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There is a strong need for rigorous, 
multi-disciplinary research to drive 
informed policy- and decision-
mak ing in  emerg ing marke t 
countries, because the challenges such countries face are 
tremendous and their success in overcoming them will impact 
millions of lives around the world.  
 
For this reason, I am proud to see the successful establishment 
of the HKUST Institute for Emerging Market Studies, supported 
generously by EY. Given its close proximity to China and other 
major emerging markets in Asia, HKUST is uniquely well-
positioned, both literally and figuratively, to support advanced 
research needed by global and local business and policy leaders 
as well as other stakeholders in emerging market countries. 
Under Prof. Park's leadership, HKUST IEMS has established a 
strong platform for more than 40 HKUST faculty members to 
engage in meaningful research and interact with the global 
academic, policy, and business communities through various 
events and outreach activities. Through these initiatives, HKUST 
IEMS is quickly gaining traction as an important source of 
thought leadership on emerging market issues, furthering the 
University's goal to have a greater impact on the world outside 
its gates. 
 
I am eager to see the meaningful insights that these research 
endeavors will produce to help the citizens of the world 's most 
dynamic countries realize their aspirations for better lives. If you 
share this sentiment, I hope you will join me in following the 
important discussions being led by HKUST IEMS.

HKUST IEMS continues its mission 
to support leading research on 
issues facing businesses and 
policy makers in emerging market 
countries.  In Spring 2014 the 
Institute awarded nine research 
grants to HKUST faculty (selected on a competitive basis) to 
explore a wide range of topics including entrepreneurship,  
social networks, career trajectories of different college majors, 
saving by the poor, international risk sharing, university-industry 
linkages, and firm performance.

The Institute has made great progress building partnerships 
globally to extend its influence, better understand key challenges 
from a more global perspective, and promote meaningful 
research collaborations and exchanges. HKUST IEMS signed 
a 3-year agreement (2014-2016) to be one of five global 
institutions joining the World Bank Network on Jobs and 
Development (with other partners in India, South Africa, Poland, 
and Latin America) to help find solutions to jobs challenges 
around the world based on sound empirical evidence. It has also 
joined the Economic Policy Forum – Emerging Economies Think 
Tank Alliance for High Quality Growth (EPF), which comprises 
26 institutions globally and organizes events and provides 
policy recommendations, organized by the German agency for 
international cooperation (GIZ). HKUST IEMS also is one of four 
institutions studying emerging markets being supported by EY, 
along with partners in India, mainland China, and Moscow. 
These various partnerships provide a framework for HKUST IEMS 
Faculty Associates to develop collaborative relationships and 
participate actively in global dialogues on the opportunities and 
challenges facing emerging markets.
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growth and good jobs to lagging regions within countries and 
emphasizes the role of employment and skills in driving economic 
growth.  The goal of the NJD is to contribute to the creation of 
multi-sector, multi-disciplinary solutions to the jobs challenges 
around the world based on research and empirical evidence from 
programs on the ground. This will help facilitate the identification 
and dissemination of best practices and innovations on job 
creation. As a member of the Global Partnership Program, HKUST 
IEMS will support research and organize activities to contribute 
to knowledge generation and knowledge sharing of different 
perspectives and approaches to expanding job opportunities.

HKUST Institute for Emerging Market Studies is proud to be 
collaborating with the Network on Jobs and Development (NJD) 
initiative of the World Bank to pursue a multi-sectoral and multi-
disciplinary approach to the global jobs agenda during the 
period 2013-16. HKUST IEMS is one of five global institutions that 
are joining the NJD. Our partners include:

 •  Development Policy Research Unit at University of Cape Town 
(DPRU)

 •  Institute for Structural Research (IBS)

 •  Indian Council for Research on International Economic Relations 
(ICRIER)

 •  Latin American and Caribbean Economic Association (LACEA)

The NJD Initiative recognizes employment generation as a 
critical condition for raising living standards, achieving poverty 
reduction, and the role of globalization in improving labor 
working conditions. It supports the extension of the benefits of 

HKUST IEMS JOINS WORLD BANK NETWORK ON JOBS AND DEVELOPMENT
 

To learn more about the NJD initiative, visit  
http://iems.ust.hk/3p45

Development Policy Research Unit Institute for Structural Research Indian Council for Research on 
International Economic Relations

