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SUMMARY

Hong Kong became one of the Special Administrative Regions (SAR) of China in 1997 and
has enjoyed a high degree of administrative, legislative and judicial autonomy since then.

Despite the different political systems in Hong Kong and the Mainland, economic, cultural and
social integration has been stressed by the two, and marked achievements have been
registered since the handover.

From the “Front Shop, Back Factory” model of economic cooperation that operated since the
1980s to the signing of Closer Economic Partnership Agreement (CEPA) in 2003, there was a
leap in economic co-operation. The Mainland has since not only served as Hong Kong’'s
important manufacturing base, it has also become the major market for Hong Kong’s service
sector. It is logical and mutually beneficial to foster closer economic ties in the long term.

There has also been remarkable development in co-operation in the areas of social services,
infrastructure, culture, education and environmental protection.

Hong Kong was a British colony for over 150 years, and is substantially different from the
Mainland in terms of culture, institution and regulation. These are important Hong Kong assets
that account for its economic strength and its unique pattern of development. Under “One
Country Two Systems”, it is apparent that integration with the Mainland will grow apace. Yet,
instead of “merging” with the Mainland, Hong Kong should play a proactive role in contributing
to the economic and social development in the Mainland by leveraging its inherent assets
under ‘One Country Two Systems” as well as China’s vast market, resources, and potentials
for future growth.

The report studies the challenges facing Hong Kong, and its new opportunities in the face of
China’s economic restructuring and the new Outline of the Plan for the Reform and
Development of the Pearl River Delta (PRD) 2008-2020. It suggests a number of policies to
the HKSAR government. While most can be decided on and implemented by the Government
itself, some need the blessing and support of the Central Government in the form of new
policies on its part.

It is believed that Hong Kong has the human resources, historical experience, “One Country
Two Systems”, and the good intentions of the Central Government, which will help it to
weather all storms in sustaining new growth.



THE TREND OF HONG KONG'S ECONOMIC DEVELOPMENT

8.  Since the Asian Financial Crisis of 1998, Hong Kong has experienced economic difficulties.

With support from the Central Government, Hong Kong gradually recovered from 2003 to

2007 (Table 1). However, due to the “Financial Tsunami” of 2008, economic growth has again

declined, and negative growth is expected in 2009.

9.  Within the Greater PRD (GPRD) region, Hong Kong’s economic proportion has continuously

declined (Table 2). It is also apparent that the gap between major Mainland cities and Hong

Kong has narrowed.

Table 1 GDP and GDP per capita of Hong Kong, 1997-2 008

(in chained (2006) dollars)

Year GDP GDP per capita
Million HK$ Change of Percentage HK$ | Change of Percentage per
per year (%) year (%)
1997 1,082,144 5.1 166,758 4.2
1998 1,016,930 -6.0 155,406 -6.8
1999 1,042,923 2.6 157,863 1.6
2000 1,125,850 8.0 168,920 7.0
2001 1,131,449 0.5 168,513 -0.2
2002 1,152,279 1.8 170,857 1.4
2003 1,186,916 3.0 176,341 3.2
2004 1,287,408 8.5 189,785 7.6
2005 1,378,584 7.1 202,340 6.6
2006 1,475,357 7.0 215,158 6.3
2007# 1,569,045 6.4 226,547 5.3
2008# 1,607,913 25 230,436 1.7

# Data is subject to revision with more available data

Source: Census and Statistics Department, HKSAR

10. Will the global financial tsunami determine Hong Kong’s economic future?

11. According to some research findings, other than external factors, bad decisions made by the

SAR government have contributed at least partially to Hong Kong’s economic problems. To

deal with the current economic difficulties, the government and local enterprises should

explore new ways to revive the economy. In the future, the financial sector will likely be the

dragonhead that will lead growth of a multi-sector economy.




12.

13.

China’s huge and rapidly growing market (according to GDP at PPP, China has been the
second largest global economy since 2005) has attracted much global capital and economic
resources into the Mainland. Currently, The Second Global Economic Shift is taking place,
leading to the deepening of industrialisation in China. Meanwhile China’s expanding real
economy will boost the demand for financial and high-end services and will propel these
sectors to go international. The G-20 meeting held in London in 2009 provided favourable
conditions for China’s likely rise in the financial industry.

Thus, China’'s economic restructuring since the “Financial Tsunami” provides both
opportunities for and challenges to Hong Kong. China’s restructuring hinges on: 1) expansion
of consumption and domestic demand, 2) expansion of the tertiary industry as the major
strategic target for prosperous areas in the Mainland. Hong Kong should seize these as
opportunities to become the most developed services and financial centre of China.

Table 2 Economic Status of Hong Kong in the Greater Pearl River Delta

The PRD Hong Kong Proportion of
Hong Kong (%)

GDP BilionRMB

1985 540 434 80.4
1995 1441 1018 70.6
2001 2257 1358 60.1
2003 2483 1275 51.3
2005 3216 1316 40.9
2006 3765 1520 40.1
2007 4108 1569 38.2

Gross Output Value of

Industry 100 Million

US$

1985 450 399 88.6
1995 906 298 32.8
2001 1802 291 16.1
2003 2276 147 6.4
2005 3365 241 7.2
2006 4909 221 4.5
2007 6208 211 3.4
Value of Export  Billion

US$

1985 32.6 30.1 92.3
1995 222.0 193.7 78.2




2001 293.2 189.9 66.3
2003 331.9 165.9 49.9
2005 4443 2153 48.4
2006 607.0 315.5 52.0
2007 701.1 344.5 49.1

Source: Guangdong Statistical Yearbook of Industry (All years), China Statistic Press, Census and Statistics

Department, HKSAR

14. Hong Kong continues to enjoy more favourable economic prospects in Asia compared with
cities such as Singapore and Tokyo (Figure 1). Tokyo, as a financial centre, mainly focuses on
Japan’s domestic economic development, which has been sluggish for a long time. Though
Singapore enjoyed faster economic growth than Hong Kong in recent years, it is not part of
China. Thus, it is unable to enlist the full backing of the Mainland. Hong Kong’s relatively
stable economic situation when compared to Singapore under the Financial Tsunami bears
witness to the significance of the Mainland factor. Therefore, Hong Kong should leverage its
close ties with the Mainland and enhance its economic competitiveness.

Figure 1 Comparison of GDP Growth of Hong Kong, Tok  yo and Singapore
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EXPERIENCE AND PROBLEMS
IN HONG KONG AND MAINLAND CO-OPERATION

Major Achievements and Experiences

15.

16.

17.

18.

19.

20.

21.

22.

Trade relations: Hong Kong has close trading ties with the Mainland. At present Hong Kong is
the largest trading partner of the Mainland. Although Hong Kong'’s share in the total external
trade of the Mainland has declined, the Mainland remains crucial to Hong Kong'’s re-exports.

Economic co-operation: In the 1980s, Hong Kong went through an economic restructuring. It
involved the shift of the manufacturing industry into the Mainland, and the shift of the focus of
the local economy to the tertiary sector. This set the pattern of partnership between Hong
Kong and the PRD, in which Hong Kong became the international financial, trading, air
transport and information technology centre, whilst the PRD became the processing base, or
the “global factory”.

CEPA: This trade and service agreement between the Mainland and Hong Kong enables
Hong Kong to build closer business ties with the Mainland as it offers more opportunities to
Hong Kong enterprises in operating businesses and goods made in Hong Kong can be sold
tariff-free in the Mainland.

Individual Travel Scheme: Since 2003, individual travellers from the Mainland have been
allowed to come to Hong Kong. They quickly became Hong Kong’s largest visitor source.

Transportation infrastructures, including: 1) a 24-hour operated checkpoint at Huanggang 2)
Co-location customs clearing arrangement in Shenzhen Bay Port, 3) Construction of the Lok
Ma Chau Spur Line, 4) Implementation of the ten major infrastructure projects, that all assist to
facilitate the cross-border flow of people and goods.

Ecological and environmental protection: Co-operation between Hong Kong and the Mainland
has been strengthened in this regard.

Social issues including health, medical care, education and social welfare in trans-border
arrangements: Both sides have made collaborative improvements to overcome these
cross-border issues, e.g. special customs arrangements for children with Hong Kong resident
status residing in Shenzhen but schooling in Hong Kong and full composite welfare benefits
for Hong Kong residents living in the PRD but spending no less than 100 days a year in Hong
Kong.

