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This study presents estimates of the impact of GSP gradua-
tion and the effects of product exclusion on Hong Kong exports.
Two methotls are used: the mean changes calculation and the
OLS regression method. Empirical results show only weak evi-
dence of an adverse impact from GSP graduation, though there
are various limitations on the data and the methods employed.

I. Introduction

In 1988, the United States Government granted duty-free, pre-
ferential treatment to approximately $18 billion of imports from
about 140 beneficiaries of its scheme under the Generalized System
of Preferences (GSP). As shown in Table 1, almost $2 billion of the
preferential imports came from Hong Kong, but effective January 2,
1989, Hong Kong and three other major beneficiaries, which had
been beneficiaries of the US scheme since its implementation in
1976, graduated from the US scheme. Even in years preceding 1989,
however, GSP treatment for about a thousand (one-third of) covered
items was withdrawn from major supplying beneficiaries. These
so—called competitive need exclusions resulted in denial of prefer-
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an extended work of an UNESCAP funded research report on GSP Graduation presented
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ledge the helpful comments and suggestions by Criag MacPhee. Comments by an anony-
mous referee was particularly helpful in sharpening the focus of the paper. The authors
are solely responsible for the views expressed and the mistakes found in this paper, and
would hike to thank Miss Veda Lee and Mr. Winson Leung for their research support.
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TABLE 1
HoNG KoNG EXPORTS AND UNITED STATES IMPORTS, 1986-90
(Unit: millions of U.S. dollars)

Year 1986 1987 1988 1989 1990

Hong Kong domestic exports:

Total to world 19,741 25,033 27,096 28,731 n.a.
Total to U.S. 8,865 9,833 10,153 9,669 9,400
MFN dutiable
in US. 8,518 8,833
Products covered
by US GSP 3,557 4,015 4,207 3,853 3,323
Received 1,424 1703 1,859 na. na.
preferences
U.S. imports:

Total from world 367,467 400,388 436,117 4€6,379
Covered products 11q573 134931 153372 172,775
from world
Total from all

beneficiaries
MFN dutiable
from all 89,887 100,235
beneficiaries
Products covered
from all 34,598 42,766 49,955 24,352
beneficiaries
Received
preferences from 13,844 16,300 18,354 10,015
all beneficiaries

107,602 126,305 139,215 86,085

Source: Hong Kong Government’s estimates of Gross Domestic Product, and United
States Trade Representative’s trade tapes.

ences for roughly $2 billion of 1988 imports from Hong Kong which
were otherwise nominally eligible for GSP treatment. This study
presents estimates of the impact of graduation and the effects of
product exclusions on Hong Kong’s exports.

The GSP had potential importance for Hong Kong, because this
small territory, devoid of natural resources, always had relied on
export as an engine of growth. The near closing of the People’s
Republic of China four decades ago drastically reduced Hong Kong’s
role as an entrepot, and induced Hong Kong to turn to labor-inten-
sive manufacturing for export. In 1989, Hong Kong's domestic ex-
ports to the world amounted to almost $29 billion, or half of its
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Gross Domestic Product. This high dependence on exports persists
despite Hong Kong's ongoing second transformation into a physical
and human capital-intensive center of finance, commerce, and ser-
vices.

Hong Kong’s total exports to the US in 1988 were $10 billion, but
the potential importance of the GSP has been diminished by the
limited product coverage and competitive need exclusions under the
US GSP scheme. Hong Kong's exports have been concentrated in
textiles and apparel (almost 40 percent), a category of products
largely left out of the US GSP scheme. Even where such products
were covered, their ability to expand exports on a preferential basis
was constrained by the Multifiber Arrangement. Competitive need
exclusions also denied preferential treatment to many electrical
products, a category that accounts for over one-quarter of total
Hong Kong exports. Because GSP treatment was actually received
by less than one-fifth of Hong Kong’s total exports to the US, the
effects of GSP graduation are expected to be significant only for
selected products.

Despite the narrow applicability of the GSP, there have been
widely varying estimates of the effects of the US scheme, as shown
in Table 2. Some ex post estimates even found that GSP imple-
mentation reduces imports from beneficiary developing countries,
implying that GSP graduation might actually increase Hong Kong
exports. The present study briefly reviews prior research methods
and the results for Hong Kong. Next, the impact of product exclu-
sions is estimated with a new model that attempts to account for
some coincidental disturbances. Finally, the effects of graduation on
1989 are estimated by testing changes in Hong Kong exports for
significant differences. No previous study has estimated the impact
of graduation statistically and only one other study estimated the
impact of product exclusions.