Latin American and Caribbean 
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One challenge of rapidly aging societies is how to encourage 
older workers to extend their working lives. In the session on 
“Work and Retirement”, John Giles, Senior Economist at the 
World Bank, described the labor supply and retirement situation 
in East Asia. He presented evidence that the ability to draw a 
pension is the strongest determinant of exit from work, health 
status significantly affects retirement, and women’s labor supply 
may be influenced by needs to care for the elderly or children. In 
addition, spouses prefer to retire together, which has important 
policy implications given the existing retirement age gap in many 
countries. Piotr Lewandowski and Iga Magda of the Institute 
for Structural Research in Poland introduced the experience of 
Central and Eastern Europe. Opportunities for early retirement 
led to falling labor force participation rates, a trend that reversed 
once such options were eliminated and the retirement age 
was gradually increased despite political opposition.  They 
argued that work incentives for older workers depend on the 
interactive effects of the pension system, labor market policy, 
and other social security programs, and that supportive actions 
such as skill training and flexible work arrangements also are 
important. Finally, Robert Willis of the University of Michigan 
discussed how computerization has affected the employment of 
older workers. A key issue is whether computers or other new 
technologies are complements or substitutes for the skills of older 
workers. He presented evidence that computerization induced 
earlier retirement among middle-skilled workers but not for high-
skilled workers, and speculated that the effect could be weaker for 
younger cohorts who had access to computers at earlier working 
ages.

Providing adequate health care and long-term care also is a 
major challenge for rapidly aging countries in Asia. Aparnaa 
Somanathan, Senior Economist at the World Bank, reviewed 
aging, health and long-term care (LTC) in East Asia & Pacific 
region. She made policy recommendations for LTC provision, 
suggesting that LTC should be separate from health care systems, 

The world’s population is aging rapidly, especially in East 
Asia. This demographic reality is creating numerous policy 
challenges, especially in countries undergoing significant 
social and economic changes. To discuss the most recent 
policy-relevant research on the aging challenges confronting 
countries in East Asia, HKUST Institute for Emerging Market 
Studies (IEMS), in collaboration with the World Bank East Asia 
and Pacific Region, organized a conference on “Challenges 
of Population Aging in Asia” at The Hong Kong University 
of Science and Technology. The conference featured world-
renowned experts on aging and participants from the US, 
Japan, Korea, Australia, Thailand, Indonesia, Singapore, 
Malaysia, China, Hong Kong, and Taiwan. It featured sessions 
on demographics and growth, work and retirement, elderly 
well-being, health and long-term care, and pensions and social 
protection. In each session, World Bank researchers presented 
preliminary findings of a forthcoming World Bank report on 
aging for discussion and feedback.

The conference commenced with a keynote speech on 
“Survey Innovations for Aging in the 21st century” by 
David Weir, Director of the US Health and Retirement 
Study (HRS) at the University of Michigan. He pointed out 
the critical need for high-quality data to support research 
that can inform policy-making, and the great value of 
HRS-type longitudinal studies that collect in-depth data 
on income and wealth, family support, and health.  Such 
surveys have developed innovative ways to measure wealth 
(by asking questions in a way that is less sensitive), health 
(e.g., biomarkers, DNA), and cognition (e.g., adaptive 
tests of fluid intelligence that ask respondents to complete 
number series). He explained how the combination of 
these measures (cognition, family care, medical spending) 
were essential for an influential study that estimated the 
economic costs of dementia in the US.
 

CONFERENCE WITH WORLD BANK DISCUSSES CHALLENGES OF  
POPULATION AGING IN ASIA (2014. 04.14-16)
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should avoid cash reimbursements in favor of in-kind service, and 
should ensure the adequacy of both the number and quality of 
care providers by setting national standards. Japan and Korea 
are two of the only countries in the world to publicly provide 
LTC services. John Campbell of the University of Michigan and 
Soonman Kwon, Dean of the School of Public Health at Seoul 
National University, described the programs in the two countries 
and implementation challenges, which include controlling costs, 
integration with health care service provision, determining 
eligibility, and maintaining standards of service quality. Winnie 
Yip of the University of Oxford characterized Asian health care 
systems as being quite heterogeneous, often with mixed financing 
sources and fragmented service delivery. She argued that effective 
health care provision requires more integrated services in which 
primary health care providers deliver basic services and case 
workers coordinate care delivery by multiple formal and informal 
caregivers to better meet the health care needs of the elderly. 
Albert Park, Director of HKUST IEMS, provided evidence that 
the health expenditures of rural Chinese actually decline at older 
ages despite deteriorating health, suggesting that many rural 
elderly are not receiving adequate care despite the expansion of 
government-subsidized rural health insurance.  