Institutional co-operation: The Hong Kong Government frequently communicates with
provincial and prefectural governments in the Mainland through enhanced or newly set up
cross-border institutions:



i) Hong Kong Guangdong Cooperation Conference

It is an important meeting that discusses the coordinated development between
Guangdong and Hong Kong. Launched in 1998, the conference serves as a
communication channel between senior officials of both governments.

i) Hong Kong and Mainland Cross-Boundary Major infrastructure Co-ordination Committee
(ICC)

It serves as a platform for Hong Kong and the Mainland to discuss and negotiate topics
related to cross-boundary infrastructure projects such as transportation infrastructure.

iii) Pan-PRD Regional Cooperation and Development Forum

Set up in 2004, the forum is held every year and attended by the governors of the 9
provinces in the Pan-PRD region and the Chief Executives of the 2 SARs.

iv) The Greater PRD Business Council

It is a non-governmental organisation, which gives advice on collaborative strategies
between Hong Kong and the PRD.

Existing Problems

23.

24,

25.

26.

Economic co-operation: The rise of production costs has weakened Hong Kong's
competitiveness. Therefore, it is necessary for Hong Kong to further deepen industrial
co-operation with the Mainland.

CEPA: Although CEPA grants Hong Kong easier access to the Mainland market, Hong Kong
enterprises are hindered by limitations derived from different administrative practices and
philosophies between Hong Kong and the Mainland. Current measures are inadequate to
cater for the needs of local stakeholders, in particular, those of local professionals and related
services.

Cross-boundary infrastructure and urban planning: There is a lack of mechanisms that help
formulate coordinated planning strategies between Hong Kong and the Mainland, partly due
to conceptual differences in infrastructural development between the two sides. Moreover,
Hong Kong has been slow in formulating co-ordinated transport strategies for integrating
transport development with the Mainland.

Social issues: The sharing arrangements of cross-border resources and the spatial
“carry-over” of social resources from Hong Kong to the PRD, such as medical services,
education and social welfare etc., remain generally unresolved. It is hard to envisage real



27.

28.

“integration” if these problems remain unresolved.

Institutional co-operation: The Hong Kong Guangdong Cooperation Conference has been
criticised as impractical and incapable of coming up with concrete measures. The Hong Kong
government’s past inconsistency and sluggishness in policy-making and implementation also
pose constraints to integration.

Due to ideological and historical factors, differences in values and institutional set up are
unavoidable. There is much room for continual dialogues, negotiations and accommodation
among the parties.



THE MARGINALISATION OF HONG KONG : IS IT AN ISSUE ?

Has Hong Kong been Marginalised?

29.

30.

31.

32.

33.

34.

35.

Some take the view that since economic development in major Mainland cities, especially
Shanghai, Guangzhou and Shenzhen, has surpassed Hong Kong, it is possible that the
Mainland no longer relies on Hong Kong economically. Hong Kong may thus lag behind and
become a burden to the Mainland.

The discussion on marginalisation demonstrates the rapid development of some Mainland
cities and how their development has created pressure on Hong Kong.

Hong Kong’s economy indeed seems to have been marginalised. The logistics industry is one
example. In 2003-2007, the growth rate of sea cargo in Hong Kong dropped from 7% to 2%,
whereas its counterparts, Shanghai and Shenzhen, enjoyed high growth rates of 20% to 40%.
One major reason is that it is more expensive to ship cargo out from Hong Kong (Table 3 and
4). Furthermore, the Cross-Strait Agreement signed last year also led to a decline in the
amount of goods shipped between the Mainland and Taiwan via Hong Kong.

In recent years, Hong Kong has been included in the strategic blueprint of the Mainland,
especially in the planning projects of the PRD. In light of this, Hong Kong has in fact not been
marginalised. Premier Wen Jia-Bao has also stated that the Mainland has to work closely with
Hong Kong in financial, logistic, and other services so as to accomplish sustainable economic
development.

Hong Kong serves as a platform for Mainland enterprises to raise external capital, access the
global market, and improve their level of corporate governance. Instead of being marginalised,
Hong Kong serves as a buffer zone and a spring-board for the financial development and
globalisation of the Mainland.

Hong Kong’s importance as an international business centre is well recognised by the Central
Government. Hong Kong should strengthen its existing advantages and enhance her
interaction with the Mainland to leverage its position under ‘One country Two systems’ so as to
consolidate its competitiveness in the long-term.

In social aspects, there are extreme suggestions that call for “absolute integration”, for
example, allowing all Shenzhen residents to travel and work in Hong Kong visa-free. The urge
for cooperation should not result in the elimination of the boundaries currently exiting between
Shenzhen and Hong Kong. Hong Kong should understand clearly its most logical and
beneficial stance and establish a sustainable “collaborative” relationship with Shenzhen.



Table 3 Comparison of container transport costs in

the Pearl River Delta, 2006

Place of departure Destination Distance km Cost Unit: RMB
Hong Kong 210 4,900
Panyu Shenzhen 170 2,000
Nansha, Guangzhou 57 750
Hong Kong 280 5,700
Zhongshan Shenzhen 280 2,300
Nansha, Guangzhou 63 650
Hong Kong 280 4,900
Nanhai Shenzhen 240 2,200
Nansha, Guangzhou 80 1,060
Hong Kong 230 4,500
Shunde Shenzhen 190 2,150
Nansha, Guangzhou 63 1,060
Hong Kong 142 3,000
Dongguan Shenzhen 102 1,500
Nansha, Guangzhou 60 1,100
Hong Kong 313 7,200
Zhaoqing Shenzhen 271 3,000
Nansha, Guangzhou 200 2,000

Source: The Hong Kong Shippers’ Council

Table 4 Comparison of terminal handling fees betwee

neighbouring ports, 2006 (Unit: US$)

n Hong Kong port and other

Trans-Pacific Eastbound

Asia/Europe

Asian Inland

Transpacific Stabilization

Far Eastern Freight

Intra Asia Discussion

Agreement Conference Agreement
TSA FEFC IADA
20 foot 40 foot 20 foot 40 foot 20 foot 40 foot
TEU TEU TEU TEU TEU TEU
Hong Kong $274 $366 $265 $353 $231 $340
Shenzhen $141 $269 $141 $269 $45 $68
Mainland China $45 $68 $45 $68 $45 $68
Shanghai $66 $88 $45 $68 $45 $68
Taiwan $171 $214 $171 $214 $171 $214
Singapore $108 $161 $108 $161 $108 $161
Korea $97 $132 $96 $131 $97 $132

Source: The Hong Kong Shippers’ Council
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Is Hong Kong Losing its Winning Cards?

36.

37.

38.

39.

40.

41.

42.

With rapid growth in many Mainland cities, the rapidly expanding logistics industry there has
become more price-competitive. The Mainland’s financial sector is at present aiming to
expand into the global sphere, in such a way that even the leading status of Hong Kong’s pillar
industries in Asia is under threat.

Compared with Hong Kong, the quality of Mainland human resources has been enhanced and
many more Mainland senior personnels have solid working experience in global businesses.

Nonetheless, Hong Kong still enjoys unique advantages as a free port, with an excellent legal
system, incorrupt and efficient government, and the status as an international transportation,
communication and high value-added services hub in Asia Pacific that is still well ahead of
cities in the Mainland.

The free port is an essential element of Hong Kong’s competitiveness. Overseas investors are
free to set up businesses with little restrictions. There is also no restrictions on the flow of
capital and the currency exchange and the stock market of Hong Kong is aligned with
international markets and standards.

Hong Kong is well ahead of its Mainland counterparts in intellectual property protection.

Over the past decades, Hong Kong has become an important exporter of high value-added
tertiary services. The Mainland needs to make good use of the business services that Hong
Kong provides to facilitate its economic restructuring.

To remain competitive, Hong Kong has to foster economic integration with the Mainland. The
Mainland will prove a very significant market in the future for Hong Kong service economy and
a major customer of its unique soft and hard facilities for global business.

11



HONG KONG AND MAINLAND CO-OPERATION : PROSPECT IN 2 020

Hong Kong’s Competitive Edge

43.

