c. development capital 2.40
working capital 3.60

(ii) Loans up to HK$S50.000 to borrowers whose accumulated loans after 31 July 1993
exceed HK$60.000 4.80

(iii) Loans above HK$50.000 5.64

(iv) Loans above HK$00,000 Prime interest rate"

(v) Carporate loans 1.80

a Prime rate on 30 June 1994: 6.5 per cent.

Source: Hong KongGovernment

34Additional loans in the sector were granted in 1993 by the World Refugee Year Loan Fund

(8 loans/HK$900,000) and the Co-operative for American Relief Everywhere Loan Fund (1 loan/HK$80,000).
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31. Domestic meat production, in particular pigs and poultry, has increasingly been subject to
environment-related restrictions. From mid-1994 to mid-1996, a livestock-keeping licensing system
will be phased in. Under the system, all livestock producers are required to have a licence whose
issuance is contingent on the operation of an acceptable waste treatment system. The licence is subject
to a charge which varies depending on the number and type of animals kept. Financial support is
provided for farmers who install pollution control equipment or cease livestock production.

32. The Agriculture and Fisheries Department is involved in the wholesale marketing of primary
products through Vegetable and Fisheries Marketing Organizations.35 Designed to facilitate trade,
the organizations have no exclusive marketing rights. They are financed via a commission on the
transaction values of the products handled, amounting to 10 per cent for vegetables and 7 per cent
for fish. In addition, the AFD manages other wholesale food markets and ancillary services to ensure
that fresh food, whether domesticalIy-produced or imported, is handled in an orderly and efficient manner
and under hygienic conditions.

35The primary functions ofthe Vegetable Marketing Organization are to establish a wholesale market, collecting
depots and other ancillary establishments. Otheractivities include quality control ofvegetables, granting ofloans
to cultivators (through the Vegetable Marketing Loan Fund), provision of grants and loans for the education
and training offarmers' children and agricultural workers, and support for agricultural research and development
projects.
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VI. TRADE DISPUTES AND CONSULTATIONS

1. Hong Kong does not participate in any regional or bilateral preferential trade arrangements
(Chapter II(4)(ii) and (iii)). Trade problems are addressed through bilateral channels or the instruments
and procedures available under the General Agreement, the MFA or the Tokyo Round Agreements.
Hong Kong's policies have ne-ver been challenged under GATT dispute settlement provisions.

(1) Issues under the General Agreement and Tokyo Round Agreements

2. Since its initial Trade Policy Review, in July 1990, Hong Kong has taken no initiatives under
GATT Articles XXII and XXIII, At the April 1991 Council meeting, Hong Kong shared concerns
expressed by other contracting parties about the implementation ofa Panel report examining Section 337
of the United States Tariff Act of 1930.1

3. All cases brought to date by Hong Kong under Tokyo Round Agreements have concerned anti-
dumping practices. Since the initial Review, it has once sought consultations under Article 15.2 of
the Anti-Dumping Code, referring to the United States' imposition of definitive anti-dumping duties
on imports of man-made fibre sweaters. As the consultations, held in May 1991, failed to achieve
a mutually agreed solution, Hong Kong requested conciliation under Article 15:3 of the Code. As
stated in the July 1991 meeting of the Code Committee, it was particularly concerned about the
procedures followed in the initiation of the investigation, the determination of dumping and injury,
and the uncertainty caused by the annual administrative review procedures in the United States. In
conclusion, the chairman of the Committee encouraged both parties to make further efforts to arrive
ata mutually satisfactory solution.2 In May 1994, Hong Kong and the United States held another round
of consultations under Article 15 of the Code.

(2) Issues raised under the Multifibre Arrangement

4. Following unsuccessful negotiations with the United States, Hong Kong notified the Textiles
Surveillance Body (TSB) in March 1992 of a change in the United States' categorization of certain
garments. The notification, under Article 1 1:5 of the MFA, concerned a U.S. customs guideline that
had reciassified products previously under the Export Authorization System into categories subject
to specific limits. Considering that this action represented a change in the sense of paragraph 18 of
the 1986 Protocol of Extension, the TSB recommended the parties to resume consultations in order

1The Panel was established at the request of the European Communities. According to the panel report,
adopted in 1989, Section 337 of the United States Tariff Act of 1930 is inconsistent with Article III:4, in that
it accords to imported products challenged as infringing United States patents treatment less favourable than the
treatment accorded to products of United States origin similarly challenged, and that these inconsistencies cannot
bejustified in all respects under Article XX(d)". The Panel therefore recommended that the United States "bring
its procedures applied in patent infringement cases bearing on imported products into conformity with its obligations
under the General Agreement" (BISD 36S/396 and GATT document C/M1249). The United States has stated,
in this connection, that the necessary amendments will be made as part of its legislation for adopting the Uruguay
Round results.

