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Introduction

Geography


Hong Kong is a group of more than 200 islands in Eastern Asia between China and the South China Sea.  The small area covers 1,092 sq. km, which is roughly six times the size of Washington, D.C.
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The largest portion of Hong Kong is New Territories, the mainland.  The Sham Chun river forms the northern border between Hong Kong and Guangdong Province of China.  The largest island is Lantau Island on the west side.  The capital, Hong Kong or Victoria, is located on Hong Kong Island.  Hong Kong’s deep-water ports are a geographic advantage.  The topography of the region is very rugged due to a large number of mountains, and because of this, less than 15% of the land is developed.  The land use is distributed as follows: forested 21%, pastures and agricultural-cultivated 6%, other 73% (1994).

Climate


Hong Kong is located at approximately 22° N latitude, which is comparable to Cuba.  With a classification of subtropical and monsoonal, its average daily temperature is 78° to 87°F in July and 55° to 63° in February.  Typhoons occur in summer and autumn bringing winds and heavy rain.  The heavy rain contributes to the poor quality of the soil, making it generally unusable for farming.

Population


The population of Hong Kong is 7,210,505 (July 2001 est.).  This is a 27% increase over the 1991 census.  The average population density is 6,603 persons per sq. km, but the population is unevenly divided with the largest concentrations of people in Kowloon and the city of Hong Kong.  For example, the district Mong Kok in Kowloon has a density of approximately 40,000 persons per sq. km.  Migration from other parts of China is the biggest contribution to the growth rate; only 57% of the population is native to Hong Kong. 

Language


The official languages in Hong Kong are English and Cantonese, a southeastern Chinese dialect.  Cantonese is more widely spoken, but English is the language used in business.  Mandarin, the main language of China, has become more prominent since Hong Kong became a Special Administrative Region of China.

Religion


The religions in Hong Kong are similar to that of China, with the three primary religions being Confucianism, Buddhism, Taoism.  There is also a mix of other religions, with 500,000 Christians, 50,000 Muslims, 12,000 Hindus, and small numbers of Sikhs and Jews.

History


It is believed that Hong Kong was settled during the Qin and Han dynasties between 221BC and 220AD.  Chinese influence continued there until the 15th and 16th centuries when the first Westerners arrived.  Portugal was the first to arrive, but Britain conducted by far the most trade in the Hong Kong region.  Originally the Chinese allowed Britain little access, but British influence slowly grew.  For a while the trade on Hong Kong was rather one-sided, with Britain doing the buying and the Chinese the selling, so Britain decided to introduce a new good to sell to the Chinese, opium.  After its introduction, the opium trade became very lucrative and the British were making a ton of money selling opium.  In 1799 the drug trade was outlawed, but neither the British merchants nor the Chinese who sold the drug seemed to care, and now smuggling became a huge business.  In 1839 Lin Zexu was appointed to try to stop the drug trade.  He used his troops in an attempt to do so, but the result was the beginning of the First Opium War.  As a result of this war, the British gained control of Hong Kong on January 26, 1841.  Sir Henry Pottinger was appointed the first governor of Hong Kong in August, and shortly after taking office he used his military to "make peace" with the Chinese.  In August of 1942, the Treaty of Nanjing officially gave Hong Kong to Britain.
In 1860 the Kowloon Peninsula was added to the British possession, and in 1898 the British took out a 99 year lease on the New Territories.  The New Territories comprise the majority of the land area of what is now collectively called Hong Kong.


Britain remained in control of Hong Kong until Christmas Day, 1941 when Japan invaded and took control.  Four years later, the British regained control of Hong Kong on September 15, 1945 a month after Japan surrendered to the United States.  After the Communist takeover of China in 1949, refugees piled up in Hong Kong as people fled from mainland China.  This condition continued for thirty years until 1980 when Hong Kong ended the "touch base" policy allowing refugees from China to stay in Hong Kong.  Four years later, on September 26, 1984, the first draft of the Sino-British Joint Declaration was prepared.  It was signed the next year and registered as an international treaty before the United Nations.  The transition of rule from Britain to China was now set in motion.