II. Previous Research on the United States GSP

Earlier estimates of the effects of implementing the GSP took
several approaches. Ex ante estimates predicted trade creation and
diversion as the product of price elasticities and preferential tariff
margins. These estimates have been very sensitive to the choice of
elasticities, to the timeliness of data on preferential tariff margins,
to the samples of products used in the calculations, and to the
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levels of product aggregation. All conclude that the GSP initially
had positive effects on the exports of beneficiaries.

Ex post studies followed two broad approaches. Cross-section
statistical analysis over countries and/or products sought to ex-
plain bilateral trade flows. Their explanatory power is usually very
low, however, and the results were often sensitive to the choice of
years, to the specification of the model, and to statistical problems
such as heteroscedasticity. They often employed a dummy variable
for the GSP that also could reflect coincidental disturbances, such
as recessions and exchange rate changes. Constant-market-share
approaches, on the other hand, involve many heroic assumptions (for
example Richardson 1971a, 1971b) and often aggregated over pro-
ducts subject to changes in nontariff measures and preferential
tariff margins.

Only one study has addressed the impact of US product exclu-
sions for specific beneficiaries such as Hong Kong. MacPhee and
Rosenbaum (1989) made use of the fact that under the US scheme,
most exclusions are only for one year and are often temporary. They
compared mean annual changes in shares of total US imports for
GSP products in years of exclusions and for the same products in
years of unchanged conditions of market access. After deleting all
products with negligible trade or with changed tariffs or nontariff
measures, their 1976-83 sample for Hong Kong included 57 exclu-
sions and 359 observations in the control group. Unweighted mean
market shares fell 7.9 percentage points for exclusions and fell 0.1
percentage points for the control group. The t-statistic of the dif-
ference in these means (—2.87) was significant at the 90 percent
confidence level.

MacPhee and Rosenbaum (1989) also compared products subject
to exclusions with other products unaffected by changes in market
access for separate years when sufficient observations were avail-
able (1977, 1978, 1980 and 1981). In all years, the mean market
share changes for excluded products were less than the comparable
means for the control group, and the difference was significant in
two of the four years studied.

III. Product Exclusions over 1981-88

This study uses two methods to update the results of earlier
research. One compares mean changes in market shares for 8 pro-
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TABLE 3
UNWEIGHTED MEAN CHANGES IN HK GSP DuUTIABLE EXrorTs To US, 1981-88

Unweighted mean changes t-statistics
Products
SMX1-  IMX3-
>SMX1 SMX2 IMX3 5 MX2 < MX?2
Electrical equipment — 0.38 1.61 - 1.03
Jewelry & gold — —0.06 —0.13 — —0.06
Musical 1nstrument —0.004 —0.73 —0.20 0.89 1.10
Optical goods — —0.55 —0.54 — 0.02
Plastic goods — —1.30 0.01 — 1.54"
Toys 0.021 —2.60 —0.81 2.16* 1.06

Notes: 1. *:significant at 5%, T:significant at 10%.
2. The results for each mdividual years are similar.

ducts which received duty-free treatment throughtout the period
(MX1), mean changes for 43 GSP-covered products excluded from
duty-free treatment throughout the period (MX2), and mean changes
for 55 products excluded only in some years (MX3). The products
are defined at the six digit SITC level and fall into the categories
of major Hong Kong exports covered by the GSP: electrical equip-
ment, jewelry and gold, musical instruments, optical goods, plastic
goods, and toys. The hypothesized differences in the means are:

1) MX3-MX2 > 0, because products receiving some preferences
are expected to perform better than products always excluded,
and
2) MX1-MX2 > 0, because products receiving continuous pre-
ferential treatment are expected to perform better than pro-
ducts excluded in all years.

The results in Table 3, however, are somewhat inconclusive.
Almost all MX3-MX2 are positive, but only one difference is signi-
ficantly different from zero. Because all MX1 were observed in the
musical instrument and toy categories, only two tests were possible.
Both MX1-MX2 were positive, but only one difference was signifi-
cant.