12

Hong Kong’s competitive edge may be summed up by its status as an international financial,
trading and shipping centre. For sustainable economic development, Hong Kong should also
develop new competitiveness in high value-added professional service industries by
leveraging its advantages in:

i) Comprehensive institutional systems (Legal system/Finance and Currency /Taxation)
i) Open and mature market economy (Free port and Laissez Faire)

iii) Excellent business environment

iv) Reputable international status and credibility

v) Broad global perspective of its government and people

vi) Global business networks built over 150 years

vii) High-quality and well-developed services (especially professional services)

viii) Internationalised human resources with high productivity

ix) High standards in information and technology

x) Comprehensive and high standard social infrastructure (education/medical
services/welfare/intellectual properties/legal system/efficient and incorrupt
government/Finance etc.)

xi) Excellent transport infrastructure

xii) Sophisticated urban planning, with emphasis on environmental and public interests



Table 5.1 Competitiveness of Hong Kong, Shenzhen,

Shanghai, Guangzhou and Beijing

Econ. Econ. Develop Living

Rank Overall Scale Efficiency Cost Industry Standards Talent Capital Technology
1 |Hong Kong | Shanghai Taipei Hong Kong Beijing Hong Kong |Hong Kong | Hong Kong Beijing
2 Shenzhen | Hong Kong |Hong Kong Haikou Hong Kong | Shanghai Beijing Shanghai Shanghai
3 Shanghai Beijing Gaoxiong Bozhou Shenzhen Macau Shanghai Beijing Shenzhen
4 Beijing Shenzhen Xinzhu Ordos Shanghai | Shenzhen |Guangzhou | Shenzhen | Hong Kong
5 Taipei Guangzhou | Taizhong Jilong Taipei Beijing Shenzhen | Guangzhou Tianjin
6 | Guangzhou Tianjin Macau Taipei Xinzhu Taipei Macau Qingdao Changsha
7 Qingdao Taipei Shenzhen Chengdu Taizhong Kelamayi Hangzhou | Hangzhou Wuhan
8 Tianjin Foshan Dongguan | Gaoxiong | Gaoxiong Xiamen Nanjing Tianjin Guangzhou
9 Suzhou Hangzhou | Dongying Sanya Macau Ma'anshan | Chongqing Macau Chengdu
10 Gaoxiong Dongguan Tainan Yanan Tainan Xinzhu Tianjin Nanjing Chongging

Table 5.2 Competitiveness of Hong Kong, Shenzhen,

Shanghai, Guangzhou and Beijing

Public Corporate

Rank | Structure |Infrastructure| Location |Environment| Culture Institution |Governance | Governance | Openness
1 |HongKong | Shanghai |Hong Kong Suzhou Wenzhou |Hong Kong |Hong Kong Foshan |Hong Kong
2 Shenzhen | Hong Kong | Shanghai Weihai Shenzhen | Zhongshan | Shanghai | Zhongshan | Shenzhen
3 Shanghai Beijing Beijing Hong Kong Qingdao Foshan Beijing Hong Kong Suzhou
4 | Guangzhou | Guangzhou |Guangzhou | Hangzhou Taizhou Suzhou Macau Yangzhou | Dongguan
5 Hangzhou | Shenzhen Tianjin Dongguan | Shaoxing Wuxi Suzhou Wuxi Zhuhai
6 Beijing Qingdao Chongging Xiamen Dongguan | Dongguan Qingdao Tangshan Qingdao
7 Nanjing Tianjin Hangzhou | Yangzhou Huizhou Yangzhou Wuxi Shanghai Xiamen
8 Foshan Macau Changchun Wuxi Hong Kong | Changzhou | Changzhou Hefei Shanghai
9 Macau Dalian Macau Dalian Yangzhou Zhuhai Shenzhen Chengdu Beijing
10 Taizhou Xiamen Shenyang Shaoxing | Changsha Macau Yangzhou Suzhou Dalian

44. In terms of overall competitiveness, Hong Kong is more competitive than Beijing, Shanghai,

Guangzhou and Shenzhen. (See Tables 5.1 and 5.2) It performs much better in economic
efficiency, development cost, structure, human resources, capital, location, institutional

mechanism, public governance, corporate transparency, environment, culture, the standard of
living and openness than all other major Chinese cities.

Prospect and Challenges

45.

The service sector is the key area for co-operation:

It is a major path for further economic
development in the future as more and more local service providers shift their businesses into

13




the Mainland. Since Hong Kong performs better in business operation and management,
there will be room for further collaboration in air transport, logistics, tourism, convention and
exhibition, as well as in professional services with Guangzhou, Shenzhen, Beijing and
Shanghai.

46. Unemployment of lower-class workers: In Hong Kong, there is a large number of unskilled
labour. They are mainly engaged in services, in particular logistics, retailing and catering
services. The expansion of the Individual Travel Scheme may help create more employment
opportunities for these workers.

47. Hong Kong’s status as an international financial centre: The launching of Renminbi (RMB)
business and the setting up of the offshore RMB settlement centre are crucial for
Mainland-Hong Kong co-operation. In these instances, Hong Kong can serve as a “Firewall”
that safeguards China’s financial industry from *“attacks” by hedge funds and foreign
speculators, while Hong Kong’s superior international financial network and accessibility will
also help China’s financial sector to globalise in line with its expanding export and import, and
gradually increase the global reach of its real economy.

48. Institutional relation between Hong Kong and the Mainland: Multilateral negotiations and
co-operation with the Central Government, Guangdong, Macau and even Taiwan need to be
strengthened. It has posed a challenge for the SAR government to find ways and means to
develop effective, efficient and continuous dialogues with these parties.

Current Scenario and Issues of Hong Kong and PRD Co  -operation
49. The PRD plays an essential role in the economic integration of Hong Kong and the Mainland.

50. The region is ripe for industrial upgrading and economic restructuring, and moving away from
the model of “Front Shop, Back Factory” in Hong Kong-PRD industrial cooperation.

51. The Guangdong Provincial Government has recently announced nine measures to facilitate
Hong Kong, Macau and Taiwan owned enterprises to undergo industrial upgrading and to help
them cope with difficulties brought by the “Financial Tsunami”.

52. The PRD may no longer confine its role as the “factory” in the new co-operation model, and its
demand for re-export and global networking from Hong Kong for labour-intensive and low-skill
processing will decline.

Prospect of “The Outline of the Plan for the Reform and Development of the Pearl River Delta
(2008-2020)”

53. The Outline of the Plan for the Reform and Development of the PRD (2008-2020) (The Outline)
advocates that the Guangdong, Hong Kong and Macau governments should “overcome

14



institutional obstacles to build a new collaborative mechanism to address market-oriented and
resources re-allocation strategies, so as to accomplish a “win-win” relationship.” The Outline
suggests that Hong Kong and the PRD may become the most competitive urban region in the
Asia-Pacific through co-planning and co-development:

i) Transport integration: Co-establishing an integrated transport system to create a reliable,
efficient and safe transport network:

a. Construction of the PRD circulating highway, Guangzhou-Shenzhen-Hong Kong
Express Rail Link and the coastal railway etc.;

b. Co-establishing mega-ports;

c. Further co-operation in the airports in order to achieve complementarity. (See Table

6)
Table 6 Transportation infrastructure development i n Pearl River Delta, 2012-2020
Category 2012 2020 Annual Growth
Rate (%)
Highway mileage (km) 3000
Railway transportation (km) 1100 2200 9.05%
Passenger throughput capacity of the 8000 15000 8.17%
airport  (per 10,000 person)
Sea cargo throughput capacity (100 9 14 5.68%
million ton)
Container throughout capacity (TEU) 4700 7200 5.48%

Source: “The Outline of the Plan for the Reform of the Pearl River Delta Region Development Plan”

i) Economic co-operation and innovation: Jointly boost the development of tertiary industries
to consolidate Hong Kong's status as an international financial, trade, transport, logistics
and high-value-added service hub, whilst Macau will serve as an international tourist and
recreation centre. This includes the following:

a. Formulate a regional strategic development plan for the financial industry for Hong
Kong, Macau and PRD

b. Encourage collaborative developments in logistics, convention and exhibition, cultural
industry and tourism.

c. Support technological innovation and the establishment of a new collaborative
mechanism.

d. Encourage mutual complementary relationships that e nhance one’s

15
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international image and competitiveness.

e. To build two to three cities as international service headquarters in the GPRD by

2020.

Table 7 Comparison of the core functions of the thr

ee urban clusters in Pearl River Delta

Mega-Cities
Region

Core City

Function

Central cluster:
Guangzhou-Foshan
Mega-Cities Region

Guangzhou as the core,
the cluster will be the
expansion of the city

Highlight the development of technology,
R&D and high-end services. Guangzhou
will become the core of a “One-hour
economic circle” in the PRD, and take the

lead in its economic development.

Eastern cluster:
Hong
Kong-Shenzhen
Mega-Cities Region

Shenzhen and Hong
Kong as cores in
accordance with the
pattern of “One
Metropolis, Two Cities”
for accomplishing a
complementary
economic model of
development.

Stress on finance, convention and
exhibition, logistics, technological service,
cultural and creative industry. Also, it aims
to enhance the overall service standards.
In the industrial sector, high value-added
manufacturing will be developed;
Shenzhen will become a high-end
manufacturing base with bio-tech,
communication facilities, new components
and new energy-saving industries and
automobiles.

Western cluster
Zhuhai-Macau
Mega-Cities Region

Zhuhai as the core with
Zhongshan, Jiangmen,
Zhaoging as the nodes.

Develop as an ecological protection
special zone. Tourism and port services
will be highlighted. The region will develop
the Zhuhai Gaolan Harbour Industrial
Zone, a marine engineering manufacturing
base, an aviation industrial park and an
international business vacation resort.