2GATT documents AD/54, AD/60 and AD/M/33.
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to reach a definite and mutually-satisfactory settlement.³ In July 1992, the TSB was informed that
a mutually acceptable solution had been found.

(3) Other issues

5. Under the rollback mechanism of the Uruguay Round, Hong Kong held four rounds of
consultations with Japan between December 1987 and September 1989. At issue were Japan's Prior
Confirmation System (PCS) for silk fabric and an Import Quota System (IQS) affecting agricultural,
pharmaceutical and other products.4 The Surveillance Body was informed that Hong Kong had accepted
Japan's Import Quota System on six out of 13 items subject to import control, noted Japan's
implementation of Panel recommendations on three items, and received clarification on four items.
However, the consultations on the GATT-consistency of the PCS remained inconclusive and, noting
that the rollback consultations had gone as far as they could, Hong Kong indicated that it was reviewing
its position and reserved all its rights under the GATT.5

³Under Paragraph 18 of the Protocol, signatories are committed to avoiding as far as possible changes in
the implementation or interpretation of bilateral textile agreements or of the MFA if these have the affect of
upsetting the balance ofrights and obligations; affect the economic content ofa bilateral agreement or the ability
of a participant to use its benefit fully; or disrupt trade.

4Items subject to the Import Quota System were tortoise-shell turtle, certain fresh chilled or frozen fish
(herrings, cod, mackerel, sardines, cuttlefish, squid), certain leguminous vegetables, prepared orpreserved meat
and offal of bovine animals or pigs, several food preparations (ice cream powder, prepared milk powder and
other milk preparations, food preparations ofseaweeds, rice and rice preparations and other preparations ofwheat
and barley), certain narcotic drugs, chemicals for testing and research purposes, gum, and fuel for apparatus
for measuring or detecting different types of radiations (GATT document RBC/8).

5GATT document RBC/8/Add.5. At its Trade Policy Review in Oc:ober 1992, Japan stated that the system
was necessary to prevent fraud and monitor import trends. Sce GATT (1993).
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Table AIV.1
Trade sanction, 1989-94

Countries affected/ UN Security
Enforcementdates Council Domesticlegislation Coverage

Resolutions
South Africa
23.8.78 to 25.5.94

South Africa
21.11.86 to 9.8.91

Iraq and Kuwait
9.8.90 to
12.3.91 (Kuwait)

Yugoslavia (all
former republics)
26.9.91

Federal Republic of
Yugoslavia
(Serbia and
Montenegro)
30.5.92

418 (1977) South Africa (Prohibited Exports
and Transactions) (Oerseas
Territories) Order 1978

- Import prohibition
(South Africa) Regulations

661 (1990) Iraq and Kuwait (United Nations
686 (1991) Sanctions) (Dependent

Territories) Order 1990

713 (1991) Administrative action under the
Import and Export (Strategic
Commodities) Regulatons

Serbia and Montenegro
(United Nations Sanctions)
(Dependent Territories)
Order 1992

757 (1992)

Export of arms, ammunition, military and para-
military goods.

Imports of gold coins minted in South Africa and
iron and steel products except for goods covered
by contracts at the time the sanctions were
introduced).

Import and export of any commodity or product.
Supplies intended strictly for medical purposes.
and, in humanitarian circumstances, foodstuffs.
may be allowed under a licence.a

Export of weapons and military equipment.

Import of any goods from and export of any goods
to Serbia and Montenegro after 39.5.92 or to any
person or body for carrying on business or
operating from Serbia and Montenegro; any
activity by their nationals or in their territories
which promote (or are calculated to promote) such
sale of supply.b

733 (1992) Administrative action under the
Import and Export (Strategic
Commodities) Regulations

788 (1992) Administrative action under the
Import and Export (Strategic
Commodities) ReguIations

Exportof weapons and military equipment.

Export of weapons and military equipment.