The main disadvantage of the above approach is that it relies on
the law of large numbers to compensate for disturbances coin-
cidental to changes in GSP treatment. If the implicit assumption of
normality in the distribution of non-GSP disturbances is invalid,
however, this compromises the results. In order to account for ma-
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jor disturbances reflected in US consumption (USC), US prices
(USP), and Hong Kong prices (HKP), this study estimates a simple,
US expenditure function for GSP-covered exports from Hong Kong
(E) across pooled data for the six major product categories (elec-
trical equipment, musical instruments, optical goods, plastic goods,
office equipment, and telecommunication) over eight years.! Dummy
variables were used to indicate GSP effects: D1 for products which
received duty-free treatment throughout the period, D2 (the regres-
sion constant) for GSP-covered products excluded from duty-free
treatment throughout the period and D3 for products excluded only
in some years.2

US consumption corresponding roughly to the six Hong Kong ex-
port categories was approximated by wholesale sales for machinery
and equipment, apparel and notions, miscellaneous durable, and
sport and recreational goods from the US Department of Commerce.
The respective US prices were machinery and equipment, miscel-
laneous manufactures, and toys and leisure manufactures from the
US Bureau of Labor Statistics. The respective Hong Kong prices
were the unit value indexes of domestic exports from the Hong Kong
Census and Statistics Department.

The general form of the expenditure function and expected signs
of coefficients are

E = f{USC, USP, HKP, D1, D3)
+ + - ++

The only expected sign worthy of comment is that for HKP. The
negative sign for HKP is based on the assumption that the US
demand for Hong Kong exports is elastic.

This equation was estimated in log linear form with and without
the dummy variables and the results appear in Table 4. With one
exception, all coefficients are significant at the 95 percent confi-
dence level and have expected signs. The significant positive sign
for D3 shows that occasional preferential treatment is associated
with higher Hong Kong exports. The coefficient of D1, however, is

'The six product categories used in the regression are slightly different from those
used in Unweighted Mean Shares calculation. This purely is due to data complications of
some product categories.

?The dummy variable apphes to Xi (i =1, 3) if in any year export of that particular
product falls within the Xi category. For example, in 1981, aggregate export of Electrical
Equipment fell on X2 and X3 categories, then the entries of dummy variale would be
0, 1, 1 respectively for D1, D2 (constant) and D3.
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TABLE 4
ORDINARY LEAST SQUARES REGRESSION RESULTS FOR HONG KONG EXPORTS OF SIX
PropuUCT CATEGORIES TO THE UNITED STATES, 1981-88

Estimated coefficients

Independent variables

(t-statistics)

—21.14

Constant (—3.01)
UscC 1.19 1.23
(4.90) (5.36)
use 4.04 4.91
(2.34) (3.21)
HKP —1.28 —1.79
(—1.76) (—2.37)
D1 —0.55
(—1.68)
D2 —23.33
(Constant) (—3.78)
D3 0.47
(2.37)
R*? 0.51 0.62
D.W. 1.80 1.67
Heteroscedasticity 8.74 2.70

Source: See text.

not significantly different from zero. Reverse causation may be an
explanation for the D1 result in that products are not excluded
from the GSP treatment unless they have achieved a large relative
or absolute share of the US import market in the previous year.

IV. GSP Graduation in 1989

The above results concerning the ineffectiveness of the GSP for
products subject to exclusions from preferential treatment suggest
that the impact of graduation would be evident only among those
products receiving continuous preferential treatment under the
GSP.

Table 1 shows that Hong Kong exports to the world grew between
1988 and 1989, while those to the US fell. Exports of products
covered by the GSP fell proportionally more than total exports to
the US. In fact, almost three-quarters of the fall in total exports
between 1988 and 1989 consisted of reduced exports of covered
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products. In comparison, in 1988 covered exports only accounted for
41 percent of total exports to the US.

There are problems associated with attribution of aggregate
changes to GSP graduation. The changes could be due to unrelated
shifts in product mix, particularly since only 44 percent of covered
exports actually received GSP treatment in 1988. Moreover, data
have been obtained for only one post-graduation year. The influence
of these problems is apparent in Table 5 where major covered pro-
ducts consistently excluded from GSP treatment (Group 1) are com-
pared with major products continuously receiving preferential treat-
ment through 1988 (Group 2). The only data obtained thus far for
the groups are for Hong Kong exports, so the percentage changes in
the exports are compared.

If graduation had a negative impact, then the percentage change in
Group 2 exports should be more than the percentage change in
Group 1 exports. Table 5 illustrates both the percentage change and
the t-statistics for the period 1985-89. When GSP graduation was
effective in 1989, the percentage change calculations show the re-
verse is the case. However, the r-statistics of the differences in the
mean percentage changes are significant. This is also true for com-
parisons using other base years, such as 1985.

