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The Honourable Donald Tsang
The Chief Executive of
the Hong Kong Special Administrative Region

31 July, 2006
Dear Mr Tsang,

On behalf of members of the Greater Pearl River Delta Business Council, | am honoured to convey
to you our Annual Report on the work of the Business Council in the year 2005/2006.

With the close involvement of the Hong Kong private sector in the economic development of
Guangdong, the Business Council has served as an important platform for the private sector to
discuss issues related to Hong Kong/Guangdong cooperation and channel their views to the two
governments.

Building on the foundation established since 2004, the Business Council continued in the past
year to focus on key issues relevant to the development of the Greater Pearl River Delta region.
These include facilitating cross-boundary people and cargo flow, attracting Guangdong enterprises
to Hong Kong, promoting sustainable development and enhancing cooperation in other areas.

Cross-boundary people and cargo flow: key issues advocated by the Cross-boundary People
and Cargo Flow Sub-group include:

* enhancing flexibility for the cross-boundary cargo industry such as relaxation of the "one-
truck-one-driver" requirement (which was relaxed by the Mainland authorities from 28 September
2005);

e extending the arrangements for private cars with Closed Road Permits of Sha Tau Kok or Man
Kam To Control Point to use Lok Ma Chau/Huanggang Control Point during night time; and

* in the longer run, establish a new land boundary crossing point at Liantang.

Attracting Guangdong enterprises to Hong Kong : the Joint Investment and Trade Promotion
Sub-group and its Guangdong counterpart have joined hands to organise seminar and visit to
introduce Hong Kong to Guangdong enterprises interested in "going out". The Sub-group has also
considered ways to strengthen support services for Guangdong enterprises operating in Hong Kong.

Sustainable development : to promote voluntary environmental protection in the business sectors
in Hong Kong and Guangdong, the Sustainable Development Sub-group has joined hands with the
China Council for the Promotion of International Trade (CCPIT) Guangdong Sub-Council, the
Guangdong Environmental Protection Industries Association and the Hong Kong Business Coalition
on the Environment to launch the Clean Air Charter in November 2005.



Tourism and culture : the Tourism, Culture and Sports Sub-group has brought to the attention
of Hong Kong and Guangdong governments the need to reduce the cost of multiple visas for
visitors making side trips to Hong Kong, and the suggestion for Mainland visitors holding valid
Macao permits to be allowed to visit Hong Kong in the same trip.

Implementation of CEPA : the Services - Implementation of CEPA Sub-group has identified
difficulties encountered by the professional sectors in accessing the Mainland market, and has
tendered recommendations to promote the implementation of CEPA. The Sub-group also co-
hosted a seminar to discuss the opportunities for the Hong Kong professional sectors to enter
the Guangdong market and the avenues available.

Technology, education and manpower training : the Technology, Education and Human
Resources Sub-group has looked into the inclusion of education services in CEPA, and considered
a number of initiatives relating to cooperation in technology and manpower training.

Apart from the work of the Sub-groups, the Business Council has also initiated two studies
on the future direction of cooperation with Guangdong, with a view to grasping the opportunities
arising from the Province's future development.

Guangdong's Economic Restructuring - opportunities and challenges for Hong Kong :
we note that Guangdong has been undergoing major economic restructuring in recent years,
putting particular emphasis on heavy industry and services industry. Such continued development
under the 11" Five-Year Plan will have significant impact on Hong Kong. The Hong Kong
business sector will have to make adjustments by upgrading their level of technology and
revamping their business models to fit in the new development in Guangdong. We also expect
the two governments to help by providing the necessary infrastructural and institutional support
for the private sector.

Development of Western Pearl River Delta (PRD) and its prospects of cooperation with
Hong Kong : we note that the cities in western PRD have ample potential and the Provincial
Government is in support of the area's future development. To facilitate the business sector
to explore the business opportunities there, the two governments should speed up infrastructural
development to facilitate passenger and cargo flow. In addition, more efforts should be made
to promote business exchanges and mutual development.

In carrying out its work, the Business Council has maintained a constructive dialogue with
the two governments and the CCPIT Guangdong Sub-Council and its sub-groups. We will
continue to foster this working relationship in the years ahead.

| look forward to your continued support in the Business Council's work.
Yours sincerely,

C2Z oy

Dr Victor Fung
Chairman
The Greater Pearl River Delta Business Council
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Recent Developments in PRD

7ée PRD Economic Zone includes Guangzhou, Shenzhen,
Dongguan, Foshan, Jiangmen, Zhongshan, Zhuhai, and the urban
areas of Huizhou and Zhaoqing. Although it encompasses only 0.6%
of China's landmass and 3.4% of the census population, the PRD
accounted for 9.8% of the nation's GDP and 30.6% of total exports
in 2004, as well as 26.1% of foreign direct investment actually utilised
in 2003.

Over the past two decades, the PRD has become a manufacturing
base of the world, and one of the world's leading sourcing bases for
a wide variety of products. Besides, the PRD has developed a number
of specialised towns, which primarily concentrate on the production
of one or more distinctive products. At present, there are 159
specialised towns in Guangdong.

In tandem with Guangdong's economic restructuring over the past
few years, the PRD experienced a profound change in its industrial
profile with heavy and tertiary industries taking up an increasing share
of the economy. Among the various heavy industries, heavy chemical,
equipment manufacturing, petrochemical, steel and automobile
manufacturing have enjoyed robust growth. In 2004, the ratio of light
industries to heavy industries in the PRD was 44.4:55.6, and its tertiary
industry accounted for 42.4% of the GDP in the region.

As stipulated in the "Coordinated Development Plan of the Pearl River
Delta City Cluster, 2004-2020", Guangdong would expedite the
enhancement of the overall competitiveness of the PRD. In the years
ahead, the PRD would put more emphasis on the development of its
agricultural production, processing manufacturing, port-dependent
heavy industry, large-scale equipment manufacturing, high-tech
industries, international logistics services and tourism.
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According to its 11" Five Year Plan, Guangdong would seek to achieve
an annual GDP growth rate of no less than 9% for the next five years.
By 2010, the GDP and per capita GDP are expected to hit 3,350
billion yuan (US$408.8 billion) and 34,825 yuan (US$ 4,250) respectively.

The Business Council

The Business Council's first term of office ran from 1 March 2004 to
28 February 2006 and the second term commenced on 1 March 2006.
The Business Council is chaired by Dr Victor Fung and comprises
31 Members.

Six Sub-groups were formed in the past year to focus efforts on major
areas of Hong Kong/Guangdong cooperation. The six Sub-groups
include:

1. Cross-boundary Passenger and Cargo Flow Sub-group
Services-Implementation of CEPA Sub-group
Sustainable Development Sub-group

Joint Investment and Trade Promotion Sub-group

Technology, Education and Human Resources Sub-group

I

Tourism, Culture and Sports Sub-group

The Business Council also studied two major issues in the past year
and came up with recommendations:

1. Guangdong's Economic Restructuring - Opportunities and
Challenges for Hong Kong

2. The Development of Western Pearl River Delta and its prospects
of Cooperation with Hong Kong

XKHE=ABEHEEBEE The Greater Pearl River Delta Business Council
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Work of the Sub-groups

1.

Cross-boundary Passenger and Cargo Flow Sub-group

Last year, the Sub-group focused its efforts on two areas:

. Enhancing the efficiency of cross-boundary cargo clearance:

The Sub-group put forth a number of proposed short-term
measures, including streamlining the declaration procedures for
cargo trucks, cancellation of suspension of customs clearance
during meal breaks and implementing the relaxation of the "four-
up-four-down" rule and mounting a larger publicity drive on the
relaxation. Other medium/long term measures were also discussed,
which included consideration of the "co-location" and "arrival
clearance only" arrangements, introduction of cross-boundary
helicopter passenger services, and change in the mode of
controlling cross-boundary flow of private vehicles.

ii. Developing new boundary crossing point:

The Sub-group proposed the two Governments to explore
establishing a new boundary control point at Liantang to cope
with demands from future development. To this end, the Shenzhen
and HKSAR Governments have embarked on a study on the
subject. The Sub-group hoped that a consensus could be reached
as soon as possible between the two governments, on the concrete
plan and implementation schedule for the project.

. Services-Implementation of CEPA Sub-group

To address the problems encountered by Hong Kong's services
sector when making inroads into the Mainland markets, the Sub-
group recommended that Hong Kong and Guangdong should step
up communication and cooperation, enhance the transparency
of relevant policies and regulations, streamline application
procedures for establishment of business operation, and intensify
promotional efforts. At the same time, Guangdong could refine
its "one-stop service" to facilitate the setting up of Hong Kong
business there.

The Sub-group also considered that a pilot scheme could be
carried out in Shenzhen, in which simplified procedures and relaxed
policies should be put in place to enable Hong Kong's services
sector to establish a foothold in Shenzhen. Professional services
sector in Hong Kong may also render services to the rapidly
developing private enterprises in the PRD to help them develop
business in the Hong Kong market.
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The Sub-group suggested the Business Council to follow up with
the government and relevant organisations on measures to facilitate
the services sector and professional sectors to enter the Guangdong
market. The Council should reflect the relevant situation to both
the HKSAR and Guangdong Governments in order to seek
relaxation of regulations governing access to the Mainland market.
The Council should also promote the incorporation of tourism
services into CEPA with a view to allowing Hong Kong's travel
agents to set up business in the Mainland. In addition, the Council
could help to identify means to seize new business opportunities
brought about by the rapid economic development of Guangdong,
and to facilitate the development of services sector of the province.

. Sustainable Development Sub-group

In the past year, the Sub-group focused its efforts on the following
areas:

Improving regional air quality:

The Sub-group suggested that both Hong Kong and Mainland
manufacturers in the GPRD region should be encouraged to set
a good example by taking emission reduction measures voluntarily
to improve air quality. In this connection, the Sub-group has
joined hands with the Hong Kong Business Coalition on the
Environment, the China Council for the Promotion of International
Trade (CCPIT) Guangdong Sub-Council and the Guangdong
Environmental Protection Industries Association to promote the
Clean Air Charter. Besides, the Sub-group sought to establish a
better understanding among Hong Kong manufacturers in
Guangdong on energy saving, emission reduction and application
of cleaner production technology by exploring technology
demonstration projects. It also actively reflected its wish to
Guangdong to raise the Province's emission standard to National
IV (equivalent to Euro IV) as soon as possible.

i. Facilitating social inclusion:

Regarding Hong Kong people who work or stay in the Mainland,
the Sub-group suggested that a joint survey should be conducted
by Hong Kong and the Mainland to gain a better idea of their
needs.

4. Joint Investment and Trade Promotion Sub-group

In the past year, the Sub-group focused its efforts on the following
areas:
Attracting Mainland investors to Hong Kong

Having considered study report on "Encouraging Guangdong
Private Enterprises to set up Business in Hong Kong" by the Hong
Kong Central Policy Unit in conjunction with the Guangdong
Development Research Centre, the Sub-group proposed the
establishment of a platform for Hong Kong organisations in

05
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Guangdong to coordinate dissemination of information and
promotion activities, and to focus the use of resources. The
platform could also improve Guangdong enterprises' access to
information about the Hong Kong market.

i. Immigration scheme for Mainland businessmen

The Sub-group considered that the prospects of residing in and
relocating their family to Hong Kong might attract Mainland
entrepreneurs to set up businesses in Hong Kong. The Sub-group
was exploring this idea with the HKSAR Government.

Working with Guangdong counterpart

The Sub-group held several meetings with its Guangdong
counterpart in the past year. In September 2005, they co-organised
a seminar in Guangzhou to introduce Hong Kong to private
enterprises in the PRD, which had indicated interests in setting
up businesses in Hong Kong. In the light of the positive response,
the two Sub-groups would organise visits by these enterprises
to Hong Kong and seminars in other Guangdong cities.

. Technology, Education & Human Resources Sub-group

In the past year, the Sub-group focused its efforts on the following
two areas:
Education and human resources training

The Sub-group had studied and analysed current cooperation
between Hong Kong and Guangdong in technology, education
and human resources development, and proposed the inclusion
of education services in CEPA.

Design and technological cooperation

The Sub-group suggested that Hong Kong and Guangdong should
enhance communication and exchanges of talents in the design
sector, and further enhance technological cooperation.

The Sub-group would continue to explore and promote cooperation
in professional and vocational training within GPRD area, including
Hong Kong/Shenzhen technological cooperation and Hong
Kong/Guangdong cooperation in education, technology and
creative industries.

. Tourism, Culture and Sports Sub-group

. Tourism:

In the past year, the Sub-group focused on the promotion of
tourism and put forth recommendations to the relevant departments,
which include:
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a. to lower the cost of the Mainland's multiple entry visas for overseas
visitors to encourage such visitors to travel to Hong Kong on the
same trip;

b. to allow Mainland visitors with valid Individual Visit Scheme permits
for Macao to also visit Hong Kong on the same trip; and

c. to allow Hong Kong travel agencies to operate both inbound and
outbound tours in the Mainland under CEPA.

ii Culture:

Through the GPRD Cultural Summit, the HKSAR Government
continued to work very closely with the GPRD authorities to
enhance cooperation in cultural exchange. The Sub-group hoped
that the two governments could further promote cultural exchange
of community/cultural groups (hon-government groups). The Sub-
group also proposed the Business Council to pursue the idea of
setting up a design centre in Hong Kong, in order to sustain Hong
Kong's leading role in the flourishing creative/design sector in the
region.

