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Abstract
This dissertation examines how Hong Kong’s regulatory environment shapes foreign business expansion amidst geopolitical tensions, using the Eclectic Paradigm (Dunning, 1988) and Institutional Theory (Scott, 1995) as analytical lenses. Through mixed-methods analysis of FDI trends (2019–2023) and case studies (HSBC, Tesla), the study confirms Hong Kong’s enduring advantages in tax policy and financial market access (H1). However, it reveals a paradoxical shift: while the National Security Law (2020) eroded Western investor confidence (H2 partially confirmed), it accelerated mainland Chinese investment, reinforcing Hong Kong’s role as a gateway to China. Crucially, the study identifies a regulatory adaptability gap in fintech (H3 partially confirmed), challenging Hong Kong’s competitiveness against Singapore. These findings extend the OLI Framework by demonstrating how geopolitical risks reconfigure ‘location advantages.’ Recommendations urge policymakers to balance stability with innovation to sustain Hong Kong’s global hub status.
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1. [bookmark: _Toc194551413]Introduction
[bookmark: _Toc194551414]1.1 Introduction and background of research
The global business environment is increasingly shaped by complex regulatory landscapes, significantly influencing foreign businesses' international expansion decisions. Hong Kong, historically a prominent global financial hub, has thrived due to its strategic location, robust financial infrastructure, and open trade policies, attracting considerable foreign investment. However, escalating geopolitical tensions, economic volatility, and the recent COVID-19 pandemic have cast shadows over Hong Kong's business environment, raising concerns about the impact of its evolving regulatory framework on future foreign investment (East Asia Forum, 2024; Chan, 2024). This dissertation examines the extent to which Hong Kong's regulatory framework encompassing legal, tax, and financial regulations supports or hinders foreign business expansion and how macro-environmental factors influence this process.
This secondary-data based research adopts a mixed-methods approach, combining qualitative and quantitative data analysis. Government publications, industry reports from reputable organizations like the Hong Kong Trade Development Council (HKTDC), and peer-reviewed articles will form the core data sources. Furthermore, case studies of foreign companies operating in Hong Kong will be analysed to provide practical insights into how regulations and macro-environmental factors shape their business strategies and outcomes. This research aims to provide a robust understanding of how regulatory factors affect Hong Kong's business environment, offering strategic insights for companies contemplating expansion into this market.
   Hong Kong's business environment is undergoing a significant transformation, particularly given recent political developments, including the implementation of the National Security Law in 2020 (Davis Polk, 2020). While Hong Kong has traditionally been recognized for its ease of doing business, concerns regarding its long-term viability as a global business hub persist. This dissertation seeks to explore whether the evolving regulatory landscape presents new opportunities or significant challenges for foreign companies.
1.2. [bookmark: _Toc194551415][bookmark: _Toc182945190]Study significance
This research holds particular significance due to the ongoing transformation of Hong Kong's business environment, especially considering recent political developments like the implementation of the National Security Law in 2020 (Davis Polk, 2020). While Hong Kong has historically been recognized for its ease of doing business, questions about its long-term viability as a global business hub persist. This dissertation explores whether the evolving regulatory landscape creates new opportunities or challenges for foreign companies. By providing a comprehensive, evidence-based analysis, this research aims to provide valuable insights for policymakers, businesses, and academics seeking to understand and navigate the complexities of Hong Kong's regulatory environment.
1.3. [bookmark: _Toc194551416]Research Objectives: 
This dissertation is centred around three clear research objectives, designed to ensure that the data collection and analysis are both feasible and realistic, utilizing authentic and reliable sources.
1) To evaluate the regulatory environment of Hong Kong that underpins its status as a global business hub.
2) To perform a comparative analysis of Hong Kong’s regulatory framework and other macro-environmental factors in relation to those of other major global financial centres.
3) To examine case studies of foreign businesses that have expanded into Hong Kong and analyse the role of regulations and macro-environmental factors in their successes or challenges.
Considering the above objectives, the research questions guiding this study are:
1.4. [bookmark: _Toc194551417]Research Questions:
1. How does Hong Kong's current regulatory framework facilitate or impede foreign direct investment (FDI), considering the "One Country, Two Systems" framework and recent regulatory changes? 
2. What specific regulatory and macro-environmental factors have significantly influenced the success or failure of foreign businesses that have expanded into Hong Kong in recent years? 
3. What are the key regulatory challenges and opportunities for foreign businesses operating in Hong Kong, and how can they be effectively addressed?



