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Economic Co-operation between Hong Kong and PRD

To start with, we applaud the great efforts the Government has made over the past
years in strengthening economic co-operation between Hong Kong and the PRD.
As the Government is well aware, the PRD is both an important production
hinterland of Hong Kong manufacturing companies and a market of great
potential for our products and services, while Hong Kong is a main source of
foreign direct investment and international business enterprises in Guangdong.
Given the close economic ties between Hong Kong and the PRD, further
capitalising on their synergy will be of mutual benefit to the two economiesand is
pivotal in sustaining the region’s long-term devel opment.

A. Cross-boundary transportation infrastructure

Ensuring a seamless cross-boundary flow of passengers and cargoes is
important in forging a closer Hong Kong/Guangdong partnership.  While
we have seen some improvement in this area, the SAR Government should
continue to work with its Guangdong counterparts to further streamline the
clearance procedures at boundary crossings and to build new transport
infrastructure including a new Eastern Corridor to enhance traffic efficiency
between Hong Kong and major PRD cities.

The opening of the Hong Kong-Shenzhen Western Corridor has been delayed
several times.  According to the latest schedule, it will be commissioned by
mid-2007. We understand that a co-location clearance arrangement

will be deployed at this new crossing. We hope the Government will
complete all preparatory work for the arrangement as expeditiously as
possible to ensure there will be no further delay in its opening.

The Hong Kong-Zhuhai-Macao Bridge will provide an important, direct
transportation link between Hong Kong and the west bank of the Pearl River.
This infrastructure is of strategic value to Hong Kong in maintaining its
position as a leading logistics centre. The Government should drive the
early construction and completion of the Bridge so as to provide Hong Kong
with an extra advantage in competing for cargoes from western Guangdong
and the south-western provinces.

B. Industria restructuring in Guangdong

Over the past decades, Hong Kong's manufacturing companies have set up
tens of thousands of factories in the PRD, producing various kinds of



consumer goods to supply overseas and the Mainland markets. These
companies have made significant contributions to our economy by widely
using Hong Kong's financial, trading, logistics and professional services.

With the promulgation of the Eleventh Five-Year Plan, the Guangdong
Government has speeded up the province's industrial restructuring and
tightened control over polluting, wasteful and hazardous industries. Under
this policy, some factories established by Hong Kong companies unable to
comply with the standards in time have been required to close or move to
designated regions to continue operation.

While in agreement with the objective of the policy, we are deeply concerned
about the insufficient lead-time provided for its implementation and the lack
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, the Government should support our environmental
industry and industry-support organisations in setting up resource centres in
major PRD cities to provide environmenta management consultancy
services for Hong Kong manufacturers as well as accreditation services for
their pollution abatement equipment.

C. Manpower training

Sourcing high quality manpower training is another problem faced by Hong
Kong manufacturers operating in the PRD. We understand that the
Vocational Training Council (VTC) now provides training courses for these
manufactures on an ad hoc and cost-recovery basis. In view of the huge
market demand for such courses, the SAR Government should seek the
co-operation of Guangdong authority to institutionalise the arrangement in
order to enable the VTC to extend its services to the province on a regular
basis. Initially, the VTC may co-organise with local training institutes
training courses at craftsman and technician levels, with qualifications of the
graduates being mutually recognised by Hong Kong and Guangdong.

Environmental Protection

Environmental protection is a borderless issue. It requires the concerted effort
of the communities and the Governments in the region to ensure we have a clean
and heathy environment and render sustainable development possible. The
FHKI is keen to co-operate with the Hong Kong and Guangdong Governments in



this pursuit.

Last year, we initiated a “One Factory-One Year-One Environmental Project”
Programme to facilitate industry’s effort at environmental protection. So far,
some 110 manufacturing and service companies have joined this initiative,
committing to execute more than 210 environmental projects. We hope the
Hong Kong and Guangdong Governments will support this programme by
officialy recognising the participating companies. This may motivate them to
further their environmental work and encourage more companies to join the
ranks.

Last December, the Government published the Policy Framework for the
Management of Municipal Solid Waste in Hong Kong. We agree that relying
solely on landfills is not a sustainable option to handle the growing volume of
municipal solid waste and new policies are needed to encourage and support
waste avoidance, minimisation and recycling. In this regard, we feel that a
market-driven approach may be more effective in achieving the waste reduction
targets.

As the recycling industry will have a crucia role to play in this strategy, the
Government should give adequate support to this sector to ensure it can grow and
thrive in Hong Kong. For instance, it should implement a green procurement
policy and take the lead in using more environmental and recycled products so as
to stimulate their use in the community and create a viable market for them. As
afirst step, the cushion matsin all public children playgrounds should be required
to be made of recycled materials.

Asregards air pollution, we fully support the Action Blue Sky Campaign to tackle
the problem. We are aware that the Government is discussing with the two
power companies the emission benchmarks in the new Scheme of Control
Agreements. No doubt, increasing the use of natural gas in electricity
generation can reduce the amount of air pollutants emitted from power plants.
However, the two power companies currently do not have any depots for storing
natural gas to ensure its steady supply. We hope the Government will facilitate
them to construct such depotsin Hong Kong.