Two Study Topics

1. Guangdong's Economic Restructuring -
Opportunities and Challenges for Hong Kong

In recent years, Guangdong has embarked upon a rigorous
economic restructuring programme focusing on the upgrading of
its industries with an emphasis on heavy and high value-added
industries. The province has also expedited and enhanced the
development of the services sector. The services sector in Hong
Kong might seize the commercial opportunities emerged from
Guangdong's development of heavy and high-tech industries.

Guangdong's restructuring would exert pressure on Hong Kong's
manufacturing industries in the PRD and prompt them either to
upgrade their technology level and adjust their business modes
or relocate to more distant areas. The relocation of manufacturing
industries to areas outside the PRD might open up new
opportunities there for Hong Kong's manufacturing supporting
services sector.

The report proposed that the Guangdong Government should
provide Hong Kong enterprises with the same treatment in policy
support and market opportunities as their Guangdong counterparts
in the course of restructuring, and increase cooperation with Hong
Kong in manpower training and R&D. In addition, it should accord
priority to upgrading existing enterprises' technology level and
innovation capability, and collaborating with Hong Kong in overseas
promotion on the competitiveness of the GPRD.
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The HKSAR Government was advised to step up its efforts in
attracting more overseas professionals and senior management
personnel to Hong Kong, and to develop Hong Kong into a
technology integration hub by leveraging on our advantages in
intellectual property protection, information flow and financial
services. Moreover, the chambers of commerce in Hong Kong
were urged to communicate with their members on the challenges
arising from Guangdong's industrial transformation and the need
to adapt to the changes. They should also encourage their
members to increase productivity and upgrade their products.

. The Development of Western PRD and its Prospects

of Cooperation with Hong Kong

In recent years, the Guangdong Government has been actively
developing the cities in western PRD. In parallel, sustained efforts
have been made to strengthen the infrastructure of the area.
According to Guangdong's plan, western PRD will accord priority
to fostering integrated services and port-dependent industries,
as well as tertiary industries such as tourism, logistics and harbour
trade based on transshipment of material supplies. It was therefore
envisaged that western PRD will develop at a high speed, bringing
about both opportunities and challenges to Hong Kong.

The report suggested that Hong Kong should re-orient its
investment direction in western PRD, targetting at the priority
industries there, and play up its advantages in services sector to
assist private enterprises in western PRD to expand into the
international market. To capitalise on the confidence in Hong
Kong brands in the Mainland market, it was advisable for Hong
Kong's businessmen to set up production operation in western
PRD to explore the domestic market in the Mainland.

Based on the above analysis, it was recommended that both the
HKSAR and Guangdong Governments should enhance the
awareness of Hong Kong business community on the development
of western PRD, remove trade barriers and promote the
development of infrastructural links between the two places.
Moreover, the HKSAR Government could strengthen its
representative network in western PRD, while the Guangdong
Government should step up its assistance to Hong Kong's services
sector in their development in western PRD, and draw up clear
guidelines for external investors.

As for the Hong Kong business community, active steps should
be taken to familiarise themselves with the business environment
in western PRD. They should also efficiently exploit the brand
names of Hong Kong manufacturing products, draw on our
competitive edges to assist private enterprises in western PRD
to expand into overseas markets, and embark on cooperation in
technology, education and human resources development.
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KEK=ZABHBEEE The Greater Pearl River Delta Business Council

External Liaison of the Greater Pearl River Delta
Business Council

The Business Council and its Sub-groups have maintained close
liaison with the HKSAR Government, the Guangdong Government
and the CCPIT Guangdong Sub-Council.

Major liaison activities in the past year included:

¢ The Business Council exchanged views with the Focus Group on
Coordinated Economic Development of the Pearl River Delta
Region under the Economic Committee of CPPCC on the economic
development of the PRD region in November 2005.

¢ |In November 2005, a delegation organised by the Business Council
made a three-day visit to Guangdong Province and Guangxi
Zhuang Autonomous Region. Apart from study visits, the delegation
called on Mr Huang Huahua, Governor of the Guangdong Province
and Mr Cao Bochun, Party Secretary of the Guangxi Zhuang
Autonomous Region to brief them on the work of the Business
Council and exchange views on closer cooperation.

¢ The Business Council met Mr Xu Zongheng, Mayor of Shenzhen
in September 2005 to exchange views on closer Hong
Kong/Shenzhen cooperation.

¢ The Chairman had a number of meetings with Mr Ye Yao, President
of CCPIT Guangdong Sub-Council to exchange views on the work
of the two councils. In August 2005, the Business Council received
a delegation of enterprises organised by the CCPIT Guangdong
Sub-Council.

The Business Council has also worked closely with major organisations
and chambers of commerce in Hong Kong. We are grateful for their
support in the past year.
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KEK=ABHBEETE The Greater Pearl River Delta Business Council

7% partnership with the government, Hong Kong's business community has been making
enormous efforts to promote exchanges and cooperation between Hong Kong and the Mainland.
The Greater Pearl River Delta Business Council has been playing this pivotal role in various areas
of Hong Kong/Guangdong cooperation.

The Business Council brings together talents in our local business sector, with a view to developing
concrete policy proposals for consideration by the Hong Kong Special Administrative Region
and Guangdong governments. The Business Council has put forward pragmatic recommendations
on a wide array of issues, including sustainable development, investment promotion, strengthening
technological and tourism cooperation, facilitating cross-boundary passenger and cargo flows,
and improving implementation of CEPA. In addition, the Business Council has conducted studies
on the impact on Hong Kong of the economic restructuring in Guangdong and the development
of Western Pearl River Delta (PRD). The studies have provided suggestions to the two governments
so that they can better cater for the needs of social and economic developments when formulating
policies.

The Business Council has established close ties with the China Council for the Promotion of
International Trade Guangdong Sub-Council and relevant organisations. They have made
concerted efforts to improve air quality in the region, facilitate Guangdong private enterprises
to set up business in Hong Kong and explore new business opportunities in the Mainland for
the Hong Kong services sector. Concrete measures included the introduction of the Clean Air
Charter and the organisation of Hong Kong Investment Promotion Seminar for Guangdong
enterprises.

In no more than two years' time since its inception, the Business Council has successfully put
in place a unique platform to facilitate communication between the Government and the business
sector. With rapid developments in other economic regions, it is important for Hong Kong and
Guangdong to step up cooperation and enhance the overall competitiveness of the Greater PRD
region. | look forward to the Business Council's continued efforts in forging closer ties between

the two places and promoting development of the region.
ﬁ

Mr Rafael Hui
Chief Secretary for Administration of HKSAR
June 2006
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KEK=ZABHBEETE The Greater Pearl River Delta Business Council

EREEHalaRZMAE
| Mr Tang Bingquan
_..jl.E\ﬁéﬁiég{GQH\;ernor ofyGuangdong
K& Proviricidl Pegples

-

Gover

S v

Il

}4& a key player in fostering private sector cooperation between Guangdong and Hong Kong,

the Greater Pearl| River Delta Business Council has, since its inception, made tremendous
contribution to facilitate trade and economic cooperation as well as private sector exchanges
between the two places. Under the "forward-looking, comprehensive, pragmatic and mutually
beneficial" principle, the Business Council worked in close collaboration with the CCPIT Guangdong
Sub-Council last year. Through vigorous exchanges of views and studies/researches, the Business
Council produced some in-depth study reports as well as constructive recommendations on
major areas of cooperation agreed at the Hong Kong Guangdong Cooperation Joint Conference.
These efforts contributed significantly to the promotion of Guangdong/Hong Kong cooperation
as well as Pan-PRD regional cooperation. The total value of imports and exports between
Guangdong and Hong Kong in 2005 reached an all-time high of more than US$290 billion after
successive growths in recent years. Cooperation is also moving forward in various areas including
services industry, tourism, control point, cross-boundary major infrastructural development,
technology and culture. These achievements are attributable in no small part to the Business
Council's work. On behalf of the Guangdong Provincial People's Government, | wish to extend
our warmest congratulations on the publication of the 2005/06 Annual Report of the Business
Council. | would also like to take this opportunity to express our heartfelt appreciation of the
dedication and contribution of the Business Council in strengthening cooperation between the
two places.

In the year ahead, it is envisaged that the national drive to build a moderately prosperous society,
the rolling out of the 11" Five-year Plan, the full implementation of CEPA, as well as enhanced
GPRD and Pan-PRD regional cooperation will combine to open up new opportunities for
Guangdong/Hong Kong cooperation. | hope the Business Council will continue to "enhance
mutual communication, engage dialogues, make recommendations and conduct facilitation",
play its part as an effective communication and collaboration platform between the private
sectors of Guangdong and Hong Kong, and achieve greater success in promoting the cooperation,

prosperity and development of the two places.
i oo
~ "

) TANG Bingquan

Executive Vice-Governor

Guangdong Provincial People's Government
June 2006
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7(07& Kong has always had unbreakable ties with Guangdong

Province, particularly the Pearl River Delta region (PRD), be it social,
cultural or economic. These ties are evident today with over 80,000
Hong Kong owned companies operating in Guangdong and the
cumulative actual direct investment in the Province from Hong Kong
exceeding US$100 billion (RMB 819.4 billion).

To further develop and strengthen Hong Kong's relationship with the
region, the Greater Pearl River Delta Business Council was formed
in March 2004 and serves as a private sector initiative working
alongside the Governments of the Hong Kong Special Administrative
Region (HKSAR) and Guangdong Province.

This is the second annual report of the Business Council and as its
Chairman, | am greatly honoured to share with you our vision for
broadening and deepening the cooperation between Hong Kong and
Guangdong.

In its first term, the Business Council has attained considerable
success with regard to the further enhancement of economic and
trade interactions between Guangdong and Hong Kong. In addition,
the Business Council has also actively pursued sustainable
development issues which obviously affect both sides of the boundary.
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The New Integration

Regional economic integration has become a global trend. Various
forms of regional collaboration that aim at enhancing regional
competitiveness exist in different parts of the world. In China,
economic reforms started in the late 1970's have not only transformed
the PRD into a major global manufacturing hub, but have also brought
it closer to the rest of the world through trade, investment and other
forms of contact. Hong Kong actively participated and played a lead
role in that transformation and its economy has, in the process,
become increasingly integrated with the PRD.

The result of this integration has spurred the enlargement of the PRD
into the Greater PRD. The development of the Greater PRD (GPRD),
including Hong Kong SAR and Macao SAR, during the past 25 years
or more has been remarkable by any standard. The GPRD has become
one of the most affluent and fastest growing regions in China and
an enormously attractive market.

Yet, the economic power of the GPRD is such that it is not just
confined to Guangdong Province, it is progressively extended to
eleven neighbouring provinces/regions. They make up what is now
known as the Pan-PRD region that covers Guangdong, Guangxi,
Hunan, Hainan, Yunnan, Guizhou, Jiangxi, Fujian and Sichuan, as
well as Hong Kong SAR and Macao SAR. The region makes up one-
fifth of China's landmass, contains more than one-third of its population
and has a combined GDP of US$ 879.5 billion (RMB 7206.6 billion).
There is strong complementarity between these economies. As a
single economic entity, it is highly competitive and very progressive.

From the PRD to the GPRD and now the Pan-PRD, we can see that
regionalisation and globalisation are growing trends. Ongoing
liberalisation under the Closer Economic Partnership Arrangement
(CEPA) between Hong Kong SAR and the Mainland, together with
reforms related to China's World Trade Organisation accession, will
spur further expansion in trade and investment within the Pan-PRD,
as well as accelerate integration within the region. Further, we are
convinced that the momentum of this integration will continue.

—_
(%]

XKHE=ABEHEEEE The Greater Pearl River Delta Business Council
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The PRD, GPRD and Pan-PRD represent a set of concentric circles.
There is no doubt that the core of Pan-PRD regional cooperation is
Hong Kong's on-going integration with the PRD. The complementary
strengths of Hong Kong and the PRD have combined to produce
substantial growth.

The future contributions of Hong Kong and the PRD in the Pan-PRD
region's development will be numerous. Hong Kong will continue
to serve as the region's de facto financial centre, logistics centre,
trading hub, and service-exporting centre. At Hong Kong's core is
its highly efficient services platform from which the whole region now
benefits. Furthermore, Hong Kong is playing an increasingly important
role as a nurturing and training ground for developing human resources
that China needs in order to advance to the next level of economic
prosperity. At the heart of this is Hong Kong's eight universities and
institutions of high learning which has achieved world recognition.
On the other hand, with interlocking clusters of internationally
successful industries and services, and the active participation of
small and medium enterprises, the PRD displays great flexibility in
meeting changing market conditions as one of the world's leading
manufacturing bases.

The relationship between the two regions has undoubtedly been
strengthened in recent years. Yet, due to the close ties between Hong
Kong and the PRD, the region's future development will have
far-reaching impact on Hong Kong.
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KXKHEK=ZABBEEE The Greater Pearl River Delta Business Council

Challenges and Opportunities Ahead

New developments in Guangdong

In the last five years, Guangdong has geared its industrial structure
towards heavy and higher value-added industries. Among these,
electronic information, petrochemicals and automobile industries are
expected to expand significantly over the next five years. Meanwhile,
the services sector in Guangdong has witnessed rapid growth as
well. As stipulated in Guangdong's 11" Five-Year Plan, the province
will expedite the development of its services sector during 2006 to
2010. In addition, the rapid development of the PRD's western region
may prompt the re-location of some of Guangdong's industries.

Industrial restructuring in Guangdong and the rapid development of
the PRD's western region are bound to bring about new opportunities
to Hong Kong. In view of this, the Business Council established two
task groups to explore the related prospects and challenges for Hong
Kong's business community and to assess the possible impact on
Hong Kong enterprises and investors. The summaries of the two
studies are featured in later chapters.