[bookmark: _Toc194551418]Literature Review
This literature review critically examines existing research on Hong Kong's regulatory environment, focusing on its role as a global business hub and its implications for foreign business expansion. This analysis synthesizes existing research and identifies gaps, particularly in detailed regulatory evaluations and specific case studies of businesses impacted by these regulations. 
To provide a conceptual foundation for this analysis, the following section outlines key terms, definitions, and theoretical frameworks relevant to Hong Kong’s regulatory environment and its impact on foreign business expansion.
[bookmark: _Toc194551419]2.1 Key Terms and Definitions
Regulatory Environment:
The regulatory environment encompasses the laws, policies, and institutional frameworks governing business operations within a specific jurisdiction. In Hong Kong, this includes legal, tax, and financial regulations that shape the business landscape (Hong Kong Government, 2024).
Foreign Business Expansion:
Foreign business expansion refers to the process by which companies extend their operations into international markets through various means, such as foreign direct investment (FDI), joint ventures, or establishing subsidiaries (UNCTAD, 2023).
Global Financial Hub:
A global financial hub is a city or region serving as a central node for international finance, characterized by a concentration of financial institutions, robust regulatory frameworks, and strong connectivity to global markets (Germain, 2010).
Macro-Environmental Factors:
Macro-environmental factors are external elements influencing business operations, including political, economic, social, technological, environmental, and legal (PESTEL) factors (Christmann & Taylor, 2001).
[bookmark: _Toc194551420]2.2 Main Theories Affecting the Research Theme
[bookmark: _Toc194551421]2.2.1 Eclectic Paradigm (OLI Framework)
The Eclectic Paradigm, or OLI (Ownership, Location, Internalization) Framework, explains why firms engage in foreign direct investment (FDI). Dunning (1988) posits that firms invest abroad when they possess ownership advantages (e.g., proprietary technology), location advantages (e.g., a favorable regulatory environment), and internalization advantages (e.g., reduced transaction costs). This theory is highly relevant to understanding why foreign businesses choose Hong Kong for expansion. Hong Kong's location advantages, such as its proximity to mainland China and its status as a global financial hub, make it an attractive FDI destination. However, recent institutional changes, like the National Security Law, have introduced new uncertainties that may affect these location advantages (Davis Polk, 2020).
[bookmark: _Toc194551422]2.2.2 Institutional Theory
Institutional Theory examines how regulatory frameworks, norms, and cultural expectations shape organizational behaviour (Scott, 1995). In the context of Hong Kong, this theory helps explain how the city's legal and financial institutions influence foreign business decisions. For instance, the implementation of the National Security Law in 2020 represents a significant institutional change impacting foreign investment (Davis Polk, 2020). Institutional Theory also provides a framework for understanding how Hong Kong’s regulatory environment interacts with global norms and standards, particularly in international finance and trade.
[bookmark: _Toc194551423]2.2.3 PESTEL Analysis
PESTEL (Political, Economic, Social, Technological, Environmental, Legal) Analysis is a framework used to analyse macro-environmental factors that impact business operations (Christmann & Taylor, 2001). This framework is particularly useful for examining how Hong Kong's regulatory environment and external factors (e.g., geopolitical tensions, economic instability) affect foreign business expansion. Political factors such as the U.S.-China trade war and social factors such as the 2019 pro-democracy protests have had significant implications for Hong Kong’s business environment. Similarly, technological advancements, such as the rise of fintech, are reshaping the financial services sector in Hong Kong.
[bookmark: _Toc194551424]2.3. Global Challenges and Economic Resilience
The resilience of Hong Kong’s financial systems is tested by global crises and geopolitical tensions. Balbaa, Eshov, and Ismailova (2022) examine the impacts of the Russian-Ukrainian war on global economies, including disruptions in digital banking networks and increased cyber threats. These challenges are particularly relevant for Hong Kong, which relies heavily on its financial services sector. The authors argue that Hong Kong’s ability to navigate these challenges will depend on its regulatory frameworks and its capacity to adapt to changing global dynamics. These dynamics emphasize the need for adaptive regulatory frameworks.
Christmann and Taylor (2001) explore environmental self-regulation in China, offering insights into how Hong Kong’s firms might respond to global environmental challenges under stringent regulatory frameworks. For example, the authors highlight the role of corporate social responsibility (CSR) in shaping business practices in Hong Kong. This is particularly relevant in the context of global environmental challenges, such as climate change, which are increasingly influencing business decisions. As global pressures for sustainability increase, Hong Kong's regulatory environment must also adapt to encourage and enforce environmentally responsible business practices.
[bookmark: _Toc194551425]2.4. Comparative Analysis of Regulatory Environments
The comparative analysis of regulatory frameworks is crucial for understanding Hong Kong’s competitive edge. Wong et al. (2019) analyse the impact of China’s cabotage relaxation on Hong Kong’s status as a transshipment hub, providing a direct example of how regional policy changes can affect Hong Kong’s economic landscape. This is echoed in Galpin’s (2013) exploration of trade facilitation measures in Hong Kong, which highlights the territory’s strategic initiatives to enhance its logistical capabilities and strengthen its role in international trade.
However, despite these insights, there remains a need for more direct comparisons between Hong Kong and other global financial hubs. While the existing literature provides valuable information, further research that directly compares Hong Kong’s regulatory environment with those of other major financial centres would provide valuable insights into its relative strengths and weaknesses and their implications for foreign business expansion.
[bookmark: _Toc194551426]2.5. Case Studies of Foreign Business Expansion
Examining specific foreign business expansions can offer insights into the regulatory impacts on business operations. Chen and Zhuansun (2022) study the coordination between innovation and economic development in the Greater Bay Area, providing a template for evaluating regulatory effectiveness. Their findings suggest that Hong Kong’s regulatory environment plays a crucial role in fostering innovation and attracting foreign investment. However, the authors also highlight the challenges associated with regulatory compliance, particularly for small and medium-sized enterprises (SMEs).
Despite the availability of case studies, there is a lack of detailed research on how specific regulations in Hong Kong have impacted foreign businesses. Addressing these questions would provide a more nuanced understanding of the regulatory environment and its implications for foreign business expansion.
[bookmark: _Toc194551427]2.6. Hypotheses
Building on the literature review and research gaps, this study proposes the following hypotheses for empirical testing:
H1: Hong Kong's regulatory environment, despite recent political changes, continues to provide significant advantages for foreign businesses in accessing mainland Chinese markets compared to other global financial centres.
H2: The implementation of the National Security Law has led to a shift in the composition of foreign direct investment in Hong Kong, with a decrease in Western investments offset by an increase in investments from mainland China and other Asian countries. 
H3: Hong Kong's regulatory framework for the financial sector offers more flexibility and market access opportunities compared to other major financial hubs, resulting in higher rates of foreign business expansion in this sector.
[bookmark: _Toc194551428]Conclusion on Literature Review
[bookmark: _Toc182945198]The literature presents a comprehensive view of Hong Kong’s regulatory environment and its influence on economic dynamics and business practices. However, there remains a gap in detailed case studies of foreign businesses operating within these regulatory frameworks. This review underscores the need for further research into how specific regulations affect Hong Kong’s attractiveness as a business destination, particularly considering recent global economic challenges and shifting geopolitical landscapes. Addressing these gaps will provide valuable insights for policymakers, businesses, and researchers seeking to navigate the complexities of Hong Kong’s regulatory environment.





