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Preface

This topical paper constitutes part of the research series under
“Hong Kong 2030+: Towards a Planning Vision and Strategy
Transcending 2030” (Hong Kong 2030+). The findings and
proposals of the paper form the basis of the draft updated
territorial development strategy which is set out in the Public
Engagement Booklet of Hong Kong 2030+.




1 Introduction

1.1 Hong Kong has long been the premium gateway of trade and from a strategic planning perspective, how the potential of
investment into and out of the Mainland as well as between Hong Kong could be further enhanced to capitalise on the
countries across Asia and the rest of the world. It has changing regional context.
developed and maintained extensive economic links with
both the Mainland and the international community. 1.4 This paper will cover the following topics:

1.2 Within the Mainland, Hong Kong has a particularly close » The close relationship between Hong Kong and the PRD
relationship with the Pearl River Delta Region (PRD Region). Region, and between Hong Kong and ASEAN;

For the past three decades or so, it has contributed to, as
well as benefited from, the PRD Region’s rapid economic
development. Within the broader Asian context, Hong Kong
has also maintained strong economic ties with other Asian
countries. The Association of Southeast Asian Nations > Development trends in the context of regional dynamics;
(ASEAN),*! in particular, is Hong Kong’s second largest
trading partner after the Mainland.?

> Initiatives and planning studies that have guided and
facilitated the close relationship between Hong Kong
and the PRD Region,;

» Development trends of key industries in light of the
regional dynamics; and

1.3 Therefore, in deriving a proper planning vision and strategy » Key issues and observations.
transcending 2030, we need to take into account the
neighboring areas and the broader region, including the PRD
Region and the Asian countries. This paper will examine,



Relationship between Hong Kong and the PRD Region,
and between Hong Kong and the ASEAN Region

2.1 Hong Kong has maintained strong economic ties with the
PRD Region and ASEAN.®> The PRD Region is not just our
neighbours.  The social, cultural and economic links
between Hong Kong and the PRD Region have become so
intertwined that a city-region is rapidly taking shape. The
close connections are manifested in the economic arena,
cross-boundary travel pattern, and the spatial pattern of
development. At the same time, Hong Kong has also
developed strong economic partnership with the ASEAN
countries. The characteristics of these relationships are
examined below.

Economic Relationship between Hong Kong and the PRD
Region

2.2 Hong Kong and the Mainland are close economic partners
(Table 1). The Mainland has long been Hong Kong’s largest
trading partner, and Hong Kong was the Mainland’s second
largest trading partner in 2015. Hong Kong is also the

Mainland’s second largest export market.* Furthermore,
Hong Kong is a major gateway for companies wishing to
enter the Mainland’s market. Close to 81% of the regional
headquarters with parent companies outside Hong Kong are
responsible for business operations in the Mainland in
addition to those in Hong Kong.”

Value Mainland’s
(US$ million) ranking among
trading partners

Total exports 248,271 1

Domestic exports 2,620

Re-exports 245,652

Imports 254,365

Total trade 502,636

Trade balance -6,094

Table 1: Hong Kong’s total trade with the Mainland (2015)6



2.3

2.4

In addition, Hong Kong has been the Mainland’s largest
source of realised foreign direct investment, accounting for a
cumulative value of about HK$6,459 billion, or 51% of the
national total as at end-2015.” Guangdong is a popular
Hong Kong's investment. Most of the
investment is in industrial production, hotels and
tourist-related services, real estate, retail trade, infrastructure

location for

construction and various business and communications
services.

The Mainland is also one of the major sources of Hong
Kong’s inward direct investment. At end-2014, direct
investment from the Mainland accounted for about HK$3,494
billion, or 30% of the total position of inward direct investment
in Hong Kong.* As at June 2016, there were 137
companies from the Mainland with regional headquarters in
Hong Kong. Another 174 companies had set up regional
offices in Hong Kong (Table 2).°

Regional Offices

Regional
headquarters

Country

USA 286 (20.7%) 480 (20.4%)

Japan 239 (17.3%) 420 (17.9%)

Mainland 137 (9.9%) 174 (7.4%)

UK 124 (9.0%) 223 (9.5%)

Table 2: Top four countries with largest number of regional
headquarters/offices in Hong Kong5

2.5 The economic relationship between Hong Kong and the PRD

Region has been rapidly evolving. During the 1980s and
1990s, the economic relationship between Hong Kong and
Guangdong was characterised as a “Front Shop, Back
Factory” arrangement, with Hong Kong investing in light
manufacturing industries in the PRD Region. Hong Kong
was the driver of industrialisation of the PRD Region, and, in
the process, Hong Kong has matured into a service-oriented



2.6

2.7

2.8

economy, offering professional services and acting as a
springboard for foreign companies to enter the Mainland
market and to facilitate Mainland firms to “go global’.