Swift development of neighbouring cities

In the face of the swift development of many Mainland cities, particularly
those in the PRD, Hong Kong is indeed facing a number of critical
opportunities and challenges. For instance, as stipulated in
Guangdong's 11" Five-Year Plan, many PRD cities will step up the
development of their infrastructure for ports and roads. Hong Kong's
leading position as a regional logistics hub may have to be reexamined
in light of such rapid progress in the PRD.

Moreover, there have been recent discussions in the society on
whether Hong Kong is being marginalised as a result of the quick
advances made by PRD cities. It is imperative for Hong Kong to be
alert to all possible changes that are taking place in the whole region
and to take thoughtful measures to sustain its competitiveness.
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What Should be Done?

First, Hong Kong must reinforce its competitive advantages and
consolidate its core industries including financial services, trading,
logistics, producer services and tourism. Hong Kong's status as an
international trade and finance centre, with a well-developed services
industry, make it a popular venue as the regional headquarters for
both Chinese and multinational enterprises. Moreover, with its
strengths of internationalisation and high degree of autonomy, Hong
Kong can work closely with enterprises in the GPRD as well as the
Pan-PRD region, and help them to embrace the world market.

It is crucial for Hong Kong to consolidate its leading position in key
pillar industries so as to strengthen and sustain its long-term
competitiveness. However, ultimately Hong Kong's competitiveness
rests very much on its people. Allowing a larger pool of talent to
freely flow through Hong Kong will increase Hong Kong's
competitiveness, attract more capital and create more jobs. Hong
Kong must strive hard to excel in general education, provide the very
best in higher learning and grow to be one of the world's leading
centres for research. By becoming a melting pot for professionals,
entrepreneurs, students or visitors, Hong Kong can gain substantially
from creativity and innovation that such interactions provide.

At the same time, it is vital for Hong Kong to dovetail its infrastructure
development with that of the Pan-PRD region. Through enhanced
coordination of infrastructure planning, greater efficiency will be
realised by interconnecting Hong Kong's highways and railway
networks with those in neigbouring provinces/regions. In this regard,
the early completion of the Hong Kong-Zhuhai-Macao bridge will be
of paramount importance.

Last but not least, the key to sustaining Hong Kong's competitiveness
also lies in ensuring our value, not just to the PRD or Guangdong,
but to a much larger hinterland. To this end, Pan-PRD regional
cooperation will help broaden our reach. Through increased
cooperation between Hong Kong and neighbouring provinces/regions,
the Pan-PRD region will be able to speed up the flow of people, cargo
and capital, while attracting more foreign capital, technology,
management and talent, to reinforce the status of this region as one
of the most dynamic economic centres of China and the world in the
21 century.
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KZK=ZABBESE The Greater Pearl River Delta Business Council

Concluding Views

As the PRD's lifelong partner, Hong Kong has the ability to facilitate
the region's growth and development, and will gain significantly as
a result. In order for this partnership to grow and benefit both partners,
long-term planning and coordination are indispensable. In additon,
we should be mindful of other region-wide issues such as the problem
of pollution and proactively contribute to solving them. The
deterioration of air quality in particular threatens not only people's
health and quality of life, but also the region's attractiveness to
international business and tourists. Hence, there must be concerted
effort between governments of both sides and the private sector to
take forward-looking measures that can improve our air quality. 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.

Regional cooperation is a long-term mission, and concrete results
have to be achieved through continuous efforts to explore new areas
for cooperation, and to take advantage of every opportunity. As the
Chairman of the GPRD Business Council, | will work closely with
fellow members to look for more ways to further expand the scope
for regional cooperation.
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Terms of Reference

@?:IE&EE??E}:HE BV EEBSEHRE 70' advise the Chief Executive and to operate under Hong
SEERTEE  BEAKIZAMN (KE Kong/Guangdong Cooperation Joint Conference to foster closer

=A) HEEKBELIEBRBAE A economic cooperation within the Greater Pearl River Delta (GPRD)
region by :
1. BIE BB EEER AN EEERE
W ERETERIEHES  EHET 1. advising on the policies and implementation strategies needed to
M E S REAENTEERRE enhance the economic and other cooperation between Hong Kong
and Guangdong, which in turn will facilitate more value-added
0 IHR . 55 i A A S 5 0 operations and sustainable development on both sides of the
AE-SRESHEIRBERAE Poundary:
R

2. providing a forum for the private sectors in Hong Kong and
Guangdong to exchange views with one another on how to further

3. WEEBHRAREXRAIHEBSES

N promote two-way trade and investments; >
HNER - WEHERBH ; m
3. collecting opinions of Hong Kong business and professional sectors
4. HRTFREFAETHERAK=BiE on issues relating to Hong Kong/Guangdong cooperation and
ARKEERNERME K channel them to both governments;
5 EERMETHBELIEZEN 4. in collaboration with the Central Policy Unit, conducting strategic
B2 o research into the future economic development of the GPRD region;
and

5. establishing closer ties with provincial and municipal institutions
in Guangdong.
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XHK=ZABBZEETE The Greater Pearl River Delta Business Council

BR=ARMEREBENR
Recent Developments
in the Pearl River Delta

'R General Background

}* CAREDTELSERRENESN—R 746 PRD is one of the most important regions in driving China's
EEEME  TEERENEERLS - BB economic development. The region is the economic hub of Guangdong.

BREEAWAT  H=AKEREENET The PRD Economic Zone, as specified by Guangdong, includes nine
SRIZEM  F Y|~ T L~ TP municipalities, namely Guangzhou, Shenzhen, Dongguan, Foshan,
Bl BE AREMERHENTE - Jiangmen, Zhongshan, Zhuhai, and the urban areas of Huizhou

(Huizhou urban district, Huidong County and Boluo County) and
Zhaoqing (Zhaoqing urban district, Gaoyao County-level City and
Sihui County-level City).

ERGABEG) NEE(ETHEETE -
BEHAmET) -

W E

Map
3 A= &= . . .
RRERKI=AMNERE Guangdong Province and the Pearl River Delta Economic >
Zone 29

JIEE Shantou

@ || Shanwei

%% Hong Kong

5]

Maoming
o

i BRREBIRKIZAN
Note: The area shaded orange denotes the Pearl River Delta




KEI=AMEIK=ANLEER Main jurisdictions in the Greater Pearl River Delta Region
BN EEEEE (i.e. PRD region plus Hong Kong and Macao)

In

’ ¢‘ BHRR  REREE
i - Source: Invest HK
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K=ZAMBRNLEZRAE  2004FWE The PRD region enjoys robust economic development. The GDP in
EREDEDN33%4ETARKE(1,618.2( 2004 amounts to RMB 1,339.4 billion (US$ 161.8 billion). Major
EN) K-ZANFIELERERBER1 economic indicators of the PRD region are shown in exhibits 1 & 2.

K2 -
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EEY RI=AMNEEERESR (E£ES)

Exhibit 1 Major economic indicators of PRD region (at current prices)

$51% Indicator 1980 | 1985 | 1990 | 1995 | 2000 | 2001 | 2002 | 2003 | 2004
FREAOMEEBA)O

Registered population (million persons)

16.27 17.57 | 19.28 21.38 | 23.07 23.37 | 23.65 | 23.99 | 2451

(= o1 2
EERE ('?‘EAE%) : ), ) 119.2 3039 | 872.2 | 3,899.7 | 7,378.6 | 8,363.9 | 9,418.8 | 11,341.1 [ 13,394.0
Gross domestic product (0.1billion yuan) @

B—EX (BTAR®)
Primary industry (0.1billion yuan)

30.7 57.3 129.4 314.9 | 4285 | 4452 | 465.0 | 4705 | 506.3

FoEX _(%‘7_5*5#). 540 | 1487 | 4046 | 1,957.1 | 3,657.3 | 4,139.0 | 4,688.1 | 5,939.6 | 7,206.4
Secondary industry (0.1billion yuan)

E-E¥ BEXTARY) 345 97.9 | 3382 | 1,627.7 | 3,292.9 | 3,779.8 | 4,265.6 | 4,930.0 | 5,681.3
Tertiary industry (0.1billion yuan)

EEEERELE BETARY)
Total amount of investment in fixed assets
(0.1billion yuan)

HERTEAE RTARY)
Total amount of retail sales of consumer goods 70.7 198.0 | 4457 | 1,544.7 | 2,792.4 | 2,749.6 | 3,481.3 | 3,976.6 | 4,498.5
(0.1billion yuan)

16.6 128.4 | 2314 | 1,491.0 | 2,291.6 | 2,566.8 | 2,886.6 | 3,739.7 | 4,487.0

H AR (BXE)

2 16. 1.4 461.1 47.4 y 1,126.1 | 1,450.6 | 1,818.
Total amount of exports (US$ 0.1billion) 6 63 8 0 ’ e
BERMBNERE (BET) " 31
Amount of foreign capital actually utilised 1.0 7.4 15.4 85.8 1254 | 1419 | 1502 | 1703 N;te?; 3
(US$ 0.1billion)
WEHBBA (BTAR®)

- 23.4 49.9 95.9 3153 | 595.6 745.7 | 768.7 | 848.0 932.0
Local government revenue (0.1billion yuan)

— 1
o 75 AT i (%‘EAE%) , 8.2 26.1 76.4 316.6 682.1 822.7 963.6 | 1075.0 | 1,210.0
Local government expenditure (0.1bllion yuan)

WHAERFRFEFREBTARE)
Savings deposits by urban and rural residents 21.0 112.0 | 552.7 | 2,810.4 | 6,641.0 | 7,670.6 | 9,240.2 | 11,068.9 | 12,680.0
at year-end (0.1billion yuan)

H (1) REB2000FETHN2EADES  R=AKBERLEAD4L0808  HELFNFEAODEFTELA - W& L
BEENTERR  RAEHETHRAONRBAD  MEERZBLEEMBAOGEER - ARAIEE
ZAMEEARRS  BAREBERAN "B PR FUK=ZAEESANADZRRTEAMBESK

(2) AMEROTIER004FHAENBHENGDPS "HEEELE" HINERELELE) - FEABE
EHGDPIBA "BINEERE" -
(3) NA EERBEET

Notes:(1) According to the 2000 National Census, the PRD Economic Zone had a population of 40.8 million people.
This contrasts with the official registered population. The main reason for the difference between the
Census and registered populations is that the former figure includes the migrant and floating populations
and the latter does not. Given the large number of people that come to the PRD for employment, but
do not have official 'registered' status, this discrepancy is larger in the PRD than elsewhere in China.

(2) The Chinese term for Gross Domestic Product (GDP) of a region in the Mainland has been renamed
as “MEAELE" in Mainland's publications starting from 2004 (e.g. BRE A E#E). That of the
Mainland as a whole remains as “BIR4EERE" .

(3) N.A. Data not yet available

BRRIR © ERELETHA 2002F  2003F + 2004F K 200551 (EREGTFi&) ©
Sources: Guangdong Provincial Statistics Bureau, and Guangdong Statistical Yearbook 2002, 2003, 2004 and 2005.
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B %2

2004F % =AFEHTRERMAEKF

Exhibit 2 Living standard of local residents in major cities of the PRD in 2004

ETEHH
Major City

EEREC I EETARE)
GDP "3 (million yuan)
(RALBRABENEFERE)
(yoy growth at
comparable prices)

AMIEEBEE2IARE)
(RUTLBRABENEFERE)
Per capita GDP "°'*2 3 (yyan)
(yoy growth at
comparable prices)

HERTELH
(BEERTARE)(BFERE)
Total Retail Sales of
Consumer Goods
(million yuan) (yoy growth)

&N Guangzhou

445,055 (8.1%)

56,271 (13.7%)

167,777 (12.3%)

%31l Shenzhen

428,214 (17.3%)

59,271 (7.8%)

125,064 (56.0%)

& Zhuhai

55,168 (13.8%)

41,848 (9.5%)

18,922 (18.9%)

%11 Foshan

191,804 (18.3%)

47,658 (14.3%)

55,575 (17.4%)

7LF9 Jiangmen

69,564 (12.2%)

21,647 (11.0%)

27,583 (-0.7%)

R Dongguan

180,603 (19.6%)

71,995 (17.4%)

42,647 (26.2%)

#1L Zhongshan

70,430 (15.4%)

44,006 (17.3%)

23,461 (54.6%)

=N Huizhou

68,645 (15.1%)

23,643 (13.1%)

21,316 (17.3%)

EFF Zhaoqing

39,056 (13.2%)

13,945 (12.7%)

12,086 (-29.4%)

F (1) AERNTYER2004EMAERENGDPA " WBAELAE" (PINERELEELE) - PERMEEN

GDPIBA"BEINEELE"

(2) At ERATIIE R2004 FBIIASE B K Per capita GDPA"A I ELERAE" (HIMAYERELEL
{H) - FERNIHEEN Per capita GDPIBA"ABEREELE" -

() AELEEFAVIREET HASREBE00M4FNEELEERELRRE - AERSENLERREETE
WERRAEHEN A FREER U RERRCEREHRGTAERAGEMERE @ EKRMN2003F7A
RE BREENIXEE F-EXZENERBNEEAH  UHEEEMALEEE  F2004FHRESE
—REERBELE - TENZERFER2004F12A318 » BHERB2004FE -

The Chinese term for Gross Domestic Product (GDP) of a region in the Mainland has been renamed as
"#h B8 4 £2{E" in Mainland's publications starting from 2004 (e.g. ER &£ E#£H). That of the Mainland
as a whole remains as "Bl EAE".

