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The Government’s Fiscal Policy

While we are glad to see the Government’s financial position back on a sound footing,
it still ought to keep tight control over spending and manage Hong Kong's public
finances prudently under the principle of ‘Big Market, Small Government’. Aside
from continuing to streamline and delayer the Civil Service to improve efficiency and
minimise costs, the Government should consider outsourcing more its non-core
services to the private sector to take advantage of its better efficiency and service
standards.

On the economic front, with the steady appreciation of Renminbi and higher oil prices,
Hong Kong's inflation rate is likely to escalate in the near term. This would add
costs to local companies, thus undermining their competitiveness. In order to
mitigate the effect of higher inflation, we recommend reducing the corporate profits
tax rate by half to one percentage point and an across-the-board reduction in
government levies as well as fees and charges on businesses. As this reduction
would only decrease total government revenue marginally, there is no risk of
weakening its overal fiscal strength. We also anticipate that with the continued
upsurge in stock transactions, the income loss arising from the reduction could be
comfortably compensated by increased stamp duty collections.

Guangdong's Industrial Restructuring

Following the promulgation of its 11th Five-Year Plan, the Guangdong Government
has speeded up the province's industrial restructuring and tightened control over
industries with high resource and energy consumption and hazardous to the
environment. This policy has affected many factories operated by Hong Kong
companies in the PRD, with some plants being required to close or move to
designated areas in Guangdong to continue operation.

While in agreement with the objectives of the policy, we are deeply concerned about
the lack of lead-time provided for its implementation and the absence of remedial
measures for affected companies. We hope the SAR Government will discuss our
concerns with the relevant Guangdong authorities and help the affected industries
upgrade their production to meet the requirements.

In this connection, we recommend that a new matching grant be set up under the
umbrella of the SME Fund to assist loca manufacturers to procure pollution
abatement equipment and services from accredited and approved vendors to improve
the environmental performance of their Guangdong factories. For instance, the
Government may consider subsidising these factories to install scrubbers in their



diesel-fuelled back-up power generators. We believe providing Hong Kong
manufacturers with financial support in environmental efforts not only can help ease
their burden, but may also benefit Hong Kong's own environment.

Promoting Innovation, Design and Brand Devel opment

In our previous submissions to the Government, we made repeated calls for more
favourable tax incentives to encourage companies to expand investment in innovation,
design and brand development. We wish to reiterate that promoting these strategic
and high value-adding activities is crucial for our successful transformation into a
knowledge- based economy and for maintaining our economic sustainability.

Over the years, the Government has developed different infrastructure and funding
schemes, such as the Innovation and Technology Fund and the DesignSmart Initiative,
to underpin Hong Kong's innovation and design development. More recently, the
Chief Executive proposed in his Policy Address to earmark $100 million over five
years for the Hong Kong Design Centre to assist our trades and industries to make
better use of design and develop their brand names. While fully supportive of the
objectives of these programmes, we are concerned that the fragmented approach taken
by the Government may not be conducive to promoting the synergy of innovation,
design and brand building. As a matter of fact, these three economic activities are
inter-related and complementary to each other. As such, it requires a holistic
approach and the concerted effort of the Government, the business community, the
design and advertising professions and the higher education sector to foster their
robust development.

In line with a holistic approach, we maintain that providing triple tax deduction on the
relevant expenditures is the most effective way to promote innovation, design and
brand building in the private sector. Tax incentives, which are widely used in
advanced economies including many of our competitors, have proved successful in
boosting business innovation and R&D. We aso understand that direct financial
subsidies are provided by the Mainland Government to support the development of
home-grown brands by indigenous enterprises. It is, indeed, high time that the SAR
Government gave more favourable tax incentives to encourage local companies to
move up the value chain, thereby establishing Hong Kong as a centre of excellencein
innovation and creativity. Once again, we urge the Government to consider our
recommendation on triple tax deduction and include this incentive in its new budget
proposals.

In addition, the Government should consider taking the following actions to promote
the ‘Hong Kong Brand':

Join hands with trade associations and design institutions to forge closer
collaboration between industry and the design sector and to improve industry’s
appreciation of the value of design and brands to their business;



Allocate free space in major tourist spots, conspicuous public buildings and
structures, and other suitable sites for displaying and showcasing Hong Kong's
brand-name products;

Organise promotion of Hong Kong brand-name products in maor markets,
including the Mainland; and

Organise more competitions and award schemes to publicise, recognise and
motivate local design talents and brand devel opment.

Green Taxes and Support for Hong Kong's Environmental |ndustries

We have time and again exhorted the Government to adopt a green procurement policy,
thereby setting an example for the community. In our view, the Government taking
the lead in using more green products is not only important to demonstrating its
commitment to environmental protection, but also to creating a vibrant market to
support the growth of the local environmental industry.

Currently, government departments are required to follow the guidelines in the Store
and Procurement Regulations in purchasing. However, since the guidelines have
only prescribed vague terms on procurement of environmental and recycled products,
the arrangement may not be sufficient for promoting the use of these products within
the Government. To effectively bolster their usage, we urge the Government to take
a more aggressive approach. It can, for instance, require individual departments to
stipulate specific and progressive targets in their procurement policy and tender
specifications. As a first step, our recommendation is that the cushion mats in all
public children playgrounds be required to be made of recycled materials.

In last year’s budget speech, the Financial Secretary mentioned that the Government
would introduce a legal framework for implementing producer responsibility schemes
for vehicle tyres and plastic bags. As these schemes may have wide-ranging
implications for the industries concerned, we urge the Government to widely consult
the stakeholders before their introduction, so as to minimise any impact of such
schemes on their operations.

Moreover, we recommend strongly that proceeds collected from any producer
responsibility schemes be used exclusively for supporting and promoting the local
environmental industries, rather than added to the general revenue. For instance, a
comprehensive system for separation and collection of municipal wastes can be set up
with the funds to facilitate product recycling.
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