Meanwhile, Guangdong has embarked on a rigorous
industrial restructuring programme to focus more on modern
and high value-added industries and the service sector.
The Province discourages the establishment of
value-added manufacturing industries. EXxisting factories
are expected to either upgrade or relocate to the eastern and
western parts of Guangdong.

low

Cities such as Guangzhou and Shenzhen, as leaders of the
PRD Region, have drastically moved up the value chain.
They have upgraded their manufacturing capabilities and
become major centres of business and high-technology
production. The tertiary sector has also grown to become a
major contributor of economic growth.

Gradually, a new economic relationship between Hong Kong
and the PRD Region that is based on cooperation and

2.9

competition is taking shape. On the one hand, cooperation
is taking place in areas ranging from manufacturing
industries to the tertiary sector including finance, logistics
and other sophisticated professional services. On the other
hand, there will also be pressure on Hong Kong to buttress
its traditional strengths and to innovate so as to retain an
edge over its competitors.

The flourishing of the PRD economy has led to remarkable
results. In 2014, the PRD Region had the population of
about 57.6 million representing about 4.2% of the national
population, but its gross domestic product (GDP) of RMB
5765 billion (about US$ 938.9 billion®) was equivalent to
about 9.1% of the national GDP.° The Greater PRD Region,
which includes the PRD, Hong Kong and Macao with a total
population of 65.4 million and a total GDP of about US$ 1.3
trillion in 2014,'° has become one of the world’s most
dynamic economic regions. Further statistics of different
places and regions to illustrate the respective sizes of their

economies can be found in Table 3.



Mainland

Guangdong

Pearl River
Delta

Guangzhou

Shenzhen

Macao

Hong Kong

Area (km?3

9,600,000

179,705%

54,7541

7.434%

1,997%°

30.31%¢

1,106%

Population
(mil)

1367.82%

107.24%°

57.63%°

13.08

10.78%°

0.641

7.24%7

GDP
(billion Yuan)

63,614
(72,838 billion
HKD)*

6,781
(7,764 billion
HKD)?

5,765
(6,601 billion
HKD)?

1,671
(1,913 billion
HKD)*

1,600
(1,832 billion
HKD)®

398.9 billion
(456.7 billion
HKD)*®

2,258 billion
(H KD)24, 25

Average GDP
Annual
Growth Rate

9.8%
(2001-14)*

8.6%
(2011-14)%°

9.6%
(2011-14)%

10.5%
(2011-14)*

9.8%
(2013-14)"

7.68%
(2013-2014) '

2.7%
(2013-14)*

GDP per
capita
(Yuan)

46,629
(53,390
HKD)*

63,469
(72,672
HK D)%

100,448
(115,013
HKD)?’

128,478
(147,107
HKD)'

149,495
(171,172
HKD)"

604,812
(692,510HKD)

311,835
(HKD)*

Table 3: Comparison of Demographic and Economic Statistics of the Mainland, Guangdong Province, Pearl River Delta, Guangzhou,

Shenzhen, Macao and Hong Kong in 2014%®



2.10 Notwithstanding the ever-evolving economic relationship,
Hong Kong remains instrumental in linking up the PRD
Region and the Mainland in general with the rest of the world.
It is a conduit for the transfer of capital, technology, technical
skills, professional services, management know-how

» Average daily number of cross-boundary passenger
trips at land-based control points rose from 98,300 in
1991 to 610,000 in 2015.

between the PRD Region and the rest of the world. Hong [ S S T S——

Kong has brought about the modernisation of the PRD 1op (000 wips)

Region, and the PRD Region has facilitated the growth and - 610 |
maturation of Hong Kong's economy. Together, Hong Kong 00 /
and the PRD Region are greater than the sum of their parts. i //

: o : 98
Increasing Cross-boundary Traffic with the PRD Region 100 J-f-"/
. . . 1991 1993 1995 1997 1993 2001 2003 2005 2007 2009 2011 2013 2015
2.11 Increasing interactions between Hong Kong and the PRD T
Region are also reflected in the cross-boundary traffic. Seupe Junstion Lspatnent
Travel Surveys conducted over the years show an increase Trips at Land-based Control Points (1991-2015)

in cross-boundary traffic:



» Average daily cross-boundary vehicle trips rose from

15,900 in 1991 to 43,000 in 2010. Since 2010, the
number of vehicle trips has remained relatively stable.