Source: “The Outline of the Plan for the Reform of the Pearl River Delta Region

f.  Social issues: Guangdong, Hong Kong and Macau will co-operate in areas covering
education, medical services, social welfare, culture, intellectual properties protection
and environmental conservation. This will bring a better quality of life and convenient
working conditions to the Greater Pearl River Delta (GPRD). Detailed actions include:

g. Guangdong, Hong Kong and Macau will strengthen communication in the case of
epidemics, food safety and labour affairs. In addition, the three governments will



4.

co-establish cross-border eco-friendly zones.

h. By 2020, preliminary public services (e.g. medical services) in the GPRD will become
universally available.

i.  The GPRD will formulate the blueprint according to the new economic function and
positioning of cities in the GPRD. (See Table 7)

PRD regional economic integration: It helps to promote economic development and
contributes to the new mutually beneficial collaborative model between Hong Kong, Macau
and Guangdong. (See Table 8).

Future Challenges

55.

The State Council has recently announced that the Yangtze Delta River (YRD) “is overall the
most powerful economic region of China” and “plays a crucial and strategic role in leading
economic development under the current socialist system in China.” It is possible that the
relative status of the YRD and PRD in the minds of the Central Government has changed in
favour of the YRD.

Table 8: Industrial Development in the Greater Pear | River Delta, 2020

Type of Industry Proportion
of Added

value

Modern Services
(Finance, Exhibition & Convention, Logistics, Information & >60%*
Technological Services, Business Services, Outsourcing,

Cultural industry, Aggregate Economy, Tourism)

Advanced Manufacturing Industry >50% #
(Modern Equipments, Automobile, Steel, Shipbuilding

Industry, Petro-Chemical)

High-tech Industry 30% #
(Electronic Information, Biology, New Construction
Material, Environmental Protection, New Energy

Resources, Marine)

* The data is based on its proportion to the value added rate of aggregate service sector
# The data is based on its proportion to the value added rate of aggregate industrial sector

Source: “The Outline of the Plan for the Reform of the Pearl River Delta Region Development Plan”
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The “Outline” also advocates the positioning of Guangzhou as “China’s integrated gateway,
core city, as well as the country’s regional cultural and educational hub”. This will also
generate competition for Hong Kong in its traditional core sectors in the future.

The development of the Nansha Port in Guangzhou and Da Chanwan in Shenzhen as stated
in the “Outline” implies a possible drop in cargoes shipped out of the PRD via Hong Kong. In
addition, the expansion of Baiyun Airport and the possibility of more international flights there
may threaten Hong Kong’s aviation industry.

Thus, there will be both collaboration and competition between Hong Kong and the PRD in the
coming years.



59.

SUGGESTIONS ON STRENGTHENING HONG KONG AND
MAINLAND INTEGRATION

This report highlights the development of major industries and the key issues related to
co-operation between Hong Kong and the Mainland and hopes to suggest policies that can
help enhance Hong Kong’s overall competitiveness primarily through the accelerated
integration of Hong Kong and the Mainland.

Foster Hong Kong'’s Status as the International Fina  ncial Hub of China

60.

61.

62.

The “Financial Tsunami” has dampened the financial sector of western countries.
Comparatively, China has been less hit. With its high level of foreign currency reserves and
national savings, the “Financial Tsunami” provides China with new markets as well as
sufficient local resources with which to globalise its financial sector.

Hong Kong is the largest and most all-round international financial centre of Asia. It is the
Central Government’s most appropriate choice to be the largest international financial centre
for China.

In 2009, the State Council announced the building of Shanghai as China’s international
financial centre, by 2020, “in correspondence with China’'s economic power and the
Renminbi’'s international status”. Therefore, there will be a certain degree of competition
between Shanghai and Hong Kong in the immediate future.

Table 9 Ranking of Global Financial Centres

Ranking City

1 London

2 New York
3 Singapore
4 Hong Kong
5 Zurich

6 Geneva

7 Chicago

8 Frankfort
9 Boston
10 Dublin

11 Toronto
12 Guernsey
13 Jersey Island
14 Luxembourg
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63.

64.

65.

66.

67.

15 Tokyo
35 Shanghai
51 Beijing

Source: www.huanqui.com

According to the latest survey on the “Global Financial Centre Index”, Hong Kong ranks 4th
behind London, New York and Singapore, whilst Shanghai ranks 35th (See Table 9).
Restricted convertibility of the Renminbi will continue to hinder Shanghai’'s ambitions to
become an international financial centre. Hence, Hong Kong's role for China cannot be
replaced for many more years to come.

Hong Kong should be more positive and open minded towards Shanghai’s potential
development in the financial sector and should develop a degree of complementarity and
interaction with Shanghai. At the regional level, Hong Kong and Shanghai should serve as the
financial centres of the PRD and YRD respectively. Hong Kong should concentrate more on
personal banking, wealth management, corporate finance and the derivatives, as these will
remain more restricted in the Mainland before free conversion of the Renminbi is achieved.

Apart from its role as the “Front-Shop”, Hong Kong should cultivate new functions for itself i.e.
Hong Kong will need to continue to serve as the major base for Mainland enterprises to list
publicly and to participate in international financial transactions.

By co-listing in “A+H” shares in the Hong Kong, Shenzhen and Shanghai stock markets,
Mainland enterprises can access both external and domestic capital, and facilitate
improvements in their corporate governance.

Compared with Mainland cities, Hong Kong has the uniqueness of being a “Firewall” in the
development of the Mainland’s financial industry (See Table 10). Its independent economic
policies and autonomous tariff arrangements are conducive to the control required for national
security by the Central Government when dealing with cross-border capital flows. Under the
“One Country Two systems”, Hong Kong also provides higher accessibility and flexibility to
investors, both foreign and Mainland, in terms of the flow of capital, assets and people.

Table 10 Hong Kong’s Rankings in Global Financial Activities

Category Global Ranking

International Bank Centre 12

Foreign Exchange Market

Stock Market Value

Asian International Banking Centre

Asian Stock Market

Asian Syndicated Loan Centre

Asian Fund Management Centre

NINININ WO

20




Insurance Market

Maturity of Financial Market

Index of indicating Banking credibility

NN

Capability in indicating capital accumulation in local market 1

Source: “Hong Kong's International Competitiveness and Its Contribution to the Growth of China's Economy (Xiao-Hong Wang)” From:

“Contemporary Economic & Management”, Volume 4, Chapter 30, April, 2008

68.

69.

70.

Moreover, the more limited flow of information in Shanghai and other Mainland cities also
undermines the development of a globalised financial industry in these cities.

RMB has gradually become the settlement currency in transactions between the Mainland
and its close trading partners, including Russia, Brazil, Malaysia, South Korea, Hong Kong
and Macau.

As an international financial centre, Hong Kong is merited with free capital flow, free
convertibility of the Hong Kong dollar, profound experience in international banking and
regulatory operations, all of which facilitate the development of a variety of RMB businesses
and help the RMB become an internationalised currency. Currently, the Central Government
has launched several measures related to the opening up RMB businesses in Hong Kong,
which include: 1. Allowing Hong Kong enterprises or financial institutions with significant
business in the Mainland to issue RMB bonds in Hong Kong. 2. Endorsing convertible
currency agreements signed between the People’s Bank of China and the Hong Kong
Management Association (HKMA). 3. Establishing RMB settlement pilot plans in Guangdong,
YRD, Hong Kong and Macau for cross-border transactions. The convertible currency
arrangement reached by the People’s Bank of China and HKMA this year will increase the
supply of RMB in Hong Kong, consequently facilitating further development of RMB-related
financial products and businesses in Hong Kong.

Table 11 Growth of RMB Savings in Hong Kong

RMB Savings (Million RMB)

Current and Fixed No. of licensed banks
As at end of ] ] ) Total o .
Saving Deposit Deposit engaging in RMB business

December, 2004 5,417 6,710 12,127
December, 2005 10,620 11,966 22,586
December, 2006 12,228 11,175 23,403
December, 2007 22,539 10,861 33,400
December, 2008 38,118 17,942 56,060

38
38
38
37
39

Source: Hong Kong Monetary Authority

71. Compared with Mainland cities, Hong Kong possesses the first mover advantage when it
comes to developing RMB businesses for customers outside the Mainland. Firstly, Hong Kong
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72.

Strengthen Hong Kong as an International Air Transp

73.

74.

22

engaged in RMB businesses earlier. There are currently 39 banks operating RMB related
businesses: deposit saving, currency exchange, remittance, and credit card and cheque
issuance. The total amount of RMB deposit has also increased rapidly from 12.1 billion in
2004 to 56.1 billion in late 2008 (See Table 11). Together with the Individual Travel Scheme
and further integration between Hong Kong and the Mainland, there will be a stronger flow of
RMB in and out of Hong Kong, and RMB will become a more commonly used currency in
Hong Kong.

