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Guangdong's Economic Restructuring
Opportunities and Challenges
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for Hong Kong

Major Directions of Guangdong's Economic
Restructuring

7@ recent years, Guangdong Province had embarked upon a
rigorous economic restructuring programme, focusing on the upgrading
of its industries with an emphasis on heavy and high value-added
industries; and expediting the development of the services sector.

In the next five years, it was anticipated that there would be faster
growth in the development of the automobile, petrochemical and
information technology industries, on which the Guangdong
government had set an annual growth target of 25%, 20% and 21%
respectively between 2003-2010. By 2010, the share of information
technology industries in Guangdong's total manufacturing production
output was anticipated to reach 33.8%, while that of the petrochemical
and automobile industries together will account for 16.4%. The
gearing towards heavy industries in Guangdong was evident. In 2005,
the output value of heavy industries exceeded RMB 2,000 billion
(US$244.1 billion), accounting for 57% of Guangdong's total industrial
output value.

In its attempt to upgrade the industrial structure of the Pearl River
Delta (PRD), Guangdong discouraged further establishment of low
value-added manufacturing industries which were labour and/or
energy intensive. Measures had been taken to encourage existing
industries in the PRD to engage in technology upgrade and innovation,
or relocate to mountainous regions or the eastern/western parts of
Guangdong.

As for the services sector which accounted for 43.8% of GDP in 2005,
Guangdong aimed to further increase their overall relative share in
GDP within the next five years. While development of the services
sector would be expedited across the board, their structure would
be optimised for Guangdong to develop into a regional financial
centre, modern logistics hub in southern China, as well as an
international business travel and shopping centre. Development of
specific sectors such as wholesale and retail, logistics, finance,
convention and exhibitions as well as business (professional) services
will be strengthened and encouraged.
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To facilitate its economic upgrading, Guangdong had been keen to
attract multinational corporations to set up offices in the province.
Measures would be taken to lure talents to support its upgrading
plan. To strengthen its positioning as a regional transportation and
logistics hub, Guangdong would further improve its ports, airports,
logistics parks and transportation links with neighbouring provinces
in the Pan-PRD region.

Implications for Hong Kong Services and
Manufacturing Industries

At present only a few Hong Kong companies were geared up for the
opportunity arising from the rapid development of the petrochemical
industry in Guangdong, but many Hong Kong manufacturers were
poised to capitalise on the new opportunity in the autoparts industry.
The development of heavy industries in Guangdong not only gave
rise to demand for sophisticated manufacturing support services, but
also generated downstream business opportunities.

However, there would be increasing pressure on Hong Kong's
manufacturing industries in the PRD to upgrade their technology and
adjust their business models. They could adjust by increasing the
value-added component of their products through production
technology, design, branding and supply chain management etc. For
those which opted to relocate to remote areas, they would likely
expect the provision of adequate infrastructure and services so as
to maintain their international competitiveness in the supply chain
management.

Whilst Hong Kong's service providers were welcomed by Guangdong
to establish business under CEPA, some of them still encountered
implementation problems in establishing commercial presence there.
The establishment of a CEPA follow-up mechanism in Guangzhou
would facilitate the process.

The relocation of manufacturing industries beyond PRD may give rise
to new opportunities there for Hong Kong manufacturing support
services providers. They should consider capitalising on the early
entry advantage under CEPA, to firmly establish their presence in
close proximity to their customers.
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Implications for Hong Kong as the Business
Hub of the Greater Pearl River Delta

The development of heavy and high-tech industries required a wide
range of supporting services including capital financing, equipment
leasing as well as industrial and professional support services. Foreign
companies that required good intellectual property protection of their
proprietary design and/or technology, would find it advantageous to
set up their regional headquarters in Hong Kong to oversee Guangdong
and Mainland market. Numerous opportunities would thus be available
for the services sector in Hong Kong.

On the other hand, there would be new challenges to Hong Kong.
Hong Kong's ports and logistics facilities were primarily developed
for containers and cannot cater for the logistics needs of heavy and
petrochemical industries. The relocation of traditional light
manufacturing industries from the PRD would reduce their reliance
on Hong Kong's logistics facilities. This, coupled with the rapid
expansion of ports and airports in Guangdong, would accelerate
cargo diversion from Hong Kong. In 2005, the total container
throughput handled by Hong Kong ports rose by only a modest rate
of 2% to 22.4 million TEUs, while that of Shenzhen rose by 19.1%
to 16.2 million TEUs. It was anticipated that Shenzhen's throughput
would surpass Hong Kong's in 2-3 years' time.

Guangdong, as the home to manufacturing clusters together with
abundant land supply, might also challenge Hong Kong's status as
trade fair capital in the long run. Direct sourcing from the Mainland
and the relocation of overseas companies' buying offices from Hong
Kong to the Mainland had been on the rise. With the enhanced
liberalisation of trade in the Mainland, it was expected that more and
more trade-related activities in Hong Kong would be drawn to the
PRD. Hong Kong must therefore, expand its critical mass of quality
international as well as Mainland suppliers and buyers, so as to
maintain its position as the international trading hub. A free port
would remain one of our distinct advantages.