(2) The Chinese term for Per capita GDP of a region in the Mainland has been renamed as " A9 B4 E&AE"
in Mainland's publications starting from 2004 (e.g. A¥IER&E 4+ E#1E). That of the Mainland as a whole
remains as "AFBEIAEELE"

(8) The figures for GDP are preliminary estimates and subject to revision later according to results of Economic

Census conducted in 2004. In July 2003, the State Council decided to conduct the first national economic

census in 2004 by combining the former industrial census, the tertiary industry census and establishment

census, and including the construction sector in the census. Its main purpose is to meet the needs of
economic and social development, to better link up with the National Five-Year program and to push forward
the comprehensive reform of national economic accounting system and statistical survey system. The

reference time for the census was 31st December 2004, and the flow data covered the whole year of 2004.

ERRR . (BREFFE—2005) © 2005F M MEE AHRK (EREHEIE2006)
Sources: Guangdong Statistical Yearbook 2005, statistical communiques of individual cities 2005 and ER #5114

£22006.
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HAK=-AKLEERG2ELHEBEYN Although the PRD economic zone encompassed only 0.4% of China's
0.4%REEADNI.2% » 1BIE2004F 4G land mass and only 3.2% of the census population, they accounted
BRNEELAENISY%  BHOM30.6% K% for 9.8% of the nation's GDP, 30.6% of total exports in 2004 and

2003 F (2B ERF ANTEIEREN 26.1% of foreign direct investment actually used in 2003 (Exhibit 3).
26.1%(B%*3) °

B&3 R-AGEREHRRNABHEEY

Exhibit 3 The importance of PRD Economic Zone in Guangdong and

the Mainland
2004
BK=ARERMGE AT
% share of PRD Economic Zone in

X Guangdong A3t Mainland
T3 ER Land area 23.2% 0.4%
F#%358 A0 Population of Household Registration 31.4% 1.9%
& A O Census population 47.8% 3.2% >

33

£ E#E GDP 83.5% 9.8%
i A Exports 94.9% 30.6%
BERFIAMREERE 89.7% (2003) 26.1% (2003)
Foreign Direct Investment actually used

BRRE . (PEISTFE—2005) » (BRAFE—2005)
Sources : China Statistical Yearbook 2005, Guangdong Statistical Yearbook 2005



x4 2005F K= A E R BT I EERR

Exhibit 4 Economic indicators of individual cities in the PRD

EEBENESHEA" Composition of GDP"
TEHD EEREY
(RTARY) E—EX (%) E_EE (%) EZEZE (%)

GDP" (0.1billion yuan) | Primary industry (%) | Secondary industry (%) | Tertiary industry (%)
E /N Guangzhou 5,115.8 2.5 40.7 56.9
&3l Shenzhen 4,926.9 0.2 52.4 47.4
8 Zhuhai 634.6 3.2 51.9 44.9
f#1L Foshan 2,379.8 3.5 60.4 36.1
E= M Huizhou 803.9 10.3 57.2 32.5
5R3 Dongguan 2,182.4 1.0 56.5 42.5
# 1l Zhongshan 817.6 3.8 61.4 34.8
< 7LF9 Jiangmen 802.2 9.9 49.6 40.5

34

EE Zhaoging 453.6 31.2 25.6 43.2

d(1) WRYSREHT  BREFERFEL c ABRKSENMESRREE  UHEARFRN L FREMEF4E -

REFRRCEZEHEGTATRAGEOERE  EKRN2003F7TARE BEENIEEE  F=F%
EENEASENEEAH  UEEEEMNANEEEE  F0M4FHRE-XR2EALELESE - SENZERZ
22004F 128318 » BHERB2004FE o
(2) BFERAEU LN TIECEEHREIX£CENFERBERASETAREULNIEABIELE) -
(3) NA ERREHF
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Notes :(1) The figures are preliminary estimates and subject to revision. In July 2003, the State Council decided
to conduct the first national economic census in 2004 by combining the former industrial census, the
tertiary industry census and establishment census, and included the construction sector in the census.
Its main purpose is to meet the needs of economic and social development, to better link up with the
National Five-Year program and to push forward the comprehensive reform of national economic accounting
system and statistical survey system. The reference time for the census was 31st December 2004, and
the flow data covered the whole year of 2004.

(2) Figures refer to industrial enterprises above designated size (all state-owned industrial enterprises and
non-state-owned industrial enterprises with an annual sales revenue over 5 million yuan).
(8) N.A. Data not yet available

BRI | AR m AGET AWM (ERABEE2006)

Sources : Statistical communiques of relevant cities and EER & 5T E2006.
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T¥#8EE? HAD #% BRRA A IR HmERAY ANGEE HEmTERE
(BTAR®) (B%E) EERE AXBERANRE) mE" (BTAR®)
Gross Industrial Imports and (BBETR) Per capita disposable (AR#E) Retail sales of
Output(2) Exports FDI actually used income of urban Per capita consumer goods
(0.1billion yuan) (0.1billion USD) million USD residents (yuan) GDP(1) (yuan (0.1billion yuan)
( ) (1) (yuan)
6,032.1 534.9 2,649 18,287 N.A.® 189.9
9,567.7 1,828.2 2,969 21,494 60,507 143.8
1,562.0 257.3 666 18,908 45,258 22.0
4,739.8 257.1 929 17,424 41,031 63.4
1,411.9 190.2 1,042 14,884 21,911 25.2
3,812.8 743.7 1,468 22,882 N.A.® 50.0
2,216.9 186.9 654 17,255 33,631 27.7
1,443.3 90.6 606 12,903 19,600 31.0
35
319.9 21.8 603 10,097 N.A.® 14.2
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PRD as a manufacturing and sourcing base

Over the past two decades, the PRD has become the manufacturing
powerhouse of China. As a manufacturing base of the world, the
region is playing a leading role in various industries, including textile
and apparel, footwear, plastic products, computers, electronic
information, electronic and electrical goods, toys, etc. The region
has a distinct edge in manufacturing of raw materials and intermediate
products. It has become one of the world's leading sourcing bases
for a wide variety of products.

Industrial clusters and specialised towns

Like other regional economies, the PRD has developed a number of
vibrant industrial clusters. A distinctive feature of the PRD industrial
clusters is the development of specialised towns. These specialised
towns specialise in the production of one or more distinctive products.
Generally, they are in traditional manufacturing, agricultural or electronic
information sectors. At present there are 159 specialised towns in
Guangdong'. Within the PRD, many of these specialised towns are
located in the cities in western PRD - particularly in Foshan, Jiangmen
and Zhongshan; yet, some cities in the eastern PRD also account
for a large number of specialised towns - a typical example is
Dongguan, which accounts for 10 specialised towns in Guangdong.
Exhibit 5 shows the selected specialised towns in the PRD.

1 Source: Work Report of Guangdong Province People's Government (22 February, 2006)
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Exhibit 5 Selected specialised towns in Guangdong

i Cities # Towns Indust%a%?lusters i Cities # Towns Indust%aglgﬁusters
i Lanshi (#4) Stainless steel 7 e Shilong (B #E) Electronics EFEm
Foshan Zhangcha (FR#) Knit wear #43f Dongguan Zhangan (R %) Electronics EFEm
Datang (KX 3%) Vegetable 3 Dongfeng (3R Bl) Household electrical
Shiwan (B£) Construction ceramic appliances B
BEHE Minzhong (E%) bananas &%
Yanbu (E825) Underwear 7K Humen (K£F9) Garment 7K
Chencun (RAY) Flower &7 Dalong (K 88) Knitted wear (wool) B4&iH
Guangao (B& ) Toy s1& Changping (%£¥) Logistics #if
Nanzhuang (&) | Porcelain g8 Shijie (A7) Electronics ¥ & &
Pingzhou (M) Shoes #E Houjie (E#) Furniture R
Lecong (£42) Furniture & Qingxi (B'%) Electronics EFE &
Lunjiao (&%) Wood Machinery R T##, | 1L Shaxi (%) Garment BT
Genglou (E1) Cultivation EER Zhongshan [y otan (ME Metal £/8
Xigiao (Fa1) Textiles 4% m Guzhen (%) Lights & &
Jinsha (£%) Metal €8 Huangpu (ZH) Food B
< Dali (XJE) Aluminium material $8#} Nantou (FI58) Ezslgg%rqicgl appliances
36 I Jianghai (T38) Electronic material ekl
Jiangmen EFYHE Dayong (X&) Furniture
Pengjiang (3%T) Motorcycle EHE Guangzhou | Shiling (#i%8) Leather product
- Shuikou (k) Heater TZhge M REEm
= Encheng (B3) Microphone 15222 Zhuhai & | Xintang (¥73%) ig%g%g%ent
gg Shaping (4#) Glarment (manufacturing) - —
oL 1k Huizhou =M | Huangfu (F18) Shoes ¥/&
89 Shagang () Textiles %% m Zhaoqing 2 | Jinli (£7) Metal products
E::_f Shangxiachuan Ocean tourism 2BER
5 £ (ET) ¥ el 3
g Sigian (&A1) Stainless steel 74
§. Daao (K%) Container S1&
é
5 ERRE ITH: (RWIZANAFRHEEXERERBETR) » (BHEE - BELE) 2006
[}
o

Source:  Wang jun, "Study on the Industrial clusters in the western Pearl River Delta", Urban and Regional Economy
2006.
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Industrial Restructuring

For years, labour-intensive light industries have played a key role in
powering the industrial development of Guangdong. However, changes
are taking place. The industrial structure has gradually transformed
in recent years.

First, the PRD is moving swiftly towards heavy industries. The
proportion of its light industries to its heavy industries changed from
56.6:44.4 in 1978 to 44.4:55.6 in 2004. In 2004, the total industrial
output yielded by heavy industries was RMB 1,286.7 billion (US$155
billion), representing a year-on-year (yoy) increase of 28.8%, which
compared favourably with the RMB 1,028.6 billion (US$124.3 billion)
and a yoy increase of 19% yielded by the light industries. Among
the various heavy industries, heavy chemical and equipment
manufacturing have enjoyed robust growth while the petrochemical,
steel, as well as automobile manufacturing are also growing rapidly.
For instance, the automobile manufacturing industry achieved an
output valued at RMB 78.3 billion (US$9.46 billion) in 2004, up by
43% yoy.

Furthermore, the composition of economy has experienced a profound
change with tertiary industry taking up an increasing share of the
economy. Between 1978 and 2004, the ratio of the three sectors in
PRD's GDP changed from 25.8: 45.3: 28.9 to 3.8: 53.8: 42.4, with
the proportion of the tertiary industry increased by 46.7%.

PRD as a Market

Today, PRD is one of the largest and most sophisticated consumer
markets in the Mainland. In 2004, the region enjoyed a Per capita
GDP of RMB 46,304 (US$5,594), which was 3.8 times as large as the
national average of RMB 12,336 (US$1,490.4). Per capital disposable
income of urban residents reached RMB 17,290 (US$2,088.9),
1.84 times as large as the national average of RMB 9,422 (US$1,138.3).

Increased affluence of PRD residents has boosted the demand for
services like education, cultural and recreation services, transport,
post and communication services, and financial services, etc.
Meanwhile, business services have also been developing rapidly in
recent years, along with the constant growth of the secondary industry.

Total retail sales of consumer goods in the PRD reached RMB 449.9
billion (US$54.35 billion) in 2004, accounting for over one-third of the
region's GDP. Major consumer markets are in Guangzhou and
Shenzhen, accounting for 37% and 28% of the region's retail sales
respectively.

In Guangdong, as in other parts of China, consumers' consumption
pattern has undergone significant changes. The rising disposable
income of people has led to the upgrading of consumption structure.

The retail sector has been evolving rapidly. Starting from 2005, China
further liberalised its distribution sector in accordance with its WTO
commitments. The restrictions on locations, ownership structure and
number of stores imposed on all foreign retailers have been eliminated.
These have altered the PRD's retail landscape and led to the emergence
of modern retail formats such as supermarkets, hypermarkets,
convenience stores, professional stores, specialty stores, shopping
malls/centres and on-line ordering, etc.
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Accelerating Infrastructure Construction

The Guangdong Provincial Government has been making vigorous
efforts to strengthen the transport link within the PRD. Today, all cities
in Guangdong are interconnected by highways and railways.

Railways

The approval of the "Plan of the Pearl River Delta Intercity-city High
Speed Rail (2005-2020)" signified a new regime for the railway
development in the PRD. Upon completion of the construction of
these inter-city high speed rail links and city metro trains, it is expected
to create an "one hour economic and living sphere" in the PRD. The
main frame of the network is formed like an "A shape" by two principal
axis (Guangzhou—ShenzhenZ; Guangzhou-Zhuhai), two subordinate
lines (Guangzhou-Zhaoging; Xiaolan in Zhongshan-Jiangmen;
Dongguan-Huizhou) and two minor lines connecting cities on the two
banks of the PRD (Shunde-Panyu-Dongguan; Zhongshan-Humen).
The total mileage of the railways is 570 km. The principal axis will
be completed in 2010.

Other major railways under construction include the Guangzhou-
Zhuhai Railway linking Guangzhou with Zhuhai on the west side of
the PRD. Another project is the Wuhan-Guangzhou Express Railway
connecting Wuhan, capital of central China's Hubei province to
Guangzhou. This Express Railway connects with Guangzhou-
Shenzhen-Hong Kong Express Rail Link and travelling time between
Wuhan and Hong Kong will be shortened to 5 hours from currently
12 hours. A third project is the Hangzhou-Fuzhou-Shenzhen Passenger
Line which goes from Shenzhen to Hangzhou. According to the
Mainland's current railway development plan, these railway projects
would be completed before 2010.