Competition Policy

Last month, the Government released the report of the Competition Policy
Review Committee, which proposed a new legislation applicable to all economic
sectors to guard against seven types of anti-competitive conduct carried out
purposefully to distort the market or with a similar effect.



As businessmen, we fully recognise the need to maintain a level playing field,
which is of utmost importance in driving Hong Kong's economic development,
particularly in attracting investors to Hong Kong. Nonetheless, we are not
convinced that an across-the-board competition law is the best tool to achieve this,
as such legidation can hardly deal with al competition-related matters across
different industries and sectors.

In fact, every economic sector is unique in one way or another. The types of
anti-competitive practices that warrant regulation and the means of regulation
vary considerably, depending on the nature of respective sectors in question and
the environment in which they operate. Given the small scale of the Hong Kong
economy, we believe a sector-specific approach, which is currently used by the
Government, is more effective in promoting fair competition and eliminating
anti-competitive business practices in the market place.

We understand that the Government is preparing a discussion paper on this
subject to consult the public later this year. We hope our views will be
incorporated in the discussion paper.

Minimum Wages and Standard Working Hours

Like others in the community, the FHKI is concerned about Hong Kong's
proverty problem and the widening poor-rich gap. However, we must
emphasise that introducing a minimum wage and standard working hours is not
the right solution to the problem. In our view, the better way is for the
Government to improve the business environment and to eliminate regulations on
business that impair our economic development. This will help stimulate
investments and expand existing ones in Hong Kong, thereby creating new jobs
for workers and providing more opportunities for their career advancement.

Legidating for a minimum wage and standard working hours will have many
damaging effects on the economy. Below are the major ones:

The freedom for an employer and his employee to negotiate the terms and
conditions of employment is an integral part of afree economy where market
forces work to maximise the benefits to society. Imposing a statutory
minimum wage and stipulating standard working hours would undermine the
flexibility of the labour market, tarnish the image of Hong Kong as the
world’s freest economy, and defeat the entrepreneurial spirit of our people.

Maintaining a flexible labour market will enable companies to respond
swiftly to sudden economic changes. Hong Kong's rapid recovery from the
SARS outbreak is testimony to the superiority of the free market as aforce to



overcome economic difficulties and to stimulate economic devel opment.

Prescribing a minimum wage may lead to a rise in unemployment as
employers will be discouraged to hire inexperienced, unskilled and less
productive workers whose market wage is below the statutory minimum.
Companies which cannot afford to pay the minimum wage will be forced to
cease business or to relocate their operations in search of lower labour rates,
costing the jobs of existing employees.

With a statutory minimum wage, the incentive for unskilled/|ow-skilled

workers to upgrade their skillswill decrease. This defeats the Government’s
effort to promote life-long learning.

Popul ation Policy

The population trend and the change in our demographic profile will have
significant bearing on Hong Kong's sustainable development. As such, we see
the need for the Government to conduct timely review of its population policy to
ensure Hong Kong has the right mix of talents needed for its development into a
knowledge-based economy and for maintaining the competitiveness of Hong
Kong companies in the world market.

Over the past years, active steps have been taken by the Government to liberalise
Hong Kong's immigration policy. New schemes introduced included the
Admission Scheme for Mainland Talents and Professionals, Capital Investment
Entrant Scheme, Supplementary Labour Scheme for the Textiles and Clothing
Industries and Quality Migrant Admission Scheme. We welcome these new
schemes as ways to sol ve the manpower mismatch problem faced by Hong Kong.

In the longer run, the aging population and resultant rise in the dependency ratio
will put pressure on the Government to increase expenditure on social welfare
and hedth care. The shrinkage of the labour force may also decelerate Hong
Kong's economic growth. To tackle this problem, the Government should
consider opening up Hong Kong's education sector to Mainland and overseas
students and granting them permanent resident status after staying in Hong Kong
for seven years. Attracting these young students to Hong Kong will help slow
down the ageing process of the population and expand Hong Kong's quality
manpower pool.

In addition, consideration should be given to providing more generous tax
allowances to encourage child bearing.



Creative Industries

Innovation and creativity is the key to economic success in today’s fiercely
competitive global market. We have seen developed economies around the
world become increasingly focused on promoting their creative industries.
Hong Kong is lagging behind and we need the Government to step up its support
for our home-grown creative industries to foster our development into a creative
centrein the region.

In doing so, the Government should cultivate a stronger design culture in Hong
Kong and promote public awareness of how innovation and design can benefit the
economy and the living environment. The Government should encourage the
use of local design. It can, for example, alocate free space in major tourist spots,
public buildings and structures, and other conspicuous sites for the display and
showcasing of good design works. In addition, more promotional events, such
as award schemes and competitions, should be organised to recognise and
motivate local design talents.

As far as the manufacturing sector is concerned, many companies have increased
the use of innovative and quality design to add value to their products and brands.
We maintain that providing better tax incentives is the most effective way to
encourage companies to expand their investment in this strategic field. We have
submitted our detailed proposa to the Financia Secretary and hope the
Government will consider it serioudly.
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