Bosnia-Herzegovina
(Bosnian Serb held
areas). Croania (UN
Protected Area)
24.7.93

820 (1993) Import and Export (General)
Regulations (Amendment of
Schedules) Order 1993

Import and export of all goods except essential
humanitarian, food and medical products permitted
by proper authorization from the governments of
the Republic of Croatia or of the Republic of
Bosnia and Herzegovina and goods for UN
functions.

841 and 873 Haiti (United Nations Sanctions)
(1993) (Dependent Territories)

Order 1993

917 (1994) Haiti (United Nations Sanctions)
(Dependent Territories) Order

1994

864 (1993) Angola (United Nations
Sanctions) (Dependent
Territories) Order 1993

Export of petroleum, petroleum based products.

arms and related materials of all types.

Import and export of all goods except for

medicines, foodstuffs and other products essentially

for humanitarian needs as approved by the
Committee established by the UN.

Export of arms and ammunition. military and para-

military goods and equipment etc., petroleum and

petroleum based products except through certain

points of entry notified by the Angola Government
to the UN.

Table AIV.1(Cont'd)

Somalia
24.1 .92

Liberia
20.11.92

Haiti
22.7.93c

and 23.5.94

Angola
1.10.93
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Countries affected/ UN Security
Enforcement dates Council Domesticlegislation Coverage

Libya 784 (1992 Libya (Urited Nations Export of aircraft. aircraft components, arms and
1.8.92 883 (1993) Sanctions) Order 1992 and Libya related materials of all types, para-military police
1.12.93 (United Nations Sanctions) equipment and spare parts; grants of licensing
(1993 Order) Order 1993 arrangements for the manufacture or maintenance

of these products.d

Rwanda 918 (1994) Administrative action under the Export of weapons and ammunition, military
17.5.94 Import and Export (Strategic vehicles and equipment. paramilitary police

Commodities) Regulations equipment and spare parts.

a The embargo continues to apply to any person or body in Iraq, any business operated from Iraq, and any activity by its nationals
or in its territories which promote (or is calculated to promote) sale or supply of commodities or products.

b Supplies intended strictly for medical purposes and foodstuffs notified to the committee established by the UN may be allowed
under a licence.

c Temporarily suspended from 27.8.93 to 19.10.93.
d The 1993 Order modified the control list of the 1992 Order to include exports of certain oil industry equipment and airfield

infrastructure and spare parts. The embargo also applies to any Libyan national.

Source: Hong Kong Government.
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Table AIV.2
Exports subject to anti-dumping procedures, 1990-94

Country Products 1990 1991 1992 1993 1994

Argentina Men's cotton and
cotton/polyester
long sleeved shirts

Australia Levamisole
hydrochloride

High density
polyethylene

Definitive duties
(end 1988)

Definitive duties
(until end 1991)

Investigation
(27.11.91)

Disposable plastic
cutlerv

Negative
preliminary
finding (26.3.92)
Terminated
(8.5.92)

investigationn
(29.9.92)

Clear float glass

Provisional duties
(21.1.93)
Terminated
(1.7.93)

Investigation
(15.1 1.93)

Canada Photo albums with
self adhesive
leaves

Photo albums with
pocket sheets

Waterproof rubber
footwear

EU Photo albums

Denim

Audio cassettes
and audio cassette
tapes

Definitive duties
(26.4.85)

Definitive duties
(26.2 .88)

Definitive duties
(23.4.82)

Price
undertakings
(3: .5.90)

Investigation
(21.3.89)
Terminated/
no injury
(17.8.90)

Investigation
(14.1.89)
Provisional duties
(13.11.90)

Definitive duties

Definitive duties

Definitive duties

Price
undertakings

Definitive duties Definitive duties

Definitive duties Definitive duties

Definitive duties Definitive duties

Price
undertakings

Price
undertakings

Terminated/no
injury (14.5.91)

Video-cassete Definitive duties
tapes and undertakings

(since 23.6.89)

3.5 inch magnetic
discs

Small screen
colour television
sets

Denim

Investigation
(12.11.88)

Investigation
(31.5.90)

Definitive duties
and undertakings

Provisional duties
(19.1.91)
Definitive duties
(18.7.91)

Provisional duties
(6.2.90)
Definitive duties
(9.9.91)

Definitive duties
and undertakings

Investigation
(18.9.91)

Definitive duties

Definitive duties

Definitive duties
and undertakings

Investigation in
progress

Definitive duties

Definitive duties

Table IV.7 (Cont'd)

January

Mexico
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Country Products 1990 1991 1992 1993 1994