Expressways/Highways

As stipulated in the "Guangdong Province Expressway Network Plan
(2004-2030)", a traffic network with 6 500 km of expressway will be
built during 2004-2030, of which 2 140 km is expected to be located
in the PRD.

At present, the major expressways/highways under planning or
construction include the Guangzhou-Shenzhen Expressway and the
Hong Kong-Shenzhen Western Corridor, the Hong Kong-Zhuhai-
Macao Bridge, the Beijing-Zhuhai Expressway, the Guangzhou-Zhuhai
West Line, and the Western Coastal Expressway. Upon their
completion, these projects will considerably help strengthen the
economic west ties and cooperation between Hong Kong and the
Mainland.

2 The Guangzhou-Shenzhen axis is extended to Hong Kong and is known as the Guangzhou-
Shenzhen-Hong Kong Express Rail Link.
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&0 Ports

GBEABNHIREMENZRER - )K=A Ports in the PRD play a crucial role in the export of manufactured
MEZEOMRRYI(ED - KEE - FE goods abroad. Shenzhen (Yantian, Dachanwan, Chiwan, Mawan and
BEREO) BRNED & HD AR Shekou), Guangzhou (Nansha, Huangpu, Xinsha, Hongshengsha and
DRBER) KEER AE - M BER Siji), Zhuhai (Gaolan, Hongwan, Jiuzhou, Wanzai and Doumen) and
S (I ~ MERF L) - B AR Zhongshan (Shenwan, Xiaolan and Zhongshan) are some major ports
RYWBORBEE - 20055  FYIEWE in the PRD. Among these, Shenzhen is the most prominent one. In
BAMBUIERENRZEAE -1 & 2005, it ranked fourth in the world and second in Mainland China in
1619.7EREEMEM(REF LT118.6%) ° terms of container throughput, amounting to 16.197 million TEU (up

by 18.6% year-on-year).
B RIS AAMESNRBE(2004Z ’

2010%)) Yﬁ':; §ﬁ§2003¢5ﬁ HII=A According to the "Port Development Plan for the Pearl River Delta
MEBEOBRUAENR252EM0 - BEK=A  pegion 2004-2010)", as at end of 2003, the throughput capacity of

WEHSE-SRRIDEMTE - HARS
BRUER RALISERTIR  ARRBEE
BRER EMHERETAREEANS
R BRERNERTEESERBNENS
WREST o T EI20105  TI=Z Sl
EHYE O A8 A 516 .5 M

PRD ports stood at 252 million tonnes. It is envisaged that further
developments in the direction of outward processing industry as well
as heavy and chemical industries like shipbuilding, automobile
manufacturing and petrochemical in the region will generate greater
demands for transport of container, fuel and raw materials. Port
development in PRD will also centre around the construction of
o container and oil berth facilities. By 2010, the throughput capacity
s of PRD ports is expected to reach 650 million tonnes.

ZRMERE KKR=ARERERKS 55

RESERES RNEBLS MIEZE  Ajports

B BATAZERES RS - - , >
HIA L= AU RENERBE AR BX "I:ere a;lre Nfl') alrpolrtst in thi Grelat:.r PRIE(), gimeh;] Hor:ag KongI Ir:ternelt.lona: %
T AR (S 2 T A B o irport, Macao International Airport, Shenzhen Baoan Internationa

Airport, New Baiyun Airport in Guangzhou and Zhuhai Airport. The
demand for air services within the GPRD is expected to grow
significantly, thereby providing tremendous business opportunities
for these airports.

3 HERBRNUEZRSEN2005F1 /0% - 3 Issued by the National Development and Reform Commission in January 2005.
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"Coordination and Development Plan of the
Pearl River Delta City Cluster, 2004-2020"

In the past few years, the Guangdong Provincial Government launched
a series of measures to better coordinate the industrial development
of the PRD. In January 2005, the Standing Committee of Guangdong
Provincial People's Congress approved the "Coordination and
Development Plan of the Pearl River Delta City Cluster, 2004-2020"
which was promulgated in August 2005. The Plan stipulated the
province's intention to expedite the overall competitiveness of the
PRD, maintain the region as one of the top-manufacturing powerhouses
and transform the region into one of the most vibrant regions in the
world.

The Plan also mapped out the tentative industrial setting of the PRD.
In the years ahead, the PRD would put more emphasis on the
development of the following economic clusters: agriculture production,
processing manufacturing, heavy industry near the port, large-scale
equipment manufacturing, high-tech industries, international logistics
hub and tourism. Besides, the region would also expedite the
development of specialised towns and industrial parks. The ultimate
goal was to create a strong and highly competitive industrial sector
so as to consolidate its status as the world's manufacturing
powerhouse.

Meanwhile, the Expert Group on HK/GD Town Planning and
Development under the HK/GD Co-operation Joint Conference had
commenced a joint planning study on the Coordinated Development
of the Greater PRD Township. This study seeks to formulate a city
and regional development strategy by taking a forward-looking
perspective to consider and to analyse the development direction
of the Greater PRD. By addressing major regional development issues
related to infrastructure development, environmental protection and
institutional mechanisms for coordinated development, the strategy
to be formulated will seek to enhance the competitive edge of the
Greater PRD Region as a whole whilst securing sustainable
development. The study commenced in March 2006 and is expected
to be completed in 24 months.
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Guangdong's 11t Five Year Plan

Guangdong's 11t Five Year Plan provides a blueprint for Guangdong's
development in 2006-2010 during which Guangdong will face keen
competition in international trading as the transitional period of China's
accession to the WTO ended in 2005.

According to the 11" Five Year Plan, Guangdong would focus its
efforts on improving its economy, culture, legal system and building
a harmonious society. The Province would seek to achieve an annual
GDP growth rate of no less than 9 percent for the next five years and
GDP is expected to hit RMB 3, 350 billion (US$408.8 billion) in 2010.
The Per capita GDP in 2010 is expected to double that of 2000 and
reach RMB 34,824.5 (US$ 4,250). The ratio of the three sectors of
economy is anticipated to change from 6.3:49.5:44.2 in 2005 to
5:50:45 in 2010. The energy consumption per GDP unit in 2010
should fall by at least 13 percent as compared to that of 2005.

Moreover, guided by the Central government's promotion of 'scientific
development', Guangdong would dedicate efforts to sustainable
development and harmonious regional development. In the period,
the Province would encourage and support self-innovation initiatives.
It would enhance the development level of the PRD and strengthen
the role of Guangzhou and Shenzhen as the leading cities in
Guangdong. In addition, it would better facilitate the implementation
of CEPA and map out measures to strengthen cooperation with Hong
Kong and Macao. Besides, the Province would actively push forward
Pan-PRD regional cooperation.

In fact, as stated in the "Work Report of Guangdong Province People's
Government" (issued on 22 February, 2006), the Province would use
the initiative to work even more closely with Hong Kong and Macao
SARs. Infrastructure projects, cross-boundary flow of people and
cargo, trade, tourism, environmental protection, science and
technology, education, epidemic disease prevention and food safety
would be among the major cooperation areas of the three sides.
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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. BEHIM b. Technology integration:

BB EERENSERE B REMN To develop Hong Kong as a technology integration hub by
SRBBHED  EEBRRARME leveraging on Hong Kong's advantages in IPR protection,
B0 BRSEREOARE R [Tl ioh a e seon 2 0 v e

e i versi w
BRAHREAELRL technology to application solutions.

AMERFEBNES We urged the trade associations of Hong Kong to:

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

b. HEESB/EHERE  URELLER and
X EALEINESRK  BES b. encourage their members to actively develop strategies to revamp
o their business models, increase productivity, upgrade their products

= o

and increase the value-added component in their products.

SEFERFRRE T aNWRBENL To maintain Hong Kong's position as a service platform and logistics

U BERBBREER - ARNESRBMN hub, it was important to increase the efficiency and reduce the costs
WE EEREEENE - T EESERE of cross-boundary flow of goods, people and capital. One area of
BIEEYAE  BEEBEAMERET customs cooperation was cargo inspection. Arrangements had been
(RIHES) DERERE  CREBE in place between Hong Kong and several cities in the Mainland (such

e y . o i o as Shenzhen and Dongguan) where goods inspected in Hong Kong
ORENEMERER EEREH . .
RENRURREEE, RSB AEH ports need not be further inspected at the Hong Kong/Mainland

T Sa s ° “E' F" ey s " Ak AET 22 it s . . )
WBRRE < SEEEWHSHER - X boundary control points. This concept of "through transportation 47
BERBMERRAE R © TP el ci |

BT 8] AX 55 e P 14 service" would increase efficiency and reduce costs and time.

BEon » BIERABEERIFE  EREBA To expand the critical mass of businesses in Hong Kong and strengthen

A EAIIRE S RN BEERIBY its attractiveness as a preferred location of regional headquarters, it
EMETE BRI AR EER)A S was also necessary to capitalise on the Mainland's "Going Out" policy

to attract Mainland companies (in particular those from Guangdong)
to set up operations in Hong Kong to conduct international sourcing
and raise funds etc.

REBETERRBNRELED -
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The Development of Western
Pear| River Delta and its Prospects
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7@ recent years, the Guangdong Government has been actively

developing cities in western Pearl River Delta (PRD)'. Sustained
efforts have been made to improve the infrastructure of the area and
also to strengthen its transport links with Hong Kong, Macao and
eastern PRD. It was therefore envisaged that the western PRD would
develop rapidly, bringing about both opportunities and challenges
to Hong Kong. Against this background, Hong Kong should be fully
aware of the future development of western PRD and map out
strategies to capture the business opportunities and complement the
development of the area.

Development Advantages and Constraints of
Western PRD

After years of rapid development, eastern PRD was now facing the
problem of high cost as well as shortage in land, energy and labour.
Conversely, western PRD had an abundant supply of land and cheaper
labour, which could provide fresh impetus and enormous development
opportunities for PRD in the future.

Western PRD was also the gateway to western Guangdong and the
four southwestern provinces/region of Pan-PRD, the latter being the
target areas under the "Go West" Policy and the Mainland's platform
for cooperation with adjoining ASEAN countries. It was envisaged
that the development of western PRD could help fuel the growth of
western Guangdong and the southwestern provinces/region of Pan-
PRD.

In terms of industrial clusters, western PRD enjoyed advantages in
traditional industries such as household appliances, metalware and
machinery. A number of towns specialising in these industries had
been developed. In addition, the region presented enormous
development opportunities for tourism, trade and commerce,
processing industries, as well as port and air services. As regards
its economic structure, western PRD mainly relied on domestic
investment and had a flourishing private economy which had
considerable strength in innovation.

1 This study adopted Guangdong's delineation of the western (PRD West), central and
eastern (PRD East) parts of the PRD region in its various plans for PRD, i.e. the western
PRD is considered to cover Zhuhai, Zhongshan and Jiangmen. Foshan and Zhaoging
also fall within the ambit of this study.
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oA EHEENE However, direct road links between Hong Kong and western PRD
were relatively weak. For water transport, it took at least 24 hours

EEEEE " QAE" » MELE to ship cargoes from major ports in western PRD to Hong Kong (time
SBINEABYNRE SRS BEE= AR for loading and unloading of container included). Western PRD also
MEIEEE - BT AR TERE A5 lagged behind its eastern counterpart in infrastructure development.
AP HY P IR AP E M T Y

The Guangzhu East Expressway had yet to be fully operational, while
the construction projects of the Guangzhu West Expressway and the

REENER  THR TR ANEEEL

NERZRE - ME  AHEERAR=AE Guangzhou-Zhuhai Line were still on the drawing board. Transport
BEERAMTEARENT S > AREEX constraints had held back investments from Hong Kong in western

HHE  REEEREARZERE - PRD.

It BBENES®R=ARDIRRNKE - F

FREME "Bk BEBNEE-—SHRE Impact of Western PRD Development on Hong
THEAEEHEEZREER o Kong

Hong Kong should set its eye on the west and seize the

REERENRE  Kk=AAPEEHERE . .
emerging opportunities ahead of others

FERBNENKENEOERNRB X
(NEEE » B TREMTLE)  BRATNE The Hong Kong-Zhuhai-Macao Bridge would shorten the distance

B TR - HO  MREA EE between Hong Kong anq Yvestern PRD. It would 'b.nng alqng enormc?us
development opportunities for western PRD cities while extending

EREIMBOHASEZER 25 %= the economic hinterland of the whole PRD region. Western PRD was >
ARPREMERE  TORELRERE also the gateway between GPRD and western Guangdong as well 49
BEERE" BETHEKR=ABNREHH as Southwest China, which bordered with ASEAN countries like

RECE "EHA"NERPHEEEAS o Vietnam and Cambodia. Hong Kong should seize the opportunities

arising from the development of western PRD, by leveraging on the
region as a springboard to make further inroads into southwest
Mainland and the ASEAN countries.

