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Other Business Activities  

8. After near full integration in the traded goods sector, low-end services have 
started to relocate across the border as well. Hong Kong SAR-funded firms now employ 
an estimated 5 million people in China, mostly in manufacturing. Some services, such as 
retail trade, recreation and leisure, accounting and back office operations of banks, and some 
trade-related services, have also started relocate across the border. As a result, the share of 
factor income from the Mainland has doubled from 7 percent in 1995 to 14 percent in 2000. 
 
9. An increasing number of Hong Kong SAR residents visit Shenzhen and other 
nearby cities for shopping, entertainment and leisure, and the number of people who 
live and work on different sides of the border has also increased. Between 1990 and 
2000, the number of Hong Kong SAR residents’ visiting the Mainland more than tripled, to 
50 million  departures (implying that each Hong Kong SAR resident made on average seven 
visits in 2000). It is estimated that Hong Kong SAR consumers spent HK$20 billion in 
connection with personal travel in Guangdong in 2000, equivalent to 11 percent of Hong 
Kong SAR retail sales. Moreover, an estimated 191,000 Hong Kong SAR residents worked 
in the Mainland in 2001 up from 52,000 in 1988.  
 
The Mainland’s Presence in Hong Kong SAR 

10. The Mainland of China has become a major source of FDI in Hong Kong SAR. 
By end-1999, the Mainland of China had invested over $100 billion in Hong Kong SAR 
(about one fourth of total inward FDI). Many firms and government entities have set up 
offices in Hong Kong SAR to gain international exposure and market opportunities. An 
estimated 2000 mainland-related companies are currently operating in Hong Kong SAR, with 
important presence in trading, real estate, insurance, transport, finance and construction. At 
end-2000, 24 Mainland bank branches accounted for 16 percent of total assets and 21 percent 
of deposits in Hong Kong SAR.   
 
11. A rising number of visitors from the Mainland has helped sustain the Hong 
Kong SAR tourist industry. In 2000, mainland visitors contributed about one-third of Hong 
Kong SAR’s tourist receipts, with the number of visitors up by another 18 percent in 2001.  
 
Correlations of Economic and Financial Developments 

12. Hong Kong SAR’s economy is increasingly correlated with Mainland’s external  
sector, though not its overall economy. The correlation between Hong Kong SAR’s GDP 
and China’s external trade9 has been strong, and tended to increase in recent years (Chart 2). 
On the other hand, as integration of other sectors is still in an early stage, the correlation with 
the GDP of the Mainland has been much weaker. 

                                                
9 Measured by the correlation of estimated deviations from trends over moving sub-periods. 
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Chart 1. Components of CPI Inflation 
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C.   Cyclical or Structural? 

 
7. This section examines the relative importance of cyclical and structural factors. 
It first summarizes econometric evidence on the determinants of deflation in Hong Kong 
SAR, followed by a (qualitative) review of the potential channels of price equalization.  
 
Econometric Evidence2 

8. Price data for Hong Kong SAR 
and neighboring Shenzhen are 
examined for evidence of price 
equalization pressures and their 
impact on deflation in Hong Kong 
SAR.3 The main findings are as follows: 
 

                                                
2 A detailed description of the methodology and regression results is presented in the Annex. 

3 In measuring the effect of price equalization pressure on the Hong Kong SAR price level, 
Shenzhen is chosen because of its close proximity. 
















































































	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