The drawback associated with comparisons of percentage changes
is that such comparisons ignore conditions of export markets and
changing industrial structure in Hong Kong. There is the possibility,
for instance, that US consumption was growing more slowly for
Group 1 than for Group 2. In the absence of 1989 data on Hong
Kong shares of US import markets, however, this study can only
address this problem by observing the US share of Hong Kong
exports. In Table 6, it can be seen that the percentage of Hong
Kong’'s total shipments in Group 1 headed to the US has been in
decline since 1985. Thus, the poor performance of Group 1 is prob-

ably due to factors other than annual product exclusions from the
GSP.

V. Major Factors Affecting Hong Kong’s International Competi-
tive Status

In the last section, we show that GSP graduation is not the main
factor affecting Hong Kong's competitive export status, instead
labor shortage, high labor cost, high land prices and political uncer-



SEQUL JOUKNAL OF ECONOMICS

182

"pa1opisuod aye sdnoid ayj uoomiaq sadueliea [enbaun Yy §i Je[IWIS Jde SINSAL Y], ‘Z

‘%01 e jueoyudis 1} ‘gc je jueoyudis 1, ] PN
‘g 3[qe], 99g :90IN0g

BT 88°0— 88T — SL0— L8°0— 66T 61— (Soushels—y

6861 8861 1861 9861 G861 68-6861 88-G861 RLLPN

99°0 88'69 08'8.¢ 82'63 ¥1'9s adeaany
608 16¢c— or'eee SV'E9— 69°cE sau ‘orysejd Jo Jaqqna jo saNISLIq ysnig
SLT— JA R Al 90°'6S— 1811 ¢1'8S— ‘sjieq [ood 3 piel[[lq ‘o[[aredeyg
£6 ¥5'89— 1€°8€2 GG'¢6— 6£°097 Jo[ sdiys o} sireq
66— 09°2. 11°CSY T 21— 9, 08— sjaed ® sjuswnaisul ‘snjededde diayisseuy
68 LLELL 199.— 96'1— 18'¥8— 210w aseq Jo sded 3[3j0q B SHH0D uUMOI)
LLe— 0¢'L1— 10— S0°€9 98’16 S95BD R S}00q I[PIdON
£t 186G 8EVE— S6¥el 98’9 sdsex B softg
L'lS— G08S—  8LL9¢ STI6—  8EWVI I9pulj£o jou ‘[ejow aseq ‘SYDO[ jaulqe))
20 °8'¢8— 1v'e9— 81°50¢ £9°6€— Sau ‘saqnj ‘spold sse[n)
£9¢ 15°08— 88 ¥S91 16'16— 6¥'88 039 ‘sjuted sISnay

Z dnouax)

Tve— €8¢ — rve— SE0T— S6C— ageqony
86— 1261 9, 0— 0€°89 G TV — sasse[gako Jo syred g sSununow ‘sawedy
9y — 9¢°L6— 9828 — LTV — 69°€e juowdinba 7 sjas suoyda[a |,
£81— 1e8y— 06°LG— 1L2¢— ¢S'6C— sfoy pagyms % s|oq
6Y 19¥%1— 01'8— 18'G1— 0¥'22 Sou ‘yuawurope [euostad Jayjo ® Aljamal ‘sjopedeiq saydjem Jo sjied
y'ee— ov9— ST1— 199— LG8°%1 sired x® juswdinbs uoEIIUNWWODA[R} ‘SA[ONIIR [BILIIOA[H
91r— G6'GE— 01’9 90 vZ— [ YA G saoueijdde pjoyasnoy [eoL13I3H
6861 8861 1861 9861 G861 1 dnoxy

68-8861 ‘S[) AHL OL SLYOAXH ONOM ONOH 40 AONVHD FOVINADUAJ

G A14V],



183

EXPORT PERFORMANCE

“uonedyisse[d (13Ip-g) dnoad HI[S J9pun padnosd saem saindy jdodxi ‘plaom 2y} 03 sprodxe Suoy] Suoy
1810} = g ‘g[] 03 Hodxa Buoy Buol [B103 = } ‘swayl JSO = ? s19ym ‘00T-('g/'V) ‘B[NULIOY 9y} WOIJ PIALIIP dae Inglf 94 ] 910N