According to Guangdong's plan,
western PRD would accord priority
to developing integrated services and
port-dependent industries (such as
energy, heavy and chemical industries
and mechanical industry), high-tech
medical microbiology as well as
tertiary industries such as tourism,
logistics and harbour trade based on
transshipment of material supplies.
Besides, many of the well-developed
private enterprises in western PRD
were actively preparing themselves
to "go global", and Hong Kong could
play a key role in the process.
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Hong Kong investments in western PRD

In the past, Hong Kong's investments in PRD's manufacturing industry
mainly took the form of "front shop and back plant". With Guangdong's
shift towards heavy industries, innovative and high-tech industries
as well as services industries in recent years, light processing industry
would become less important in Guangdong's industrial structure.
It was essential for Hong Kong to make the best use of CEPA and
explored more investment opportunities for Hong Kong's competitive
industries such as financial, production-related and information
services, and to attune to and capitalise on the economic restructuring
of Guangdong with a view to finding a niche in the GPRD's production
chain.

Hong Kong should make the best use of its advantages in financial,
corporate management, information management and other
professional services to facilitate the development of priority industries
in western PRD including heavy chemical industries, iron and steel,
as well as automobile manufacturing. On the development of high-
tech industries, Hong Kong and western PRD differed in strengths
and there was scope for closer cooperation. For example, Hong
Kong could help enterprises in the western PRD to import foreign
technologies and entice offshore investment from overseas high-tech
industries to the region.

For some manufacturing industries such as food processing, watch
and clock, jewellery and pharmaceutical, the "made in Hong Kong"
tag was well-received in the Mainland market. Building on the market
confidence in their brands, these industries could set up production
operation in western PRD and further expand their markets in the
Mainland.

Encouraging western PRD enterprises to set up business
in Hong Kong

Western PRD had a thriving private sector. More and more large and
well-established enterprises aimed to become more organised and
internationalised. They also set their eyes on the international markets.
In the process, however, they had been confronted by difficulties in
financing, risk management and marketing. Hong Kong could provide
them with staunch support in opening up international market, by
capitalising on its advantages in financial and business services as
well as ample international experience.
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The HKSAR Government and the local business community should
adopt proactive measures and various means to promote the business
environment of Hong Kong to private enterprises in western PRD,
and help them set foot in Hong Kong by providing them with
customised services specific to their business culture. Special
promotion efforts should also be targeted at enterprises from sectors
which were likely to set up business in Hong Kong.

Cooperation in technology, education and manpower
training

Rapid development in western PRD had given rise to a great demand
for management expertise (including high-skilled, semi-skilled and
professional expertise). Hong Kong could help promote the
development of PRD's services industry through its relevant education
programmes and human resources training, and introduce to the
operators in western PRD its linkages with various international
professional institutions and their prescribed standards in relation
to finance, trading, shipping and logistics, as well as tourism. Training
on subjects such as international law, intellectual property, brand
names and goodwill could also be offered.

In more concrete terms, both governments could consider expediting
cooperation in human resources training by properly advancing the
timetable for opening up the training markets, and bringing in quality
training resources from Hong Kong in phases and in a structured
manner. They should also be more proactive in coordinating the
development of human resources in the two places, encourage inputs
of training resources from diversified sources and consider setting
up an education and human resources information centre in GPRD
and a database of relevant professionals.
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Summing Up

It was time for Hong Kong and western PRD to foster more intensive
and extensive cooperation. Hong Kong and cities in western PRD
should proactively work out new collaborative models in investment
and cooperation strategies, make concerted efforts to attract
investments in competitive industries, and efficiently exploit the brand
names of Hong Kong's products. Hong Kong should also assist
private enterprises in western PRD to go global and tap into overseas
markets, and forge cooperation with Guangdong in technology,
education and manpower training.

Based on the above analyses, we put forth the following
recommendations to the HKSAR Government, Guangdong Government
and the business community of Hong Kong:

HKSAR Government

¢ Collate and disseminate, in a timely manner, information about
the latest economic, social and cultural development in western
PRD cities; to assess their possible impacts on, together with the
opportunities and challenges brought to, Hong Kong in order to
give an up-to-date account of the business environment in western
PRD to the local business community;

¢ Take initiatives to get a handle on PRD's development plans and
programmes with a view to facilitating regional economic
integration;

e Take initiatives to liaise with the municipal governments of western
PRD cities and encourage Hong Kong enterprises to maintain
communication with them;

¢ Remove barriers blocking the smooth flow of passenger, cargo
and capital between Hong Kong and western PRD;

* Promote vigorously the development of infrastructural links between
Hong Kong and western PRD;

¢ Enhance the understanding of Hong Kong business community
on enterprises in western PRD, including nature of their operation,
scale of operation, future development plan and type of services
required;

e Familiarise western PRD enterprises and community with the
advantages of Hong Kong's services sector and the range of
services available; and

¢ Strengthen the network of representative offices in western PRD
to promote Hong Kong vigorously to Mainland enterprises and
provide necessary services to Hong Kong enterprises in western
PRD.
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Guangdong Government

Establish a government services platform to improve the efficiency
and quality of the services provided by the government;
Remove barriers blocking the smooth flow of passenger, cargo
and capital between western PRD and Hong Kong;

Promote vigorously the development of infrastructural links between
western PRD and Hong Kong;

Enhance transparency of development plans, strategies and
policies of western PRD, and improve release of information in
terms of accuracy, timeliness and coverage;

Draw up clear guidelines for foreign investors; and

Familiarise western PRD enterprises and community with the
advantages of Hong Kong's services sector and the range of
services available, and provide assistance to Hong Kong's services
sector in their development in western PRD.

Hong Kong business community

For investment in geographical terms, step up efforts to explore
the development potentials of western PRD, as well as western
Guangdong and Southwest China;

Get a thorough understanding, through all possible channels,
about the distinct strengths and weaknesses of western PRD and
its development plans, programmes, strategies as well as policies
on attracting foreign investment, for the formulation of target-
oriented investment strategies;

In terms of specific investment, develop actively the brand names
of Hong Kong manufacturing industries on one hand, and promote
investment for our competitive industries like financial, logistics,
producer and other professional services on the other. Tailor-
made services should also be provided to meet the service needs
of western PRD cities.

Approach private enterprises in western PRD proactively to know
more about their operation, development plans, problems and
service needs, while drawing on our competitive advantages to
assist them in going global; and

Embark on cooperation with western PRD cities in technology,
education and manpower training.
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Cross-boundary Passenger
and Cargo Flow Sub-group
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Objective and Scope of Work

70 advise on measures to improve clearance arrangements for
smoother passenger and cargo flows between Hong Kong and
Guangdong, with a view to enhancing the overall efficiency in business
operation of the GPRD as an economic entity.

Work Plan and Suggestions

The Sub-group had discussed a wide range of issues including more
flexible declaration procedures at the Mainland customs, the operation
mode of inland vehicle examination centres in Guangdong, the "co
location" and "arrival clearance only" customs arrangements,
development of a new boundary crossing point at Liantang, and
enhanced operational efficiency at land boundary crossings, etc.

Last year, the Sub-group focused its efforts on two areas:

1. Enhancing the efficiency of cross-boundary cargo
clearance:

i. the Sub-group put forth a number of proposals. Near-term
measures include streamlining the declaration procedures for
cargo trucks, removal of suspension of customs clearance
during meal breaks, implementing the relaxed "four-up-four-
down" rule and mounting a larger publicity drive on the
relaxation. The proposals received support from the business
community and were put forward to the Guangdong leadership
through the Federation of Hong Kong Industries. The
Guangdong side was positive towards the suggestions and
indicated that feasibility studies on the proposed measures
would be conducted.

ii. the Sub-group also discussed some medium/long-term
measures including implementation of the "co-location" and
"arrival clearance only" customs arrangements, introduction
of cross-boundary helicopter passenger services, and a hew
mode of control on the cross-boundary flow of private vehicles.
The Sub-group would collect more information on these
proposed measures before working out the priority for follow
up actions.
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2. Developing new boundary crossing point:

the Sub-group considered that continuous development in
eastern Guangdong and progress in Pan-PRD regional
cooperation would lead to closer interaction between Hong
Kong and eastern Guangdong, Fujian and Jiangxi. The existing
three boundary crossing points, coupled with the Hong Kong-
Shenzhen Western Corridor to be commissioned, might not
be able to cope with the anticipated demands arising from the
projected growth in traffic. The Sub-group therefore proposed
that the two governments should make early planning for a
new boundary crossing point, preferably on the eastern side
of Hong Kong.

At its meeting in October 2005, the Planning Department briefed
the Sub-group on the study and progress of developing a new
boundary crossing point at Liantang/Heung Yuen Wai. The
Sub-group convened another meeting in late February 2006
to gauge views from representatives of more than 10 trade
associations. Most of them agreed that Hong Kong should
capture the opportunities arising from the development of
Shenzhen and strengthen transport connection. This would
be a win-win solution. Even though the current traffic flow
might not be that large, planning should be made with long-
term demand in mind.

The Sub-group was pleased to note that the HKSAR
Government had been actively studying the above proposal.
At a meeting to discuss Hong Kong/Shenzhen cooperation
held in September 2005, the Chief Secretary for Administration,
Mr Rafael Hui and the Mayor of Shenzhen, Mr Xu Zongheng
agreed to set up a joint study group to examine relevant issues
such as to analyse the cross-boundary traffic flow and various
implications of the proposed boundary crossing points. It was
hoped that a consensus could be reached between the two
governments as soon as possible on the concrete plan and
implementation schedule for the project.
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Future Work

The Sub-group would continue to work with the relevant HKSAR and
Guangdong authorities on the above proposals. Among others, it
would deliberate on the cross-boundary measures to be introduced
upon the commissioning of Hong Kong-Shenzhen Western Corridor,
including the arrangements concerning cross-boundary vehicles,
feeder transport service, as well as passenger and cargo clearances.
In addition, the Sub-group would embark on study of new topics.

Conclusion

The PRD has witnessed sustained rapid growth in industry and
commerce in recent years. This, coupled with closer economic and
trade tie between Hong Kong and Guangdong, has resulted in an
increasingly heavy cross-boundary traffic flow between Hong Kong
and Shenzhen. To expedite economic integration in GPRD and
enhance the competitiveness of the whole region, it is important to
improve the efficiency of passenger and cargo flows between Hong
Kong and Shenzhen with a view to maintaining sustained economic
growth in the GPRD and further consolidating its position as a "world
factory". The Sub-group hoped that the HKSAR Government would
work in collaboration with the Guangdong Government on infrastructure
development in the GPRD, streamlining clearance procedures and
improving control point facilities, hence setting the stage for the GPRD
to function fully as a powerhouse for the economic development of
the Mainland.
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of CEPA Sub-group

Objectives and Scope of Work

746 Sub-group focused on the arrangements and implementation
progress for services sector to enter into the Mainland market. It
aimed to explore means to step up promotion of CEPA, identify
problems encountered by service suppliers in starting a business in
Guangdong and suggest possible solutions, as well as to assess the
prospects and possible problems for professional sectors to develop
in Guangdong.

Work Progress and Suggestions

Over the past year, the Sub-group had examined the benefits CEPA
had brought about since its implementation, the opportunities offered
to professional sectors, and the constraints confronted by the services
sector in accessing the Guangdong market under the CEPA framework,
with particular reference to professions such as construction,
engineering and healthcare services.

The Sub-group was of the view that there was plenty of room for
cooperation between services sectors in Hong Kong and Guangdong
under CEPA. Nevertheless, the services sector, especially the
professional sectors, had encountered difficulties in their access to
the Mainland market. The Sub-group had identified the following
reasons:

1.Inadequate knowledge on Mainland laws and
regulations

Service providers from Hong Kong were generally unfamiliar with
Mainland laws and regulations. Coupled with the low transparency
of certain policies and the complicated application procedures,
the situation had posed hurdles to starting business in the Mainland.
Take the healthcare sector as an example, medical practitioners
in the Mainland were generally employed by medical institutions
and private practice was uncommon. In addition, medical
practitioners were required to have a substantial start up capital
and to go through complicated procedures in setting up a medical
institution in the Mainland.
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2. Institutional differences between Hong Kong and the
Mainland and high entry threshold

For the accounting professionals to qualify for practice in the
Mainland, one must pass the professional examination and meet
the Mainland residence requirement for 3 consecutive months.
Some members of the profession considered the examination
difficult and that the entry threshold unduly high. Small and medium
accounting firms therefore found it difficult to start up business
in the Mainland. For some other sectors, though mutual recognition
of qualifications was in place, they still encountered other problems
when trying to establish business in the Mainland. Take the
architectural sector as an example. The Mainland adopted a multi-
disciplined mode of business involving architecture, structural
engineering and other related professions. This mode posed
difficulty for architectural firms in Hong Kong to apply for business
operation in the Mainland, as they operated on a mono-professional
basis in Hong Kong. Other professions, like engineering and
planning, also run into similar problems.

The Sub-group considered that the services sector can better seize
the business opportunities presented by CEPA through enhanced
cooperation and communication. The Sub-group also considered
that Guangdong could serve as a platform for Hong Kong to tap the
Mainland market, given that the Province has the closest tie with
Hong Kong in terms of transport link, trade and commerce, information
exchanges as well as passenger and cargo flows. Concrete
recommendations for this purpose include:

1. Hong Kong and Guangdong should step up communication and
cooperation, enhance the transparency of relevant policies and
regulations, streamline application procedures for business
operation and intensify promotional efforts to enhance operators'
awareness of the opportunities and facilitation offered by CEPA.

2. The Guangdong Province may refine its "one-stop service" to
facilitate Hong Kong enterprises in setting up business there. The
organisations in Guangdong and Hong Kong offering services for
business applications should enhance their communication to
enhance mutual understanding of the demand for their service
in order to raise service quality.
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On 11 May 2005, the Sub-group co-hosted a seminar with Hong Kong
Coalition of Professional Services and the Guangdong Services
Cooperation Sub-group under the Hong Kong/Guangdong private
sector cooperation, to discuss the opportunities for Hong Kong
professional sectors to enter the Guangdong market and the avenues
available. Mainland officials were invited to explain to local
professionals the procedures of setting up business in Guangdong.
The seminar was well-received with more than 100 participants, and
successfully enhanced the understanding of the Hong Kong
professional sectors in this respect.