In 1986 the Unified Stock Exchange of Hong Kong opened and enabled the different exchanges to operate under one umbrella.  Hong Kong also began to sever its ties with Britain and to form new ones with China.  In 1987 the stock market crashed and the Hong Kong government was forced to spend HS$4 billion to rescue the futures exchange.  


1989 saw the Tiananmen Square incident, inciting fears in Hong Kong that China would not allow Hong Kong's democracy to continue.  This fear was heightened in 1992 after Britain instituted a number of pro-democracy reforms which were denounced by China.  Talks ensued after these changes, and after their failure Hong Kong instituted more pro-democracy reforms.  These were passed in the face of strong objections from China.


Finally, on midnight of June 30, 1997, China regained control of Hong Kong.  The legislature that was in place at the time was abolished, and replaced by a new legislature.  Pro-democracy forces won 16 of the 20 seats on this new legislature, but 40 of the seats were appointed by an election committee.  The election committee seats, however, are being phased out through 2004, and eventually the whole legislature will be elected by Hong Kong.  Although there have been fears that China would revoke many of the democratic privileges present in Hong Kong, to this date Hong Kong has remained fairly autonomous, with the only large note being that the Hong Kong Court of Final Appeal was overruled by a Chinese court in a case involving residency law in Hong Kong.

Culture


Culture in Hong Kong is a bit peculiar.  With influences from both the East and West, the result is a mixture of cultures unique to Hong Kong.  Western influence comes mostly from Britain, who in colonizing paradoxically set up a colony that would do better economically than its mother country.  Eastern influence comes from China, Hong Kong's new mother country and northern neighbor.


When issues arise in Hong Kong, these conflicting cultures can cause problems.  Recently the Falungong spiritual movement has found its way to Hong Kong.  It is extremely critical of the Chinese government, but the liberal attitude from the Western influences in Hong Kong basically ignores this.  However, China is less than happy with the movement and Hong Kong is now walking on thin ice by allowing the Falungong to continue their activities.  This is somewhat depressing to many in Hong Kong, who believe that China should allow them to proceed in their own manner, and allow the Falungong to stay as long as they do not break any laws.


Chinese oppression of the culture of Hong Kong can also be seen in Gao Xingjian, a Nobel laureate in literature who lives in Hong Kong.  He has publicly stated that he feels "not so free" in Hong Kong and is labeled as a dissident by Beijing.  When he visited in Hong Kong, he was not visited by any of the officials.


The Eastern culture in Hong Kong has not been affected by the changeover to Chinese rule.  However, many of the aspects of the Western culture which are not popular with the Chinese government are being frowned upon, and the government in Hong Kong is taking notice.  It remains to be seen if Hong Kong will continue to operate as it always has, or if the Chinese influence will become overbearing and thus wipe out much of the Western culture.

Government


On July 1, 1997, the Hong Kong Special Administrative Region (HKSAR) was created when the People's Republic of China was given control of Hong Kong from the British.  The government in Honk Kong is divided into three parts, the executive, legislative, and judicial branch in a manner similar to the United States.  Each branch is separate from the others and for the most part acts independently.


The executive branch is headed by the Chief Executive who is elected by a committee of Hong Kong residents to a five-year term and who is restricted to serving no more than two consecutive terms.  He is responsible for implementing all of the Basic Law in Hong Kong as well as all other applicable laws.  In a manner similar to the US president, he signs bills into law and also has the power to issue executive orders.  The Chief Executive is also responsible for appointing the members of the Executive Council to act as his advisory board.  The Executive Council is composed of the Chief Secretary for Administration, the Financial Secretary, and the Secretary for Justice.  It also includes ten other non-official members.


The Chief Secretary for Administration is in charge of Hong Kong's civil service.  Nearly 200,000 people are employed by Hong Kong's government, and this comprises 5.5% of the total workforce.  Turnover in the civil service is low, and it is often a lifetime career for those employed within.  Due to the small size of Hong Kong, the civil service under the Chief Secretary for Administration is the only civil service in Hong Kong.


The Finance Secretary has a fairly basic role of preparing budgets and monitoring government expenditures.  The Secretary for Justice is responsible for all prosecutions in Hong Kong.  However, the Secretary for Justice is not involved in the investigative process, rather, only after the police investigation does he become involved.  Normally all smaller cases are handled under a general order from the Secretary for Justice, but all larger cases require her approval before proceeding to the trial stage.  The Secretary for Justice operates independently of both the Government and the courts.


