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This is the first annual report of the Business
Council. Appointed by the Chief Executive in March

last year, the Business Council serves as a private sector channel alongside the government
mechanism to give advice to the Chief Executive on strengthening Hong Kong and
Guangdong cooperation in economic and other arenas.
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The cooperation between the two sides has always been an
important subject for Hong Kong because we are more than just
neighbours. We are also close partners in terms of social and
economic development. In many ways we are interlinked and benefit
mutually from our strong ties.

As the Chairman of the Business Council, it is a great honour
for me to share with you the Business Council’s vision on the future
development of the GPRD.

Hong Kong and the Guangdong
Province

Through reunification with the Mainland of China in 1997, Hong
Kong today operates under the “one country, two systems” principle
and has become economically more and more integrated with the
PRD. The result of this integration has spurred the enlargement
of the PRD into the GPRD, which encompasses the HKSAR, the
Macao Special Administrative Region and nine municipalities of
the Guangdong Province. This region has a population of about
49 million with a Gross Domestic Product of over $2,483 billion
yuan (US$300 billion). It also accounts for over one-third of China’
s total imports and exports. It is really due to the synergy between
the manufacturing base in the PRD and Hong Kong as a financial,
trade and logistics centre that this region has risen as a powerful
economic force.
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In our view, future competition in the world will not be city versus
city because a city does not have the critical mass to compete on
global scale. Instead, competition between economic zones consisting
of a hub together with a hinterland is likely to prevail. The GPRD, as
a vibrant economic zone, has become a very dynamic driver of the
country’s economy.

A new era, a new partnership

China’s entry to the World Trade Organisation (WTO) and the
implementation of the Closer Economic Partnership Arrangement
(CEPA) has presented us with huge opportunities. However, the
accelerating pace of globalization has sharpened worldwide economic
and technological competition and brought about unprecedented
challenges. Hence, as we enter a new uncharted era, both Hong Kong
and the Guangdong Province will have to re-position ourselves so as to
enhance our overall competitiveness.

We are convinced Hong Kong will continue to develop into a key
service centre for China. With ample expertise and solid experience,
Hong Kong'’s service sector is well placed to service the local market
and the GPRD region as a whole. For instance, our financial service
sector has been supporting the extensive activities of the enormous
manufacturing industry in the PRD. Therefore, one key element of
our re-positioning must be to take measures to promote Hong Kong'’s
supply of services to the region.

We fully support the HKSAR Government’s plans to position Hong
Kong as a logistics hub of the region. With our well-established
strengths in global trade - in terms of infrastructure, knowledge, sound
experience in management, reputation and track record - Hong Kong
can, and must aspire to be the supply chain management centre of the
region. Moreover, we shall also position ourselves as an information
centre that coordinates trade-related activities in the region, thereby
creating and adding value to each and every transaction. That, |
believe, will be the surest way to maintain our values, competitive edge
and leadership in regional and global trade.
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Today, the Hong Kong - Guangdong partnership has developed
beyond the sphere of manufacturing for export. The region as a
whole needs to advance in terms of technology, innovation and
management. More and more IT firms are seeking to establish
themselves in the GPRD. After the manufacturing boom in the last
two decades, the GPRD is also actively seeking ways to diversify
and rise to the next level of development. We believe the obvious
direction is the knowledge-based economy that promises higher
value-added. In this regard, we see enormous opportunities for both
Hong Kong and Guangdong to forge an even closer partnership.

Hong Kong’s and Guangdong
Province’s Role in China’s Integration
with the World Economy

Traditionally, both Hong Kong and the Guangdong Province
have been China’s windows to the outside world. We consider that
role will remain strong as China becomes a major component of
international trade and commerce. Furthermore, the next 10 years
and beyond will be exciting times for the Chinese economy. The
need for China to integrate with the global economy and to develop
the Northeastern and Western provinces will give rise to both
challenges and opportunities. With their established experience,
track record and advanced infrastructure, Hong Kong and the
Guangdong Province are well equipped to play the role of a catalyst
in these developments, and as a result, will benefit greatly from the
opportunities that arise.