Other Comments

1. In the past 20 years, the Shenzhen Special Economic Zone had
spearheaded a wide array of reforms. The Sub-group considered
that a pilot scheme can be carried out in Shenzhen, in which
simplified procedures and relaxed policies could be put in place
to facilitate Hong Kong's services sector to establish business
in Shenzhen. The Shenzhen Municipal Government had indicated
that Hong Kong's services sector was welcomed to set up business
in Shenzhen, especially financial services such as insurance,
investment banking and securities.

2. In respect of market expansion in western PRD, Hong Kong may
serve as a bridge between the Mainland and foreign investors
interested in western PRD. Hong Kong can assist foreign
enterprises to enter into the Mainland, while providing services
such as brand management, administration and direct sales to
Mainland enterprises.

3. Hong Kong's professional services sector may also render services
to the growing private enterprises in western PRD, facilitating
them to start up business in Hong Kong.

4. In so far as the medical sector is concerned, it is suggested that
HKSAR Government should assist the medical professions to hold
discussions with the Mainland authorities on streamlining relevant
application procedures, and to set up sub-offices in the Mainland.
In order to secure approval from the Mainland for Hong Kong
medical practitioners to set up private practice as soon as possible,
the HKSAR Government should consider lobbying Guangdong for
a pilot relaxation of relevant regulations.
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Future Work

The Sub-group would continue to take forward the following initiatives
with the governments and relevant organisations:

1. to explore means to facilitate the services sector and the

professional sectors to enter the Guangdong market, and to reflect
the situation to both the Guangdong and HKSAR governments,
with a view to relaxing regulations on access to the Mainland
market;

. to study how to follow up recommendations of the Tourism, Culture

and Sports Sub-group, with a view to incorporating tourism services
into CEPA and allowing Hong Kong's travel agents to set up
business in the Mainland;

. to urge the two governments to enhance communication with

each other and streamline procedures where possible, so as to
facilitate the access of Hong Kong's services sector into the
Guangdong market; and

. to identify ways to capitalise on and seize new business
opportunities brought about by the rapid economic development
of Guangdong Province, as well as to facilitate and support the
development of services industry in the province.
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tainable Development

Sub-group

Objective and Scope of Work

74@ Sustainable Development Sub-group aimed to proactively
promote closer cooperation between Hong Kong and Guangdong in
order to achieve sustainable development in GPRD in tandem with
its rapid economic growth. This would provide a solid foundation
for the long-term and comprehensive development of the two places.

The Sub-group was highly concerned about regional air pollution and
growth in people flow between the two places, and considered it
necessary to improve the air quality in the region and keep a close
watch on the support services for Hong Kong people living/working
in GPRD cities.

Work Plan and Suggestions

To achieve the above objectives, four meetings were held in the past
year, to which representatives from government departments, research
institutions and business associations were invited to provide input
on means to improve air quality. The Sub-group also visited Guangzhou
in July last year and had a meeting with its Guangdong counterpart
to exchange views on issues of common interest. In the past year,
the Sub-group focused its efforts on the following areas:

1. Reducing regional air pollution

The Sub-group considered that environmental pollution in the
GPRD, especially air pollution, was worsening and agreed that
improvement of regional air quality should top the list of working
priorities. In view of the exponential growth of population and
industries in the GPRD, Hong Kong must strengthen its
communication with Guangdong and build up a tripartite
cooperation among government, business sector and the general
public in its drive to improve regional air quality.

i Clean Air Charter
The Greater Pearl River Delta Business Council, Hong Kong
General Chamber of Commerce (HKGCC), Hong Kong Business
Coalition on the Environment, CCPIT Guangdong Sub-Council
and the Guangdong Environmental Protection Industries
Association jointly launched the Clean Air Charter on the Clean
Air Day on 20 November 2005. The HKGCC and the CCPIT
Guangdong Sub-Council also assisted in distributing the Charter
to enterprises in GPRD cities and encouraged both Hong Kong
and local manufacturers there to set a good example by taking
emission reduction measures voluntarily to improve air quality.
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ii Clean Production Demonstration Scheme

The Sub-group was exploring technology demonstration
projects with the Environmental Protection Department (EPD)
in order to raise the awareness of Hong Kong manufacturers
in Guangdong on energy saving, emission reduction and
application of clean production technology. The Sub-group
also intended to familiarise GPRD enterprises with clean
production practices. The objective was to strengthen their
sense of social responsibilities for sustainable development
and environmental protection in GPRD.

iii Reduction of vehicle emissions and control of fuel quality
Vehicle fuels and emissions were one of the major sources of
pollution in GPRD cities. The HKSAR Government has already
introduced Euro IV emission standard to all newly registered
vehicles from 2006. While the Guangdong Province is
geographically larger than Hong Kong, its government is still
seeking to advance the implementation of the National IlI
(equivalent to Euro Ill) emission standard in PRD cities. In this
connection, as part of an effort to promote Hong
Kong/Guangdong cooperation on air quality improvement, the
Sub-group was taking vigorous action to reflect the situation
to the Guangdong Provincial Government in the hope that it
would raise its emission standard to National IV (equivalent
to Euro IV) as soon as possible and upgrade the quality standard
of vehicle fuels.

2. Facilitating social inclusion

To better understand the current situation of Hong Kong people
living in the Mainland, relevant government departments were
invited to give a briefing to the Sub-group on the characteristics
of Hong Kong people living/staying substantially in the Mainland
and their utilisation of the social services of Hong Kong. The Sub-
group acknowledged the difficulties in assessing the number of
and conducting survey on Hong Kong people staying substantially
in the Mainland. Nevertheless, in order to maintain a closer linkage
with Hong Kong people living in the Mainland and gain a better
understanding on their needs, the Sub-group considered it
necessary for the governments and relevant organisations to carry
out in-depth studies.

Future Work

The Sub-group would continue to exchange views with government
departments and professional bodies on the elimination of regional
environmental pollution. It would explore how to secure professional
technical input, strengthen cooperation between the governments
of both sides and enlist support from the business sector, in order
to achieve clean production and strengthen control of vehicle
emissions/vehicle fuels in GPRD cities.

For promoting social inclusion of the two places, the Sub-group
suggested the HKSAR Government to conduct detailed analysis on
relevant available data. The Sub-group also suggested a joint survey
by Hong Kong and the Mainland on Hong Kong people who stayed
substantially in the Mainland without returning to Hong Kong, in order
to better understand their needs.
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Joint Investment and
Trade Promotion Sub-group

Objectives and Scope of Work

775 the Council's 2004/05 Annual Report, the Sub-group concluded
that due to the diverse nature of issues involved, it was important
to develop, together with the Guangdong side, a clear direction and
shared goals on the way forward, focusing on a few key areas.

Since then the Council has delegated to the Sub-group one of the
three subjects being considered in 2004/05, namely, attracting Mainland
private enterprise to Hong Kong. The Sub-group has also decided
to work more closely with the Guangdong counterpart to further
promote the investment environment in Hong Kong to Guangdong
enterprises.

Work Progress and Suggestions

1.

Attracting Guangdong investors to Hong Kong

The Sub-group contributed to a study that was undertaken by
the Hong Kong Central Policy Unit in conjunction with the
Guangdong Development Research Centre on "Encouraging
Guangdong Private Enterprises to set up Business in Hong
Kong".

The study, completed in late 2005, found among other things,
that about one-quarter (24%) of private enterprises in Guangdong
were planning to set up companies or offices abroad. Among
them, two-thirds had indicated Hong Kong as the preferred
location.

The Sub-group and the Council had studied the report in detail.
One major findings was that currently many Hong Kong and
Guangdong organisations were involved in helping Guangdong
private enterprises establish operation in Hong Kong.! The
Sub-group recommended that this should be rationalised
through the establishment of a platform to coordinate
dissemination of information and promotional activities to
achieve better results. In addition, this platform can amplify
the effort by various parties by:

1 These organisations included Trade Development Council, Invest Hong Kong, Chinese

Council for the Promotion of International Trade - Guangdong Sub-Council, and various
chambers of commerce.
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i. raising awareness of Guangdong enterprises;

i. enhancing the effectiveness of current capacity-building
programmes such as training activities;

iii. providing a focus for investing additional resources, e.g.
a more sustained media campaign, or customised
supporting activities by chambers of commerce;

iv. improving Guangdong enterprises' access to information
on Hong Kong; and

v. facilitating "institutional integration" by bringing various
agencies together for cooperation.

Immigration scheme for Mainland business people

The Sub-group considered that the prospect of residing in Hong
Kong would be attractive to Mainland entrepreneurs who might
wish to set up business in Hong Kong and at the same time,
relocate their family here. The Sub-group has initiated an
exchange of views with the Security Bureau and Immigration
Department on possible avenues to encourage Mainland
business people to relocate to Hong Kong and set up business
here.

Working with Guangdong counterpart

Following initial contacts in 2004/05, the Sub-group held several
meetings with its Guangdong counterpart headed by Mr Huang
Zhiwei of the Guangdong Association of Enterprises with Foreign
Investment. The two sides agreed to join hands to promote
trade and investment through a sustained joint effort, for the
long term interest of the whole region.

In September 2005, the Sub-group co-organised a seminar in
Guangzhou with its Guangdong counterpart to introduce Hong
Kong to private enterprises in the PRD, which were interested
in setting up business in Hong Kong. The seminar was well
received with over 200 potential investors taking part.
Participants found the seminar very practical and relevant.
Subsequently, some of the potential investors formed a
delegation to Hong Kong in 2006, supported by the Sub-group,
to meet with the HKSAR government and the business sector
on practical aspects of setting up business in Hong Kong.
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RERE T/ ESHESEREELS In the year ahead, the Sub-group would continue to undertake projects
VEHEATETEIMRE » EENNTEERASE= and studies, both on its own and together with Guangdong, to promote
AHE IR DR EROERERE - the GPRD region to overseas markets and to attract Guangdong
BETEEE enterprises to set up business in Hong Kong. They include:

1. BEL ARSI ER=ZAEHSE 1
PHBRESHS  WREERNRE

. to step up cooperation with Guangdong side in organising
promotional seminars in PRD cities on setting up business in Hong

%:ﬁf ; y Kong, as well as receiving delegations of potential investors from
2 BEBRTAMEREREE " ELHA" Guangdong;
NEERBEIERYE |

2. to continue to explore the establishment of a common platform

3. MAKZE  AEREAABNK=AL
ERENZERE UK

4. BEASSHEREUBBESNBEA
MEXATBESS o

for all organisations involved in facilitating Guangdong businesses
"Going Out";

3. to examine ways to improve the current support services provided
to PRD enterprises in Hong Kong; and

4. to follow up with the Immigration Department on facilitating more

A\

Mainland business people and professionals to relocate to Hong
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Technology, Education and
Human Resources Sub-group
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Objectives and Scope of Work

7ée Sub-group aimed to:

1. advise on policies and strategies;

2. forge closer cooperation between the private sectors of both
places; and

3. establish closer ties with the Guangdong Province and its major
cities

for the promotion of Hong Kong/Guangdong cooperation in technology,

education and human resources development.

Work Progress and Suggestions

Education and human resources training

In the past year, the Sub-group studied in detail the current cooperation
between Hong Kong and Guangdong in technology, education and
human resources development.

After discussions and exchange of views with relevant departments
of HKSAR Government, the Sub-group developed a proposal on the
inclusion of education services into Closer Economic Partnership
Arrangement (CEPA) Ill. The proposal was submitted to the Education
and Manpower Bureau and the Commerce, Industry and Technology
Bureau was fully briefed as well. However, the proposal had not been
incorporated into CEPA Il as the Central Government had yet to open
up education services in the Mainland.

There was progress in manpower training cooperation between Hong
Kong and Guangdong last year. Thanks to the joint efforts of various
parties, an industrial/academic cooperation agreement was signed
between the Federation of Hong Kong Industries and the Huizhou
Business School on the provision of vocational training for the industrial
and commercial sectors. This marked an important step in the
development of vocational training in the GPRD.
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Design and technological cooperation

Through arrangement by the Guangzhou, Dongguan and Shenzhen
governments, a host of talented designers in the Mainland came to
Hong Kong in November 2005 to attend Business of Design Week
2005: Lifestyle Asia, a major international conference organised by
the Hong Kong Design Centre, featuring world-class designers as
speakers. They had useful exchanges with other participants in the
areas of branding and design education. In this connection, the
Sub-group suggested enhancing communication and exchanges of
human resources between the design sectors in Hong Kong and
Guangdong.

On 21 March 2006, the Hong Kong Science and Technology Parks
Corporation, the Shenzhen Hi-Tech Industrial Park and the Xi'an Hi-
Tech Industrial Development Zone signed a memorandum of
understanding on cross-regional collaboration and development in
innovation and technology. Under the memorandum, a joint service
platform would be set up to facilitate exchange of information and
extend the radiating influence of their technological resources and
services. The Sub-group believed that the joint initiative would be
conducive to the development of Hong Kong and Guangdong. To
enhance technological cooperation, the Sub-group considered that
more researches should be conducted on similar collaboration projects
so that lessons could be drawn in terms of their achievements and
problems encountered.

