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1 Introduction 

1.1 With the start of a new term for the office of the Chief Executive of the HKSAR, 

this year’s policy address provides an excellent opportunity for the Government to 

articulate its long-term vision and development strategy for Hong Kong, and set out 

the necessary policy initiatives to meet its goals. 

1.2 Hong Kong’s economy has recovered nicely since reaching its cyclical depths in 

mid-2003, and currently growth remains strong and the unemployment rate is at its 

lowest level in almost a decade.  However, there is lingering unease that much of 

the current economic upswing has been a coattail effect of the Mainland’s 

phenomenal growth rather than our own initiatives and efforts.  For example, 

while last year we enjoyed worldwide attention as a top market for IPO’s, whether 

such a position could be sustained is highly uncertain and it depends on the market 

and regulatory development on the Mainland that is beyond our control.  Indeed, 

there are concerns that our capital markets remain too narrowly based, and greater 

efforts must be made to expand the financial industry’s product range and to bolster 

its function as a truly regional financial center serving the needs of not just the 

Mainland but the region at large. 

1.3 The fundamental point is that our continued prosperity depends on a vigilant effort 

to keep our economy vibrant and competitive, especially in our ability to add value 

to the development of the economies of the provinces and cities of the Mainland as 

well as the region’s.  Increasingly sophisticated business practices coupled with 
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intensifying rivalry amongst the region’s economies have made for a complex 

competitive landscape, yet the choice facing Hong Kong has become remarkably 

simple and stark: either we remain indispensable to the Mainland economy as it 

becomes increasingly diverse, advanced, and competitive, or we face inevitable 

marginalization. 

1.4 While as a whole Hong Kong has benefited from the process of globalization that 

has opened up new market opportunities, the least advantaged of our society has 

been left out of this process.  Hence, the Government must ensure that measures 

are in place to mitigate the widening wealth gap and the social frictions that might 

result.  Having said that, most of our policy recommendations to follow will focus 

on ways to enlarge the economic pie, because we believe that a strong economy is 

itself key to the building of a harmonious society, and also that a prosperous 

economy expands the options of the government in tackling social issues. 

 

2 Keeping Hong Kong’s service economy competitive and vibrant  

2.1 The essence of Hong Kong’s economy is services, particularly in the area of 

business services. It is vital for Hong Kong’s economic future that its business 

service sector remains vibrant and primed to serve the changing needs of 

corporations in a highly competitive and ever shifting market landscape.  To this 

end, the government must ensure that the territory’s tax regime, legal and regulatory 

framework, and human resource policy are all in tune in making Hong Kong 

attractive as a service hub, both in the region and globally. 

2.2 Taxation 

2.2.1 The simple, territorial based low taxation regime that provided businesses a 

consistent and predictable tax treatment has been a cornerstone of Hong 
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Kong’s competitiveness and must be maintained.  However, Hong Kong’s 

corporate tax advantage has faded with a number of countries having 

broadened their tax base while making corresponding reductions in headline 

corporate tax rates in an effort to attract investment.  Also, some of these 

same countries have been aggressive in using industry-specific concessionary 

tax rates and other incentives to lure targeted businesses. 

2.2.2 Another major concern is that in recent years tax treatment has become less 

certain, which has serious implications for Hong Kong’s ability to retain and 

attract new business activity and investment.  One problem area is that the 

Internal Revenue Department (IRD) seems to have become more ready to 

exercise its discretionary power in reopening tax cases up to their six-year 

limits.  This poses real problems for companies in cases where accounting 

periods have long closed and possible reserves released.  In some cases 

companies got hit not because of any wrongdoing years ago but that 

well-established practices have changed. 

2.2.3 Another key area where companies have been facing greater uncertainty is the 

source rule on profits.  Specific areas of concern include taxation of 

cross-border manufacturing profits, and taxation of trading profits under the 

totality of facts approach.  In this regard, the BPF recommends a policy 

decision to be made on the application of the source concept for the Profits 

Tax, followed by an amendment of IRD Practice Note 21 “Locality of Profits” 

to reflect the decision.  Further, to provide timely guidance in response to the 

ever-changing business environment, the BPF recommends the IRD to issue 

supplementary guidance notes on particular issues and cases. 

2.2.4 More generally, we are concerned that the Government has been zealous in 
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using its discretionary interpretative power to increase tax revenue, and in so 

doing has eroded the friendly and certain tax environment that for so long has 

made Hong Kong an attractive place to invest. 

2.3 Legal and regulatory framework 

2.3.1 Hong Kong used to be known for unrivalled efficiency and lack of red tape.  

However, recent competitiveness surveys have shown Hong Kong lagging 

behind other economies in the region in terms of business friendliness, such as 

in the ease of incorporating businesses and getting all the papers in order for 

their operations. 