(166T) YoMy Ppue I'T :904n0g

808 9'€s 9'vS 8'6S v'6s sau ‘spood [eond(y
£°9¢ ra 4 LLy L'€S 196 spoog Funuods ® sowed ‘sfo]
L'Se FAS Voy LSy g1s SoaeM SYIWSIAA[IS B -p[of ‘AIjamap
0°0¢ 6°¢E L'ee £ve 'ty SYOO[0 R saydep
6'v¢ L'6€ oLy rAY 462 sau ‘snjededde R L1suryoew [BOLIIOA[H]
0°€e £'8¢ A4 99¢ [SWAY siaed ¥ juowdinbe suorjedstunwwoeds(d |,
Ve rAl117 125 6°29 229 sau ‘quawdinba [eoLI}Od[3-UOU B [ed11309(a ‘ad43 ployasnoy
6861 8861 L861 9861 G861 jonpotd

S YHL OL SLY0dXH ONOY ONOH J0 STUVHS LINUVIY

9 418V],



184 SEOUL JOURNAL OF ECONOMICS

TABLE 7
Topr EicHT FACTORS AFFECTING HONG KONG EXPORT'S PERFORMANCE

. Labor shortage (

. High wages (64
. High land price (

. Static technology (
. High labor turn over rate (
. Political uncertainty (
. Strict government policy (
. Insufficient quota (

N U W~

Source: FFederation of Hong Kong Industries (1990).
Note: 1. Number 1n the bracket 1s the counts.

tainty are the main factors. Rising economic ties with China has
accelerated the transformation of the Hong Kong economy from one
which is manufacturing-oriented into a services-oriented economy.
Labor demand by the service sector has pushed up the wage rate
further. With high wage rate and labor shortage, Hong Kong export
suffered. Hong Kong manufacturers are forced to move their indust-
rial base out of Hong Kong to maintain their competitive status in
the international market. A recent report by the Federation of
Hong Kong Industries (1990) shows that Hong Kong manufacturers
have increased their investments to the Southeast Asian Countries,
mainly to China, so as to make use of their cheap labor force and
maintain their export competitiveness. Table 7 reproduces the top
eight factors in the Federation report which imposed serious
threats to Hong Kong's export competitiveness: Trade tariff or GSP
graduation does not appear in these factors. One can conclude that
GSP graduation is not the prime factor affecting our exports or for
firms in Hong Kong decide to make offshore investment.

V1. Conclusion

This study has attempted to assess the impact of GSP graduation
and earlier product exclusions from the GSP on the basis of recent
data. The analysis had to overcome a number of problems, not the
least of which was the change in classification of US import data
with the adoption of the new Harmonized Tariff System. Several
estimates have been made using SITC data which closely matched
the GSP-covered items.
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Because there is no one perfect method to make ex post estimates
of the effects of policies such as the GSP, this study employed
several different approaches. Mean market share changes for pro-
ducts subject to competitive need exclusions were compared with
corresponding means for products receiving continuous preferential
treatment prior to graduation. The differences in these means re-
flected the adverse impact of product exclusions, but few differ-
ences were statistically significant.

Regression analysis of Hong Kong exports to the US improved
the results slightly by accounting for changes in US consumption,
and US and Hong Kong prices. Dummy variables for GSP treatment
suggested that occasional preferential treatment had a positive im-
pact on Hong Kong exports to the US, while continuous exclusions
had a negative impact. The positive impact of continuous preferen-
tial treatment, however, was not significant.

An examination of aggregate data reveals that most of the drop in
‘Hong Kong exports to the US in 1989 consisted of GSP-covered
products. Statistical comparisons between the rates of change in
Hong Kong exports to the US before and after graduation show that
products receiving continuous GSP treatment before did not suffer
in 1989 relative to products which had been excluded from prefer-
ences. Closer examination of the latter products revealed that the
share of these Hong Kong products purchased by the US had been
in decline long before GSP graduation. Therefore, they make a poor
control group for estimating the effects of graduation.

Given the limitations of the data and methods employed here, this
study has found only weak evidence of an adverse impact from GSP
graduation. Even if a strong negative effect had been found, how-
ever, it would have applied to only the small fraction of Hong Kong
exports which actually received preferential treatment. Overall,
GSP graduation will have minor effects on Hong Kong's export
performance in comparison to factors such as relative production
costs and exchange rates.
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