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1. INTRODUCTION

I N the context of international finance, ‘contagion’ has come to be referred to
as the simultaneous occurrence of currency crises in two or more economies.

It may be more formally defined as a situation where a currency crisis in one
economy leads to a jump to a ‘bad’ equilibrium in a neighbouring economy
(Masson, 1998).1 By ‘currency crisis’ we mean an actual break of an exchange
rate peg and concomitant currency depreciation, or speculative pressure that may
not necessarily lead to an exchange rate depreciation, but does lead to a depletion
of foreign exchange reserves or an interest rate hike, with consequent adverse
effects on economic growth.

While contagion could take on aglobal dimension,2 there is a growing body of
literature confirming itsregionaldimension. For instance, in a recent study using
a sample of 20 countries covering the periods of the 1982 Mexican debt crisis, the
1994–95 Tequila crisis and the 1997–98 East Asian crisis, De Gregario and
Valdes (1999) found contagion to be directly dependent on geographical horizon.
Using a panel of annual data for 19 developing economies for the period 1977–
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93, Kruegeret al. (1998)concludedthat a currencycrisis in a regionaleconomy
raisesthe probability of a speculativeattackon the domesticcurrencyby about
8.5 per centpoints.3

In the caseof EastAsia, while the initial stageof the crisis (July to August
1997)occurredasthedevaluationof theThaibahtspreadto theweakerSoutheast
Asianeconomiesof Indonesia,PhilippinesandMalaysia,thesecondstageof the
crisis (Octoberto December1997) impactedthe higher incomeeconomies,viz.
Taiwan, South Korea and the ‘twin cities’ of Hong Kong and Singapore.
Notwithstanding someconcernsabout longer-termgrowth sustainabilitydue to
low total factor productivity growth, especiallyin Singapore(Krugman,1994;
andYoung,1995),it wasgenerallyacknowledgedthat thesetwo economieshad
among the strongestmacroeconomicfundamentalsand most robust financial
systemsin the region,andemergingeconomiesasa whole. Yet they did suffer
from the regionalcrisis.

TheSingaporedollar depreciatedby about15percentrelativeto theUSdollar
betweenJuly 1997andMarch 1999,reversinga persistentlyappreciatingtrend
over the periodprior to the crisis (Figure1). While Hong Kong’s exchangerate
remainedconstantrelative to the US dollar, beingpeggedvia a currencyboard
arrangement,this wasonly managedby a sharphike in interestratesto counter
periodsof intensespeculativeattacks(Figure2). Theinevitableresultwasa deep
recession,with Hong Kong’s overall GDP declining by five per cent in 1998
comparedto anaverageannualgrowthof aboutfive percentduringthefirst half
of the 1990s.In Singapore’scase,while timely albeit draconiangovernment
policieshelpedcushionthe negativeshockof the regionalcrisis (Ngiam,2000),
growth did neverthelessstagnatein 1998 (0.4 per cent),a sharpcontrastto the
annualaveragegrowth of nine per cent in the first half of the 1990s(Table1).

A distinctionneedsto bemadebetweentransmissionchannelsthatarerelated
to investor sentimentor psychology (termed ‘pure contagion’) and linkages
between economiesthat are measurable/observable ex-ante (referred to as
‘spillovers’ or ‘fundamentals-basedcontagion’).4 Recognisingthat both Hong
KongandSingaporearesmallandopeneconomiesandareimportantregionalre-
exportcentreswith strongregionaltrade(andinvestment)links,5 our focusin this
paper is on trade spillovers, i.e. fundamental-basedcontagion through trade
linkages.Indeed,both economiessufferedsharpdeclinesin export revenues(in

3 Other recentempirical studiesconfirming this regional dimensionof currencycrises include
Calvo andReinhart(1996),FrankelandSchmukler(1996)andGlick andRose(1999).Kaminsky
andReinhart(2000)find that vulnerability to contagionis highly ‘nonlinear’, with the probability
of a domesticcrisis rising sharplyif a groupof economiesin the regionarealreadyin crisis.
4 A third category,‘commonexternalshocks’or ‘monsoonaleffects’,refersto all thosefactorsthat
impactall regionaleconomies(Masson,1998).A numberof externalshockshavebeensuggestedin
the caseof the EastAsian crisis (Whitt, 1999).
5 SingaporeandHong Kong havethe highesttradeto GDP ratios in the world, leadingKrugman
(1995)to refer to themas‘super traders’.
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US dollar terms)in 1998 (Table 2). The emphasison the tradechannelis also
consistentwith Glick andRose(1999)who havenotedthat:

trade is an important channelfor contagion,aboveand beyondmacroeconomicinfluences.
Countrieswho tradeandcompetewith the targetof speculativeattacksarethemselveslikely to
be attacked. . . This linkageis intuitive, statisticallyrobust,andimportantin understandingthe
regionalnatureof speculativeattacks(pp. 604–5).6

TABLE 1
Hong Kong andSingapore:Major Macroeconomicindicators

AnnualAverage 1996 1997 1998 1999
1990–95

Hong Kong
RealGDP growth 4.9 4.5 5.0 ÿ5.1 3.0
Inflation rate 9.1 6.3 5.8 2.8 ÿ4.0
Fiscalbalance 1,618 n.a. n.a. n.a. n.a.
Currenta/c balance(US $ mn.) n.a. n.a. n.a. 2,901 9,281
Investmentratioa 29.6 32.1 n.a. n.a. n.a.
Savingsrate 33.7 31.1 n.a. n.a. n.a.
Export growth (%) 15.57 4.03 4.04 ÿ7.48 ÿ0.06
Import growth (%) 17.86 3.01 5.07 ÿ11.55 ÿ2.71
Tradeto GDP ratio 2.39 2.46 2.32 2.19 2.23
Domesticexportsto GDP ratio 0.29 0.18 0.16 0.15 0
Unemploymentrate 2.0 2.8 2.2 4.7 n.a.
Externaldebt to exports n.a. n.a. n.a. n.a. n.a.
Reservesto imports 7.3 5.6 5.9 7.5 18.2
Exchangerate (HK $ /US $) 7.752 7.730 7.740 7.750 7.760

Singapore
RealGDP growth 9.0 8 8.4 0 5
Inflation rate 2.7 1.4 2.0 ÿ0.3 0.0
Fiscalbalance(S$ mn.) 10,930 18,868 13,612 23,163 14,577
Currenta/c balance(US$ mn.) 7,327 13,898 16,912 21,025 21,254
Investmentratioa 35.5 36.8 39.3 32.8 32.8
Savingsratea 48.4 50.1 52.2 52.4 51.7
Export growth (%) 10.6 5.2 5.3 ÿ1.0 5.8
Import growth 11.7 5.0 6.2 ÿ13.6 10.8
Tradeto GDP ratio 2.88 2.81 2.72 2.55 2.66
Domesticexportsto GDP ratio 0.86 0.80 0.77 0.76 0.81
Unemploymentrate 2.4 3.0 2 3 n.a.
Externaldebt to exports n.a. n.a. n.a. n.a. n.a.
Reservesto imports 52.5 58.2 60.8 73.4 68.3
Exchangerate (S $ /US $) 1.62 1.41 1.48 1.67 1.69

Note:
aAs a percentageof GDP.

Source: InternationalMonetaryFund,International Financial StatisticsYearbook(variousissues).Department
of Statistics,Republicof Singapore, Yearbookof Statistics(variousissues).

6 Also seevan Rijckeghemand Weder(1999). In a pioneeringstudy,Eichengreenet al. (1996)
emphasisedthis channelfor industrialcountries.
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FIGURE 1
Singapore:Nominal ExchangeRateandInterestRate

FIGURE 2
Hong Kong: Nominal ExchangeRateandInterestRate
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Tradespilloverscouldeitherbedueto ‘complementarity’or ‘competitiveness’
in export product structuresbetweenregional economies.With regard to the
former (‘direct channel’), there may exist extensive intraregional trade and
investment linkages which could lead to contagion due to trade comple-
mentarities.For instance,on the onehand,currencydevaluationin an emerging
economy is often accompaniedby a sharp economic downturn, thereby
compressingimports (seeBird and Rajan,2001, and referencescited within).
This reducesexportsof its trading partners,consequentlyleading to ‘demand-
driven’ tradespillovers.On the otherhand,theremay be extensiveandgrowing
trade,investmentandotherintraregionalinterdependenciesleadingto contagion
due to tradecomplementarities that are ‘supply-driven’, i.e. ‘indirect channel’.
For instance,it is commonlynotedthatJapaneseforeigndirect investment(FDI)
hasdevelopedanintricatedivisionof labourbasedonbothhorizontalandvertical

TABLE 2
Changesin EastAsian Exports1971–1998(in %)

1971–80 1981–90 1991–95 1996–98 1995 1996 1997 1998

Dollar revenues
Hong Kong 22.2 15.2 15.7 0.2 14.0 5.3 3.3 ÿ7.9
Indonesia 39.6 2.1 12.3 2.9 14.3 10.4 2.4 ÿ4.1
Korea 34.2 14.1 15.2 2.2 31.6 4.0 7.5 ÿ5.0
Malaysia 25.3 9.5 20.7 0.6 25.8 9.6 1.6 ÿ9.3
Philippines 19.6 5.2 17.4 3.0 24.3 15.5 9.1 ÿ15.7
Singapore 30.1 12.1 16.7 ÿ4.1 22.6 5.2 0.2 ÿ17.6
Thailand 22.9 14.9 19.3 ÿ1.9 25.3 1.5 1.6 ÿ8.9

Real volumes
Hong Kong 9.7 3.6 13.4 2.0 11.0 5.5 5.1 ÿ4.6
Indonesia 9.5 1.5 11.1 6.2
Korea 21.4 11.2 14.9 16.6
Malaysia 8.1 11.0 15.5 6.7
Philippines 10.3 4.0 9.5 12.6
Singapore 16.1 11.3 13.1 2.4
Thailand 9.9 14.1 14.3 2.9

Dollar prices
Hong Kong 11.5 1.3 2.1 ÿ1.8
Indonesia 27.5 1.3 1.2 ÿ3.1
Korea 10.8 2.5 0.1 ÿ10.2
Malaysia 15.2 ÿ1.5 4.6 ÿ5.7
Philippines 9.6 1.4 7.2 ÿ8.6
Singapore 7.8 0.6 3.2 ÿ2.4
Thailand 12.4 0.5 4.4 ÿ4.6

Note:
Datareferto nationalincomeaccountexportsof goodsandnon-factor services.Philippinesdatafor 1996–98are
for goodsonly.