The Central Government should consider granting the rights to issue RMB bonds to Hong
Kong so as to strengthen its bond market and to cultivate Hong Kong as a RMB offshore
clearing centre.

ort Hub

Hong Kong needs to maintain and strengthen its air transport in order to consolidate the
financial and tourism sectors. In 2008, the cargo and passenger capacity of the Hong Kong
International Airport ranked second and fifth respectively in the world. It has also been
awarded the Best Airport Prize seven times within the past eight years, and the Air Cargo
Award of Excellence by Air Cargo World last year. Hong Kong still has comparative
advantages in air transport given its efficient services and excellent hardware. (See Table 12)

However, the runway capacity of the airport will be saturated within 5 years. Due to airspace
restraints, the existing two runways are not independently operated. Therefore, Hong Kong
may consider alternative measures to expand its capacity with, including construction of a
third runway, expanding slots in air landing and take-off in the GPRD airspace pool, as well as
seeking strategic co-operation with neighbouring airports in the Mainland.

Table 12 Comparison of air traffic of the five majo  r airports in the GPRD

2005 2006 2007
Volume Proportion to Volume Proportion to Volume Proportion to
f the f the f the
0 Commercial 0 Commercial 0 Commercial
Freight ; Freight ; Freight ;
Handled Freight Handled Freight Handled Freight
161(;1 O((E)O Market of the 161(;1 O?)O Market of the fon O(e)O Market of the
( tohs) GPRD ( tohs) GPRD ( to,ns) GPRD
(% (% (%
Hong Kong 340 72.3 358 71.3 374 71.2
International Airport
Guangzhou Baiyun 60 128 65 12.9 70 133
International Airport
Shenzhen 47 10.0 56 11.2 62 11.8
International Airport
Macau I_nternauonal 22 4.7 22 a4 18 34
Airport
Zhuhai Airport 1 0.2 1 0.2 1 0.2
Total 470 100.0 502 100.0 525 100.0

Source: Civil Aviation Administration of China, Airport Authority Hong Kong, Macau International Airport




75.

76.

77.

In terms of cargo and passenger capacity, infrastructure and flight routes, there have been
major increases in the other four PRD airports, threatening Hong Kong as the domestic and
international aviation hub in South China.

Hong Kong and Shenzhen may enhance their ground linkage and business complementarity
through air transport development. While the Shenzhen airport performs better in domestic
flights, Hong Kong has the edge of providing a large number of international flights. As China
develops further, the increasing number of domestic flights may strain the runway capacity of
the Hong Kong airport in both the short and medium term. This may be a matter of increasing
concern. Under this scheme, long-distance passengers, who frequently travel between the
Mainland and overseas via Hong Kong will become the major target customers of the Hong
Kong airport, whilst Shenzhen will probably be responsible for domestic flights.

Shenzhen should position itself as a “backbone airport”, and develop domestic flights that
connect international flights from Hong Kong. This complementarity between the Shenzhen
and Hong Kong airports will enhance both their positions in China’s air transport industry and
generate a win-win situation for both sides.

Promote High-Tech Industry

78.

79.

80.

81.

82.

Hong Kong has demonstrated little effort in developing sophisticated technologies. The city’s
expenditure on R&D is less than 1% of its GDP.

The Hong Kong government should devise measures to expand the market for locally derived
technological products, such as seeking more buyers from China and other Asian countries,
and using its comprehensive worldwide network to develop high technological industries with
international inputs.

There is an inadequate link between local universities and the high-tech industry. Closer
relations between both should be fostered to enhance the contribution of local R&D to
economic transformation.

The Hong Kong Science and Technology Parks (HKSTP) is an important centre for the
innovative high-tech industry. It features comprehensive facilities and possesses a global
network.

As a subsidiary of the HKSTP, Hong Kong Science Park (HKSP) is one of the biggest
infrastructures for high-tech industry in the PRD. The Park is home to more than 200
technology companies engaging in integrated circuits and electronics, precision engineering,
biotechnology, green technology and ICT industries with both local and overseas origins. (See
Table 21) HKSTP’s Business Incubation Programme (Incu-Tech) currently has had about 177
incubatees, who filed 50 patents, trademarks and registered designs. Collaborating with
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83.

84.

85.

86.

87.
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different universities, HKSTP has harnessed the expertise of university resources for
conducting 13 consultancy and business research projects for its partner companies over the
past years.

Currently, the HKSTP mainly operates on the meagre income derived from the lease of its
properties in the park, as the Hong Kong government puts little effort in promoting the
business role the HKSTP plays in enhancing the growth of the high-tech industry. On the one
hand, the government should endeavour to attract more investment from small and medium
sized high-tech enterprises overseas and convince them to localise and market their products
in Hong Kong. On the other hand, the government should set up a “venture capital” with the
HKSTP to facilitate the growth of new and small and medium sized enterprises from the Park.
The advantages derived from the signing of CEPA, local R&D, the availability of investment
funds, management, product marketing strategies, combined with the production chain in the
PRD, will be essential for the development of Hong Kong as a strategic high-tech hub in both
China and the Asia-Pacific region.

There will be a sharp rise in the demand for high-tech products and services in China. Hence,
there is huge potential for the high-tech industry in Hong Kong. Close vicinity to the Mainland
market, endorsements from the Central Government, and the “zero-tariff” granted by
CEPA,place Hong Kong in a strategically advantageous position to develop its high-tech
industry. Hong Kong has the opportunity to internationally source high-tech products and then
offload them in appropriate new Mainland markets.

Hong Kong protects intellectual property rights better than most other Mainland cities. It will
therefore be easier for Hong Kong to convince more professionals and experts as well as
high-tech enterprises to carry out R&D projects in Hong Kong. Hong Kong should wisely
exploit such unique advantage for exploring new markets in China where better quality
services are needed to enhance the competitiveness of their high-tech industry.

Integrated Circuits (IC) are indispensable for the development of the IT industry. The PRD has
become the largest market in this field, claiming about 70% of the total IC products produced
in China. However, IC products manufactured in the PRD only accounted for 4.2% of the total
domestic demand in 2002. Hence, Guangdong is eager to develop itself as ‘the fastest
growing IC manufacturing base of China”.

With its advanced levels of R&D, high quality IC designs, all-round risk investments,
management systems, legal system and well-secured IP mechanisms, Hong Kong has great
potential in the IC industry. The HKSTP’s IC Design Centre provides one-stop services to IC
design or development companies, and it is an important element that contributes to the
growth of the Guangdong IC industry. Hong Kong can take steps to co-establish a
“Guangdong-Hong Kong IC industrial zone” that will be expected to be the largest of its kind in



the Asia-Pacific region. Apart from addressing the issue of complementary functions of both
sides, Guangzhou and Shenzhen may serve as bridgeheads for Hong Kong to expand its
market share in IC products in the Mainland.

Strengthen Hong Kong'’s Position as an International Business Centre

88.

89.

90.

Trade and business play an important role in Hong Kong’s economic development, as well as
help justify Hong Kong’s position as an international financial and logistics centre. Therefore,
to boost Hong Kong’s overall competitiveness, it is necessary to strengthen its status as an
international trade centre.

CEPA enables local trading companies to engage the Mainland market under “zero-tariff’
conditions. It boosts Hong Kong'’s external trade. Hong Kong should grasp this opportunity to
enlarge its market share in Mainland trading.

It would take time for Mainland businesses to reach international standards in both their
practices and operation methods. Instead of merely serving as the logistics “gateway city” of
China, Hong Kong should make use of its geographical location, infrastructure, global network
and solid business experience etc. and act as the bridge that connects and facilitates business
between the Mainland and other countries. InvestHK should encourage investors to not only
make direct investments in Hong Kong but also operate businesses in the Mainland via Hong
Kong.

Strengthen Hong Kong’s Role as an International Con  vention and Exhibition Centre

91.

92.

93.

The rise of the convention and exhibition industry in Asian countries, especially China, has led
to intense competition in the field. Nevertheless, Hong Kong still excels in the provision of a
variety of professional services, such as event management, strategy planning, marketing,
translation, security, all of which is further enhanced by an efficient and positive working
attitude. Neither Macau nor the Mainland is as capable as Hong Kong in providing instant and
compatible financial and business services to exhibitors. This is the reason why despite the
fact that low facility utilisation rates plague its neighbouring cities, Hong Kong’s convention
and exhibition industry continues to grow at a sustainable rate.

In recent years, the Hong Kong government has, in the face of surging demand, striven to
expand the space allocated for convention and exhibition purposes. In the process, it has also
striven to improve and strengthen related infrastructure and other related convention facilities.