Alfred Chan Cheung-ming, a member of Hong Kong’s Aging 
Commission and a Professor of Social Gerontology at Lingnan 
University, described the Hong Kong government’s responses 
to the challenges of population aging.  He explained that the 
Hong Kong government seeks to establish an integrated care 
system with the family as core, the neighborhood providing 
support, and the government providing supplementary assistance. 
The government supports projects to engage the family and 
community to integrate formal and informal care, with the goal 
of establishing a sustainable old-age care system that does not 
dramatically increase public burdens.

Des ign ing sus ta inab le 
p e n s i o n  a n d  s o c i a l 
protection systems that 
d o  n o t  c re a t e  s t ro n g 
work  d i s incen t i ve s  to 
s top work ing i s  a  key 
policy challenge. Atsushi 
S e i k e ,  C h a i r m a n  o f 
Japan’s Council for the 
P r o m o t i o n  o f  S o c i a l 
Security System Reform 
and Pres ident  o f  Ke io 
U n i v e r s i t y,  d e l i v e re d 
a  k e y n o t e  s p e e c h  i n 
which he s t ressed the 
need to establish a life-

long active society and recognize the necessity of implementing 
re forms that  e l im inate  mandatory  re t i rement  and work 
disincentives associated with pension payment rules, allow more 
flexible wage determination, and protect older workers from 
age discrimination. Robert Palacios, the World Bank’s pension 
team leader, grouped countries into three categories of pension 
systems. For those with defined contribution systems (Indonesia, 
Malaysia, Singapore), sustainability is not a concern but adequacy 
of pensions may be an issue. For those with defined benefit 
systems (China, Korea, Japan, Philippines, Thailand), the main 
challenge is sustainability, with debates frequently arising on how 
best to adjust program parameters. Finally, countries without 
national pension systems (Myanmar, Laos, Cambodia) must avoid 
the mistakes of other countries (e.g. unsustainable financing) 
and overcome capacity limitations. John Piggott, Director of 
Australian Institute for Population Research, shared some lessons 
from Australia’s experience. The Australian system emphasizes 
needs instead of rights, and Prof. Piggott supports means testing 
for social protection and required savings as policy options. A 
panel discussion invited Worawet Suwanrada, Dean of the 

College of Population Studies from Chulalongkorn University, 
and Mitchell Wiener and Dewen Wang of the World Bank 
to discuss the country-specific challenges faced by Thailand, 
Indonesia, and China.
 
A session on Demographics and Growth featured presentations 
by Andrew Mason, one of the leaders of the National 
Transfer Accounts project and Professor at the University of 
Hawaii, and Thomas Flochel and Maurizio Bussoli of the 
World Bank. Finally, the session on Elderly Well-being included 
a keynote speech by James Smith of RAND Corporation on 
the well-being of China’s elderly, an overview talk by John 
Giles of the World Bank, and six presentations on the situation 
of the elderly in East and South-east Asia. Three related 
presentations by  Jinkook Lee of USC and Chulhee Lee of 
Seoul National University, Yasuyuki Sawada of the University 
of Tokyo, and Xiaoyan Lei of Peking University examined the 
mental well-being of the elderly in Korea, Japan and China, 
where suicide rates are among the highest in the world. 
Examining comparable HRS-type longitudinal data sets, they 
found that the very 
high rates of elevated 
depressive symptoms 
in Korea and China are 
associated with poor 
health, low education, 
economic vulnerability 
(especially in Korea), 
f a m i l y  s u p p o r t , 
and soc ia l  ac t iv i ty.  
P r e s e n t a t i o n s  o n 
S o u t h - e a s t  A s i a n 
countries were made 
by Firman Witoelar, 
R e s e a rc h  D i re c t o r 
of  SurveyMETER on 
I n d o n e s i a ,  J o h n 
Knodel of the University of Michigan on Myanmar, Thailand, 
and Vietnam, Angelique Chan of National University of 
Singapore, and Tengku Aizan Hamid, Director of the 
Institute of Gerontology from Universiti Putra Malaysia.