It is generally expected that the volume of trade between China
and the rest of the world will drastically increase now that China
is a WTO member and will open up its 1.3 billion - population
market. Under such circumstances, the urgency for the GPRD to
become a logistics hub is very obvious. In this regard, Hong Kong’s
capabilities and potential as a regional logistics hub will complement
those of the PRD. Together we can be one single value creator
for trade activities across the region and build the GPRD into the
logistics centre for the Mainland and the Asia Pacific region.
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The integration between Hong Kong and the Guangdong Province
has been mutually rewarding and reinforcing. For integration to remain
beneficial to both sides, the two economies should foster cooperation
and compete together as one entity in world markets.

Initiatives for future cooperation

In order to enhance the competitiveness of the GPRD and to ensure
growth in the longer term, Hong Kong and the PRD have to reinforce
their partnership. In our view, there are some key issues that have
regional implications and therefore require joint concerted efforts of all
parties in the region.

First, the key to successful regional cooperation lies in the ability of
building an all-encompassing multi-modal transport network, such that
the region will have a high level of mobility. In this regard, there is a
need for Hong Kong and the Guangdong Province to further coordinate
developments in advanced infrastructure with a view to establishing
an integrated transport network that facilitates the increasing flow of
people and goods. Moreover, Hong Kong shall work closely with its
counterpart in the Guangdong Province on a long-term and continuous
basis to remove any barriers which may hinder or interrupt the efficient
movement of people and goods.

Another issue, which we believe is close to the heart of many
people, is the problem of the environment. The deterioration of air
quality in particular threatens not only people’s health and quality of
life, but also the GPRD’s attractiveness to international business and
tourists. Much of the problem is due to pollutants that originate from
transport and extensive manufacturing in the region. Hence, there
must be a concerted effort between governments of both sides and the
private sector to take forward-looking measures that can improve our air
quality.

Next is about human resources. In the new globalisation era, we
need to build our own human resources with the requisite skills to
operate throughout the region. Our view is that Hong Kong should
strive to become a centre of quality human resources for the GPRD and
the whole country, and as such, shall attract the best talents from China
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and around the world. To achieve this, there is a need to strengthen
cooperation between Hong Kong and the Guangdong Province in
developing education and manpower training.

The final point is about new potential for Hong Kong and
Guangdong enterprises. Within two decades after the economic
opening of China, about 80 percent of Hong Kong’s manufacturing
had shifted to the Guangdong Province. Today, there are over 80
000 Hong Kong controlled factories in Guangdong, employing more
than 11 million people. The majority of them are export-processing
enterprises set up in the 1980s and 1990s, with products destined
for overseas markets. However, as China gradually opens up its
vast market, coupled with its rising income and increasing consumer
demand, the Mainland has become Hong Kong enterprises’ biggest
potential customer. Opening the fast-growing Mainland market to
these export-driven enterprises will not only provide a greater sales
market for Hong Kong businesses, but also serve as a catalyst that
will drive domestic consumption in the country.

On the other hand, many Mainland enterprises are ready for
expansion into the international market. China’s accession to the
WTO has increased the number of outbound investments from
private enterprises. The proximity to Hong Kong makes it easy
for Guangdong enterprises to use Hong Kong as the gateway to
regional and global markets. Attracting more Guangdong private
enterprises to establish business in Hong Kong will bring benefits
to both sides. This will help boost the local economy and fortify
Hong Kong’s intermediary role. Mainland enterprises on the other
hand that set up businesses in Hong Kong will benefit from our well-
established financial markets, support services and our global reach.

Conclusion

The GPRD is becoming an increasingly important region for
investors and businessmen. It has unlimited potential in playing
a key role in driving the economic growth of China. As the
Guangdong Province’s lifelong partner, Hong Kong has the ability
to facilitate the region’s growth and development, and will all gain
as a result. At the same time, we should be mindful of region-
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wide issues such as sustainable development that may arise from
economic prosperity and we all need to proactively contribute to
solving them. After all, integration is not just about economic benefits
and gains. It is about the sharing of a common vision and the sharing
of responsibilities as well.

It is therefore important for governments on both sides to have
an open mind and a shared long-term vision. In this regard, | think
participation of the private sector is essential. And as the Chairman of
the GPRD Business Council, | and fellow members will be looking for
more ways to foster relations and business opportunities that will be
mutually beneficial to both sides.
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