Future Work

The Sub-group would continue to explore and promote cooperation
with the GPRD in professional and vocational training, including Hong
Kong/Shenzhen technological cooperation and Hong Kong/Guangdong
cooperation in education, technology and creative industries.
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Tourism, Culture

and Sports Sub-group

Objectives and Scope of Work
0%7'665(:0!64 of the Sub-group were to advise on policies

and strategies pertaining to the enhancement of cooperation between
Hong Kong and Guangdong in the areas of tourism, culture and sports
S0 as to:

1. promote visitor flow between Guangdong and Hong Kong; and

2. promote development and cooperation between Hong Kong and
Guangdong in the area of arts, culture and creative design, and
to enhance integration of human resources, local economic
development and cultural innovation in both places.

Scope of work

1. For tourism, the scope of work was to promote enhancement in
relevant infrastructure, transport facilities, entry/exit procedures
and cross-boundary facilities to better connect various parts of
Guangdong and facilitate passenger flow both into Hong Kong
and via it to other key overseas destinations; and

2. For culture, the scope of work was to promote cooperation and
exchanges in performing arts and culture, and facilitate the
clustering for creative industries in Hong Kong and Guangdong.

Work Plan and Progress to Date

Tourism

Hong Kong's tourism industry continued to gain momentum in 2005,
as visitor arrivals reached 23 million, representing a 7.1% growth
compared with the previous year. With the extension of the Individual
Visit Scheme (IVS) to the remaining six Pan-PRD provincial cities,
Hong Kong had benefited from the increase in traveller flow under
the expansion of the IVS to 44 cities from 1 May 2006.

To further boost tourism traffic, the Sub-group focused on visa-related
issues including:

1. to tackle the negative impact of higher cost of multiple entry visa
for overseas visitors/business visitors in the Mainland, who wish
to visit Hong Kong as part of a trip to the Mainland;

2. to facilitate entry of Mainland visitors holding valid Macao permits
to visit Hong Kong on the same trip.
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In addition, the Sub-group continued to lobby for support from
respective authorities to permit Hong Kong travel agencies to operate
both inbound and outbound tours in the Mainland, in particular in
Guangdong, under the CEPA arrangements.

Work progress

The Sub-group raised the issues with relevant Government Bureaux,
and also pursued with the Guangdong Provincial Tourism Bureau on
the negative impact of higher cost of multiple visas on visitors
conducting side trips to Hong Kong. The Guangdong Provincial
Tourism Bureau indicated initial support to review the visa fees with
a view to encouraging overseas visitors holding valid passport to
travel to Hong Kong on the same trip.

The subject of permitting Mainland visitors with valid IVS permits to
visit Macao to also visit Hong Kong was raised with the relevant
authorities and a reply is pending.

Under CEPA Il agreement, the required paid up capital and annual
turnover for Hong Kong's travel agencies and operators were lowered.
The new arrangement would facilitate the expansion of business
operation by Hong Kong operators in the Mainland. The operation
of both inbound and outbound tours in the Mainland would continue
to be reviewed and discussed under CEPA IV.

Culture

The Home Affairs Bureau of the HKSAR Government, through the
GPRD Cultural Summit, continued its effort in working very closely
with the GPRD authorities in enhancing cooperation in cultural
exchange particularly in the area of performing arts and setting up
of a Cantonese Opera information centre.

Work progress

The Sub-group complemented the works of the Government, and
hoped that more efforts could be invested in promoting cultural
exchange of community-led arts/cultural groups (non-government
groups). With respect to the proposal to pursue a garment industry
cluster in Cheung Sha Wan as a pilot project, in view of the demolition
of the Cheung Sha Wan Flatted Factories completed by end 2006,
the Sub-group agreed that the Business Council should further pursue
how to maintain Hong Kong's leading edge in the creative / design
sector in the region.
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Conclusion

In April 2006, the Business Council reviewed the future scope of work
of various Sub-groups, and agreed that the initiatives of the Tourism,
Culture and Sports Sub-group would be followed up by the Cross-
boundary Passenger & Cargo Flow Sub-group, Service Industry
Development Sub-group and the Technology, Education & Human
Resources Sub-group, respectively:

1. Cross-boundary Passenger & Cargo Flow Sub-group
i. visa related issues with a view to facilitating people flow and
cultural exchange;
ii. facilitating overseas visitors travelling to GPRD to conduct
side trips to Hong Kong or to other GPRD areas; and
ii. facilitating Mainland visitors holding valid visas to travel to
Hong Kong.

2. Service Industry Development Sub-group
i. continue to pursue with relevant authorities on CEPA IV
agreement.

3. Technology, Education & Human Resources Sub-group
i. Enhancing cultural exchange of GPRD 'non-government'
groups; and
ii. Promoting cultural/creative industries and reinforcing Hong
Kong's status as the regional centre of high value-add industries

such as creative industries.




s T AR
e s . 4 r = 1

0 L 8 L 0

ﬂf_;#--,

MMM IJI imam 1r:r| m-:;i.? .I.

=T

L]

i bl Gl

W S S BE S I 0O S B I (1S >

External Liaison of the Greater Pearl River Delta Business Council |



KXEK=ZABBEEE The Greater Pearl River Delta Business Council

H>

KRR =ZABKREES
E’\J““WM%%

External Liaison of

the Greater Pearl River Delta
Business Councll
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7@ the past year, the Business Council exchanged views on various
issues with the HKSAR and Guangdong governments, CCPIT
Guangdong Sub-Council and relevant business organisations as well
as the academic community in the two places. It also worked closely
with the major chambers of commerce in Hong Kong and organisations
involved in forging cooperation between the two places. The Business
Council would like to thank these organisations for their support.

>

Liaison with HKSAR and Guangdong 73

Aiﬁiﬂ’g—ﬁ BEZREmENEE t
B BREBRERBHENERAL A overnments

Wit NEMRAE NS RENIRER » THE As an organisation set up under the framework of the Hong
BENIERS  UREEEESENRE Kong/Guangdong Cooperation Joint Conference (the Joint Conference),
REBEHE - BREESHFERHSHE the Business Council and its Sub-groups met relevant government
HERZESTHENXE - departments of both places from time to time to exchange views on

cooperation proposals in a number of areas, including investment
EH B B Y Bk 58 promotion, facilitating people and cargo flows, environmental
(BB A S TR TR (A4 - protection, as well as technology and education.

BREEERHE T/ NMATRERN B EREK _ _ _
FIEFeE e RS RE - @5 The Business Council also reported its progress of work and relayed

TR - BERENRE R B RRES the concerns of business sector to senior officials of both governments.
HAE  FSRERTRER o At the eighth plenary meeting of the Joint Conference held in September

2005, Council Chairman Dr Victor Fung reported work progress to
ARESE I EMTETESBEHE - LRE HKSAR and Guangdong governments and gave a briefing on the
TREETRMEANER  SFEEEE Council's work plan.
ER20055F 9 BB EEMESRE RS
ZFE oMt BTERT/EEERNBRR On 23 November 2005, the Business Council met Governor Huang
I/EEY - Huahua of Guangdong Province during a visit to Guangzhou. At the
meeting, the Chairman and members put forward their views to the
toh BB EEEN2005F 11230 EIE Governor on a wide range of issues relating to Hong Kong/Guangdong

MNEEFREEREZESH  FERZEEM cooperation, and received positive response and support from the
EREHHEBSIEZERENER U5 Governor. On 6 September 2005, the Business Council met Mr Xu
IERMWEACENSSE -BHEEEE Zongheng, the Mayor of Shenzhen, to exchange views on closer Hong
2005F9 A6 AERYIm MR REEMH - Kong/Shenzhen cooperation.

FIERBSERBRER -
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Liaison with CCPIT Guangdong Sub-Council

The Business Council and the CCPIT Guangdong Sub-Council, both
set up under the framework of the Joint Conference, had stayed in
close contact and worked in concerted efforts to take forward practical
cooperation work.

In August 2005, a delegation of Guangdong enterprises organised
by the CCPIT Guangdong Sub-Council visited Hong Kong to gain a
better understanding of the local business environment and related
issues. The delegation was received by the Business Council, and
had meetings with relevant organisations such as the Hong Kong
Trade Development Council and Invest Hong Kong to get a better
understanding of our investment environment.

Exchanges on various issues

In 2005, two task groups were set up under the Business Council to
study respectively the opportunities and challenges posed to Hong
Kong's industries and businesses in the face of Guangdong's economic
restructuring; and western Pearl River Delta's development and
prospects of its cooperation with Hong Kong. Following the completion
of the first draft of the study reports earlier this year, the two task
groups, with the assistance of the CCPIT Guangdong Sub-Council,
met relevant authorities of the Guangdong Government and academics
in the province for candid exchange of views on their findings.

Liaison between Hong Kong and Guangdong Sub-groups

In July 2005, a joint meeting between the Sustainable Development
Sub-group of the Business Council and the Sustainable Development
Cooperation Sub-group of Guangdong was held to explore cooperation
in improvement of air quality in the GPRD region. With efforts from
the two Sub-groups, the CCPIT Guangdong Sub-Council and the
Business Council pledged support in November 2005 for the promotion
of Clean Air Charter among Hong Kong and Guangdong enterprises,
as initiated by the Hong Kong Business Coalition on the Environment.

The Business Council's Joint Investment and Trade Promotion Sub-
group also held a number of meetings with Guangdong's GPRD
Investment and Trade Promotion Sub-group last year. In September
2005, they co-hosted the Hong Kong Investment Promotion Seminar
in Guangzhou and briefed more than 200 representatives from
Guangdong private enterprises on the investment environment and
procedures for starting up business in Hong Kong. In the light of the
positive response to the seminar, the two Sub-groups planned to
organise prospective Guangdong enterprises to visit Hong Kong, and
host similar seminars in other cities this year to encourage more
Guangdong enterprises to invest in Hong Kong.
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Visit to Guangdong Province and Guangxi
Zhuang Autonomous Region
(23 to 25 November 2005)

A delegation formed by the Business Council conducted a three-day
visit to Guangdong Province and Guangxi Zhuang Autonomous Region
under the leadership of Dr Victor Fung, the Council Chairman, in
November 2005. The delegation called on Governor Huang Huahua
in Guangzhou, during which the Chairman briefed him on the topical
studies underway and the current work of the Business Council.
During their stay in Guangdong, the delegation also visited Guangzhou
Science City to gain a better understanding of the latest development
of hi-tech enterprises in Guangzhou. It also visited Huadu district
and observed the operation of the Huadu Airport.

The delegation then visited Nanning, the capital city of Guangxi
Zhuang Autonomous Region, and called on Mr Cao Bochun, Party
Secretary of the Region. The Chairman briefed him on the work of
the Business Council, and they exchanged views on participation by
the private sector at Pan-PPRD regional cooperation as well as Hong
Kong/Guangxi cooperation. The delegation also visited Qinzhou,
Beihai and Nanning and was briefed on their latest development.
The Business Council gained a better understanding of Guangxi in
the trip, which would enable the Council to take account of the
extensive hinterland and business opportunities provided by Pan-
PRD in promoting Hong Kong/Guangdong cooperation.

Exchange with the Representatives of the
Chinese People's Political Consultative
Conference (CPPCC)

The Business Council met the Focus Group on Coordinated Economic
Development of the PRD Region under the Economic Committee of
CPPCC in November 2005, at which they exchanged views on the
economic development of the PRD region.




KE=AMMBEEET The Greater Pearl River Delta Business Council

HEEE TR EIERENEE

Major Organisations and Associations in Contact with the Business Council

BT EB P

Government Departments

IXE5F
Trade and Industry Department

R
Website

http://www.tid.gov.hk

Eogibibe

E-mail Address

enquiry@tid.gov.hk

REKEREE

Invest Hong Kong

(1) http://www.investhk.gov.hk

(2) http://www.thegprd.com.cn
(WREHRREEEERERE
HIESKBEEELRER)

(This website is maintained by

Invest Hong Kong and Department
of Foreign Trade and Economic
Cooperation of Guangdong Province)

(1) eng@InvestHK.gov.hk
(2) eng@InvestHK.gov.hk
service@gddoftec.gov.cn

BERHELCEES MER
The Hong Kong Economic
and Trade Office in Guangdong

AEARBIES

Related Organisations
and Associations

BERRERRR

Hong Kong Tourism Board

http://www.gdeto.gov.hk

a3k
Website

http://www.discoverhongkong.com

general@gdeto.gov.hk

Egiibihs

E-mail Address

info@discoverhongkong.com

BREZEER
Hong Kong Trade
Development Council

http://tdctrade.com

hktdc@tdc.org.hk

ERIXHE
Federation of
Hong Kong Industries

http://www.fhki.org.hk

fhki@fhki.org.hk

BERPEREHSS
The Chinese Manufacturers’
Association of Hong Kong

http://www.cma.org.hk

info@cma.org.hk

EREES
Hong Kong General
Chamber of Commerce

http://www.chamber.org.hk

chamber@chamber.org.hk

ERAPEANE
The Chinese General
Chamber of Commerce

http://lwww.cgcc.org.hk

cgecc@cgcc.org.hk
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Exchange rate

The Reminbi (RMB)/US dollar exchange rate used in this report is
RMB 8.277 yuan per US dollar based on the yearly average in 2004,
according to the State Administration of Foreign Exchange.
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Secretariat

Greater Pearl River Delta Business Council

3/F, East Wing, Central Government Offices,
Lower Albert Road, Central, Hong Kong.
E:E Tel: 28103867

BHE Fax: 25372735

E# Email :cabeng@cab.gov.hk
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