Video recordings and other 
conference materials are available at  
http://iems.ust.hk/rkjf

Angelique Chan (left) • Robert Willis (middle) • Bryce Hool (right) 

Andrew Mason

James Smith
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GOOGLE HANGOUT ON EXTENDING WORKING LIVES OF OLDER WORKERS 
IN EMERGING MARKETS (2014.06.17)

 
Widespread unrealistic expectations about retirement may be 
the most important challenge facing emerging market countries 
experiencing rapid population aging, concluded a panel of experts 
on aging and labor in Eastern Europe, East Asia, and from the 
World Bank.

In a Google Hangout organized by HKUST IEMS and the Institute 
for Structural Research in Poland, the online panel discussed 
the challenges of extending working lives in different national 
contexts. The event was moderated by Piotr Lewandowski, 
President of the Institute for Structural Research (IBS) based in 
Warsaw. The panel of experts included Albert Park, Director 
of HKUST IEMS; Maret Góra, Professor at the Warsaw School 
of Economics (SGH), and Dr. Truman Gregory Packard, Lead 
Economist at the World Bank’s Regional Office for East Asia Pacific.

As global populations age, it is important that workers have the 
opportunity to extend their working lives to help their countries 
sustain economic growth and to be able to realize a high quality 
of life for themselves.  

Across Asia, aging is occurring rapidly, as pointed out by Prof. Park. 
While a quarter of Japan’s population is over 65, China is expected 
to see 30% of its population reach the age of 60 by 2015, and 
must deal with the aging challenge at a much earlier stage of 
development than many other countries due to its strict one-
child policy.  Situations in Eastern Europe are more diverse.  The 
challenge there, as Professor Góra argues, is how quickly people 
can adapt their skills in order to stay employable as they age.

As demographics change, so should institutions and attitudes.  Dr. 
Packard pointed out that societies must reexamine the middle class 
expectation of retirement, which will be essential in implementing 
the institutional changes needed to address the aging challenge.  
In America and Europe, the voting middle class generally expects 
to retire when they reach age 55 to 65.  Such expectations were 
formed after World War II, and haven’t been updated since then.  
Employers also have not adjusted to rising life expectancy, and 
generally do not hire people over age 60, resulting in a lack of jobs 
with flexible schedules for retiring or retired people.  On the other 
hand, people expect to end their working life abruptly at a specific 
age.  Even when they find out they need to work beyond that 
age in order to support their living costs, they often don’t have the 
skills needed to remain employable.  Similar expectations are also 
prevalent in Latin America and East Asia, where current institutions 
reinforce around such expectations.

The problem is that the reality of work and life expectancy has 
changed, but the social contract has not yet caught up.  Prof. Góra 
thinks that current institutions are actually both new and outdated, 
because only in recent generations have people not worked until 
death.  In contrast to many people’s expectations of an abrupt end 
to working life, more and more people are withdrawing gradually 
from a full-time working mode.  Even the way young people 
enter the labor market has been changing.  Many young people 
start their working lives with more than one job.  The actual labor 
market is more fluid than what is reflected by many key institutions.

Dr. Packard argues that economists should communicate to the 
public, especially voters, about the reality of the situation, so 
that they can push politicians to update policies appropriately.  
Professor Góra believes the key message to the public should be to 
help people to prepare themselves, taking into consideration their 
skills and health, so that they can make a rational choice to work 
longer to support their expenditure needs as they age.  

These efforts are necessary to make it politically feasible for policy 
makers to start rolling out gradual, incremental changes such as 
increasing statutory retirement ages, and to help convince people 
and employers to change their behavior.  Dr. Packard suggests that 
small- and medium-sized enterprises (SMEs) will play an important 
role in extending working lives, as many old people want to work 
in less rigid employment arrangements or even set up their own 

businesses to increase flexibility.  Therefore, institutions should be 
more accommodating toward such SMEs.

More generally, jobs that better fit the needs of retirees will 
be necessary, so institutions and policies need to encourage 
employers to offer such jobs. Prof. Góra posits that because there 
will be fewer young people in the future, employers will need 
to hire more elderly, and will need to be open to new ideas on 
how to employ older workers productively.  It’s worth noting that 
education aiming to change people’s perception of retirement 
often emphasizes the macro-economic benefits of extending 
working lives.  But Prof. Park and Prof. Góra both feel that a more 
effective approach is to appeal to individual self-interest to realize 
better and more secure lives at older ages.  Both employers and 
employees will respond if they realize that institutional changes 
supporting healthy aging and longer working lives are actually 
good for everyone.