The legislative branch of the government or Legislative Council is comprised of a single sixty seat legislature.  Currently half of the members are elected by "functional constituencies" and half are elected by geographical constituencies in direct elections.  The Legislative Council has the same basic function as Congress does in the United States.  It also has similar organization, with committees and subcommittees.  Their power is somewhat limited however, and the executive branch has a large role in legislative matters.  Before a bill may be introduced on the floor, it must first be cleared by the Executive Council.  The Legislative Council also lacks the ability to override a veto by the Chief Executive.


There are three major standing committees on the Legislative Council.  They are the Finance Committee, the Public Accounts Committee, and the Committee on Members' Interests.  The Finance Committee is composed of all members except the President of the Legislative Council.  One of the primary functions of the Finance Committee is examining appropriations bills from the Finance Secretary.  The Public Accounts Committee is in charge of auditing all of the government agencies and is comprised of seven members appointed by the President of the Legislative Council.  The Committee on Members' Interests is also comprised of seven members appointed by the President.  It is in charge of examining all questions of ethics as well as monitoring the Members' Interests in the Register of Members' Interests.  Other committees of note include the House Committee, Bills Committees, and the Committee on Rules of Procedure.  The House Committee consists of all members except the President and deals with general matters within the Legislative Council.  Bills Committees have no predetermined composition and meet anytime there is a specific bill to discuss.  The Committee on Rules of Procedure consists of twelve members appointed by the President and is in charge of monitoring the Rules of Procedure for the Legislative Council.


The judicial branch is the third branch in Hong Kong's government.  It is composed of the Court of Final Appeal (Supreme Court), the High Court, the District Court, the Lands Tribunal, the Magistrates' Courts, the Coroner's Court, the Juvenile Court, and the Labor Tribunal, the Small Claims Tribunal, and the Obscene Articles Tribunal.  These courts hear all cases in Hong Kong.  The judiciary in Hong Kong is independent of the executive and legislative branches, and this has long been a tradition in Hong Kong.  The Chief Justice of the Court of Final Appeal acts as the head of this branch of government.


Included in the Hong Kong judicial system is a trial by jury, though it operates differently than in the United States.  A jury is selected for serious cases, and it is usually composed of seven members, though it can be increased by the judge to nine.  A conviction requires a majority vote in Hong Kong, in comparison to the unanimous conviction vote in the United States.

Economy


Despite its small size, Hong Kong is one of the world’s most important economic centers.  Location is a key factor; its position halfway between Singapore and Japan places it by major shipping and air routes of the western Pacific Ocean.  Just as Britain intended, it serves as a major port of entry and trade for China.  The capitalist economy and lax regulations encourage business and trade.  Despite Hong Kong’s return to Chinese control, the economy continues to prosper notwithstanding normal business cycles.  The economy has always been based on trade, commerce, and shipping; Singapore is the only competition as the world’s largest container port.  Other factors in the economy include industry, tourism, and agriculture.

Agriculture


Agriculture is a declining sector.  Hong Kong has long been a net importer of food.  The natural shortage of suitable farmland and urban expansion has left less than 5,000 acres of land cultivated for vegetables and flowers.  However, one quarter of fresh vegetables consumed are produced domestically.  Farmers are switching from rice to premium food and flowers, which get higher market prices.  Pig farming is an important activity.  Due to its location, fleet fishing is significant and accounts for two-thirds of the fresh marine fish consumed.

Manufacturing


In the 1950s, the manufacturing sector developed rapidly, and was the most important economic sector by the early 1980s with employment of about 900,000.  It declined just as quickly in the following decade as Hong Kong manufacturers moved their facilities to China’s neighboring Guangdong Province due to significantly lower labor costs.  The employment dropped to below 575,000 by the early 90s.  As many would expect, the manufactured products include clothing, textiles, toys, plastics, electronics, watches, and clocks.  A shift toward more sophisticated manufacturing has been gradual.