Source: World Bank (2000).
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differentiationin EastAsia (Kawai andUrata,1998).This in turn hasstimulated
intraregionaltradewhich hasconstitutedroughly two-fifths of the regions’ total
trade,with partsand componentsplaying a particularly important role in such
transactions(World Bank,2000).

In contrastto the complementary-inducedchannels,eveneconomiesthat do
not havestrongtradeandinvestmentlinkageswith the crisis-hit economiesmay
still be indirectly impactedif their exportsto third marketsoverlapsignificantly.
In otherwords,currencydevaluationin oneeconomymayprovokedevaluationin
a trade competitor (i.e. another economy with similar export structures/
comparativeadvantage)that suddenlyfinds itself in a competitivedisadvantage
(GerlachandSmets,1995;Huh andKasa,1997;andCorsettiet al., 1999).

The aim of this paperis to establishthe intensityof tradeandreal investment
linkages between the crisis-affected economies, viz. Indonesia, Malaysia,
Thailand, the Philippines and Korea (henceforth referred to as the Asia-5
economies)to HongKong andSingapore,aswell asto ascertainthe importance
of tradespilloversin spreadingthe regionaldownturnto the twin cities.

Thelayoutof theremainderof this paperis asfollows. Section2 focuseson
tradecomplementarities,examiningpatternsof HongKong’s andSingapore’s
tradeandreal investmentlinkageswith the Asia-5economies.Section3 turns
its attentionto the natureof competitiveness-driventrade spillover channel,
investigatingthe degreeof similarity of comparativeadvantageand export
structuresof the regionaleconomies.Having outlinedthe natureof direct and
indirect channelsof tradelinkages,Section4 quantifiesthe economicimpacts
of the economicslowdown in the Asia-5 economieson Hong Kong’s and
Singapore’s GDPs. The final section provides a summary by way of
concluding. An Appendix describesthe direct trade effect index used in
Section4.

2. CHANNELS OF TRADE COMPLEMENTARITY

a. Data Preliminaries

SinceHong Kong andSingaporeareboth engagedin a significantamountof
entrêpot trade,a distinctionneedsto bemadebetween‘re-exports’and‘domestic
exports’.7 If thecommodityis produced,processed,transformedor assembledin
the country, it is referredto asdomesticexports.However,if the commodityis
exportedfrom thecountryin thesameform asit hasbeenimported,i.e.with little
or no transformation (i.e. negligiblevalue-added),it is referredto asre-exports.

7 In 1999, the shareof re-exportsin Hong Kong’s total exportswas 87 per cent, while that of
Singaporewas40 per cent.
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Failure to clearly distinguishbetweenthesetwo componentsof exportscould
potentiallydistort aggregatetradefigures.

Trading partnersof entrêpot economiesthat have a high shareof domestic
exportsin total exportstend to report relatively consistentdataat the bilateral
level (i.e. within themark-uplevel of 10 percentbetweenimportsreportedc.i.f.
andexportsreportedf.o.b.). The potentialfor discrepancieslies morewith other
tradingpartnersthatengagein high levelsof re-exporttransactions.This is so,as
thereis oftena differencein assigningthesere-exportsby the importing country
as coming from the country of origin, which is not the original country from
where the goodsare exported,especiallywhen they are trans-shippedthrough
anothercountry.For instance,bilateraltradebalancesreportedby Singaporewith
someof its trading partnersare of completelydifferent signs than what inter-
nationally consistentdatasourceswould suggest.More specifically, Singapore
data consistentlyshow it to have fairly large trade surpluseswith its trading
partners,mainly dueto inclusionof its re-exports,unlike tradedataavailablevia
multilateral sources,which consideronly exportswith value-added(Sen,2000).
Broadly similar problemsarisewith Hong Kong’s tradedata,given the large-
scaletransit tradewith MainlandChina(Feenstraet al., 1998).

Nonetheless,since conventionalinternationally comparabledata sourcesof
bilateral tradedata,suchas the Direction of Trade Statisticspublishedby the
IMF, donotdistinguishbetweenre-exportsanddomesticexports,wherepossible,
we havehadto makeuseof datapublishedby theSingaporeTradeDevelopment
Board’sTradeStatisticsandtheCensusandStatisticsDepartmentof HongKong
in its AnnualReviewof HongKongExternalTradealongwith internationaldata
sources.8 While we would ideally like to examineboth tradein goodsaswell as
services,severedatalimitations on servicestradelimit the focusto merchandise
trade.

b. TradeLinkages

Tables3 and4 respectivelyconveyinformationon the trendsin HongKong’s
and Singapore’sbilateral trade with the Asia-5 economies.There are several
pointsworth noting.

Almost 80 per cent or more of Hong Kong’s total exports to the Asia-5
economiesconsistedof re-exportsin 1999, while the correspondingfigure for
Singaporehas hoveredbetween40 and 50 per cent. Trends in Hong Kong’s
exportsarethereforealmostentirely reflectiveof the trendsin re-exports,which
includegoodsbeingtrans-shippedfrom ChinaandTaiwanthroughHong Kong.
Importantly, while thesharesof re-exportsin HongKong’s total exportsto each

8 Our analysisdoesnot includeSingapore’stradewith Indonesia,asthe former haschosennot to
publish its bilateral tradestatisticswith Indonesiasince1963.
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TABLE 3
Trendsin Hong Kong’s Tradewith SingaporeandOtherCrisis Affected Countries(1991–99)(US $ million)

Malaysia
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 1,269 1.27 292 0.98 418 0.61 711 0.72 58.87
1992 1,657 30.6 1.34 323 10.5 1.07 509 21.8 0.57 832 17.1 0.70 61.20
1993 2,050 23.7 1.48 332 2.8 1.15 569 11.7 0.53 901 8.3 0.67 63.15
1994 2,607 27.2 1.61 364 9.6 1.27 792 39.1 0.63 1,156 28.2 0.75 68.50
1995 3,723 42.8 1.93 335 ÿ8.0 1.12 1,212 53.1 0.84 1,547 33.8 0.89 78.35
1996 4,395 18.1 2.21 323 ÿ3.4 1.18 1,370 13.1 0.89 1,694 9.5 0.94 80.90
1997 4,909 11.7 2.35 347 7.1 1.27 1,374 0.3 0.85 1,721 1.6 0.91 79.86
1998 4,193 ÿ14.6 2.27 235 ÿ32.2 0.97 1,128 ÿ17.9 0.75 1,363 ÿ20.8 0.78 82.75
1999 3,868 ÿ7.8 2.15 251 6.6 1.14 1,165 3.3 0.77 1,416 3.9 0.81 82.29

Indonesia
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 700 0.70 131 0.44 574 0.83 705 0.72 81.43
1992 853 21.9 0.69 137 4.6 0.45 597 4.0 0.67 734 4.1 0.61 81.35
1993 920 7.9 0.66 168 22.7 0.58 677 13.3 0.64 845 15.1 0.62 80.11
1994 1,265 37.4 0.78 162 ÿ3.5 0.56 758 12.1 0.60 921 9.0 0.59 82.39
1995 1,633 29.1 0.85 206 27.2 0.69 856 12.8 0.60 1,062 15.3 0.61 80.58
1996 1,631 ÿ0.1 0.82 202 ÿ2.2 0.73 805 ÿ6.0 0.52 1,006 ÿ5.2 0.56 79.97
1997 1,669 2.4 0.80 153 ÿ23.9 0.56 764 ÿ5.1 0.48 917 ÿ8.9 0.49 83.27
1998 1,812 8.5 0.98 87 ÿ43.1 0.36 433 ÿ43.3 0.29 521 ÿ43.2 0.30 83.24
1999 1,533 ÿ15.4 0.85 89 1.8 0.40 684 57.9 0.45 773 48.5 0.44 88.51
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Thailand
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 1,323 1.32 270 0.91 803 1.17 1,073 1.09 74.83
1992 1,526 15.3 1.24 288 6.6 0.95 771 ÿ4.0 0.86 1,059 ÿ1.4 0.89 72.81
1993 1,682 10.3 1.21 264 ÿ8.1 0.92 756 ÿ1.9 0.71 1,021 ÿ3.6 0.75 74.09
1994 2,225 32.2 1.37 327 23.5 1.14 964 27.5 0.76 1,291 26.4 0.83 74.70
1995 2,728 22.6 1.42 346 6.0 1.16 1,269 31.7 0.88 1,615 25.2 0.93 78.58
1996 3,070 12.6 1.55 334 ÿ3.5 1.22 1,475 16.2 0.96 1,809 12.0 1.00 81.53
1997 3,367 9.7 1.61 280 ÿ16.1 1.03 1,587 7.6 0.99 1,867 3.2 0.99 85.00
1998 2,871 ÿ14.8 1.56 206 ÿ26.4 0.85 1,266 ÿ20.2 0.85 1,473 ÿ21.1 0.85 85.99
1999 2,939 2.4 1.64 173 ÿ16.3 0.79 1,382 9.1 0.91 1,555 5.6 0.89 88.89

