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CHRISTER LJUNGWALL AND SIYANG LI

HK must adapt or fall

China’s ascendancy on
the world stage and its
plans for future could
mean devastation and
ruin for city’s gateway
role into country

ttheheartof China’s future

development is Beijing’s

ong-term plan to turn the
Greater Bay Area into an
economic powerhouse. Such a
plan puts Hong Kong's current
position under pressure, as
alternative locations will soon
provide legal and financial
services similar to those found in
the city.

Thus, its position depends
very much on China’s economic
and social conditions, particularly
its progress in reform and
opening up.

Avision for Hong Kong is also
of vitalimportance, and thisliesin
the hands of those who lead the
city.
Historically, HongKong’slegal
system and economy have
operated outside the direct influ-
ence of the mainland. Because of
this institutional setting, the city
has been a semi-independent
window for the mainland since
before the 1997 handover.

The country lagged behind
advanced societies in science,
technology and economic
openness. Even before its
modernisation, Chinese author-
ities took a closed-border
approach to foreign influence,
and so international exchange in
information and culture was
limited.

In the Qing era, Guangdong
operated China’s only ports to
receive foreign goods. It had no
institutionalised customs system
in place until 1685, when emperor
Kangxi lifted the ban on maritime
trade and opened the ports to
foreign traders.

As an outpost for China, Hong
Kong has gone through a tumul-
tuous transformation. In the
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Zhuhai Port is just one link between Hong

1800s, the British saw the poten-
tial of Victoria Harbour even
though Hong Kong at the time
had only afewthousand residents
and was largely wilderness.

In 1842, the Qing government
ceded Hong Kong Island to the
British crown under the Nanjing
treaty, and that ushered in the rise
of Hong Kong’s economic and
political status. It became an
importanttrading postwith ahigh
volume of inbound and out-
bound cargo.

Even the Japanese occupation
during World War II did not
fundamentally alter Hong Kong's
position. During the Sino-
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Japanese war, from 1937 to 1945,
both the nationalist and commu-
nist parties used Hong Kong's
special political and geographical
position to conduct foreign affairs
and facilitate travel.

With its relatively extensive
political freedom and openness to
the movement of goods and peo-
ple, Hong Kong emerged as an
international financial centre
with some of the highest stan-
dards ofliving in the world.

Today, as Beijing deepens its
reforms and continues to open
up, it is bound to put forward a
new development strategy. It
plans to create a dynamic world-

China's Great Wall Motor set to enter Indian automobile market at
Auto Expo s.einnews.com/jLgkXu-4s6
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Great Wall Motor Co Ltd (GWM), China’s largest SUV manufacturer, has
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view of the recent developments
in the area. Rebalancing the eco-
nomic and financial power
among the different regions with-
inthe Greater Bay Area is the most
natural path to take.

For Hong Konyg, it is time to
think aboutits position in a swiftly
changing environment. Tradi-
tional factors supporting its

growth and prosperity are under
threat, withitsrole asawindowfor

mainland and foreign exchange
fading in importance. Mean-
while, social instability is
wreaking havoc from the inside.

Seeing all these risks and

opportunities, the central govern-
ment may gradually and con-

sciously weaken Hong Kong's
special position in the nation’s
overall development plan, and
implement reform measures that
shape new alternatives in cities
such as Shenzhen, Guangzhou,
Zhuhai and Macau, to build a
more diversified portfolio.

Soon, the conditions for trade,
investment and running busi-
nesses will converge in the
Greater Bay Area, which is also in
line with Beijing’s intention to
bridge the gap of development
among regions. The changes will
be fast and significant.

Hong Kong’s immediate con-
cern will be to ensure a well-
balanced adaptation to these new
circumstances. What are the
comparative and competitive
advantages, if any? How should
Hong Kong begin the process of

class region comprising a cluster
of innovative cities by 2022 in the
Greater Bay Area. By 2035, the
plan is that the region will have
developed a first-rate system to
support a knowledge-driven
economy.

Bythe 100th anniversary of the
People's Republic of China in
2049, the goal is for the country to
be aworldleader in higher educa-
tion, research, advanced manu-
facturing and service production.
Of critical importance for this
development is a legal system
conducive to trade, investment
and doing business.

Another vital component is a

diversified and competitive finan-
cial sector, which in turn relies on
a convertible currency and mini-
mal currency restrictions.