[bookmark: _Toc194551429] Research Methodology 
This dissertation employs a rigorous methodology to address the research objectives and hypotheses related to Hong Kong's regulatory environment and its impact on foreign business expansion. The chosen methodology is underpinned by a specific philosophical stance, utilizes a defined research approach, and adheres to strict ethical guidelines.
[bookmark: _Toc194551430]3.1. Research Philosophy
The research adopts a pragmatist philosophical stance. Pragmatism emphasizes the practical consequences of research and the importance of selecting methods that best address the research questions (Saunders et al., 2019). In this context, the pragmatist philosophy justifies the use of a mixed-methods approach, combining qualitative and quantitative data, to provide a comprehensive understanding of the complex interplay between regulations, macro-environmental factors, and foreign business decisions. This philosophy aligns with the dissertation's aim to offer practical insights for businesses considering expansion into Hong Kong, as mentioned in the introduction.
1.5. [bookmark: _Toc194551431]Research Approach
A mixed-methods approach will be adopted, combining qualitative and quantitative data analysis. This approach leverages the strengths of both methodologies to provide a more holistic and nuanced understanding of the research problem (Creswell & Plano Clark, 2018).
Deductive and Inductive Reasoning: The research will initially employ a deductive approach to test the hypotheses formulated based on the literature review. This will involve using quantitative data, such as FDI statistics and regulatory compliance costs, to assess the validity of the hypotheses. Concurrently, an inductive approach will be used to analyse case studies of foreign businesses in Hong Kong, allowing for the emergence of new themes and insights related to the regulatory environment and its impact on business operations. Data Sources: Key data sources will include government publications, industry reports, and peer-reviewed articles.
Case Studies: The research will examine case studies of foreign companies that have expanded into Hong Kong to provide practical insights into how regulations and macro-environmental factors influence business operations and decisions (Khan et al., 2023).
1.6. [bookmark: _Toc194551432]Ethical Considerations
This secondary research ensures integrity by critically evaluating sources, avoiding plagiarism through proper citation, and maintaining transparency in analysis. Publicly available case studies involving human data are treated confidentially, with anonymization preserved. Potential biases in sources are acknowledged and mitigated through diverse perspectives. The study complies with copyright laws, data protection regulations (e.g., GDPR), and academic ethical standards, using only permissible data. Objectivity is upheld by distinguishing between source conclusions and the researcher’s interpretations. No primary data is collected, eliminating direct ethical risks, but ethical scrutiny of original sources is applied where relevant.
