Hong Kong’s comprehensive business network worldwide undeniably plays an important role
in its convention and exhibition industry. Solid experience and all-round business channels
possessed by the Hong Kong Trade Development Council will continue to draw new potential
exhibitors from the Mainland and overseas.
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According to CEPA, Hong Kong wholly-owned enterprises are allowed to provide exhibition
services in the Mainland. Although Mainland service providers are more familiar with the local
business environment and customer base, their scale of operation, human resource,
management and organisational capabilities, and service standards are relatively weak in
comparison to Hong Kong. Hong Kong can thus serve as the service provider in these areas
and add value for Mainland exhibitors. This act of value creation will consolidate Hong Kong’s
role as the “international exhibition centre” in the Mainland and even in Asia.

Develop Medical and Health Care Services

95.

With modern medical facilities, ethical medical professionals and higher quality standards,
Hong Kong is capable of becoming the medical service centre that serves the PRD. Hong
Kong should consider setting up wholly owned private hospitals and clinics in Guangdong to
leverage CEPA, and explore the potential Mainland market for Hong Kong’s medical industry
in the process.

Develop Cultural and Creative Industry

96.

97.

The cultural and creative industry merely takes up 3.9% of Hong Kong's GDP.  However, the
city has much potential for developing these industries. With the city’s unique blend of
Chinese and Western cultures, as well as contributions from a pool of creative local, Mainland
and Taiwanese talent, Hong Kong films are renowned, well-recognised and have won many
awards worldwide. Hong Kong’s Cantonese pop songs are also popular in the Mainland.
This basis is a solid foundation on which further developments can be quickly made in the
creative industry.

Hong Kong should also consider working with its Mainland counterparts in films and movies,
digital entertainment, software and electronic designs and advertisement designs. Meanwhile,
cultural and creative products featuring local elements such as Hong Kong movies,
Cantonese opera and Cantonese-pop songs etc., should be promoted.

Develop the Environmental Protection Industry

98.

The Environmental protection industry covers areas of environmental audit, regulatory
planning design, installation and operation of environmental conservation systems, and
wastage disposal treatment. There have been remarkable achievements in Hong Kong in the
past few decades. With CEPA, Hong Kong should explore the new potential market in the
Mainland.

Develop Testing and Certification Industry

99.
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Hong Kong has offered testing and certification services to the PRD in the past two decades.



The Government has also carried out several schemes, such as the Hong Kong Laboratory
Accreditation Scheme (HOKLAS), the Hong Kong Certification Body Accreditation Scheme
(HKCAS) and the Hong Kong Inspection Body Accreditation Scheme (HKIAS), which are
significant foundations for the professional, well-recognised audit mechanism present in Hong
Kong. Apart from providing certification and testing services in foodstuff production, product
safety (e.g. vehicle components) and Chinese medicine manufacturing in the near future,
certification services for tertiary industries should also be strengthened so as to cater to the
industrial transition of the Mainland and especially of the PRD.

Repositioning and Restructuring of the Tertiary Ind ustry

100.

101.

102.

The service sector accounts for 92% of the total GDP in Hong Kong. In the future, the huge
Mainland market will play a crucial role in Hong Kong'’s tertiary industry. Hong Kong should
strive to offer high quality services to the entire country in order to achieve sustainable
economic development.

Developing the service sector is one of the essential tasks of the Central Government as
stated in its Eleventh Five-year Plan. The plan advocates the acceleration of the development
of modern services, in particular financial insurance, logistics, information consultancy,
software R&D, and services related to the creative industry.

Hong Kong should play a leading role in the tertiary sector of the Mainland in order to
consolidate its status as China’s international financial centre and air transport hub, and to
cultivate itself as an integrated technological platform that connects China and the rest of the
world.

Further Development in the Individual Visit Scheme

103.

The number of tourists coming to Hong Kong has climbed rapidly after the Individual Visit
Scheme was first introduced in 2003 (See Table 13). To maximise the sustainable economic
benefits, it is necessary for Hong Kong to develop an appropriate customer target in the
scheme, i.e. the Mainland’s middle-class. Hong Kong should aim to become a high-end and
distinguished Tourist Zone (along with Guangdong and Macao) that targets high-spending
Mainland and overseas tourists.

Table 13 Visitor arrivals in Hong Kong (10,000 pers  ons)

Country/ Region 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
USA 86.1 82.8 85.9 96.6 93.6 100.1 68.4 1052 | 1143 | 1159
UK 37.0 35.3 33.4 36.8 36.1 38.0 28.1 41.1 46.5 51.6
Australia 317 29.2 305 35.2 32.4 34.3 25.4 40.9 52.6 56.4
Japan 1624 | 1101 | 117.4 | 1382 | 1337 | 1395 86.7 1126 | 1211 | 1311
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South-East and
_ 162.7 | 127.3 151.1 174.7 | 1747 | 1905 | 136.0 | 207.8 | 2413 | 266.0 | 288.8
Southern Asia
Taiwan 192.0 | 188.6 | 206.3 | 2386 | 241.9 | 2429 | 1852 | 2075 | 2131 | 217.7 | 223.9
Mainland China 236.4 | 267.2 | 3206 | 378.6 | 4449 | 6825 | 846.7 | 1,224.6 | 1,254.1 | 1,359.1 | 1,548.6
(21.0)* | (26.3) | (28.3 (29.0) | (32.4) | (41.2) | (545) | (56.1) | (53.7) | (54.0) | (55.0)
Total 1,127.3 | 1,016.0 | 1,132.8 | 1,306.0 | 1,372.5 | 1,656.6 | 1,553.7 | 2,181.1 | ,335.9 | 2,515.1 | 2,816.9

* Number with the (') represents the proportion of Mainland China of the total number of visitors

Source: Hong Kong Annual Digest of Statistics (Every year), Census and Statistics Department, HKSAR

Hong Kong- PRD co-operation to Strengthen the Leadi  ng Role of Hong Kong in the Service

Sector

104.

105.

106.

The PRD has become less competitive in the processing industry since its labour costs rose.
The Guangdong Government Work Report of 2009 thus emphasised the development of
financial, logistics, e-commerce and other services. The PRD also made attempts to
collaborate with the two SARs and restructure its economy with the ultimate aim to become
global service operation headquarters.

The Outline highlights the development of professional services. It does not pose challenges
to Hong Kong'’s professional service sector, but plays up the backup role intended for Hong
Kong.

The emphasis on tertiary services in Guangdong is therefore conducive to economic
co-operation between Hong Kong and the Mainland. Hong Kong should facilitate the
development of tertiary industries in the PRD, which may include accounting, advertising, I.T.
application, assets management and business consultancy services etc. To do this, Hong
Kong firms and professionals must be granted easy access to the Guangdong market and
especially the Shenzhen market as stressed by CEPA. In addition to the benefits to Hong
Kong businesses, this will help to upgrade the overall service standards in Guangdong.

Strengthen Transportation Linkages with the Mainlan d

107.

108.
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A smooth traffic flow is crucial for economic integration. Comprehensive transport integration
between Hong Kong and the Mainland is important for strengthening economic integration.
Hong Kong’s inclusion in the national integrated transport networks will help to consolidate
Hong Kong's role as the international transport hub linking China with the rest of the world.

In recent years, in order to become part of the “one-hour economic circle of the PRD”, a lot of
transport infrastructure projects have been planned in Hong Kong and in the PRD. Fostering
regional transport linkages with the Mainland will attract Mainland businessmen to utilise the
higher quality services present in Hong Kong given the greater ease of access. This is




109.

essential for enhancing the economic competitiveness of Hong Kong and extending its
services to the Mainland.

Hong Kong should propose to both the Central and local governments that more flexible
approaches towards financing and coordinating transport infrastructure projects in the PRD
may contribute to easier integration with the national transportation networks.

Expand Channels for Dialogue

110.

111.

Through the establishment of practical and issue-oriented channels under the Hong Kong
Guangdong Cooperation Conference, Hong Kong and Guangdong have achieved remarkable
improvements in institutional co-operation for addressing integration challenges at the
provincial level.

Today, prefectural cities in Guangdong enjoy a high degree of autonomy in regards to their
own development. The Hong Kong Government may convince the Central Government to
authorise the set up of direct dialogues between prefectural cities in the PRD to allow them to
reach decisions on various collaborative measures. Hong Kong and Shenzhen, in particular,
should establish intimate cross-border communication and collaboration so as to further ease
cross-border integration in innovation, R&D, service industries, and infrastructural
developments in the future.

Recruit Expatriate Talents and Upgrade the Quality of Local Human Resources

112.

113.

114.

115.

116.