Trade


As stated above, Hong Kong is among the leading trading centers of the word, and shipping and trade are important factors in the economy.  Hong Kong has been successful at balancing its imports and exports.  Interestingly, many of its exports are actually re-exports, products distributed through Hong Kong that are manufactured in Japan, Taiwan, the United States, South Korea, or other parts of China.  Exports include clothing, textiles, telecommunications and recording equipment, electrical machinery and appliances, and footwear.  Imports are typical of that of an island, including consumer goods, raw materials, semi-manufactures, petroleum, transportation equipment, and foodstuffs.  Hong Kong has extensive trade with other regions of China, and its leading international trading partners are the United States and Japan.

Banking


The unit of currency is the Hong Kong dollar (HKD), although the Chinese Yuan (Y) is also legal tender.  The exchange rate in December 2001 is 1 HKD = 0.128254 USD.  The Hong Kong Monetary Authority performs the functions of a central bank and authorizes three commercial banks to issue Hong Kong dollars.  Why does China not force Hong Kong to use the Yuan?  The terms of the Sino-British Joint Declaration of 1984 allow Hong Kong to continue issuing its own currency until the year 2047.

Tourism


Tourism is one of Hong Kong’s most important service activities, and it is the third largest source of foreign exchange earnings.  In the early 90s, 9 million tourists each year generated an annual industry of $7 billion.  Most tourists came from Taiwan, Japan, Singapore, Malaysia, and other nearby locations.  There were also many visitors from Europe and North America.

Transportation


In addition to its sea resources, Hong Kong has one of the world’s leading airports, the Hong Kong International Airport.  Opening in 1998, it replaced the old Kai Tak International Airport.  It has passenger and freight rail service connecting the airport to Hong Kong, Tsing Yi, Kowloon, and beyond.


There is an extensive network of roads in the New Territories, Hong Kong Island, and Kowloon.  The Mass Transit Railway connects Hong Kong Island, Kowloon, and the New Territories; it serves nearly 800 million passengers annually.  Other forms of transportation include a 21-mile trolley line on Hong Kong Island and ferries between all major islands.

Service


Hong Kong’s largest sector of the economy is service.  In 1999, the services sector accounted for 85.6% of the GDP and 80.3% of total employment.  Hong Kong is a consistent net exporter of services, exporting $293.7 billion worth of services in 1999.  Key sub-sectors include:

· 24.7% - wholesale, retail and import/export, restaurants and hotels

· 23.4% - financing, insurance, real estate, and business services

· 21.4% - community, social, and personal services

· 9.5% - transport, storage, and communications

It is easy to see that the shift from the older manufacturing economy has been significant.

Business


Hong Kong touts its free economy as perhaps the most business-friendly environment in the world.  Since most of Hong Kong’s business is international, the region takes considerable care to attract businesses from outside.  Just as cities provide businesses economic incentives, Hong Kong structures its economy to help business.  For example, the tax system is low and simple.  Also, necessary infrastructure such as transportation and telecommunications is state-of-the-art.

Taxes


To someone accustomed to the American tax system, the Hong Kong system of taxation seems too simple to be possible.  Income tax applies only to profits, salaries, and property.  There is no value-added or sales tax, nor is there capital gains tax.  Also, only income sourced in Hong Kong is taxed.  Here is an explanation of the three taxes from Hong Kong’s business information website:

1. Profits are taxed if they arise in or are derived from Hong Kong as a result of a trade, profession or business. The tax rate is 16% for corporations and 15% for other businesses.

2. Everyone with a Hong Kong income arising from any office, employment or pension is liable to salaries tax. The rate of tax after deductions and allowances is applied on a graduated scale, but the total salaries tax charged will not exceed 15% of a person's total assessable income.

3. Owners of land and/or buildings in Hong Kong are charged property tax, which is based on the property's rental income. The rate of tax is 15% on the annual rent receivable less a statutory deduction of 20% for repairs and outgoings.

Infrastructure


The infrastructure of Hong Kong is a large attraction for business.  The transportation system was described in the economy section.  Another important factor is the information technology and telecommunications infrastructure.  It generally exceeds that of the United States.  Hong Kong was the first major city to have a fully digital telephone network.  International phone calls are impressively inexpensive.  Calls from Hong Kong to the US cost 30 Hong Kong cents per minute, which is less than 4 US cents.  This means it is more expensive to call home from Flint than it would be to call home from Hong Kong.  As of December 2000, the broadband network covers 95% of households and 100% of businesses.  The cellular phone service is booming, with 77% of the population subscribing.