[bookmark: _Toc194551433] Data Analysis and Discussion
This chapter presents a comprehensive analysis of the data collected, focusing on Hong Kong's regulatory environment and its impact on foreign business expansion. Building upon the literature review and methodological framework outlined in the preceding chapters, this section seeks to address the research questions by examining specific regulations, macro-environmental factors, and their influence on foreign businesses operating in Hong Kong. To guide this analysis, the chapter will evaluate three key hypotheses derived from the literature.
[bookmark: _Toc194551434]4.1. Statistical data and economic performance
Hong Kong remains one of the world’s most dynamic and globally integrated economies, serving as a critical financial hub and gateway for trade and investment between mainland China and the rest of the world. In 2023, the territory demonstrated resilience amid global economic uncertainties, geopolitical tensions, and domestic challenges. 
According to the World Investment Report (2024) by UNCTAD, Hong Kong attracted USD 112.6 billion in FDI inflows in 2023, marking a 2.7% increase from the USD 109.6 billion recorded in 2022, meanwhile other big economies registered decreasing in FDI inflows. This placed Hong Kong as the fourth-largest recipient of FDI globally (figure 1). From the other hand FDI outflows for Hong Kong decreased by approximative 2%. Decrease in FDI outflows from Hong Kong means that Hong Kong-based companies and investors are investing less capital abroad compared to previous periods. This trend is driven by global economic uncertainty, a shift toward domestic and regional opportunities, and structural challenges in traditional sectors like real estate and finance. By the end of 2023, the total FDI stock in Hong Kong reached USD 2.1 trillion, reflecting the territory’s enduring appeal as a global investment hub. 









Figure 1. Foreign direct investment inflows
[image: ]

 Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics).










Figure 2. Foreign direct investment outflows
[image: ]
Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics). Note: Negative outflows result from divestments and the repayment of intracompany loans.
The Census and Statistics Department of Hong Kong reported that the largest sources of FDI stock by the end of 2023 were China (31.1%), the British Virgin Islands (30.5%), the Cayman Islands (10.6%), and the United Kingdom (9.3%) (Figure 3).  In terms of economic activities, investment and holding, real estate, and professional and business services accounted for the largest share of inward FDI at 67.1%. This was followed by the banking sector (11.6%) and import/export, wholesale, and retail trades (10.8%) (figure 4).
Figure 3. Percentage share of inward direct investment (DI) position by selected major investor county/territory at end of 2023
[image: ]
Source: External Direct Investment, Statistics of Hong Kong, 2023 edition 

Figure 4. Percentage share of inward direct investment (DI) position by major economic activity of Hong Kong enterprise groups at end of 2023
[image: ]
Source: External Direct Investment, Statistics of Hong Kong, 2023 edition
[bookmark: _Toc194551435]4.3 Analysis of Hong Kong’s Regulatory Environment
[bookmark: _Toc194551436]4.3.1 Tax Regulations
Hong Kong’s legal and tax systems are widely regarded as business-friendly. The territory operates under a common law system, which provides transparency and predictability for foreign investors (Hong Kong Census and Statistics Department, 2023). Additionally, Hong Kong’s low and simple tax regime—featuring a maximum corporate tax rate of 16.5% and no capital gains or value-added taxes—has been a significant draw for foreign businesses (PwC, 2023).
Below is a comparison table of tax rates for Hong Kong, Singapore, and the United Kingdom (UK). The table includes key taxes such as corporate tax, personal income tax, value-added tax (VAT)/goods and services tax (GST), and capital gains tax. All rates are as of 2023.

Table 1. Tax rates comparation for Hong Kong, Singapore, United Kingdom
	[bookmark: _Hlk192340743]Tax Type
	Hong Kong
	Singapore
	United Kingdom (UK)

	Corporate Tax Rate
	First HKD 2 million – 8.25%, On the remainder 16.5%(on assessable profits)
	17% (with partial exemptions)
	19% for profits <£50K
(25% for profits > £250k, marginal relief between £50K and £250K)

	Personal Income Tax
	Progressive rates up to 17%
	Progressive rates up to 22%
	Progressive rates up to 45%

	VAT/GST
	No VAT or GST
	9% GST
	20% VAT

	Capital Gains Tax
	No capital gains tax
	No capital gains tax
	10%-20% (depending on income)

	Dividend Tax
	No dividend tax
	No dividend tax
	8.75%-39.35% (based on income)

	Withholding Tax
	2.475% to 4.95% tax on royalties,
No tax on interest
	5% to 10% tax on royalties
15% tax on interest on loans and rentals 

	20% (on royalties/interest)