Invisible protectionism in Hong Kong’s labour market has undermined the recruitment of
expatriate and Mainland professionals, and dampened Hong Kong's economic
competitiveness.

The polarised local population structure - the result of past immigration policies - lags behind
the pace of economic development and restructuring. New immigrants from the Mainland in
recent years have generally been less educated, and heavily reliant on social subsidies.

There is insufficient talent in Hong Kong to drive its future growth, e.g., the number of
post-graduate places in Singapore is 3-4 times that of Hong Kong.

A more open, flexible labour policy should be adopted to attract talent from overseas and the
Mainland. We propose offering local employment to graduates from the top 15 Mainland
universities. Also, the Government may consider an Individual Visit Scheme for talent from the
Mainland and overseas. APEC business visas should be issued to Mainland businessmen to
facilitate their frequent visits to Hong Kong.

More relaxed procedures should be considered to allow senior businessmen and officials from
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118.

the Mainland to visit Hong Kong. Besides, Hong Kong should make it easier for Mainland
residents to take part in business activities or professional training in Hong Kong.

A broader international vision and global communication skills should be cultivated in local
students. Soft skills, such as communication, presentation and analytical skills, creativity, team
spirit as well as language proficiency are significant in forming a competitive local labour force.

To increase local students’ understanding of the Mainland and foreign countries, the Hong
Kong government may consider offering interest-free loans to finance local undergraduates to
participate in overseas/Mainland exchange programmes. These programmes may require
students to stay for 6 months in Mainland/overseas tertiary institutions. At the beginning,
students within the top 30% of their class may receive support to join the programme.

Grasp Opportunities Brought by the Cross-Strait Agr eement

119.

120.

121.

122.

123.
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In the short term, the Cross-Strait Agreement between the Mainland and Taiwan has affected
Hong Kong’s economy to a certain extent. In order to sustain its competitiveness, Hong Kong
should develop stronger economic ties with Taiwan and provide corporate financial services to
both the Mainland and Taiwanese enterprises, so as to minimise the economic loss incurred,
especially in the logistics sector.

Under the Agreement, Hong Kong can play a crucial role as a service provider in corporate
finance and other high value-added services to both parties.

In addition, the travel distance from Hong Kong to Shenzhen, Macau or Taiwan is well within
one hour. With the establishment of the “Hong Kong-Shenzhen-Macau-Taiwan Travel Circle”,
Hong Kong may serve as the centre that manages tourist travel between these three places.

The National Tourism Administration has relaxed travel restrictions on Mainland tourists on
cruise tours departing from Hong Kong to Taiwan. Such arrangements will help to promote the
development of the “one-trip, multiple-stop itinerary scheme”. The construction of compatible
facilities, like the mega-liner and terminal, should be considered. The Government should also
offer convenient visa arrangements so that tourists can travel more easily from Taiwan to
Hong Kong.

Hong Kong should also strengthen its ties with Taiwan so the two can co-establish a new
collaboration model for IT industries in the PRD. This intimate relationship with Taiwan,
combined with the fact that Taiwan faces restraints in exporting IC skills to the Mainland,
means Hong Kong may position itself as the IC business operation centre for the Mainland
and Taiwan, and induce high-end IC manufacturing investment in Hong Kong.



Revitalise Hong Kong’s Manufacturing Role

124. CEPA has brought forth the possible revitalisation of high value-added processing industries in
Hong Kong. Hong Kong’s status as a free port, and an international air transport hub, with low
tax rates, English proficiency, and consciousness in intellectual property protection, and
convenient global reach in marketing, allow easy and cost-effective access to the global
market. CEPA also allows it to serve as an Asian production base for select products in
partnership with the PRD. Industries such as the high-end garment (fashion), jewellery,
Chinese and Western medicine, cultural and commercial software design industries, may be
further strengthened leading to industrial restructuring in both Hong Kong and the PRD in
labour-intensive and yet high-value added production, and create considerable job
opportunities to both places.
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The Way Forward: Issues and Action

125. This report presents the challenges of Hong Kong and our policy suggestions. Our main

findings and recommendations that are pinpointed below are summarised in Tables 14 and
15:

Overcome Challenges Positively, Adopt New Strategic Positioning, and Employ Innovative
Measures

126.

With rapid economic development in the Mainland and economic restructuring in Hong Kong
in recent years, integration with the Mainland has become the main economic strategy for
Hong Kong. For a sustainable and long-term positive relationship, Hong Kong’s independent
political and administrative institutions should not be compromised for economic, cultural and
social integration with the Mainland. This Study has examined Hong Kong’s current problems
and external challenges, as well as the difficulties encountered in its co-operation with the
Mainland which are listed in Table 14 .

Table 14 Current challenges to Hong Kong

External Challenges

. The Financial Tsunami hit Hong Kong’'s economy badly resulting in doubts about the city’s

economic prospects.

. The Mainland’s economic reliance on Hong Kong has declined substantially. Hong Kong’s

weakening competitive edge triggers the discussion on Hong Kong’s alleged
marginalisation.

. Guangzhou strives to serve as the core of the PRD, creating doubts as to whether Hong

Kong can continue to hold its leading position in the region.

. The rise of Shanghai’s financial industry along with its recent endorsements by the Central

Government, challenges Hong Kong's status as the international financial centre of China.

. The signing of the Cross-Strait Agreement has threatened the “intermediary” role of Hong

Kong in cross-strait economic relations.

. Rapid development of the logistics sector and related infrastructure in the Mainland

threatens Hong Kong’s status as an international shipping and air transportation hub.

. Economic restructuring in the PRD has dealt a blow to the existing co-operation model of

‘Front Shop, Back Factory’ between Guangdong and Hong Kong - threatening the prospects
of Hong Kong-owned enterprises in the PRD, and hence adversely affecting Hong Kong’s
service economy and local employment as well.

Internal Problems

. Hong Kong has experienced unstable development since 1997, and its growth has been
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much slower than that experienced by the Mainland.

. Invisible protectionism is evident in Hong Kong’s labour market. The current immigration

arrangements result in many low skill intakes, more effort is needed to lure talented
immigrants and entrepreneurs.

. The Hong Kong Government tends to be inconsistent and slow in policy-making and

non-responsive to events in administration

. Existing facilities in the HKSTP have not been fully utilised to develop high-tech industries.

. The shift of manufacturing bases to the Mainland since the 1980s has led to the

disconnection of the industrial structure.

. High land prices and the “Land Bank” policy led to rising living costs and costs for operating

businesses, weakening Hong Kong'’s competitiveness.

. The Hong Kong International Airport will soon reach saturation, posing a challenge to the

aviation and logistics industries.

Issues of Hong Kong-Mainland Co-operation

There is much room for improving co-operation between Hong Kong and the Mainland:

1. Economic restructuring of the Mainland means the need for a new co-operation model.

2. Discrepancies in institutions, culture and supplement policies between Hong Kong and the

Mainland, together with restrictions upon place of origin, makes it difficult for Hong Kong to
make the most of CEPA.

. Lack of coordinating mechanisms for cross-boundary infrastructure projects and urban

planning.

. The issue over cross-border social resources, e.g. education, medical services and social

welfare for Hong Kong citizens who reside in the PRD, remains unsolved.

. The Hong Kong Guangdong Cooperation Conference has not made much progress.

127.

Policy suggestions to deal with the challenges and issues as listed in Table 15 stress the need
to further integrate Hong Kong and the Mainland. This policy hinges on and has to pay heed to
three strategies:

i) Hong Kong-Shenzhen relations : The strategic partnership between Shenzhen and
Hong Kong will be the key to strengthening economic integration with the PRD, as well as
the rest of the Mainland;

i) Significance of “One Country Two Systems” : Hong Kong should leverage its unique
“SAR” status under the framework of “One Country Two Systems” in different policy areas.
Its flexible and high degree of autonomy will be an edge for its future economic functions
and its role within China.

iii) Helping China to access and exploit the global mark  et: It is necessary for Hong Kong
to play a leading role in facilitating China’s access to the global economy given its superior
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infrastructures, services and unique position in the Mainland under the “One Country, Two
Systems”. In this regard, several areas need to be highlighted:

a. With its comprehensive international financial network, well-developed financial
system, and ‘One Country Two Systems”, Hong Kong may serve as the “financial
firewall” that secures the stable and sustainable development of China’s financial
industry into one that will be on par with international standards and significance.

b. Hong Kong should make good use of its internationalised labour, diversified and
international corporate culture, all-round networking and solid communication
experiences, to facilitate the access of Mainland enterprises to the international
market.

c. Hong Kong should offer Mainland businessmen convenient methods with which to
come to Hong Kong and use the city’s business services and global exhibition
facilities.