In China, explained Prof. Park, there exists a duality where, in rural 
areas, people work until they drop, whereas most urbanites retire 
promptly when they reach retirement age and enjoy generous 
pensions provided by the state.  In fact, the ability to retire 
shouldn’t be considered a bad thing.  However, the retirement 
age was set based on assumptions of life expectancy which are 
long outdated.  On the other hand, surveys in China reveal that 
most of today’s elderly persons have low human capital and 
relatively poor health, so it is not obvious that employers will 
consider them productive enough to hire, even in the absence of 
a mandatory retirement age.  This is why it is important to invest in 
the health and skills of tomorrow’s elderly, and to promote flexible 
arrangements that enable both employers and employees to enter 
employment relationships that are fair and mutually beneficial.

Prof. Park also suggests that Asian countries should look upon 
the USA and UK as models of pension design that don’t provide 
disincentives to work at older ages.  The UK approach to increasing 
the mandatory retirement age by announcing small changes 
years in advance can serve as a useful model.  He cautions that 
politicians often don’t respond until there is an emergency, but is 
optimistic that Asian countries are starting to do so.  In fact, China 
has reached the point where the dependency ratio is rising, which 
will hinder future growth, making policy changes more urgent.

Extending the working lives of older workers as the population 
ages in emerging markets is a multi-dimensional challenge.  People 
need to change their expectations, which will aid them in making 
rational choices in updating their job skills and planning their 
retirement lives, as well as pushing politicians to make changes 
to policies and institutions to accommodate new models of 
retirement.  Institutional changes will in turn drive changes in 
expectations.  Ideally, this can create a virtuous cycle that can help 
tomorrow’s elderly in emerging markets live more fulfilling lives.

The full video recording can be viewed on 
http://iems.ust.hk/ogav

Truman Gregory 
PackardMaret GóraAlbert Park
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The Economic Policy Forum – Emerging Economies Think Tank 
Alliance for High Quality Growth (EPF) is an alliance of think 
tanks and thought leadership organizations from emerging 
markets as well as developed economies around the world. 
HKUST IEMS has recently become a member of the Forum as 
of 2014.

The EPF serves as a platform for a global network of members 
and partners to share knowledge and collaborate on research 
that aims to address economic policy challenges faced by 
emerging markets. Currently the EPF comprises 26 members, 
4 of which are from Asia, including HKUST IEMS. EPF members 

HKUST IEMS JOINS THE ECONOMIC POLICY FORUM
 

More information about the Forum  
can be found on the web site  
https://www.economic-policy-forum.org/.

More information about  
the grants is available at  
http://iems.ust.hk/n3v3

University-Industry Linkages in Indonesia and Vietnam: A Comparative Perspective Erik Baark  

Division of Social Science / Environment

Social Networks and the Geographic Pattern of EMNC Expansion Overseas Joon Nak Choi  

Department of Management

Entrepreneurship in Emerging Economies: Unpacking the CEO-Board Relationship  

in New Ventures

Sam Garg  

Department of Management

Market Access and Capital Structure: Evidence from China Vidhan K. Goyal  

Department of Finance

College Majors and Career Trajectories during China’s Economic Transformation James Lee  

Division of Social Science

Can the Poor be Incentivised to Save? A Study of Migrant Domestic Workers in  

Hong Kong

Sujata Visaria  

Department of Economics

Understanding Firms in Emerging Transitional Economies:  

China and Central-Eastern Europe Compared

Jin Wang  

Division of Social Science

Self-employment and Entrepreneurship in Post-Socialist Transition Economies:  

A Comparative Study of China, Russia, and Vietnam since the 1990s

Xiaogang Wu  

Division of Social Science

China’s International and Intranational Risk-sharing Juanyi Xu  

Department of Economics

HKUST IEMS RESEARCH GRANTS AWARDED SPRING 2014

undertake policy initiatives and determine topics of common 
interest, and jointly work on policy recommendations relevant 
to their respective countries. Current policy initiatives include 
Resources Policy, Regional Integration, Urbanisation and 
Migration, and Diversification Strategies.

The  EPF  was  in i t i a ted  by  Deutsche  Gese l l s cha f t  fü r 
Internationale Zusammenarbeit (GIZ), the German agency 
for international cooperation. Its main sponsor is currently 
the German Federal Ministry for Economic Cooperation and 
Development (BMZ).
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t i e s .  H e  a rg u e s 
that international 
social ties benefit 
economic development by promoting information flow, 
providing access to new markets, and by monitoring global 
trends. Thus, establishing closer ties with overseas Koreans 
can help ameliorate the talent shortage. To attract rooted 
businessmen who usually plan to return to South Korea, the 
work culture of Korean companies should be reformed so that 
career prospects remain attractive. The country should also 
build social capital with estranged businessmen who are more 
interested in short-term return to reclaim cultural identities or 
to pursue career opportunities. 