Source: Created by author from government websites and other credible sources

Key Notes:
1. Hong Kong: Known for its low and simple tax regime, with no VAT, capital gains tax, tax on interest or dividend tax. Corporate tax is capped at 8.25% for first HKD 2 mln (appr. £200k) and 16.5% for remaining, 2.475% to 4.95% tax on royalties, and personal income tax is relatively low.
2. Singapore: Offers competitive tax rates, with a 17% corporate tax rate (after partial exemptions) and a maximum personal income tax rate of 22%. GST is 9%, but there is no capital gains tax.
3. United Kingdom: Has higher tax rates, including a 20% VAT and capital gains tax of 10%-20%. Corporate tax is 19% (up to £50K), but it rises to 25% for profits over £50K/£250K.
Above table highlights the tax advantages of Hong Kong and Singapore compared to the UK, particularly for businesses and investors seeking low-tax jurisdictions. 
[bookmark: _Toc194551437]4.3.2 Legal regulations
Aside from its competitive tax rates, when incorporating a company in Hong Kong, understanding Corporate Residence and Permanent Establishment (PE) is essential for tax compliance. Under Hong Kong’s domestic tax law, corporate residency is not a primary factor for determining tax liability. Instead, the key criteria for profits tax are: (1) whether the corporation is carrying on a trade, profession, or business in Hong Kong; (2) whether the profits are derived from such activities; and (3) whether the profits are sourced in or derived from Hong Kong (PwC, 2023). However, corporate residency becomes relevant under Comprehensive Double Taxation Agreements (CDTAs), where a company is considered a Hong Kong tax resident if it is either incorporated or centrally managed and controlled in Hong Kong (PwC, 2023).
A Permanent Establishment (PE) refers to a fixed place of business through which a non-resident conducts.
However, recent geopolitical developments, such as the implementation of the National Security Law in 2020, have raised concerns about the potential erosion of judicial independence and its impact on foreign investment (Wong & Chan, 2023). While the law aims to ensure stability, some foreign businesses perceive it as a risk to Hong Kong’s traditionally liberal business environment (SCMP, 2023).
The National Security Law (NSL), enacted in Hong Kong on June 30, 2020, is a piece of legislation introduced by the Chinese central government to address issues of secession, subversion, terrorism, and collusion with foreign forces. The law was implemented in response to the 2019 pro-democracy protests, which were seen as a threat to national security. While the NSL aims to restore stability, it has raised significant concerns among foreign investors and businesses operating in Hong Kong.
The National Security Law (NSL), enacted in Hong Kong in 2020, criminalizes four categories of offenses: secession, subversion, terrorism, and collusion with foreign forces, with penalties ranging from fines to life imprisonment (National People's Congress, 2020). It also has extraterritorial jurisdiction, applying to activities outside Hong Kong deemed threatening to China’s national security (Chan & Wong, 2021). The law allows the central government to establish national security agencies in Hong Kong, operating independently of the local legal system, which critics argue undermines judicial independence (Cheung, 2020; Human Rights Watch, 2020).
For foreign investors, the NSL has raised significant concerns. It has eroded confidence in Hong Kong’s rule of law, a key factor in attracting foreign investment, as fears of arbitrary enforcement create uncertainty (Wong & Chan, 2023). The broad and vague definitions of offenses have also led to a chilling effect on free speech and business activities, with companies avoiding politically sensitive actions (Cheung, 2020). Geopolitical tensions have intensified, with the U.S. revoking Hong Kong’s special trade status, impacting its role as a global financial hub (U.S. Department of State, 2020). Some multinational corporations have relocated operations to other hubs like Singapore, citing concerns over the NSL’s impact on business stability (Financial Times, 2021). While the law has restored short-term stability, its long-term economic implications remain uncertain, potentially deterring foreign investment and talent, and undermining Hong Kong’s competitiveness (Wong & Chan, 2023).
Conclusion
The National Security Law represents a significant shift in Hong Kong’s legal and political landscape. While it aims to ensure stability, its broad provisions and extraterritorial reach have raised concerns about the erosion of Hong Kong’s rule of law and judicial independence. For foreign investors, the NSL introduces new risks and uncertainties, potentially affecting Hong Kong’s attractiveness as a global business hub. The long-term impact will depend on how the law is enforced and how the international community responds. (Wong & Chan, 2023)
[bookmark: _Toc194551438]4.3.3 Financial Regulations
Hong Kong’s financial regulatory framework, overseen by the Hong Kong Monetary Authority (HKMA), is robust and aligned with international standards. The city’s banking sector is highly developed, with a strong emphasis on anti-money laundering (AML) and counter-terrorist financing (CTF) measures (HKMA, 2023). These regulations enhance Hong Kong’s reputation as a safe and stable financial hub.
However, the increasing integration of Hong Kong’s financial system with mainland China has introduced complexities. For example, the Cross-Boundary Wealth Management Connect Scheme, while beneficial for regional integration, requires foreign businesses to navigate dual regulatory regimes (Asian Development Bank, 2023).