Philippines
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 383 0.38 278 0.93 638 0.93 916 0.93 69.68
1992 447 16.7 0.36 307 10.6 1.02 801 25.5 0.90 1,108 20.9 0.93 72.28
1993 518 15.9 0.37 293 ÿ4.7 1.02 1,043 30.3 0.98 1,336 20.6 0.99 78.10
1994 607 17.3 0.38 377 28.7 1.31 1,491 42.9 1.18 1,868 39.8 1.21 79.83
1995 862 41.9 0.45 377 0.1 1.26 1,632 9.4 1.13 2,009 7.6 1.16 81.23
1996 952 10.4 0.48 331 ÿ12.3 1.21 1,819 11.5 1.19 2,150 7.0 1.19 84.61
1997 1,268 33.2 0.61 354 6.9 1.30 1,855 2.0 1.15 2,209 2.7 1.17 83.98
1998 1,323 4.4 0.72 257 ÿ27.3 1.06 1,431 ÿ22.9 0.96 1,688 ÿ23.6 0.97 84.77
1999 1,586 19.9 0.88 286 11.3 1.30 1,454 1.6 0.96 1,740 3.1 1.00 83.55
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TABLE 3 (Continued)

Korea
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 4,497 4.49 228 0.77 1,883 2.74 2,110 2.14 89.22
1992 5,704 26.8 4.62 183 ÿ19.7 0.60 1,755 ÿ6.8 1.97 1,938 ÿ8.2 1.62 90.57
1993 6,234 9.3 4.50 253 38.5 0.88 2,009 14.4 1.89 2,262 16.7 1.67 88.81
1994 7,447 19.5 4.60 273 8.0 0.95 2,133 6.2 1.69 2,406 6.4 1.55 88.65
1995 9,471 27.2 4.91 310 13.4 1.03 2,494 16.9 1.73 2,804 16.5 1.61 88.95
1996 9,478 0.1 4.77 337 8.9 1.23 2,598 4.2 1.69 2,935 4.7 1.62 88.51
1997 9,458 ÿ0.2 4.53 302 ÿ10.4 1.11 2,494 ÿ4.0 1.55 2,797 ÿ4.7 1.49 89.19
1998 8,887 ÿ6.0 4.82 202 ÿ33.3 0.83 1,580 ÿ36.6 1.06 1,782 ÿ36.3 1.02 88.68
1999 8,434 ÿ5.1 4.70 193 ÿ4.2 0.88 2,551 61.4 1.68 2,745 54.0 1.58 92.96

Singapore
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Hong Hong Hong Hong Re-exports
Kong Kong Kong Kong in Total
Total Total Total Total Exports

1991 4,057 4.05 1,132 3.81 1,556 2.26 2,688 2.73 57.90
1992 5,050 24.5 4.09 1,338 18.3 4.43 1,791 15.1 2.01 3,130 16.4 2.62 57.24
1993 6,184 22.5 4.46 1,466 9.6 5.09 2,216 23.7 2.08 3,683 17.7 2.72 60.18
1994 8,018 29.7 4.95 1,582 7.9 5.50 2,633 18.8 2.09 4,214 14.4 2.72 62.47
1995 10,086 25.8 5.23 1,582 0.0 5.28 3,362 27.7 2.34 4,944 17.3 2.85 68.01
1996 10,537 4.5 5.31 1,294 ÿ18.2 4.72 3,670 9.2 2.39 4,965 0.4 2.75 73.93
1997 10,228 ÿ2.9 4.90 1,085 ÿ16.1 3.98 3,795 3.4 2.36 4,881 ÿ1.7 2.60 77.76
1998 7,935 ÿ22.4 4.30 659 ÿ39.3 2.71 3,308 ÿ12.8 2.21 3,967 ÿ18.7 2.28 83.39
1999 7,736 ÿ2.5 4.30 475 ÿ28.0 2.2 3,701 11.9 2.40 4,176 5.3 2.40 88.60
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Hong Kong,Total
Imports DomesticExports Re-exports Exports

Amount Gr. Combined Amount Gr. Combined Amount Gr. Combined Amount Gr. Combined Shareof
Sharein Sharein Sharein Sharein Re-exports
Hong Hong Hong Hong in Total
Kong Kong Kong Kong Exports
Total Total Total Total

1991 100,240 12.20 29,731 7.84 68,824 8.53 98,555 8.32 69.83
1992 123,414 23.1 12.35 30,246 1.7 8.52 89,248 29.7 6.97 119,494 21.2 7.37 74.69
1993 138,658 12.4 12.68 28,831 ÿ4.7 9.63 106,420 19.2 6.83 135,252 13.2 7.43 78.68
1994 161,833 16.7 13.70 28,737 ÿ0.3 10.73 126,148 18.5 6.95 154,885 14.5 7.65 81.45
1995 192,755 19.1 14.79 29,946 4.2 10.54 143,807 14.0 7.53 173,753 12.2 8.05 82.77
1996 198,543 3.0 15.14 27,431 ÿ8.4 10.29 153,313 6.6 7.66 180,744 4.0 8.05 84.82
1997 208,612 5.1 14.81 27,307 ÿ0.5 9.24 160,750 4.9 7.38 188,056 4.0 7.65 85.48
1998 184,510 ÿ11.6 14.64 24,331 ÿ10.9 6.77 149,664 ÿ6.9 6.11 173,995 ÿ7.5 6.20 86.02
1999 179,520 ÿ2.7 14.54 21,990 ÿ9.6 6.67 151,895 1.5 7.20 173,885 ÿ0.1 7.13 87.35

Notes:
Gr: IndicatesGrowth over the previousyear. CombinedSharerefersto total shares of the crisis-affected countries listed abovein Hong Kong’s total.

Source: CensusandStatisticsDepartment, Hong Kong,Annual Reviewof Hong Kong External Trade (various issues).
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TABLE 4
Trendsin Singapore’sTradewith Hong Kong andOtherCrisis-AffectedCountries(1991–99)(US $ million)

Malaysia
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Singa- Singa- Singa- Singa- Re-exports
pore’s pore’s pore’s pore’s in Total
Total Total Total Total Exports

1991 10,062 15.22 3,947 10.33 4,872 23.48 8,819 14.95 55.2
1992 10,612 5.5 14.71 3,820 ÿ3.2 9.38 4,115 ÿ15.5 18.11 7,934 ÿ10.0 12.51 51.9
1993 14,030 32.2 16.47 4,957 29.8 10.62 5,529 34.4 20.27 10,485 32.1 14.18 52.7
1994 16,760 19.5 16.37 8,792 77.4 15.17 10,252 85.4 26.64 19,044 81.6 19.74 53.8
1995 19,250 14.9 15.48 9,483 7.9 13.65 13,182 28.6 27.06 22,665 19.0 19.18 58.2
1996 19,721 2.4 15.02 9,432 ÿ0.5 12.84 13,080 ÿ0.8 25.38 22,512 ÿ0.7 18.01 58.1
1997 19,900 0.9 15.03 9,427 ÿ0.1 13.02 12,398 ÿ5.2 23.58 21,824 ÿ3.1 17.46 56.8
1998 15,686 ÿ21.2 15.45 7,553 ÿ19.9 11.93 9,177 ÿ26.0 19.73 16,730 ÿ23.3 15.24 54.9
1999 17,276 10.1 15.56 8,278 9.6 12.06 10,698 16.6 23.26 18,976 13.4 16.55 56.4

Thailand
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Singa- Singa- Singa- Singa- Re-exports
pore’s pore’s pore’s pore’s in Total
Total Total Total Total Exports

1991 2,101 3.18 2,598 6.80 1,107 5.34 3,705 6.28 29.89
1992 2,680 27.6 3.71 2,555 ÿ1.7 6.27 1,400 26.4 6.16 3,955 6.7 6.23 35.39
1993 3,513 31.1 4.12 2,460 ÿ3.7 5.27 1,751 25.1 6.42 4,212 6.5 5.70 41.59
1994 4,891 39.2 4.78 2,694 9.5 4.65 2,665 52.2 6.92 5,359 27.3 5.56 49.73
1995 6,418 31.2 5.16 3,358 24.6 4.83 3,466 30.1 7.12 6,824 27.3 5.77 50.80
1996 7,175 11.8 5.46 3,235 ÿ3.7 4.40 3,862 11.4 7.49 7,096 4.0 5.68 54.42
1997 6,789 ÿ5.4 5.13 2,722 ÿ15.9 3.76 3,025 ÿ21.7 5.75 5,746 ÿ19.0 4.60 52.64
1998 4,851 ÿ28.5 4.78 2,112 ÿ22.4 3.34 2,093 ÿ30.8 4.50 4,205 ÿ26.8 3.83 49.78
1999 5,244 8.1 4.72 2,533 20.0 3.69 2,503 19.6 5.44 5,036 19.8 4.39 49.70
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Philippines
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Singa- Singa- Singa- Singa- Re-exports
pore’s pore’s pore’s pore’s in Total
Total Total Total Total Exports