Fabric of cotton

and cotton blends

with man-made

fibre and the like

New Certain men's

Zealand footwear

Investigation

(23.5.92)
Terminated

(10.12.92)

Investigation

(17.3.92)
Terminated/

negligible imports
(12.6 92)

Certain men's ...

woven business

shirts

Turkey Cotton fabrics Investigation Terminated
(12.12.90) (10.12.91)

United

States
Photo albums Definitve duties

(16.12.85)

Ball bearings

Sweaters of man-
made fibre

Provisional duties

(27.4.90)
Definitive duties

(24.9.90)

Definitive duties

Investigation
(11.3.91)

Terminated/no

injury (10.4.91)

Definitive duties

Definitive duties

Definitive duties

Definitive duties

Definitive duties

... Not available.

Source: Hong Kong Government and notifications to the Committee on Anti-Dumping Practices.
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Table AV.1
Imports. domestic exports and re-exports by industry, 1988 and 1993
(US$ million)

Imports Domestic exports Re-exports
Commodity (SITC, Rev.2) 1988 1993 1988 1993 1988 1993

Food and live animals
Live animals

Meat and meat preparations
Dairy products and birds' eggs
Fish and preparations
Cereals and preparations
Vegetables and fruit

Sugar and preps, honey
Coffee, tea, cocoa, spices

Feeding stuff for animals
Misc edible products

1 Beverages and tobacco

11 Beverages
12 Tobacco and manufactures

2 Crude materials except bides

21 Hides. skins, furs, undressed

22 Oil seeds. oleaginous fruit

23 Rubber, crude

24 Cork and wood

25 Pulp and waste paper
26 Textile fibres and waste

27 Crude fertilizers, minerals, n.e.s.

28 Metalliferous ores, scrap

29 Crude animal, vegetable materials, n.e.s.

3 Mineral fuels, lubricants and related
materials

32 Coal, coke and briquettes
33 Petroleum and products

34 Gas
35 Electric current

980.2 2,340.9
336.9 810.6
643.3 1,530.3

2,183.0
276.1
45.4
74.3
117.3
21.3

798.6
92.9
120.7
636.4

2,362.6
294.9
40.8

164.6

241.7
15.7

646.9
151.8
236.3
569.9

1,219.4 2,529.2

287.1 432.8
896.7 2,052.5
35.6 43.9

267.2
41.1
226.1

282.8
1.4

0.0
1.0

60.6
12.8
0.9

189.2
I4h

374.5
61.2
313.3

216.5
2.4
0.1
0.0
1.5

32.1
10.6
0.1

163.1

472.7 1,628.8
104.0 443.6
368.8 1,185.1

1,589.0
105.8
38.5
55.1

52.9
18.3

598.3
37.9

135.0
sA7 1

1,630.3
128.9
27.9
138.1
139.0

7.8
482.3
80.5
139.3
.494 j

66.7 252.7 214.9 979.4

- - 0.1 0.1

0.5 1.8 208.6 956.2
- - 6.2 23.2

66.2 250.9 -

4 Animal and vegetable and, fats and
waxes

41 Animal oils and fats
42 Fixed vegetable oils and fats

43 Processed animal and vegetable oil, etc.

100.6 157.3

1.5 2.3
97.2 141.4
1.9 13.5

9.1 10.1

5.4
3.6
0.0

2.0
8.0
0.2

34.7 71.4

1.6
31.8

1.3

1.5

60.4
9.4

Chemicals and related products

Organic chemicals

Inorganic chemicals

Dyes. tannin., colour products

O
00
01
0Q
03
04
05
06

07
08

09

4,009.7
301.2
444.8
211.2

1,014.5
294.7

1,030.7
141.6
217.9
117.3
235.9

5,575.5
403.1

736.2
323.4

1,369.9
419.1

1,416.3
187,4
216.8
98.2

405.1

258.3
0.1
11.1
0.9

114.1
28.1
17.0
11.1
1.2

10.6
64.1

327.4
0.2
1.7
5.8

101.2
56.3

24.6
13.3
6.5
5.5

112.4

1,424.8
2.4

50.6
29.0

579.1
33.9

"24.2
49.1

133.9
48.1
74.5

1,697.1
2.2

186.4
98.9

399.3
83.4

538.3
65.5
141.8
50.0
131.1

5
51
52
53

5,720.6
658.2
437.8
568.8

8,535.4
868.0
476.8
984.9

539.1
5.2
0.4
47.9

982.9
4.8
7.8

123.6

3,156.4
389.8
214.1
345.9

5,874.7
620.0
209.6
663.7

Table AV.1 (Cont'd)
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Imports Domestic exports Re-exports
Commodity (SITC, Rev.2) 1988 1993 1988 1993 1988 1993