[bookmark: _Toc194551439]4.3.4. The Cross-Boundary Wealth Management Connect (WMC) Scheme
The Cross-Boundary Wealth Management Connect (WMC) Scheme, introduced in September 2021, represents a significant step in regional financial integration by enabling residents of mainland China, Hong Kong, and Macau to invest across each other's wealth management markets. Under this initiative, Hong Kong and Macau residents gain access to mainland Chinese investment products through the Northbound Connect channel, while mainland investors can participate in Hong Kong and Macau's financial markets via the Southbound Connect. The scheme specifically targets low-to-medium risk financial products such as funds and insurance policies, with individual investment capped at RMB 1.5 million (approximately USD 210,000) in each direction.
This innovative program has substantially strengthened Hong Kong's position as a financial gateway, offering foreign investors unprecedented access to mainland China's vast wealth management market, estimated at RMB 100 trillion. By deepening financial connectivity within the Greater Bay Area, the WMC Scheme has made Hong Kong's financial ecosystem even more attractive to international capital, particularly benefiting its thriving asset management sector which oversees more than USD 4.5 trillion in assets. However, the scheme's implementation hasn't been without challenges, as foreign investors must navigate complex regulatory requirements and remain mindful of geopolitical considerations that could impact cross-border financial flows. Ultimately, the WMC Scheme not only reinforces Hong Kong's status as a global financial hub but also accelerates the integration of the region's financial markets while creating new opportunities for international investors.
[bookmark: _Toc194551440]4.3.5. Macro-Environmental Factors
Hong Kong's status as a global business hub has faced significant challenges in recent years, testing its economic resilience. The COVID-19 pandemic precipitated an unprecedented 6.1% contraction in GDP during 2020 (Census and Statistics Department, 2021), while foreign direct investment (FDI) inflows declined by 34% to US$63 billion (UNCTAD, 2023). These impacts were exacerbated by stringent public health measures, including extended quarantine requirements that disrupted business operations and cross-border activities.
Concurrently, geopolitical tensions have reshaped Hong Kong's international position. The revocation of its special trade status by the United States in 2020 and subsequent implementation of the National Security Law created operational uncertainties for multinational corporations. This manifested in a 10% reduction in exports to the US (Hong Kong Trade Development Council, 2021) and a decline in the city's Global Financial Centres Index ranking (GFCI, 2022).
Nevertheless, Hong Kong has demonstrated notable economic resilience. By 2023, FDI inflows had recovered to US$112.6 billion (UNCTAD, 2023), surpassing pre-pandemic levels. This resurgence reflects several structural advantages:
· Strategic integration with the Greater Bay Area, representing a combined GDP of US$1.9 trillion (PwC, 2022)
· Robust financial infrastructure, with stock market capitalisation reaching US$4.5 trillion (Hong Kong Exchanges and Clearing, 2023)
· Innovative financial integration mechanisms such as the Cross-Boundary Wealth Management Connect Scheme.
Looking forward, Hong Kong faces the dual challenge of navigating complex geopolitical dynamics while diversifying its economic base beyond traditional strengths in financial services and real estate. The territory's ability to maintain its competitive edge will depend on leveraging its unique position as China's international financial gateway while adapting to evolving global trade architectures.
[bookmark: _Toc194551441]4.4 Comparative Analysis with Other Global Financial Hubs
[bookmark: _Toc194551442]4.4.1 Hong Kong vs. Singapore
Singapore is often cited as Hong Kong’s closest competitor in Asia. Both cities offer low tax rates, strong legal systems, and robust financial infrastructures. However, Singapore has been more proactive in adopting digital transformation initiatives, such as the Smart Nation program, which enhances its appeal to tech-driven businesses (EIU, 2023).
In contrast, Hong Kong’s regulatory environment is perceived as more restrictive due to recent political developments. For example, the National Security Law has led some foreign businesses to consider relocating to Singapore, which is seen as more politically stable (SCMP, 2023).
[bookmark: _Toc194551443]4.4.2 Hong Kong vs. London
London remains a leading global financial hub, with a highly diversified economy and a strong emphasis on innovation. The UK’s regulatory environment is characterized by its flexibility and responsiveness to global trends, such as the rise of fintech and green finance (Financial Times, 2023).
While Hong Kong offers lower tax rates and closer proximity to mainland China, its regulatory framework is perceived as less adaptable compared to London’s. For instance, London’s regulatory sandbox for fintech startups has been highly successful, whereas Hong Kong’s efforts in this area are still evolving (HKMA, 2023).
[bookmark: _Toc194551444]4.5 Case Studies of Foreign Business Expansion
[bookmark: _Toc194551445]4.5.1 Case Study 1: HSBC in Hong Kong
HSBC, one of the world’s largest banking and financial services organizations, has a long history in Hong Kong. The bank has benefited from the city’s business-friendly regulatory environment, particularly its low tax rates and robust financial infrastructure (PwC, 2023). However, HSBC has also faced challenges due to geopolitical tensions, including pressure to comply with both U.S. and Chinese regulations (Financial Times, 2023).