1991 275 0.42 387 1.01 294 1.42 681 1.15 43.20
1992 317 15.4 0.44 403 4.3 0.99 405 37.8 1.78 808 18.8 1.27 50.11
1993 503 58.5 0.59 726 80.0 1.56 644 59.0 2.36 1,370 69.5 1.85 47.02
1994 781 55.2 0.76 838 15.4 1.45 740 14.9 1.92 1,578 15.2 1.64 46.91
1995 1,099 40.7 0.88 949 13.2 1.37 979 32.3 2.01 1,928 22.2 1.63 50.79
1996 1,390 26.5 1.06 1,082 14.0 1.47 1,215 24.1 2.36 2,296 19.1 1.84 52.90
1997 1,989 43.1 1.50 1,487 37.5 2.05 1,464 20.5 2.78 2,951 28.5 2.36 49.61
1998 2,391 20.2 2.36 1,202 ÿ19.2 1.90 1,260 ÿ14.0 2.71 2,462 ÿ16.6 2.24 51.17
1999 2,935 22.7 2.64 1,310 8.9 1.91 1,519 20.6 3.30 2,829 14.9 2.47 53.70

Korea
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Singa- Singa- Singa- Singa- Re-exports
pore’s pore’s pore’s pore’s in Total
Total Total Total Total Exports

1991 1,876 2.84 851 2.23 542 2.61 1,394 2.36 38.91
1992 2,375 26.6 3.29 848 ÿ0.4 2.08 579 6.7 2.55 1,427 2.4 2.25 40.56
1993 2,741 15.4 3.22 1,211 42.8 2.60 847 46.4 3.11 2,058 44.2 2.78 41.16
1994 3,919 43.0 3.83 1,316 8.6 2.27 1,218 43.8 3.17 2,534 23.1 2.63 48.08
1995 5,399 37.8 4.34 1,710 30.0 2.46 1,533 25.8 3.15 3,243 28.0 2.74 47.27
1996 4,512 ÿ16.4 3.44 2,141 25.2 2.91 1,655 8.0 3.21 3,796 17.1 3.04 43.60
1997 4,079 ÿ9.6 3.08 1,864 ÿ13.0 2.57 1,829 10.5 3.48 3,693 ÿ2.7 2.95 49.53
1998 3,040 ÿ25.5 2.99 1,207 ÿ35.2 1.91 1,357 ÿ25.8 2.92 2,564 ÿ30.6 2.34 52.92
1999 4,167 37.1 3.75 1,731 43.4 2.52 1,825 34.0 3.97 3,556 38.7 3.10 51.32
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TABLE 4 (Continued)

Hong Kong
Imports DomesticExports Re-exports Exports

Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Amount Gr. Sharein Shareof
Singa- Singa- Singa- Singa- Re-exports
pore’s pore’s pore’s pore’s in Total
Total Total Total Total Exports

1991 1,988 3.01 2,780 7.27 1,473 7.10 4,253 7.21 34.63
1992 2,202 10.8 3.05 3,178 14.3 7.80 1,783 21.1 7.85 4,961 16.6 7.82 35.94
1993 2,685 22.0 3.15 4,159 30.9 8.91 2,255 26.5 8.27 6,414 29.3 8.67 35.16
1994 3,461 28.9 3.38 5,136 23.5 8.86 3,253 44.2 8.45 8,389 30.8 8.70 38.78
1995 4,107 18.7 3.30 5,910 15.1 8.51 4,216 29.6 8.65 10,126 20.7 8.57 41.63
1996 4,200 2.3 3.20 6,764 14.5 9.21 4,361 3.4 8.46 11,125 9.9 8.90 39.20
1997 3,893 ÿ7.3 2.94 7,096 4.9 9.80 4,925 12.9 9.36 12,020 8.0 9.62 40.97
1998 2,844 ÿ27.0 2.80 5,210 ÿ26.6 8.23 4,003 ÿ18.7 8.61 9,212 ÿ23.4 8.39 43.45
1999 3,186 12.0 2.87 5,213 0.1 7.60 3,586 ÿ10.4 7.80 8,799 ÿ4.5 7.68 40.76

Singapore
Imports DomesticExports Re-exports Exports

Amount Gr. Combined Amount Gr. Combined Amount Gr. Combined Amount Gr. Combined Shareof
Sharein Sharein Sharein Sharein Re-exports
Singa- Singa- Singa- Singa- in Total
pore’s pore’s pore’s pore’s Exports
Total Total Total Total

1991 66,102 24.66 38,222 27.64 20,751 39.94 58,974 31.97 35.19
1992 72,150 9.1 25.21 40,723 6.5 26.53 22,722 9.5 36.45 63,446 7.6 30.08 35.81
1993 85,161 18.0 27.56 46,661 14.6 28.96 27,280 20.1 40.42 73,941 16.5 33.19 36.89
1994 102,391 20.2 29.12 57,962 24.2 32.39 38,492 41.1 47.10 96,453 30.4 38.26 39.91
1995 124,395 21.5 29.16 69,476 19.9 30.82 48,711 26.5 47.99 118,187 22.5 37.89 41.22
1996 131,332 5.6 28.17 73,465 5.7 30.84 51,547 5.8 46.90 125,012 5.8 37.46 41.23
1997 132,411 0.8 27.68 72,424 ÿ1.4 31.20 52,585 2.0 44.96 125,008 0.0 36.99 42.06
1998 101,496 ÿ23.3 28.39 63,287 ÿ12.6 27.31 46,513 ÿ11.5 38.46 109,801 ÿ12.2 32.03 42.36
1999 110,998 9.4 29.56 68,628 8.4 27.78 45,997 ÿ1.1 43.77 114,625 4.4 34.19 40.13

Notes:Singapore’s TDB dataexcludestradewith Indonesia.Combined Shares refersto the share of the above crisis-affectedcountriesin Singapore’s total.
Gr: Indicates growth rateover previousyear.

Source: Singapore TradeDevelopmentBoard, Singapore Trade Statistics (various issues).
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of the Asia-5 economieshaveeitherbeenmoreor lessconstantor declined,the
sharesof re-exports in Singapore’stotal exports to the region have been
increasingover time.

Exceptfor Korea,the sharesof the Asia-5 economiesin Hong Kong’s total
exportswereonly aboutoneper cent eachand lessthan two per centeachin
the caseof imports. The combinedshareof all the Asia-5 economiesplus
Singaporein Hong Kong’s total exportswasonly slightly over sevenper cent,
while that for importswasaboutdoublethat.Thesefiguresrespectivelydropto
lessthan five per centandslightly over ten per cent if Singaporeis excluded.
ThusHongKong’s tradewith theAsia-5economiesis quite low in comparison
to Hong Kong’s overall international trade. In contrast,about one-third of
Singapore’strade (imports and exports) in 1999 has been with the Asia-4
economiesplus Hong Kong. However, when Hong Kong and Singapore’s
immediateneighbour,Malaysia,areexcluded,this sharedeclinesto only about
ten per cent.

Tradesharesasmeasuresof theextentof tradelinkagescouldbemisleadingas
they fail to accountfor the extentto which eachof the Asia-5 economiestrade
with the rest of the world (ROW). Accordingly, it is also useful to compute
conventionalbilateral trade intensity indices.Theseindicesessentiallyseekto
establishthe relative importanceof a trading partner(country j ) in relation to
countryj’s tradewith theROW.Thebilateraltradeintensityindexfor total trade
may be statedasfollows:

Tij � ��Xij �Mij �=�Xi �Mi��
f��Xwj �Mwj� ÿ �Xij �Mij ��=��Xw�Mw� ÿ �Xi �Mi��g �1�

whereTij � total tradeintensityindexof countryi with countryj; Xij � exportsof
country i to j ; Mij � importsof country i from j; Xi � total exportsof countryi;
Mi � total importsof countryi; Xwj� totalworld exportsto countryj; Mwj � total
world imports from country j; Xw � total world exports;andMw � total world
imports. The numeratorin equation(1) representsthe shareof bilateral trade
between country i and j as a percentageof country i’s total trade. The
denominator representsthe total tradeof country j with the world asa shareof
totalworld trade(excludingcountryi). If thenumeratorexceedsthedenominator,
i.e. if the valueof Tij >1, the implication is that the bilateral tradeintensity for
countryi with countryj is greaterthanin comparisonto countryj’s tradewith the
restof the world (ROW), i.e. more ‘intensive’ traderelations.

We usethe IMF’s Direction of TradeStatisticsto calculatethe bilateral trade
intensity indices for 1985–99.Computationsreveal that Hong Kong’s trade
intensity with the Asia-5 economieshas generallybeenbetween1.0 and 1.5,
which is quite low when comparedto Singapore’strade intensity with these
countries,especiallyfor Malaysia,wherethe intensityindexwaswell over20 on
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average,as well as Thailand.9 While Hong Kong’s trade intensitieswith the
regionhavebeenon a downwardtrendon average,that of Singapore’shasbeen
quite stable(althoughtradewith Malaysiashowslowering bilateral intensity),
andincreasedsince1997.

Consistentwith the trade intensity indices, growth in Hong Kong’s total
exportsto theAsia-5economieshasbeendecliningsharplyin the1990s,turning
negativewith the onsetof the crisis in 1997–98(Table3). Although therewasa
significant increasein growth of Singapore’sexportsto Malaysia in the early
1990s,amarkeddeclinein therateof growthwasexperiencedfrom 1994,turning
negativeduring the crisis period, but reboundingstrongly thereafter(Table 4).
While thegeneraltrendremainsunchangedif focusis only on domesticexports,
the magnitudeof the changeis muchlessdramatic.This is in line with the fact
that domesticexportshavebeenrising asa shareof Singapore’stotal exportsto
the region.

c. IntraproductRegionalTrade

Recentinnovationsandadvancesin transportation,informationandcommuni-
cationtechnologieshavemadethe fragmentationor unbundlingof manufactured
productsinto parts,componentsand accessories(PCAs)– productionof which
are parcelledout or scatteredacrosscountries– not only feasible,but in most
cases,the costminimising strategy.This ‘slicing of the value-addedchain’ has
multiplied theopportunitiesfor internationalspecialisationandexchangeandthe
consequentgainsfrom tradefor countriesinvolved by allowing themto extend
thedivisionof labourbeyondfinal productsto PCAs(Arndt, 1998;andKrugman,
1995).