Thelist of necessary reformsis
long. One main question,
however, is whether the central
government is likely to go ahead
with this tremendouslyimportant
development while being depen-
dent on a Hong Kong that may be
paralysed by violent demonstra-
tions and protests. The answer is,
probably not.

For the central government
and China’s long-term strategy, it
is extremely risky to bet too much
on Hong Kong. This is obvious in
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enhancing its current major in-
dustries to match the onslaught of
new competition?

The consequences for a Hong
Kong that does notrespond to the
pressure for change will be devas-
tating. It will find itself in an
untenable position just a few
years from now. The need for
leadership is dire.

Christer Ljungwall is an economist
with long-standing research
experience of China. Siyang Liisa PhD
candidate with Peking University
HSBC Business School majoring in
economics. Political scientist Mikael
Roman also contributed to this article
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China’s economy will start
solidly in 2020 then lose steam

GDP data and trade deal bode well,
but tight financial conditions and
US import commitments will
weaken growth in the second half

lobal markets got off to a positive start in

2020, with risky assets hitting new highs.

Two macro factors contributed to this
strength: tentative signs of the global economy
bottoming out and the US-China phase one trade
deal helping to remove risks. Let’s examine both
developments in the context of China.

First, the latest gross domestic product data
showed that the Chinese economy stabilised at 6
per centin the fourth quarter of2019, arresting the
persistent growth deceleration of the first three
quarters of last year.

The services sector continued to deliver a solid
performance, expanding at 6.9 per cent. But it was
the acceleration of the industrial and
manufacturing sector—to 5.7 per cent from 5.6 per
cent—that accounted for most of the upside
surprise in fourth-quarter GDP data. The
expenditure breakdown showed decent growth
from consumption, while the
investment contribution also
improved. The balance of - -

domestic economy appears to be in “steady as she
goes” mode. Consumer spending held its ground,
maintaining 8 per cent growth in December,
despite the record Singles’ Day sales in November
that stimulated consumption of big-ticket items.
The latter could also be a result of lower turnover
in the housing market. Indeed, along-overdue
downturn in housing construction could play out
in 2020, making it a key risk for the economy.

Fortunately, capital expenditure growth by

manufacturers appears to have found a floor. The
current soft patch in infrastructure investment is
likely to give way to a modest recovery. The
combination of rising manufacturing and
infrastructure investment should help offset
weaker real-estate construction, keeping total
investment growth broadly stable in 2020.

Overall, there is scope for the current cyclical

rebound to extend in the coming months.

Beyond the short-term respite, however, we

think various structural impediments will return
to the fore and cause renewed growth headwinds
in the second half of the year. Internally, still-tight
financial conditions— partly engineered by Beijing
to deleverage the economy —are expected to
dampen domestic demand.

This is likely to render the modest reductions
in theloan prime rate
inadequate and open the door
for the People’s Bank of China

growth may shift modestly to resume reserve requirement
further in early 2020, but not 3 131 3 3 ratio cuts, and for Beijing to add
enough to alter the structural Wlll Belj.lng Insist fiscal support.
trends in the economy. on pleaSln g the Therisks of the US-China
Industrial production . . trade dispute resurfacing are
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multi-year lows, improved final
demand and easing trade tensions could
strengthen the growth momentum further.

Part of this growth impulse emanated from
offshore. China’s export growth quickened
noticeably in December. While the base effect
flattered the annual comparison, there is
corroborating evidence of the global trade cycle
bottoming from other export bellwethers in Asia.

Asthe US and China have also sealed their
phase one deal, dissipating uncertainties could
further strengthen the global trade recovery. We
expect China’s exports to resume growth in 2020,
although their contribution to GDP could be offset
byincreased imports from the US as required by
the phase one deal.

Compared to the brighter external picture, the

years. With little chance that this

can be absorbed by a natural increase in demand,
Chinawill either have to reduce imports from
elsewhere, which would risk antagonising other
trading partners, or substitute for domestic
production, which would slow economic growth.

Neither outcome is ideal. The question is: will
Beijing insist on pleasing the US by sacrificingits
relations with others or endure slower growth?

Factoring in some of these risk factors hasled
to our cautious view about the Chinese economy
in 2020. We expect a solid first half to give way to
renewed weakness in the second half of the year,
leaving full-year growth at 5.8 per cent.

Aidan Yao is senior emerging Asia economist at AXA
Investment Managers