2.3.2 Some of our laws relating to business date back to the early part of the last 

century and are overdue for an update.  In this regard we are pleased to note 

that the Government is to undertake a review of the Company Ordinance and 

urge that compatibility and harmonization with the Mainland be included as a 

key principle of the review.  We are however concerned that the review is 

scheduled to take five years to complete.  To expedite this process, we 

propose tackling the important issues first, and allocating sufficient resources 

to the process, including to the Legislative Council such as employment of 

outside, independent experts to assist Legco members in vetting the bills. 

2.3.3 Another area for review is the trust law, which must be kept current as it is 

vital to the development of Hong Kong as an asset management center in a 

highly competitive field. 

2.3.4 Hong Kong's financial regulations are in tandem with international standards, 

and that is a source of our competitive edge.  However, since the Mainland is 

a vital source of business for Hong Kong’s financial service sector, it is also 

important that our regulatory regime is not out of synch with the Mainland, 
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such as in the area of corporate board structure.  Regulatory convergence 

with the Mainland is an ongoing task important to keeping Hong Kong as an 

attractive market for Mainland corporations to raise capital, the issue of H 

shares being an important example. 

2.3.5 It bears emphasis that the case for regulatory convergence with the Mainland 

is not to be confused with any loosening of our regulatory standards or the 

divergence from international practices, but rather simply that our regulatory 

structure should be accommodating of regulatory and other practices that 

might differ from ours. 

2.4 Human resources 

2.4.1 This is arguably the most significant factor in keeping our service sector 

competitive.  The clustering of skilled professionals is what made Hong 

Kong a vibrant service hub, and every effort must be made to ensure that top 

talents from around the world would continue to find Hong Kong an attractive 

place to live and work.  While Hong Kong is generally an attractive city in 

which to live, in recent years rapidly deteriorating air quality has become an 

important deterrent to expatriates with families to relocate here.  The shortage 

of placements in our international schools poses another serious barrier to 

expatriates wanting to relocate to Hong Kong and it, too, requires urgent 

action. 

2.4.2 Hong Kong bills itself as the gateway to China and China’s window to the 

world, yet there remain considerable barriers for Mainland professionals and 

entrepreneurs to relocate here, especially for those working outside of state 

companies.  This unsatisfactory arrangement robs Hong Kong of valuable 

Mainland expertise and knowledge, and hinders our vital business links to the 
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Mainland.  The points system to attract Mainland talents has been a step in 

the right direction, but its mechanism should be reviewed periodically to 

maximize effectiveness. 

2.4.3 Hong Kong has good quality universities, but world-class universities tend to 

have admissions systems that are very open to top talents from around the 

world.  A strong case could be made for Hong Kong to further open up some 

of its universities in admitting non-local students.  Developing Hong Kong 

into a higher education hub would not only enhance the quality of our research 

and teaching faculty, it would also increase exposure for our local students, 

and recruit non-local talents so that they could be nurtured to reinforce our 

pool of skilled labor.  And even if non-local students who studied in Hong 

Kong subsequently choose to return to their homeland, they could become 

“Hong Kong advocates” and create vital links and networks for our city.  This 

is particularly true in the case of Mainland students, as Hong Kong needs more 

friends and advocates in the top layers of the Mainland economy and 

government.    

2.4.4 Of course, one must be sensitive to the issue of the use of taxpayer money to 

train non-local students. But a careful calculation of the marginal cost pricing 

of training each additional non-local student, and the social benefits that such 

an investment in human capital would bring to the Hong Kong economy, 

would probably show that there is ample room for us to expand the intake of 

non-local students in our universities. 

2.4.5 In the area of local education, it should be pointed out that there remains a 

shortage of curriculum to equip our students with the knowledge and expertise 

about the Mainland.  
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2.4.6 Mainland knowledge should also be included as part of the syllabus for our 

professional trainees, e.g. the accounting profession, for whom the option for a 

second qualification in Mainland taxation could also be made available. 

2.4.7 English standards in our schools also need to be reinforced.  Many people 

seem to have the impression that, for Hong Kong, English is losing its relative 

importance in view of China’s economic ascent and increased integration with 

Hong Kong.  This view is doubly mistaken.  First, Hong Kong cannot 

pretend to be China’s international gateway if it lacks proficiency in the 

common language of international business.  Secondly, the Mainland itself 

has gained tremendous English proficiency in recent years, and if Hong Kong 

fails to keep up or even regresses in this respect, as it has been doing, it would 

only hasten the decline of Hong Kong’s uniqueness and value to China. 

 

3 Active promotion of Hong Kong industry 

3.1 Indeed, regional competition for international business has become so intense that 

Hong Kong needs to become much more proactive and aggressive in promoting 

itself to secure more business and investment for the territory, and government has 

an indispensable role to play in this process.  To a certain extent the Government 

has always been active in this pursuit, the Trade Development Council (TDC) being 

a prime example.  Government’s active promotion of Hong Kong to the Mainland 

under the framework of the Pan-PRD economic sphere is another.  However, we 

believe that much more has to be done in view of the heightened competition. 