Ng and Yeats (1999) provide new statisticsdetailing the magnitude,com-
position and direction of production and trade in PCAs in East Asia, which
constituteaboutone-fifth of EastAsian manufacturingexports.While total East
Asian exportsbetween1984 and 1996 grew by a factor of three,that of PCAs
increasedby a factor of about ten. Singapore’strade intensity in PCAs with
IndonesiaandMalaysiawasexceptionallyhigh at aroundeight, while that with
Thailand was over five. This indicates strong complementaritiesbetween
Singaporeand someof the crisis-affectedeconomies.This is in sharpcontrast
to HongKong, whosetradeintensityindex for PCAswith theAsia-5economies
wasjust aboutunity. HongKong’s largesttradeintensities(aboutfive) werewith
MainlandChinaandTaiwan.

9 Computationof separateimport andexport tradeindicesleadsto broadlysimilar conclusions.
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d. InvestmentLinkages

Insofarasa largepart of suchintraproductspecialisationhasbeenfacilitated
by direct investment,particularly in EastAsia (Dobsonand Chia, 1998),more
insight may be obtainedby an examinationof Singapore’sand Hong Kong’s
direct investment to and from the Asia-5 economies.This is particularly
importantas foreign direct investment(FDI) inflows/outflowshavecontributed
significantlyto domesticcapitalformationandgrowthin theregionaleconomies,
especiallyHong Kong andSingapore.10 Dataon direct investmentitself arenot
alwayseasilyavailable,andwhenavailable,arenot alwaysdirectly comparable
acrosscountries.

Keepingtheprecedingimportantcaveatin mind, we observethat thestockof
Singapore’sdirect inward equity investmentincreasedmore than fivefold from
US$14billion in 1987to US$76billion in 1997.Amongthemajorcountriesthat
investedin Singapore,US, EU and Japantogetheraccountedfor nearly 56 per
cent of total inward direct investment in 1997 (Table 5A). While direct
investmentfrom the SoutheastAsian economiesas a whole to Singaporedid
increasegraduallyovertime, it constitutedonly aboutsix percentof Singapore’s
total inwardinvestmentin 1997.Mostof this investmentwasfrom Malaysia.It is
usefulto notethat direct investmentfrom HongKong wasalsonegligible(three
percent).More revealingis Singapore’soutwardinvestment.This is particularly
so as the Singaporegovernmenthas,sincethe 1990s,attemptedto developthe
externalwing of its economythroughstrategicoutwardinvestmentsaspartof its
‘Regionalisation 2000’ drive.11

Thustotal directequityinvestmentabroadjumpedthreefoldbetween1992and
1997 (US$28billion) (Table 5B). One-third of its investmentin 1997 was in
SoutheastAsia,mainly to MalaysiaandIndonesia.Significantly,HongKongwas
also an important destination,accountingfor ten per cent of Singapore’stotal
outward investmentin 1997. Four countries,viz. Japan,UK, China and US,
accountedfor almostfour-fifths of HongKong’s total inwardinvestmentin 1997

10 This is indicatedby the fact that in 1997,the shareof inward andoutwardFDI in Singapore’s
GDP was 82 and 46 per cent, respectively;that in Hong Kong’s GDP was 55 and 79 per cent
respectively.In 1996,thesesharesin Singapore’sGrossFixedCapitalFormation(GFCF)amounted
to 23 percent(inward)and18 percent(outward),respectively;thatof HongKong amountedto 12
and55 per cent,respectively(UNCTAD, 1999).
11 This programme,launchedfollowing the recommendationsof the report of the Committeeto
PromoteEnterpriseOverseasby the SingaporeGovernmentin 1993,is aimedat strengtheningthe
externaleconomyof Singaporethroughoverseasinvestments,combiningits strengthswith that of
the hosteconomy.The aim of this strategyis to establish‘good economicandpolitical relations
with other countriesin the region, through political diplomacy, outward investmentand joint
venturesto combinethe competitivestrengthsof Singaporeandits partnersto attractinternational
investors’ (Chia, 1998). As part of this strategy,the governmenthas encouragedpartnerships
betweenits statutoryboards,GovernmentLinked Companies(GLCs), and the private sectorto
promoteinvestmentsoverseas.
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TABLE 5A
Singapore:Inward Stockof ForeignDirect Investmentby Countryof Origin (US $ billion)

1987 1992 1995 1997 1987 1992 1995 1997 1987–92 1992–95 1995–97

Amount Sharesin Total CAGR

US 3.8 5.9 10.0 14.0 26.6 17.0 16.9 18.4 9.4 19.2 18.0
EU 3.0 8.0 12.2 15.4 20.8 23.1 20.6 20.3 22.1 15.1 12.0
Japan 2.2 8.1 12.0 13.7 15.3 23.3 20.1 18.1 30.1 13.9 7.0
Hong Kong 0.9 2.1 2.8 2.5 6.5 6.1 4.6 3.4 18.2 9.0 ÿ3.8
Malaysia 0.6 1.4 2.5 3.1 4.3 3.9 4.2 4.2 17.3 22.1 12.6
Indonesia 0.1 0.0 0.6 0.7 0.6 0.1 0.9 1.0 ÿ14.5 145.1 15.3
Philippines 0.0 0.1 0.3 0.1 0.1 0.3 0.4 0.1 49.1 39.6 ÿ41.2
Thailand 0.0 0.3 0.6 0.5 0.1 0.9 1.0 0.6 72.1 21.2 ÿ7.4
ASEAN 0.8 1.9 4.0 4.6 5.4 5.4 6.7 6.0 19.5 28.9 6.9
Total Direct 14.2 34.8 59.3 75.8 19.6 19.5 13.0
Equity
Investment

Note:
CAGR denotesthe Compound Annual Growth Rate.

Source: Calculatedfrom Yearbookof Statistics, Singapore(various issues).
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(which totalled aboutUS$170billion) (Table 6A). The Asia-5 economieswere
not significant investorsin Hong Kong, and neitherwasSingapore.During the
sameperiod,Hong Kong’s outwardinvestmentswere overwhelminglydirected
towardsMainlandChina(US$267billion) (Table6B). Theonly othersignificant
investment destination was Indonesia (US$15.6 billion in 1997). Direct
investment to Singapore,Thailand, Malaysia, the Philippines and Korea in
aggregateconstitutedlessthat US$8billion in investmentsin 1997.

3. NATURE AND PATTERNSOF TRADE COMPETITION

It hasbecomelegionto think of trade,growthanddevelopmentin EastAsia in
terms of Japanas the most advancedeconomy,producingand exporting new
goodsbeforeothersin theregion.Japanin turn hasbeencloselyfollowed by the
four economies,HongKong,Korea,SingaporeandTaiwan,collectively referred
to as the ‘Four Tigers’ or ‘Gang of Four’. Then come the other crisis-hit
economies(Malaysia, Thailand and Indonesia),and behind them, Mainland
China.12 Accordingly, the devaluation of the currenciesof the three Tiger
economiesin 1997–98mayhaveplacedHongKong,which persistedwith its US

TABLE 5B
Singapore:Stockof ForeignDirect Equity InvestmentAbroadby Host Country(US $ billion)

1992 1995 1997 1992 1995 1997 1992–95 1995–97

Amount Sharesin Total CAGR

US 1.0 1.5 1.8 9.0 5.3 4.9 14.7 9.3
EU 0.9 2.7 5.0 8.3 9.9 13.9 44.1 35.8
Japan 0.0 0.3 0.3 0.4 1.0 0.9 81.3 10.9
Hong Kong 1.9 3.8 3.8 17.2 13.8 10.5 26.7 ÿ0.2
Malaysia 2.4 5.4 4.2 22.1 19.7 11.7 31.2 ÿ11.8
Indonesia 0.2 2.3 3.2 1.8 8.4 8.7 126.0 16.4
Philippines 0.1 0.4 0.5 0.6 1.6 1.4 88.4 7.8
Thailand 0.3 0.7 0.5 2.6 2.5 1.3 34.8 ÿ16.0
ASEAN 3.0 9.2 9.0 27.6 33.2 24.8 44.9 ÿ1.1
Total Direct 10.9 27.6 36.2 36.3 14.5

Equity Investment
Nominal Exchange 1.6 1.4 1.5

Rate(S$/ US$)

Note:
CAGR denotesthe CompoundAnnual Growth Rate.

Source: Calculated from Yearbookof Statistics,Singapore(variousissues).

12 This patternof comparativeadvantageacrosseconomiesin theregionhasbeenreferredto asthe
‘flying geeseformation’ due to Akamatsu(1962). Feenstraand Rose(2000) provide a recent
confirmationof this phenomenon.
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TABLE 6A
Hong Kong Total Value of Net Assetsat Historical CostsAttributed to Inward ForeignDirect Investmentby Country(US $ billions)

Country 1994 1995 1996 1997 1994 1995 1996 1997 1995 1996 1997

Amount Sharein Total Growth Rate

Japan 21.2 24.5 36.2 48.2 23.6 24.6 28.5 28.4 15.6 47.8 33.1
UK 20.7 21.2 24.2 27.8 23.1 21.3 19.1 16.4 2.4 14.2 14.9
China 17.2 19.1 22.3 28.0 19.2 19.2 17.6 16.5 11.0 16.8 25.6
USA 11.2 12.0 16.1 21.0 12.5 12.0 12.7 12.4 7.1 34.2 30.4
Italy 2.2 2.3 2.6 2.6 2.5 2.3 2.0 1.5 4.5 13.0 0.0
France 1.8 1.7 2.3 7.2 2.0 1.7 1.8 4.2 ÿ5.6 35.3 213.0
Germany 1.2 1.6 1.8 2.1 1.3 1.6 1.4 1.2 33.3 12.5 16.7
Netherlands 1.3 1.6 2.1 6.6 1.4 1.6 1.7 3.9 23.1 31.3 214.3
Others 9.8 12.3 19.3 28.2 10.9 12.3 15.2 16.6 25.5 56.9 46.1
Total 89.7 99.7 126.9 169.7

Note:
Figurefor Italy in 1997captured investmentvaluefor non-manufacturing sectoronly.