128. We suggest that Hong Kong should position itself as the:

i) International financial centre of China
i) International air transport hub of China
iil) High-Tech industrial centre of China

iv) Strategic mediator for selected economic roles between the Mainland and Taiwan

129. To achieve these goals, we recommend the following actions to the Hong Kong Government:
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i) As the international financial centre in China , Hong Kong should develop as a major
listing platform by which Mainland enterprises can raise foreign capital; serve as the
Financial Firewall for the Mainland in international capital and financial activities; promote
the cross-border Renminbi pilot scheme, and to become the international and off-shore
Renminbi business centre of China; and enhance complementary co-operation with
Shanghai to maintain its status as China’s main international financial centre in the long
term.

i) To strengthen its status as the international air transportation hub in China  , Hong Kong
and Shenzhen need to create efficient linkages and enhance complementarity in the air
transport sector through co-planning and coordination. Hong Kong should concentrate on
long-haul and international flights, whilst Shenzhen should develop domestic flights that
connect international flights from Hong Kong with other cities in the Mainland and vice
versa.



130.

iii) For promoting high-tech industry , it is necessary for Hong Kong to support R&D and its
commercialisation; maximise the use of facilities of the HKSTP in the development of
high-tech industries; co-establish the “Guangdong-Hong Kong IC industrial zone” with
Guangdong; maximise advantages derived from the signing of CEPA and Hong Kong’s
international reputation in intellectual property protection.

iv) Being the strategic mediator for select economic activiti es of the Mainland and
Taiwan. Apart from fostering its role as a financial mediator, Hong Kong should play a
coordinating role in the Hong Kong-Shenzhen-Macau-Taiwan Travel Circle and encourage
tourists to travel to the other 3 places. Hong Kong can also serve as the IC business
operation centre for the Mainland and Taiwan.

Detailed recommendations for facilitating Hong Kong -Mainland integration are
summarised in Table 15 with suggestions on which go vernment or semi-government or

trade associations may follow up with the central/l ocal governments in the Mainland, or

formulating detail measures and improvement actions
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Tablel5 Policy suggestions on Hong Kong’s economic

integration with the Mainland

Policy Suggestions Follow-up*
1. Consolidate Hong Kong's role as China’s international business
centre:
a. Enlarge Hong Kong’s market share in the Mainland’s trading 29
sector by leveraging CEPA 1 7
b. Serve as the Renminbi offshore clearing centre; encourage
potential Mainland enterprises to consider listing in Hong Kong 1 7
c. Stress its agency function in bridging China with the rest of the
world by high-standard and cost-efficient business services 1 3 10
d. Strengthen its mediator role in financial services, IC business
operation and tourism between the Mainland and Taiwan
2. Strengthen Hong Kong as the premium location for international
conventions and exhibitions in Asia, and extend such services and
software to the Mainland market:
a. Improve hardware infrastructure and compatible facilities so as to 9
consolidate Hong Kong’s status as the ‘Asian exhibition centre’.
b. Leverage the experience, brand name, and business network of
the Hong Kong Trade Development Council to expand new 9
markets and collaborative projects with the Mainland so as to
support the growth of trading, logistics and service sectors in
Hong Kong. 9
c. Leverage CEPA to explore the Mainland market, especially for
exploiting Hong Kong’s reserve of management experience and
capital in mainland’s tertiary sector development.
3. Develop select new industries in which Hong Kong enterprises have
an obvious edge over their Mainland counterparts and sustainable
development is expected, sample industries include: 14
a. Medical and Health Care Services. 3
b. Cultural and Creative Industry. 3 11
c. Environmental Protection Industry. 1
d. Testing and Certification Industry.
4. Restructure the service sector’s operation model to serve the whole
country:
a. Hong Kong firms should aim at the entire Mainland market rather
than just Hong Kong and the PRD.
b. The “Individual Travel scheme” should strategically shift to target 10




China’s middle class.

c. Intensify co-operation with the PRD in the service sector, and in 3 10
particular foster collaboration with Shenzhen in air transport,
logistics, finance, tourism and high-end commercial activities.

5. Foster transportation linkages with the Mainland and request that

Hong Kong be included as a part of the national integrated transport 1 3

networks so as to strengthen Hong Kong’s role as an international

transportation hub that links China and Asia with the rest of the world.

6. Expand dialogues in Hong Kong-PRD co-operation, and proactively 1
initiate these with prefectural cities in the PRD.

7. Attract more talents from outside and upgrade the quality of local

human resources by means of:

a. A flexible and open labour policy that attracts talents from the
Mainland and overseas, with a special focus on inducting 1 5 12
outstanding Mainland graduates to enter the local labour market.

b. Mainland businessmen and professionals be granted APEC 1 3 12
business visas for easy entry into Hong Kong.

c. Emphasise language proficiency and soft skills of local students. 5
Encourage local university students to participate in exchange
programmes in Mainland and overseas universities.

8. Enhance the value-added by local manufacturing industries by:

a. Co-operating with Mainland enterprises under CEPA and 11

leveraging other existing competitive edges in the mainland.

* Suggested follow-up organisations:

1. Hong Kong-Guangdong Co-operation Joint Conference 7. Hong Kong Monetary Authority

2. Financial Secretary 8. Planning Department

3. Commerce and Economic Development Bureau 9. Hong Kong Trade Development Council
4. Labour and Welfare Bureau 10. Hong Kong Tourism Board

5. Education Bureau 11. The Federation of Hong Kong Industries
6. Constitutional and Mainland Affairs Bureau 12. Security Bureau

Exploit Hong Kong’s Comparative Advantages of Insti tutions, Location and Talents

131. It is apparent that indispensable economic ties have already occurred between Hong Kong
and the Mainland since the 1980s, and they are only becoming stronger in recent years. With
the developments and restructuring that will take place in the Mainland in the years to come,
there will be more opportunities for Hong Kong. The “One Country Two systems” status
bestows on Hong Kong a highly autonomous administrative system, a separate legal system,
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132.

133.

134.

135.

and a different way of doing business. For economic, cultural and social integration with the
Mainland, Hong Kong should exploit these advantages to further enhance its competitiveness.

Under the “Financial Tsunami”, Hong Kong should grasp the opportunity to develop into
China’s only “open” and globally oriented financial industry headquarters, and to assist the
internationalisation of the Renminbi. The financial industry will likely continue to be the
dragonhead of the local economy.

The service sector plays a predominant role in Hong Kong. Hong Kong should expand its
market into the Mainland, especially into the market of producer services. In the area of
consumer services, Hong Kong should formulate strategies to accommodate possible new
integration policies and aim to provide high-end, quality services to the large and rapidly
growing middle class in the mainland.

On the regional level, it is necessary for Hong Kong to strengthen co-operation with the PRD,
in particular, ties with Shenzhen, so as to achieve better economic integration and a solid and
expanded economic foundation for Hong Kong. In areas of financial services, high-tech
industry, tourism, as well as infrastructure development and environmental protection, Hong
Kong should be more proactive in fostering new joint-ventures with neighbouring cities.

Last but not the least, labour quality is significant for economic development. With high-quality
living, a cosmopolitan culture, well-developed infrastructure, excellent law and order, good
education and medical healthcare systems, Hong Kong can attract foreign and Chinese
talents to bolster its competitiveness proactively by loosening its immigration control.

Need to Win the Support and Policy from Beijing

136.
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The new position of Hong Kong, and its ability to overcome the challenges and its own local
shortcomings to achieve resurgence in development and a win-win integration situation with
the Mainland, requires the Central Government’s blessing and actions, in the form of relevant
policies and approval. Here, we highlight four areas that decisions and actions from the
Central Government will be necessary:

i) Immigration policy: Hong Kong should suggest that the Central Government review the
policy on Mainland immigration into Hong Kong and consider giving Hong Kong flexibility
to import talent from the Mainland to deal with changes in economic circumstances.

i) High-tech industries: To foster Hong Kong'’s high-tech industries, the Central Government
could consider setting up select state scientific laboratories in Hong Kong, in cooperation
with Hong Kong’s local universities and the Hong Kong Science Park. This will benefit
China as a whole and enhance Hong Kong’s high-tech industries.
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iii) Logistics sector: The Central Government could consider offering “through train”
arrangements for air and maritime cargo from overseas to reach Mainland destinations via
Hong Kong.

iv) Financial and business sectors: The Central Government could devise new policies to
facilitate Mainland firms and entrepreneurs to set up offices in Hong Kong, and allow
personnel to travel to Hong Kong as easily as they can to other Mainland cities. It should
consider early measures to leverage Hong Kong's edge in geo-political and business
environment to become China’s off-shore Renminbi centre.

Constant dialogue with relevant offices within the Central Government is a pre-requisite to
Hong Kong's future cooperative growth and development within the PRD in line with economic
changes in China and the world.
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