HSBC’s 2022 decision to relocate 300 staff from Hong Kong to Singapore (Financial Times, 2022) reflects compliance costs under dual U.S.-China regulations. Yet its retained regional HQ in Hong Kong underscores strategic reliance on mainland market access—a trade-off predicted by the OLI Framework’s ‘internalization advantages.’ This duality suggests that foreign firms compartmentalize risks: operational divisions move while core functions stay, a nuance absent in prior literature.
[bookmark: _Toc194551446]4.5.2 Case Study 2: Tesla in Hong Kong
Tesla’s expansion into Hong Kong illustrates the importance of government incentives in attracting foreign investment. The Hong Kong government’s tax exemptions for electric vehicles (EVs) have made the city one of Tesla’s most successful markets globally (SCMP, 2023). However, recent reductions in Electric Vehicle (EV) subsidies have led to a decline in Tesla’s sales, underscoring the impact of regulatory changes on business performance.
This case demonstrates how favourable regulations can drive foreign business expansion but also highlights the risks associated with policy shifts.
[bookmark: _Toc194551447]4.6. Findings and Discussion 
[bookmark: _Toc194551448]4.6.1 Confirmation or Rejection of Hypotheses
The study's findings demonstrate varying degrees of support for the initial hypotheses, with some receiving clear confirmation while others show more complex patterns requiring nuanced interpretation:
H1: Confirmed
Hong Kong's regulatory environment remains highly attractive for foreign businesses seeking access to mainland Chinese markets. The territory's low and simple tax regime, robust legal system, and strategic location as a gateway to China provide significant advantages. Despite concerns over the National Security Law, Hong Kong's FDI inflows increased by 2.7% in 2023, reaching USD 112.6 billion, the fourth highest globally (UNCTAD, 2024). This suggests that foreign businesses continue to value Hong Kong's unique position, particularly for accessing the Greater Bay Area (GBA) and mainland China's wealth management market through initiatives like the Cross-Boundary Wealth Management Connect Scheme.
H2: Partially Confirmed
The data indicates a shift in FDI composition, with Western investments declining due to geopolitical tensions and the National Security Law. For instance, the U.S. revoked Hong Kong's special trade status in 2020, and some multinational corporations have relocated operations to Singapore (Financial Times, 2021). However, this decline has been offset by increased investments from mainland China and other Asian countries. By the end of 2023, mainland China accounted for 31.1% of Hong Kong's FDI stock, followed by the British Virgin Islands (30.5%) and the Cayman Islands (10.6%) (Hong Kong Census and Statistics Department, 2023). This trend aligns with H2, though the extent of the shift requires further longitudinal analysis.
H3: Partially Confirmed
Hong Kong's regulatory framework for the financial sector is highly competitive, offering significant advantages such as low tax rates, a robust legal system, and seamless integration with mainland China's financial markets. The Cross-Boundary Wealth Management Connect Scheme, for example, has strengthened Hong Kong's role as a gateway to mainland China's wealth management market, attracting foreign investors (HKMA, 2021). Additionally, Hong Kong's financial services sector contributes 21% of its GDP, with the stock market capitalization reaching USD 4.5 trillion in 2023 (Hong Kong Exchanges and Clearing, 2023).
However, while Hong Kong excels in traditional financial services, its regulatory environment is perceived as less adaptable compared to hubs like Singapore and London, particularly in areas like fintech innovation and green finance. For instance, London's regulatory sandbox for fintech startups has been highly successful, whereas Hong Kong's efforts in this area are still evolving (HKMA, 2023). This limits Hong Kong's ability to fully capitalize on emerging trends in the financial sector.
[bookmark: _Toc194551449]4.6.2. Key Insights from Data Analysis
1. Strengths in Traditional Financial Services:
Hong Kong's financial sector remains a global leader, with a strong emphasis on anti-money laundering (AML) and counter-terrorist financing (CTF) measures, enhancing its reputation as a safe and stable financial hub (HKMA, 2023). The city's low tax rates and business-friendly legal system continue to attract foreign financial institutions.
2. Integration with Mainland China:
Initiatives like the Cross-Boundary Wealth Management Connect Scheme highlight Hong Kong's unique position as a bridge between mainland China and global financial markets. This has opened access to mainland China's RMB 100 trillion (USD 14 trillion) wealth management market, attracting foreign investors (Financial Times, 2021).
3. Challenges in Emerging Financial Trends:
While Hong Kong excels in traditional financial services, it lags in adopting innovative regulatory frameworks for emerging trends like fintech and green finance. For example, Singapore's Smart Nation program and London's fintech regulatory sandbox are more advanced in fostering innovation and attracting tech-driven financial businesses (EIU, 2023; Financial Times, 2023).
[bookmark: _Toc194551450]4.6.3. Implications for Foreign Businesses
1. Opportunities:
Foreign financial institutions can leverage Hong Kong's strategic location, low tax regime, and access to mainland China's financial markets to expand their presence in the region. The Cross-Boundary Wealth Management Connect Scheme offers significant opportunities for accessing China's wealth management market.