Source: Hong Kong Government Industry DepartmentandCensus and Statistics Department.
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dollar-based currency board arrangement,at a competitive disadvantage.
Empirical estimationof ‘equilibrium’ exchangereal exchangerates in Hong
Kong andSingaporeis instructivein this regard(Rajanand Siregar,2000;and
IMF, 1999). While Singapore’s exchangerate had been maintained at a
competitive level (i.e. at a level consistentwith ‘underlying macroeconomic
fundamentals’) prior to and throughout the East Asian crisis, Hong Kong’s
exchangerate was overvalued pre-crisis, and the degree of overvaluation
deterioratedsharply during the crisis following the spateof regional currency
devaluations.13

TABLE 6B
Hong Kong OverseasDirect Investmentin SelectedEconomiesasof May 1997in US $ Billion

Country CumulativeValue* ReferencePeriod Ranking**

China 266.9 End-1996 1st
Indonesia 15.6 End-Mar1997 3rd
Thailand 2.7 End-Sep1996 2nd
Taiwan 2.0 End-1996 3rd
Vietnam 3.1 End-1996 3rd
Philippines 0.7 End-1996 3rd
Singapore 2.7 End-1992 4th
SouthKorea 0.7 End-1996 5th
Malaysia 1.1 End-1995 N/A
United States 1.3 End-1995 28th
Australia 0.6 End-June1996 12th
Japan 0.7 End-Mar1995 7th

Notes:
* Exceptthosefor Singapore,Thailand, theUnitedStatesandAustralia,all investmentfiguresarecompiledon
approval basis.
Directcomparison of thefiguresis not recommended,though,dueto differentdefinitionsandcoveragesadopted
by the governments of the countriesconcerned.
** Hong Kong’s rankingin the countryconcerned.
According to the United NationsWorld Investment Report1996, Hong Kong was the fourth-largestoutward
investor in the world in 1995.
Hong Kong, at US$25billion, wasoutrankedonly by the United States(US$95.5billion), the UK (US$37.8
billion) andGermany(US$35.3billion).
ThereportalsonotedthatHongKong wasthesixth-largestrecipientof capitalinflows in Asia,with theamount
reachingUS$2.1billion.

Source: US ConsulateGeneralHong Kong’s 1999Investment ClimateReportpreparedby the US Consulate
General Economic/Political Section,in conjunctionwith the ForeignCommercial ServiceSection.

13 However,it doesnot necessarilyfollow that Hong Kong would be well advisedto forsakeits
currencyboardregimein favourof a moreflexible regime.First, theorchestrationof anexit from a
fixed exchangerate regimeto a flexible one is a difficult manoeuvrethat could be destabilising
(Eichengreen,1999; and Eichengreenet al., 1998). Second,Hong Kong authorities may see
political value in maintaining the exchangerate on autopilot, henceensuringsome degreeof
economicsovereigntyfrom MainlandChina(RajanandSiregar,2000).
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a. RevealedComparativeAdvantage

In searchof the significanceof the competition-driventrade channel,we
compare the comparativeadvantagesof the two city-statesand the Asia-5
economies.While we would ideally like to examinerelative factor endowments
of eachof theeconomiesin question,datalimitationsnecessitatefocusingon ex-
postcomparativeadvantage.For thispurpose,shiftsin comparativeadvantageare
identified usingthe exportindex of ‘RevealedComparative Advantage’or RCA
(BalassaandNoland,1989).This indexhasbeenquitewidely usedto explainthe
export performanceand similarity of trade patternsamong the East Asian
economies(for instance,seeChow,1990;andRana,1990).

The RCA index representsthe ratio of the shareof country i in world exports
of commodityk to its shareof total commodityexports:

RCA� Xk
i =Xi

Xk
w=Ww

�2�

where: Xi
k�exports by country i of commodity k; Xk

w � world exports of
commodityk; Xi � total exportsof country i; andXw = total world exports.The
weightedaverageof RCAsof all commoditiesaddsup to unity. TheRCA ranges
betweenzero and unity in casea country is not specialisedin exportsof that
categoryandfrom oneto infinity if it is specialised.14

We computethe RCAs for Singapore,HongKong andthe Asia-5economies,
so as to enablea cross-countrycomparisonof shifting comparativeadvantage.
The indices are computedfor four years:1982, 1987, 1992 and 1996, a year
beforethecrisisbeganwith thedevaluationof theThai bahtin July 1997(Table
7).15 Our analysis focuses on the exports of selected product groups of
manufacturing exports according to the relative factor intensities product
classificationusedby Garnautand Anderson(1980). In particular,we classify
product groups of trade into four main categories:unskilled labour-intensive
goods, physical capital-intensivegoods, human capital-intensive goods and
technology-intensivegoods.Thedatasourcewe usehereis theUN International
TradeStatisticsYearbook.

Between 1982 and 1996, while Hong Kong’s level of specialisationin
unskilledlabour-intensivegoods(asproxiedby the RCA index) fell from 7.1 in
1982to 3.5 in 1996,it wasunableto shift its specialisationtowardstechnology-
intensivegoods,the RCA falling from 1.5 in 1982 to 1.2 in 1996. In contrast,
Singapore was successful in increasing its specialisation significantly in
technology-intensivegoods(its RCA in this product group rising from 1.5 in

14 Hence,the RCA index is not symmetric.Since the rangeof RCA values lead to a skewed
distribution, it violates the assumptionof normality of errors in caseof a regressionmodel
estimatedusingthesevalues(Laursen,1998).
15 We do not showthe index for 1982in Table7.
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TABLE 7
An Analysisof AggregateExport RevealedComparativeAdvantage(XRCA) Among Hong Kong, SingaporeandOtherCrisis Affected Countries

According to GarnautandAndersonClassificationof Productsby RelativeFactorIntensities

UnskilledLabour-IntensiveGoods PhysicalCapital-IntensiveGoods
Countries RCA 1982 1987 1992 1996 Countries RCA 1982 1987 1992 1996

Hong Kong RCA >1 7 4 4 4 Hong Kong RCA >1 – – – –
RCA <1 – – – – RCA <1 0.29 0.34 0.47 0.52

Singapore RCA >1 – – – – Singapore RCA >1 – – – –
RCA <1 0.82 0.81 0.64 0.43 RCA <1 0.67 0.54 0.69 0.62

Indonesia RCA >1 – – 1.88 1.73 Indonesia RCA >1 – – – –
RCA <1 0.10 0.57 – – RCA <1 0.11 0.20 0.17 0.24

Korea RCA >1 4.97 3.70 2.94 2.25 Korea RCA >1 – – – –
RCA <1 – – – – RCA <1 0.59 0.53 0.69 0.68

Thailand RCA >1 1.60 2.04 2.08 1.97 Thailand RCA >1 – – – –
RCA <1 – – – – RCA <1 0.37 0.20 0.30 0.39

Malaysia RCA >1 – – – – Malaysia RCA >1 – – – –
RCA <1 0.28 0.37 0.77 0.73 RCA <1 0.48 0.19 0.35 0.37

Philippines RCA >1 1.62 1.16 1.36 1.54 Philippines RCA >1 – – – –
RCA <1 – – – – RCA <1 0.19 0.35 0.17 0.15

Technology-IntensiveGoods HumanCapital Intensive-goods
Countries RCA 1982 1987 1992 1996 Countries RCA 1982 1987 1992 1996

Hong Kong RCA >1 1.45 1.16 1.07 1.18 Hong Kong RCA >1 1.07 – – –
RCA <1 – – – – RCA <1 – 0.64 0.62 0.62

Singapore RCA >1 1.54 2.15 2.56 2.69 Singapore RCA >1 – – – –
RCA <1 – – – – RCA <1 0.43 0.33 0.34 0.35

Indonesia RCA >1 – – – – Indonesia RCA >1 – – – –
RCA <1 0.05 0.05 0.23 0.44 RCA <1 0.02 0.06 0.18 0.35

Korea RCA >1 1.06 1.16 1.40 1.54 Korea RCA >1 1.42 – – 1.19
RCA <1 RCA <1 – 0.93 0.89 –

Thailand RCA >1 – – 1.15 1.23 Thailand RCA >1 – – – –
RCA <1 0.47 0.59 RCA <1 0.18 0.30 0.42 0.51

Malaysia RCA >1 – – 1.45 1.45 Malaysia RCA >1 – – – –
RCA <1 0.55 0.65 – – RCA <1 0.05 0.09 0.29 0.32

Philippines RCA >1 – – – 2.42 Philippines RCA >1 – – – –
RCA <1 0.27 0.20 0.91 RCA <1 0.07 0.09 0.10 0.16

Notes:

XRCA� Xh
i =X

k
w

Xi=Xw
� Xk

i =Xi

Xk
w=Xw

WhereXi
k = Exportsby country i of commodity k, Xk

w = World exports of commodity k, Xi = Total exportsof country i, Xw = Total world exports.
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1982to 2.7 in 1996),while decisivelymovingawayfrom othercategories.What
about the Asia-5 economies?Except for Indonesia,the rest moved towards
greaterspecialisationin technology-intensive goods.However, other than the
Philippines,their averageRCA hoveredbetween1 and1.5,closerto thatof Hong
Kong. While Hong Kong, Korea and Thailand (along with Indonesia)had a
comparativeadvantagein labour-intensivegoods, the Philippines in contrast
seemsto havebeenthe closestexportcompetitorto Singapore,with an RCA in
technology-intensiveproductsof 2.4. But unlike Singapore,the Philippinesalso
hadan RCA in unskilled labour-intensivegoodsduring this time.