54 Medicinal, pharmaceutical products 531.5 862.4 31.8 58.4 375.1 679.9
55 Perfume, cleaning, etc. products 417.8 731.5 74.0 113.2 235.1 321.4

56 Fertilizers, manufactured 25.3 11.2 - - 27.6 6.1
57 Explosives, pyrotech. products 71.3 99.6 1.0 0.0 82.0 132.7

58 Plastic materials. etc. 2,578.5 3,689.2 335.3 575.8 1,189.5 2,396.3
59 Chemical materials n.e.s. 431.3 811.8 43.5 99.5 297.3 594.9

6 Basic manufactures 16,878.0 29,033.5 3,310.5 3,629.3 7,950.0 1,9014.6

61 Leather, dressed fur, etc. 683.6 2,037.1 87.4 1,16.6 372.6 1,448.7
62 Rubber manufactures n.e.s. 153.5 325.3 8.4 9.4 53.7 154.8

63 Wood, cork manufactures n.e.s. 321.7 624.4 21.4 11.6 158.2 463.2
64 Paper, paperboard and manufactures 1,273.6 2,134.2 225.1 385.3 297.9 969.2
65 Textile yarn, fabrics, etc. 8,066.1 12,876.6 1,992.1 2.091.8 4.403.3 9,198.2
66 Nonmetal mineral manufactures n.e.s. 2,584.9 4331.2 144.1 182.3 1,013.6 2,087.6
67 Iron and steel 1,555.0 2,757.8 28.4 80.2 507.4 1,662.1
68 Non-ferrous metals 1.196.7 1,744.9 78.7 152.6 600.6 994.3
69 Metal manufactures n.e.s. 1,042.9 2,201.9 724.9 599.5 542.8 2,036.4

7 Machinery and transport equipment 18,405.5 48,751.8 7,058.7 7,975.2 9,918.1 33,373.8

71 Power-generating equipment 63:.0 1560.3 240.5 156.8 294.2 1,171.2
72 Machinery for specialized industry 1,349.9 2,963.1 248.8 463.4 980.1 2,461.3
73 Metalworking machinery 256.4 585.2 52.2 127.9 173.9 482.4
74 General industrial machineryn.e.s. 1,662.1 3,800.1 254.8 312.5 768.6 2,253.5
75 Office machines, autom. data proc. equip. 1,843.7 4,772.1 1,780.2 2,229.5 862.4 3,717.3

76 Telecommunications, sound equipment 4,210.7 12,067.1 2,218.5 1.716.5 2,543.7 9,576.7
77 Electrical machinery n.e.s. 6,734.6 15,436.9 2,241.' 2,941.2 3,671.4 9,382,0

78 Road vehicles 1,354.7 6,523.9 4.1 3.0 562.4 4,233.2
79 Other transport equipment 362.4 1,043.1 18.1 24.5 61.3 96.2

8 Miscellaneous manufactures 14,092.2 38,840.9 15,767.1 14,533.5 10,398.3 41,872.0
81 Plumbing, heating, lighting equipment 199.9 811.6 202.1 79.7 133.2 945.6

8112 Furniture, parts thereof 331.8 791.0 82.7 53.8 149.9 515.4
83 Travel goods, handbags 1.083.6 2,710.5 188.0 103.8 1.145.4 3,458.3
84 Clothing and accessories 4.101.9 1 1,819.2 8,622.0 9.289.2 3.163.6 11,723.9
85 Footwear 667.6 4,974.3 189.0 32.4 557.1 5,735.4
87 Precision instruments n.e.s. 506.6 1148.3 177.3 225.6 262.9 844.6

88 Photo equipment, optical goods, etc. 3,518.5 6,100.5 2,474.4 1,892.5 1,357.5 4,593.1
89 Miscellancous manufactures n.e.s. 3,682.3 10,485.5 3,831.6 2,856.5 3,628.7 14,055.7

9 Goods n.e.s. 348,1 3,180.5 322.7 528.8 134.4 461.7
Total 63,937.3 141,307.6 27,882.1 28,830.9 35,293.3 106,553.8

Source: UNSTAT, Comtrade database.