2. Challenges:
While Hong Kong's regulatory framework for traditional financial services is robust, its adaptability to emerging trends like fintech and green finance is limited. Foreign businesses must navigate these challenges and consider diversifying their operations to other hubs like Singapore or London for greater flexibility in innovation-driven sectors.
3. Strategic Considerations:
Foreign financial institutions should capitalize on Hong Kong's strengths in traditional financial services while exploring opportunities in other hubs for emerging trends. This dual approach can help mitigate risks associated with Hong Kong's evolving regulatory environment and geopolitical tensions.
[bookmark: _Toc194551451]4.6.4. Conclusion 
The analysis partially confirms that Hong Kong's regulatory framework for the financial sector offers significant advantages, particularly in traditional financial services and integration with mainland China (H3). However, its adaptability to emerging trends like fintech and green finance is limited compared to other major financial hubs like Singapore and London.
Hong Kong's resilience and strategic location ensure its continued relevance as a global financial hub, but addressing regulatory adaptability and fostering innovation will be critical for sustaining long-term growth and attractiveness to foreign investors. Foreign businesses must carefully weigh the opportunities and challenges of operating in Hong Kong, particularly in the context of its evolving relationship with mainland China and the broader geopolitical landscape.











[bookmark: _Toc194551452]Conclusion, Recommendations, Implications, Limitations, and Future Research
This dissertation examined Hong Kong's regulatory environment and its impact on foreign business expansion, addressing the research questions outlined in Chapter 1. The findings reveal that Hong Kong remains an attractive destination for foreign businesses due to its strategic location, low tax regime, and integration with mainland China's markets (Yu, 2004). However, geopolitical tensions and the National Security Law have introduced challenges, leading to a shift in FDI composition and raising concerns about Hong Kong's long-term competitiveness (Wong & Chan, 2023).
[bookmark: _Toc194551453]Key Findings:
· Hong Kong's regulatory environment continues to provide significant advantages for accessing mainland Chinese markets, as evidenced by robust FDI inflows and initiatives like the Cross-Boundary Wealth Management Connect Scheme (HKTDC, 2024).
· The National Security Law has led to a decline in Western investments, offset by increased investments from mainland China and other Asian countries (Wong & Chan, 2023).
· While Hong Kong excels in traditional financial services, it lags behind in fostering innovation in emerging areas like fintech and green finance (Beecher, Streitwieser, & Zhou, 2020).
[bookmark: _Toc194551454]Recommendations:
To sustain Hong Kong’s competitiveness, policymakers should prioritize regulatory agility to keep pace with evolving global financial trends while reinforcing judicial independence to preserve trust among international investors. Economic diversification—particularly into innovation-driven industries—is critical to reducing overreliance on traditional sectors like finance and real estate. At the same time, deeper integration with the Greater Bay Area (GBA) can unlock new growth opportunities by leveraging cross-border synergies in trade, technology, and talent mobility.
For foreign businesses, Hong Kong remains an indispensable gateway to mainland China, but firms must adopt proactive strategies to navigate geopolitical uncertainties. This includes diversifying operational footprints while capitalizing on emerging sectors such as fintech and sustainable finance, where Hong Kong’s regulatory framework is still maturing but holds significant potential. By aligning with these strategic priorities, both policymakers and businesses can fortify Hong Kong’s position amid shifting economic and political headwinds.
[bookmark: _Toc194551455]Implications:
This research contributes to the literature on the Eclectic Paradigm (Dunning, 1988) and Institutional Theory (Scott, 1995), highlighting the role of regulatory frameworks and geopolitical factors in shaping foreign business decisions. The findings support the OLI framework by demonstrating that while Hong Kong's location advantages remain strong, ownership and internalization advantages are being challenged by regulatory uncertainty. Practically, it offers actionable insights for businesses and policymakers navigating Hong Kong's evolving regulatory landscape, providing a framework for strategic decision-making.
[bookmark: _Toc194551456]Limitations:
The study relies on secondary data, which may not capture the full complexity of Hong Kong's regulatory environment. For example, real-time impacts of policy changes may not be immediately reflected in statistical data.
Rapidly changing geopolitical dynamics and the focus on the financial sector limit the scope of the analysis. Further research is needed to assess the impact on other sectors and to incorporate more recent data.
[bookmark: _Toc194551457]Future Research:
To deepen understanding of Hong Kong’s evolving business landscape, future research should prioritize longitudinal analysis of the National Security Law’s lasting effects on foreign investment flows and corporate decision-making. Sector-specific studies could reveal how regulatory frameworks either enable or hinder growth in high-potential fields like fintech and biotech, offering policymakers targeted insights. Comparative analyses with rival hubs like Singapore and Shanghai would help benchmark Hong Kong’s relative strengths and vulnerabilities, while direct engagement with foreign firms—through surveys or interviews—could uncover ground-level challenges and opportunities obscured by aggregate data. Together, these approaches would provide a more dynamic, evidence-based picture of Hong Kong’s trajectory as a global business centre.
[bookmark: _Toc194551458]Final Thoughts:
Hong Kong's regulatory environment presents both opportunities and challenges for foreign businesses. By addressing regulatory adaptability and fostering innovation, Hong Kong can sustain its position as a global financial hub. For foreign businesses, strategic planning and diversification will be key to navigating the complexities of Hong Kong's evolving business landscape. This research provides valuable insights for policymakers, businesses, and researchers, contributing to the ongoing discourse on Hong Kong's role in the global economy.
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Chart 3.2 : Percentage share of inward direct investment (DI) position by selected major investor country/territory at end of
year, 2023
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Chart 3.5 : Percentage share of inward direct investment (D) position by major economic activity of Hong Kong enterprise
groups at end of year, 2023
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