Data on final goods provide only a partial analysis.As noted, PCAs have
constituteda largeandgrowing shareof EastAsian tradein manufacturedgoods.
Ng and Yeats (1999) calculatedthe export RCA index values for the Asia-5
economies,HongKongandSingapore.Basedonasimpleaverageof availablePCA
categories,they find that Hong Kong’s and Korea’s RCAs were below unity; in
contrast, Singapore’sRCA index was 1.4, close to that of Malaysia’s (1.7),
IndonesiaandThailand(about1.5each),while thePhilippineshada strongRCA in
PCAs (index value of 2.3). The comparisonsof the ten largestexportsof these
economiesfurther reveal a significant overlap betweenMalaysia,Singaporeand
Thailand.16

b. Export Similarity

While the RCA index using export statisticsis useful as a first test of trade
complementarity, it is a proxy measureof specialisationin productionand not
necessarilyexports. As Ng andYeats(1999)havenoted,the RCA index:

must be used with some caution since domestic measuresthat have nothing to do with
comparativeadvantage(like local subsidies)or foreign tradebarriers,can impart a bias in the
index (p. 21).

It fails to capturedirect productcompetitionbetweenregionaleconomieswith
similar exportstructures.

Table 8 lists the top twenty exportsof Singaporeand Hong Kong at the
SITC 3-digit level for 1999.17 Out of the twenty products,eight products
overlapbetweenthe two economies.All theseproductsbelongto thecategory
of machinery and transport equipments,and more specifically, electronic
productsandelectricalequipments.18 A furtheranalysisof thetop five exports

16 The main productswere Office Machines,Telecommunications,Switchgearand Electronic
Components.
17 The patternis almostsimilar for 1990and1995.
18 The productcategoriesare:ElectronicValves(SITC 776),Partsfor DataProcessingMachines
(SITC 759), Data ProcessingMachines(SITC 752), TelecommunicationEquipment(SITC 764),
Electrical Machinery(SITC 778, SITC 771), and Audio and Video Broadcastingand Recording
Equipments(SITC 762 andSITC 763).
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at theSITC 3-digit level of boththeseeconomiesto theAsia-5economiesand
threeother important regions,viz. the US, Japanand EastAsia, revealsthe
above five products to have figured in the topmost product group of
Singapore’sexportsto all of themduring the 1990s.19 In contrast,only three
productgroupsamongthe electroniccategory,viz. SITC 759, SITC 776 and
SITC764,wereamongthetopexportsof HongKong to thethreeregions.This
indicatesthat Singaporeand Hong Kong had only a limited extentof export
overlapin termsof productsandexportmarkets.

Table9 highlightsthecross-countrycorrelationsof exportstructuresat theSITC
3-digit level in 1995.Singapore’sexport structurewas most similar to Malaysia,
Thailand,KoreaandthePhilippines(averagecorrelationcoefficientof 0.68),while
being almostcompletelyuncorrelatedwith Indonesia.While Hong Kong’s export
structurewasslightly morecorrelatedwith Indonesia(0.17), it wasrelatively less

TABLE 8
List of SelectedProductGroupof SingaporeandHongKong ExportsFor Which ExportSimilarity

IndicesHaveBeenCalculated

SITCCode ProductGroup

894 Toys Gamesetc.
764 TelecommunicationsEquipment
759 PartsFor Office & D/P Machines
776 ElectronicValves
851 Footwear
885 Watches& Clocks
845 ApparelArticles of Textile
831 Travel Goods
752 DataProcessingMachines
893 Articles of Plastic
778 Electrical Machineryn.e.c.
772 Electrical Circuit Apparatus
771 Electrical PowerMachinery
842 Women’sClothing Woven
762 Radio-BroadcastReceivers
899 Misc Mfd Articles n.e.c.
651 Textile Yarn Thread
775 HouseholdGoods
652 CottonFabricsWoven
653 FabricsWovenMan-MadeFbrs
763 Video & SoundRecordersetc.
334 PetroleumProductsRefined

Note:
The aboveproductsfigure either in Singapore’sor Hong Kong’s top 20 exportsto the world market.

Source: UN International TradeStatisticsYearbook(variousissues).

19 Petroleumproductsrefined (SITC 334) is anotherimportant categoryof exportsto all these
countries.
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correlatedwith the other crisis-hit economies(0.47).20 The correlation between
HongKong’sandSingapore’sexportstructureswasrelativelylow (0.37),consistent
with the previousfindings usingthe RCA indices.

4. QUANTIFYING TRADE SPILLOVERSDURING THE 1997–98FINANCIAL CRISIS

Theprecedingdiscussionhascoveredthenatureandpatternsof tradelinkages
betweentheAsia-5economiesandHongKongandSingapore.Ournextobjective
is to quantify the economicimpactsof a slowdownin the Asia-5 economieson
Hong Kong’s andSingapore’soutputsvia the tradechannel.

This section is divided into two parts. First, we calculatethe direct trade
(complementary) effect index estimatesà la Conway2001 (seethe Appendix).
We arecognisantof the fact that this direct tradeeffect leavesout a numberof
third-country and other indirect trade effects that may be capturedin a VAR
framework.21 Therefore,to supplementthe direct tradeeffect index, the second
sub-sectionwill highlight someof the findingsof AbeysingheandForbes(2001)
on thecumulativeeffects,bothdirectandindirecteffects,of outputslowdownsin
the five Asian economieson the GDPsof Hong Kong andSingapore.

a. Direct TradeEffect

Two stepsareinvolvedin thecalculationof Conway’sdirect tradeindex.First
we calculatethe shareof Hong Kong’s and Singapore’sexportsto the Asia-5

TABLE 9
Correlationof EastAsian ManufacturedExport Structures,1985and1995

Economy Hong Kong Indonesia Korea Malaysia Philippines Singapore

Indonesia 0.172
Malaysia 0.432 0.183 0.737
Philippines 0.512 0.218 0.664 0.823
Singapore 0.367 0.078 0.667 0.749 0.620
Thailand 0.547 0.217 0.524 0.597 0.581 0.705

Source: World Bank (2000).

20 While a more completepicture can only be obtainedby a comparisonof export structuresto
major third markets,datalimitations precludesuchan analysisfrom beingundertaken.
21 A primary advantageof usingthis index over the commonlyusedstructuralVAR modelis that
we canestimatethe impactof changesin exportgrowthrateson theaggregatedemandin the local
economyduringparticularyears/shortperiods.In contrast,estimatinga VAR modelrequiresus to
look at thewholeof pre-andpost-crisisperiodsin orderto generateanadequatedegreeof freedom.
Given the observationperiods,it may be inaccurateto employ the resultsasa basisfor the post-
crisis periodanalysisonly.
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economiesin the overall formereconomies’GDPsin 1997.Secondwe compute
thedifferencebetweenthegrowthratesof theexportsof thetwin citiesto eachof
theAsia-5economiesin 1997and1998.Multiplying the ratio from the first step
with the percentagedifferencesbetweenthe export growth rates(steptwo) we
havean estimateof the direct tradeeffectsof export slowdownsto the Asia-5
economieson the GDPsof Hong Kong andSingapore.

Severalinterestinglessonsmay be unearthedfrom the Direct Trade Index
during the pre-recessionperiod (1997)and the peakperiod of the crisis (1998)
(Tables10 and11).Thesharpslowdownsin theexportsof theAsia-5economies
adverselyaffectedSingapore’saggregatedemandfar more severelythan it did
Hong Kong. An averageGDP contractionof nearly two per cent is found for
Singapore,comparedto lessthan0.3percentfor HongKong.This finding ought
to be anticipateda priori . Although Hong Kong’s exportscontractedmore in
percentageterms,the sharesof its exportsto thesecrisis economiesweresmall,
roughly between0.5 and 3 per cent. Together, the merchandiseexports to
Malaysia, Philippines, Thailand and Korea constituted about one third of
Singapore’stotal merchandiseexports,comparedto lessthan five per cent for
HongKong. Singapore’sexportsto Malaysiacausedthe mostdetrimentaleffect
for Singapore’sGDP.For HongKong, it wasits exportsto Koreathat wasmost
damagingto the former’s growth. Interestingly,the slowdownin the Philippines
during the recentcrisis seemsto havehadrelatively moreunfavourableimpacts
on SingaporeandHong Kong thandid the slowdownin Thailand.With its very
small share,the sharpfall in exportsof Hong Kong to Indonesiadid not have
muchof an impacton Hong Kong. Exportsof Hong Kong to Singaporeandof
Singaporeto Hong Kong have had significant direct effects on each other’s
outputs.Singapore’sexportsto Hong Kong, which grew at 24 per cent in 1997,
contractedby 12 percentin 1998.HongKong’s exportsto Singaporecontracted
by sevenper centin 1997andanother21 per centin 1998.However,Singapore
wasfar moreadverselyaffectedby thedownturnin HongKong thanvice versa.