Both studies suggest that policy-makers have a strong role 
to play in developing favorable policies to attract high-
end returnees, and provide valuable insights into factors to 
consider in designing such policies.

Today more than ever, talent moves across borders to 
countries which provide the best opportunities. Attracting 
and retaining talent to support development thus is of 
national strategic importance. David Zweig, Chair Professor 
of Social Science, and Joon Nak Choi, Assistant Professor of 
Management, shared their insights on efforts by China and 
South Korea to attract international talent. 

Prof. Zweig explained that in his research based on interviews 
with mainland Chinese entrepreneurs, including both locals 
and returnees, he found that among entrepreneurs and 
scientists, technology is the primary catalyst generating 
reverse migration as returnees are significantly rewarded 
by taking existing technologies from their host countries to 
China. These technologies are not necessarily “cutting-edge” 
globally, but as long as the technology is new for China, 
returnees can displace older domestic technologies and 
win greater domestic market shares. In fact, 62% of those 
returning for reasons related to technology admit that their 
technology was new to China but had existed outside China 
long before. 

In his talk based on part of a forthcoming coauthored book 
on Global Talent- Skilled Labor as Social Capital in Korea to be 
published by Stanford University Press, Prof. Choi noted that 
Korean firms have largely failed in recruiting skilled foreign 
workers primarily because of Korea’s uninviting mono-ethnic 
culture. He proposed a new approach to enticing Korea’s pool 
of skilled émigrés back to Korea, namely by nurturing social 

TALENT MIGRATION AND RECRUITMENT ACROSS 
BORDERS
 
Business Insights Presentation co-organized with HKUST Business School 
(2014.04.10)

government innovation policy positively 
affects firm innovation, but that the 
effect is reduced when a firm is larger or state-owned, and 
when there already is strong social legitimacy for innovation. 

Based on the findings, Prof. Sull ivan argues that in an 
institutional void, government policies supplement weak 
market institutions to channel resources to support firm 
innovation. Firms more influenced by government innovation 
policies gain more resources and perceive a higher likelihood 
of securing additional resources when needed. These firms 
also have better protection against misappropriation of their 
inventions and are motivated to conform to government 
expectations to achieve legitimacy. 

Their findings are relevant for emerging economies, which 
often have immature institutions, including weak intellectual 
property protection, limited market incentives, and resource 
constraints. The study thus provides important implications 
for policy-makers to help countries move up the innovation 
curve.

The rise of Chinese firms in innovation activities has recently 
attracted attention. In an HKUST IEMS academic seminar,  
Bilian Sullivan ,  Associate Professor of Management, 
presented recent  research that  examined the ro le of  
government policies in promoting innovation in Chinese firms. 

There are contradictory theoretical arguments and empirical 
findings on the role of government in firm innovation. Both 
institutional contexts and firm-specific characteristics may 
be crucial determinants of how government policies impact 
firms’ behavior. Prof. Sullivan and co-authors analyze firm 
level data from China, and find that government innovation 
policies have fostered firm innovation because the policies 
mitigate uncertainty surrounding the chance of profiting from 
innovation and bestow legitimacy on firms. 

The survey data comes from a random sample of 768 firms in 
10 cities covering the period 2006-2010. The analysis assesses 
how government policies and firm characteristics affect the 
total number of new patents applied for and granted during 
2007-2011. They examine the extent to which a firm regards 
eight policies as important to the firm’s innovation activities, as 
well as the importance of four firm characteristics: ownership 
(state-owned or not), size, business environment (more 
market-based or not) and social norms (innovation is taken 
as normative and valuable to firms). The results show that 

LEGITIMACY OR RESOURCES? FIRM INNOVATION 
AND GOVERNMENT INNOVATION POLICY IN CHINA’S 
TRANSITIONAL ECONOMY
 
HKUST IEMS Academic Seminar (2014. 02.10)
 Bilian Sullivan

Joon Nak ChoiDavid Zweig

Video recordings of the 
presentations are available at  
http://iems.ust.hk/wdnl
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used in Thailand’s trade during 1993 and 
2011, and the other on the invoicing 
shares of the Euro for 35 countries. 
Using the experience of the Euro as a 
benchmark, they predict the expected invoicing shares of RMB 
today and conclude that the RMB has been significantly under-
used in trade invoicing. 