3.2 One example is Hong Kong’s role as a dispute resolution center for arbitration and 

mediation, which owes much of its success to our rigorous adherence to the rule of 

law and our open and fair way of doing business.  However, our leading position 
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in this area is under threat due to aggressive marketing efforts by competitors, and 

we must step up to the challenge.  Our Department of Justice is very 

commendable in this respect, an example being its lobbying for the International 

Chamber of Commerce to set up its dispute resolution function here, but in general 

a broader government effort on many different fronts is needed for such marketing 

and branding of Hong Kong to be effective.   

3.3 Along the same vein, another industry that we should keep a close tab on is captive 

insurance, which has considerable market potential that a financial center like Hong 

Kong simply could not afford to ignore.  In this regard, the Government should 

study ways to position Hong Kong as a captive insurance center, particularly in 

reviewing our tax and regulatory framework to ensure that Hong Kong stands out 

as an attractive offshore center for this budding industry in the face of stiff 

competition. 

 

4 The vital role of manufacturing and trade in Hong Kong and the Mainland 

4.1 In a discussion of how to keep Hong Kong’s business service sector vibrant, the 

role of manufacturing and trade deserves special mention because its importance is 

frequently underestimated.  This point was underscored in a study by the Trade 

Development Council (TDC).  The study points out that, although manufacturing 

as a share of GDP is officially under 4%, the fact remains that Hong Kong 

manufacturers have continued to thrive, only that their manufacturing facilities had 

moved across the border—and greatly expanded in the process.  Indeed, these 

manufacturers still maintain a significant presence in Hong Kong, only that they do 

so in the form of trading companies and corporate headquarters, and these functions 

are classified as services rather than manufacturing.  Equally important, these 
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manufacturing concerns also generate tremendous demand for business services, 

such as logistics and finance.  In all, the contribution of the manufacturing and 

trading sectors account for roughly a quarter of GDP.  Indeed, if one accounts for 

the indirect contributions of this sector, then their share in GDP is much higher 

even. 

4.2 Seen in this light, it is clear that Hong Kong manufacturers operating in the Pearl 

River Delta and beyond remain an integral and highly significant part of the Hong 

Kong economy.  Therefore, their continued vitality is also critical to the Hong 

Kong economy, and deserves the close attention of the Government. 

4.3 In recent years, Hong Kong manufacturers operating in the PRD have been facing 

an increasingly challenging environment, especially due to the rising costs of 

operation.  These difficulties have been compounded by a shift in the policy of the 

Central People’s Government that has the effect of curbing processing trade, 

examples being increased deposits required on the import of raw materials, and 

tightening environmental regulations, etc.  While we understand that policies to 

curb processing trade are well intended in the wider context of China’s national 

priorities, ways must be found to help our manufacturers cope with the challenges 

brought by the policy change. 

4.4 We are glad to see the Government paying increasing attention to the operating 

difficulties faced by the Hong Kong manufacturing concerns, and we applaud the 

Government for recently setting up the Task Force to Support the Processing Trade.  

We hope that this is the first step in the government’s increased involvement.  

Specifically, it would be helpful for the government to liaise more closely with the 

relevant authorities on the Mainland so that the views and concerns of the Hong 

Kong manufacturers could be taken into account in the setting of policy, and also 
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that these manufacturers could be alerted with sufficient lead time to further policy 

changes in the future. 

4.5 More generally, the Government should also deploy more resources to help the 

industry in technical upgrades, branding, and expanding sales in the Mainland 

market to replace the overseas sales that could see a decline along with the 

processing trade. 

 

5 Mainland relations and infrastructure development 

5.1 The BPF welcomes the recent step-up in the economic cooperation and integration 

between the SAR Government and the Shenzhen Municipality.  While many 

details of such a complex undertaking need to be carefully deliberated and 

negotiated, we caution that such an endeavor should not come at the expense of 

closer cooperation with other areas of the Pearl River Delta, especially Guangzhou, 

as well as Guangdong province. 

5.2 At the central government level, the fact remains that Hong Kong being a SAR falls 

outside the national development plan but policy decisions on the Mainland can 

have a profound impact on us.  Hong Kong should therefore seek to have a 

presence, e.g. observer status or above, in important policy discussion and 

formulation meetings of the Central People’s Government.  The aim is not 

inclusion in national planning but to give input in areas that concern us. 

5.3 The BPF is pleased to see the Government’s commitment to the 

Guangzhou-Shenzhen-Hong Kong Express Rail Link, and we look forward to the 

long-anticipated conclusion of the planning stage of the Hong Kong-Zhuhai-Macau 

Bridge.  At the local level, we believe that the South Island Line merits further 

consideration. 
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6 Balancing development and conservation 

6.1 The people of Hong Kong are becoming increasingly aware of the need to strike the 

right balance between development on the one hand and sustainability and 

preservation on the other. 

6.2 A clearly articulated policy is required and Government could consider a guideline 

with a target of sustainable component in development.  A guideline has the 

advantage of flexibility to add or change particularly given the speed of 

technological advancement. 
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