b. Multiplier Effects:Direct and Indirect Effects

The preceding conclusion is consistent with the empirical findings of
Abeysingheand Forbes (2001) who apply a structural vector cointegration
frameworkthat transformsan export matrix (capturingboth direct and indirect
trade linkages)to output multipliers (impulse responsesfor one to threeyears
after the shock) on data at a quarterly frequency.What are thesemultiplier
effects?As anexample,a recessionin ThailandaffectsSingapore’sexportsto the
former directly; Thailand’s imports from other countries are also impacted,
reducinggrowth in thesecountries.Insofaras theseeconomiessourceproducts
from Singapore,its exportsare also hurt indirectly. Thus, as Abeysingheand
Forbes(2001)note:
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TABLE 10
Direct TradeEffect of EastAsian EconomicSlowdownin 1998on Hong Kong’s Economy

Hong Kong’s Merchandise Pre-SlowdownPeriod SlowdownPeriod
Exportsas % Sharein Hong 1997 1998
Kong’s GDP (in 1997)

CaseA:
To Malaysia Export Malaysia’s Export Malaysia’sGDP Direct impact to

growth rate GDP growth rate growth rate growth rate Hong Kong economy
0.99% ÿ4.32% 7.54% ÿ21.90% ÿ7.50% 0.17%

CaseB:
To Philippines Export Philippines’ Export Philippines’GDP Direct impact to

growth rate GDP growth rate growth rate growth rate Hong Kong economy
1.27% ÿ3.10% 5.16% ÿ25.20% ÿ0.54% 0.28%

CaseC:
To Thailand Export Thailand’s Export Thailand’sGDP Direct impact to

growth rate GDP growth rate growth rate growth rate Hong Kong economy
1.07% ÿ3.20% ÿ1.75% ÿ21.90% ÿ10.36% 0.20%
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CaseD:
To Korea Export Korea’s Export Korea’sGDP Direct impact to

growth Rate GDP growth rate growth rate Growth rate Hong Kong economy
1.61% ÿ10.60% 5.01% ÿ37.10% ÿ5.84% 0.43%

CaseE:
To Indonesia Export Indonesia’s Export Indonesia’sGDP Direct impact to

growth Rate GDP growth rate growth rate Growth rate Hong Kong economy
0.53% ÿ14.50% 4.70% ÿ44.30% ÿ13.20% 0.16%

CaseF
To Singapore Export Hong Kong’s Export Hong Kong’s GDP Direct impact to

growth Rate GDP growth rate growth rate Growth rate Hong Kong economy
2.80% ÿ6.80% 8.91% ÿ20.50% 0.25% 0.38%

Source: Authors’ own calculations.
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TABLE 11
Direct TradeEffect of EastAsian EconomicSlowdownin 1998on Singapore’sEconomy

Singapore’sMerchandise Pre-SlowdownPeriod SlowdownPeriod
Exportsas % Sharein 1997 1998
Singapore’sGDP (in 1997)

CaseA:
To Malaysia Export Malaysia’s Export Malaysia’sGDP Direct impact to

growth rate GDP growth rate growth rate growth rate Singaporeeconomy
22.90% 2.04% 7.54% ÿ12.60% ÿ7.50% 3.35%

CaseB:
To Philippines Export Philippines’ Export Philippines’GDP Direct impact to

growth rate GDP growth rate growth rate growth rate Singaporeeconomy
4.80% 35.15% 5.16% ÿ4.45% ÿ0.54% 1.90%

CaseC:
To Thailand Export Thailand’s Export Thailand’sGDP Direct impact to

growth rate GDP growth rate growth rate growth rate Singaporeeconomy
6.04% ÿ14.30% ÿ1.75% ÿ16.90% ÿ10.36% 0.16%

CaseD:
To Korea Export Korea’s Export Korea’sGDP Direct impact to

growth rate GDP growth rate growth rate growth rate Singaporeeconomy
3.90% ÿ17.60% 5.01% ÿ20.60% ÿ5.84% 0.12%

CaseE:
To Hong Kong Export Hong Kong’s Export Hong Kong’s GDP Direct impact to

growth rate GDP growth rate growth rate growth rate Singaporeeconomy
11.70% 23.60% 5.26% ÿ12.40% ÿ5.13% 4.20%

Source: Authors’ own calculations.
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evenif bilateral linkagesbetweentwo countriesareweak,a shockto onecountrycanhavea
significanteffect on the other throughthe indirect impacton othercountries’output (p. 4).

Other things equal,the larger Thailand’sglobal import volume the greaterthe
multiplier effects.Direct tradematricesare unableto capturethe multiplier or
indirect effects. As such, the multipliers explain the interdependence across
internationalbordersbetterthanexportshares.

Examiningthe effectsof a oneunit negativeshockin the Asia-5 economies,
Singapore’snormalisedmultiplier effect(impulseresponse)afteroneyearis 1.36
units,andthatof HongKong’s is only about0.57(Table12). In otherwords,the
magnitudeof Asia-5’smultiplier effectsfor Singaporeis morethantwice aslarge
as its extent for Hong Kong. Interestingly,Singapore’sdependenceon Hong
Kong is relatively high (0.6) but not vice versa(0.2). This is consistentwith the
resultsfrom the Conwayindex above.

Overall, both the direct effectsand the multiplier effectsconfirm that Hong
Kong oughtto havebeenlessaffectedby the economicslowdownin the Asia-5
via the tradechannelthanSingapore.

5. CONCLUDING OBSERVATIONS

The literatureon the EastAsiancrisishasconcentratedalmostexclusivelyon
the five crisis-hit economies.Scantattentionhasbeenpaid to Hong Kong and

TABLE 12
TradingPartnersRankedby Export SharesandOutputMultipliersa

Hong Kong Singapore

Rankby Exports Rankby Multiplier Rankby Exports Rankby Multiplier

China 0.34 China 0.34 US 0.18 ROECDb 1.11
US 0.21 US 0.21 Malaysia 0.18 US 0.79
ROECDb 0.19 ROECDb 0.19 ROECDb 0.16 Japan 0.62
Japan 0.07 Japan 0.07 Hong Kong 0.09 Hong Kong 0.42
Singapore 0.03 Singapore 0.03 Japan 0.08 Malaysia 0.36
Korea 0.02 Korea 0.02 Thailand 0.08 China 0.28
Philippines 0.01 Philippines 0.01 Korea 0.06 Korea 0.24
Thailand 0.01 Thailand 0.01 China 0.03 Taiwan 0.18
Taiwan 0.01 Taiwan 0.01 Indonesia 0.02 Thailand 0.16
Malaysia 0.01 Malaysia 0.01 Taiwan 0.02 Indonesia 0.15
Indonesia 0.01 Indonesia 0.01 Philippine 0.02 Philippines 0.09

Notes:
a Outputmultipliers arebasedon thecumulativeimpulseresponse after four quarters(seesourcefor detailsof
computation). Multipliers arenormalised by setting‘own country’ multipliers to unity. Exportsharesarebased
on the 1996exportmatrix.
b OECD economiesexcludingthe US andJapan.

Source: Abeysinghe andForbes(2001).
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Singapore,both of which also sufferedfrom contagiousfallout from the crisis
despite being well acknowledgedas having relatively sound financial and
economic fundamentals. This paper has examinedthe extent to which trade
spillovershavebeenimportantin transmittingregionalcontagionto HongKong
and Singapore.Taken as a whole, analysesof trade and real investmentlinks
suggestthat, underpinningthe transmissionof the regionalshocksto Singapore
was its close trade complementarities with the Asia-5 economies.Singapore’s
competitiveexportstructuresto four of thefive crisis-hiteconomies,especiallyin
partsandcomponents,may alsohavebeenan importantfactor in spreadingthe
crisis to Singapore.The caseof Hong Kong is muchmore curious.It hadvery
low trade and investmentinterdependencieswith the Asia-5 economies,and
while thereis someevidenceof exportsimilarity with the crisis economies,this
was far less than that of Singapore’s.This suggeststhat one needsto look
elsewhere– spillovers due to non-trade-relatedreasons,‘pure contagion’ or
commonshocks– for a rationalisationof thetransmissionof theEastAsiancrisis
to Hong Kong.

APPENDIX

TheDirect TradeEffect Index

The direct tradeeffect of an economicslowdownin the Asia-5 economieson
the exports of Hong Kong and Singaporeto the former countries can be
calculatedin the following manner(Conway,2001):

�XHK=SG� XHK=SG
0

_XHK=SG
S ÿ _XHK=SG

NS

� �
: �A1�

� denotesthe first difference of the log forms of the variables.The above
measuresthe changein Hong Kong’s/Singapore’sexports to Asia-5, where
X0

HK/SG denotesexportsfrom Hong Kong/Singaporeto Asia-5 in period 0, and
� _XHK=SG

S ÿ _XHK=SG
NS � denotesthe differencein the growth rate of exportsin the

eventof a slowdown(denotedby subscriptS) anda non-slowdown(denotedby
subscriptNS).

Theeffect of exportsto the Asia-5on HongKong’s/Singapore’sGDPgrowth
is given by:

� _Y � Y1 ÿ�XHK=SGÿ Y0

Y0

� �
ÿ Y1ÿ Y0

Y0

� �
�A2�

whereY0 denotesHongKong’s/Singapore’sGDPin period0 andY1 denotesthe
samein period1. Substituting(A1) in (A2), onegets:
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� _Y � ÿXHK=SG
0

Y0

_XHK=SG
S ÿ _XHK=SG

NS

� �
�A3�

which implies that the impact of a slowdown of Hong Kong’s/Singapore’s
exports to Asia-5 dependson the differencesin the growth rate of exports
betweena slowdown and a non-slowdown period, weightedby the sharesof
Hong Kong’s/Singapore’sexportsto Asia-5 in Hong Kong’s/Singapore’sGDP.
Thus,this measureshowsthat the higherthe shareof Hong Kong’s/Singapore’s
exports to its trading partners (Asia-5), the more adversethe impact of a
slowdownin regionalgrowth on Hong Kong’s/Singapore’sGDPs.
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