Prof. Lai attributes the under-use to the lack of thick market 
externalities associated with RMB use in international trade. He 
urges China to relax its capital controls, allow full convertibility 
of the RMB, and reform its financial sector much more deeply in 
order for the offshore RMB market to help the RMB become a 
major invoicing currency.

Reference: 
Edwin L.-C. Lai and Xiangrong Yu (2014), “Invoicing Currency 
in International Trade: An Empirical Investigation and Some 
Implications for the Renminbi”, forthcoming in World Economy

Many serious discussions have been generated by the Chinese 
government’s aspiration to internationalize the RMB. In an HKUST 
IEMS academic seminar, Edwin Lai, Professor of Economics, 
HKUST, offered his views on the RMB’s potential to become an 
international currency in the Asian-Pacific region.

Ch ina  has  t aken  a  se r i e s  o f  s t eps  to  p romote  RMB 
internationalization since 2008, and newspaper headlines report 
a huge volume of trade deals settled in the currency. However, 
few reports describe the extent of the RMB’s use as an invoicing 
currency, not just a settlement currency. Prof. Lai pointed out 
that invoicing in RMB requires greater commitment from trade 
partners and enables firms operating in China to effectively 
hedge against exchange rate risks. Trade data suggest that only 
a small fraction of China’s trade with foreign countries is invoiced 
in RMB. 

Prof. Lai and co-authors develop a model which shows that 
there is a convex relationship between the invoicing share of a 
currency and the economic size of the issuing country. Invoicing 
decisions also depend upon thick market externalities, which 
refers to the phenomenon that use of a currency by some 
firms makes it more attractive to be used by other firms. Such 
externalities are influenced by the degree of convertibility of the 
currency, the degree of capital account openness and financial 
market maturity of the issuing country. 

They provide empirical support for their argument by analyzing 
two data sets: one on the invoicing shares of eleven currencies 

THE POTENTIAL OF THE RMB TO BE A MAJOR INVOICING  
CURRENCY IN THE ASIAN-PACIFIC REGION
 
HKUST IEMS Academic Seminar (2014. 05.12)
 

The presentation slides as well as 
the related paper are available at  
http://iems.ust.hk/x9vn

The f inding contr ibutes  to a bet ter  
u n d e r s t a n d i n g  o f  c o n t r a c t i n g 
ar rangements  o f  f i rms  in  d i f fe rent  
institutional settings. Compared to prior 
research mainly on market-based economies such as the U.S., 
Prof Hung’s study reveals the value of political ties and market 
credibility in a relationship-based economy that has institutional 
characteristics similar to other emerging economies.

Reference:
Mingyi Hung, TJ Wong and Fang Zhang (2014), "The value of 
political ties versus market credibility: Evidence from corporate 
scandals in China", conditionally accepted at Contemporary 
Accounting Research

Corporate scandals can be devastating. They not only cause 
huge losses of market value to firms but also can trigger panic 
and market instability, thus attracting great attention from 
investors and regulators. In China, corporate scandals have 
different levels of negative impact on firms’ value, depending 
on the nature of the scandal, as discovered by Mingyi Hung, 
Professor of Accounting, HKUST, in her research on corporate 
scandals in Chinese firms. At a HKUST IEMS Academic Seminar, 
she talked about how political scandals trigger worse market 
reactions than market scandals. 

The finding comes from an analysis of 212 enforcement 
actions against corporate misconduct by Chinese courts and 
securities regulators from 1997-2005. Prof. Hung and co-
authors categorized scandals into political scandals, market 
scandals and mixed scandals, depending on whether the 
scandal is primari ly associated with the destruction of 
political ties, market credibility, or both. Out of the 212 
cases, they identified 26 political scandals such as managers 
bribing government officials or stealing from the state 
through tax evasion, 91 market scandals such as financial 
misrepresentation and managers misappropriating firm 
assets through embezzlement or kickbacks, and 95 mixed 
scandals, such as embezzlement by managers of state-
owned enterprises (SOEs). They then employed an event 
study methodology to test how the market reacts to these 
different types of corporate scandals, as measured by the 
firms’ cumulative abnormal returns (CARs), calculated as stock 
returns minus returns of the market index during a certain 
event window. The results suggested the value of a firm’s 
political ties is greater than a firm’s market credibility. They 
also found that compared to market scandals, political and 
mixed scandals are more likely to lead to greater departure of 
political and affiliated directors and larger decreases in loans 
from state-owned banks. 