Labor Relations


Organized labor plays only a minor role in Hong Kong, since workers are pre-dominantly non-union.  There are a number of trade unions with political ties, such as the Confederation of Trade Unions (pro-democracy), Federation of Trade Unions (pro-China), and Hong Kong and Kowloon Trade Union Council (pro-Taiwan).  The labor relations in Hong Kong are characterized by relative peacefulness.  Hong Kong’s policies regarding unions are generally seen as pro-management, and the government is opposed to allowing multiple trades in one union.  Given Hong Kong’s desire to attract business, it is not surprising that business is favored over labor.

Banking and Finance


Honk Kong is home to the tenth largest stock exchange in the world and the second largest in Asia with total market capitalization on the SEHK (Stock Exchange of Hong Kong) valued at $4.8 trillion as of February 2001.  There is also a separate market for futures trading, the HKFE (Honk Kong Futures Exchange).  All transactions on these two markets is cleared through one of three clearing houses, the Hong Kong Securities Clearing Company, the Stock Exchange of Hong Kong Options Clearing House Company, or the Hong Kong Futures Exchange Clearing House Company.  Market activity is regulated by the SFC (Securities and Futures Commission).  The SFC is an autonomous regulatory body with duties similar to the SEC in the United States.


Insurance is also very important financially in Hong Kong.  In 1999 gross insurance premiums constituted 4.7% of Hong Kong's GDP.  Hong Kong is rated among the most open insurance centers in the word.  The Treatment Accorded in Third Countries to Community Credit Institutions and Insurance Companies report done by the Commission of European Communities states that, "Hong Kong grants national treatment to foreign insurance companies and does not impose any significant restrictions on foreign establishment."  This is a primary reason why approximately half of the insurance carriers in Hong Kong are incorporated in foreign countries.  The Office of the Commissioner of Insurance (OCI) is headed by the Insurance Authority (IA) and acts as the regulatory body for the insurance industry.


The banking structure in Hong Kong is significantly different that the one found in the United States.  In Hong Kong three types of banks or Authorized Institutions (AIs) are present: licensed banks, restricted license banks, and deposit-taking companies.  Only licensed banks are allowed to engage in all banking activities and accept deposits of any size.  Restricted license banks are only allowed to take deposits of HK$500,000 or more and are normally engaged in capital market activities.  Deposit-taking institutions are normally associated with licensed banks and may only take deposits of HK$100,000 or more with a maturity of at least three months.  The required reserve ratio in Hong Kong is much higher than in the United States, with the current ratio set at 25%.  All AIs are regulated by the Hong Kong Money Authority (HKMA).  Recently the HKMA appointed a commission to study the current banking regulatory structure and make recommendations for change.  Since that time the commission's recommendations have been taking shape as the banking industry is being deregulated.  Foreign banks are now allowed to operate in three buildings instead of just one as under the previous regulations.


In addition to regulating the banking industry, the HKMA is also responsible for monetary policy in Hong Kong.  The current policy to maintain a fixed exchange rate of HK$7.80 to US$1.  This policy was adopted in 1983 because of the nature of Honk Kong's economy with regards to its extensive foreign involvement.  When any of the three banks allowed to issue notes do so, they are required to submit US dollars to the HKMA in return for Certificates of Indebtedness.  This means that all Honk Kong dollars are backed by and convertible into US dollars.


The debt market in Hong Kong is also of particular note.  It is one of the most liquid markets in the world; the Exchange Funds Bills and Notes has a total of over HS$109 billion and daily turnover of $24.6 billion in December 2000.  Private sector debt issues in Hong Kong are currently are valued at HK$180.6 billion.  After recent legislative changes done to promote Exchange Funds Bills and Notes, they can also be used as margin collateral in the stock market.  The Exchange Funds Notes are now listed on the SEHK as well as 240 private debt securities.  As evidence of its continuing growth, the length of maturity in the debt market is increasing.  Currently about 30 percent of the notes have a maturity of over five years.
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