Notwithstanding the above, it was apparently difficult for Hong Kong
in the long run to compete in the maritime cargo business, though
improvements in cross-boundary traffic, customs clearance and costs
would definitely be helpful. Hong Kong's key advantage in logistics
in the medium term would lie with its air cargo business, particularly
in handling high value items (including high-value parts and components
for industries in Guangdong).
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Long Term Impact on Hong Kong's Future

Guangdong's latest move to expedite development of the higher-end
and heavy industries and to push production of low value-added
consumer goods out of PRD would have a significant long term impact
on Hong Kong's economic restructuring. Should Hong Kong's
manufacturing industries fail to upgrade or transform, and Hong
Kong's services industries fail to adapt to the new demand arising
from Guangdong's restructuring, key support of Hong Kong economy,
such as its ports and trade platform etc. could be marginalised in
the long run.

Recommendations

To cater for the restructuring of Guangdong and to capitalise on new
opportunities arising therefrom, it would be worthwhile for Hong
Kong's manufacturers, service providers and relevant parties to
explore and monitor which and how Hong Kong's expertise could
be transferred as part of the production chain in Guangdong's new
industries, and what new services would be needed to support
Guangdong's restructuring.

To facilitate adjustment of Hong Kong manufacturing and services
sector, and to support Guangdong's economic restructuring, we
proposed the following suggestions to the Guangdong government:

a. to provide Hong Kong enterprises and their Guangdong
counterparts with parity treatment in policy support and market
opportunities in the course of restructuring;

b. to accord priority to upgrade existing enterprises' technology level
and innovation capability;

c. to increase cooperation with Hong Kong in manpower training
and R&D in the restructuring process; and

d. to collaborate with Hong Kong in overseas promotions on the
competitiveness of the Greater PRD vis-a-vis other regions in the
Mainland.

Institutional strengths and human capital were considered as the two
most valuable resources of Hong Kong. In this connection, we
recommended the following to the HKSAR Government:

a. Attracting more human resources:
Besides strengthening and enhancing Hong Kong's education and
training, the HKSAR government should enhance our attractiveness
for overseas professionals and senior managers by:

¢ improving the quality of life including air quality and availability
of international school places;

e simplifying immigration procedure for overseas and Mainland
experts to work and reside in Hong Kong;

e simplifying immigration procedure for foreign employees with
right of abode in Hong Kong to enter Guangdong;

e speeding up the construction of transportation networks with
links to Guangdong's express passenger railway as well as
other cross-boundary transportation services; and

e working with Guangdong on issuing more cross-boundary
private vehicle licences.
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b. BEREA : b. Technology integration:
EPEBERPEIESN - REREMN To develop Hong Kong as a technology integration hub by
SRBEHLY  EEERRIRAR leveraging on Hong Kong's advantages in IPR protection,
Aty BEEI SRS LSE - i information flows and financial services, i.e. to attract high-tech

enterprises to Hong Kong and to promote the conversion of new
technology to application solutions.

HEHMENBETLE -

AHARBEBNES We urged the trade associations of Hong Kong to:

a. PIRRMRRS R LEMRETRON a. communicate with their members on the challenges arsing from
RNZEZEENHT(BERARAKK Guangdong's industrial transformation and their need to adapt
)5 & to the changes, including to upgrade their level of technology;

b. B2 ARREERE - URELER and . _ _
£ EREEARNERRT AR b. encourage their members to actively develop strategies to revamp

their business models, increase productivity, upgrade their products

e o

RE and increase the value-added component in their products.
RERFRENRS FaNWARREAR L To maintain Hong Kong's position as a service platform and logistics
i MTREBERR - ARFTERERIIN hub, it was important to increase the efficiency and reduce the costs
ME o BAINBEEREAK o« TBXEERE of cross-boundary flow of goods, people and capital. One area of
BIEEYAE > INEE5RBANAET customs cooperation was cargo inspection. Arrangements had been
RINES) D ERERE  CTEBE in place between Hong Kong and several cities in the Mainland (such

N . as Shenzhen and Dongguan) where goods inspected in Hong Kong
ARENKYMTAESE) HRNIREH
RENENEMERR, PRI ERH ports need not be further inspected at the Hong Kong/Mainland

7 Nl o IX/AN"E JFE"AL ABL o,

EBRRE o XN ER ISR ER - X boundary control points. This concept of "through transportation 47
2648 = X sz = o . . - .

REIE B E MR AU service" would increase efficiency and reduce costs and time.

LA B AAEFHRE  ERFEK To expand the critical mass of businesses in Hong Kong and strengthen
NiX BIBRE| S BATBTUER R B its attractiveness as a preferred location of regional headquarters, it
EMETE BRI KRR ) AT was also necessary to capitalise on the Mainland's "Going Out" policy

. - Wi by to attract Mainland companies (in particular those from Guangdon
R BRI E AL . ind companies (in p ose from Guangdong)
to set up operations in Hong Kong to conduct international sourcing

and raise funds etc.