THE VALUE OF POLITICAL TIES AND MARKET CREDIBILITY:  
EVIDENCE FROM CORPORATE SCANDALS IN CHINA
 
HKUST IEMS Academic Seminar (2014. 03.03)
 

Characteristics-adjusted abnormal returns (CSARs) for different 
types of scandals 

Edwin Lai

Mingyi Hung

MONTHS SINCE SCANDAL
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During their stay in Moscow, the HKUST delegates also had 
meetings with Ms Tatiana Leonova, Vice-Rector of the Far-
East Federal University, Mr. Alexandr Povalko, Deputy 
Minister of Education of Russia, and leaders of the Skolkovo 
Institute of Science and Technology (Skoltech) to discuss the 
possibilities for broader engagement between HKUST and 
Russian universities. 

Prof .  Albert Park ,  Di rector  of 
HKUST  IEMS,  jo ined Pro f .  Wei 
Shyy ,  Execut ive Vice-Pres ident 
and Provost of HKUST, and Prof. 
Yan Xu, Associate Dean of HKUST 
Business School, in a visit to the 
Moscow School of Management 
SKOLKOVO on June 2-4, 2014.  
Initiated by Mr. Karl Johansson, 
former EY Managing Partner for CIS 
and Chairman of the Advisory Board 
of HKUST IEMS, the visit explored 
the potential for cooperation in the 
areas of both research on emerging 
markets and business training.

T h e  H K U S T  d e l e g a t i o n  h e l d 
d i s c u s s i o n s  w i t h  M r.  Ruben 
Vardanian, Founding Partner and 
Vice-Chairman of the International 
Advisory Board of Moscow School 
o f  M a n a g e m e n t  S K O L K O V O , 
Mr. Alexey Kalinin, Director of SKOLKOVO Institute for 
Emerging Market Studies (IEMS), directors of SKOLKOVO’s 
MBA training programs, and other SKOLKOVO faculty 
and research staff. Also joining the meeting was Ms Irina 
Lapidus, Development Director of the New Economic School 
in Moscow. These discussions led to agreements for HKUST 
IEMS to explore the potential for research collaboration with 
SKOLKOVO IEMS and the New Economic School by hosting 
a joint research workshop to be held during the upcoming 
academic year, and for HKUST’s School of Business to 
collaborate with SKOLKOVO on executive MBA training 
programs (each side will host their counterpart’s EMBA 
students in the coming year).

HKUST IEMS DIRECTOR JOINS UNIVERSITY DELEGATION VISITING  
MOSCOW SCHOOL OF MANAGEMENT SKOLKOVO
 

EXPERTS ON CHINA’S ENVIRONMENT AND  
ON GROWTH AND DEVELOPMENT JOIN IEMS  
AS FACULTY ASSOCIATES
 

To visit the web sites of the above 
mentioned institutes, visit  
http://iems.ust.hk/3hz2

The HKUST delegation with hosts

IEMS welcomes two new members to its 40-strong team of 
faculty associates:Prof. Guojun He and Prof. Rachel Ngai.
 
An expert on the complex relationship between environment 
and human welfare in urban and rural China, Prof. Guojun 
He recently completed his PhD from UC-Berkeley and  
was a Research Fellow at Harvard University before being 
appointed in 2014 as an Assistant Professor at HKUST in 
the Department of Economics, Division of Social Science, 

a n d  D i v i s i o n  o f 
E n v i r o n m e n t . 
Prof. Rachel Ngai, 
a n  A s s o c i a t e  
Professor (Reader) of Economics at the London School of 
Economics and a Visiting Fellow at the HKUST Jockey Club Institute 
for Advanced Study (IAS), is an expert on macroeconomics, 
particularly with regard to growth and development, labor 
markets, and housing markets.

Rachel NgaiGuojun He

Facebook Twitter YouTube

Google+ Weibo WeChat

http://iems.ust.hk/fbook http://iems.ust.hk/TW http://iems.ust.hk/ytube

http://iems.ust.hk/gplus http://iems.ust.hk/wbo hkustiems

T: (852)3469 2215     E: iems@ust.hk     W: http://iems.ust.hk
A:  Lo Ka Chung Building, The Hong Kong University of  Science and Technology, Clear Water Bay, Kowloon

With support from

Stay connected with HKUST IEMS on social media