For passenger trips, Lo Wu Control Point (37.4%) was
the busiest control point in 2015, followed by Lok Ma
Chau Spur Line Control Point (27.8%), Shenzhen Bay
Control Point (16.9%) and Lok Ma Chau Control Point
(12.8%).

» According to the results of the Cross-boundary Travel

>

Survey 2013/14, Shenzhen (74.3%) and Dongguan
(7.5%) were the most popular places of visit for people
living in Hong Kong. The majority of passenger trips
made by Hong Kong residents living in the Mainland
started from Shenzhen (89.8%). The estimated
number of “frequent trip makers” was 738,000 in 2014.%

The share of trips by Hong Kong residents living in the
Mainland increased from 12.6% in 2011 to 13.6% in

2014, and in absolute terms they increased from an
average daily of 70,800 in 2011 to 82,400 in 2014.

40

30
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10

o

Annual average daily vehicle trips
('000 trips)

41.5

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015
Year

Sources: Immigration Department and Customs and Excise Department

Figure 2: Annual Average Daily Cross-Boundary
Vehicle Trips (1991-2015)
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2.12 The close relationship between Hong Kong and the PRD  Spatial Development Pattern of the PRD Region and Hong
Region can also be shown in the significant number of Hong Kong
Kong residents staying at the other side of the boundary. It
was estimated that, at the end of 2015, about 514 800 Hong  2.14 The spatial development pattern of the PRD Region may
Kong residents were staying in Guangdong Province for a have been influenced by different levels of accessibility from
prolonged period of time.* Hong Kong. As travel to the western part of the PRD
Region is comparatively inconvenient, the eastern PRD
Region, especially Shenzhen, which abuts Hong Kong, is
much more developed than the western PRD Region in
terms of population and GDP.

2.13 The statistical data indicate that there are frequent
interactions between the people of Hong Kong and the PRD
Region. These interactions are not just economic and
business in nature, but also involve social, cultural and

leisure activities arising from cross-boundary marriages, 2.15 Conversely, development in the PRD Region has also

home purchasing, workers and students commuting across
the boundary, and holiday-makers visiting tourist
destinations during the holidays. These social interactions
are an important component of the special relationship
between Hong Kong and the PRD Region.

influenced the development in Hong Kong. The relocation
of manufacturing industries from Hong Kong to the PRD
Region has enabled rejuvenation of old industrial areas,
some of which have been transformed into modern business
areas.

2.16 New transport links and new boundary crossing facilities to

connect with the major infrastructures in the Greater PRD



Region have been developed to cater for the increasing =

interactions between Hong Kong and the Mainland (Figure 1). \/
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Figure 3: Major infrastructures in the Greater PRD Region
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Economic Relationship between Hong Kong and ASEAN

2.17 ASEAN is an economic force to be reckoned with. With a
population of 622 million, it had a GDP of US$2.6 trillion in
2014, which was the seventh largest in the world and the
third largest in Asia. If the growth trend continues, ASEAN
could become the fourth largest economy in the world by I
2050.* §

g ° ;
B okvo 4hOURS

All of Asia’s key
markets within 4 hours

5 HOURS

2.18 ASEAN and Hong Kong have developed a burgeoning ‘ e e _

economic partnership.  Geographic proximity no doubt L o g ckiiebikeinhiv i

contributes to this strong relationship. Major cities in

ASEAN, including Singapore, Kuala Lumpur and Manila are

within the same time zone as Hong Kong, while other cities Figure 4: Flight time from Hong Kong to major Asian Cities*

such as Bangkok, Jakarta and Hanoi are just one hour

behind. Most of the major cities in ASEAN can be reached

within a 4-hour flight from Hong Kong. 2.19 The close economic partnership between Hong Kong and
ASEAN is clearly shown in trade statistics. Total
merchandise trade between Hong Kong and ASEAN
amounted to US$105.5 billion in 2015 (Table 4), representing

11
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10.8% of Hong Kong's global merchandise trade in that year. 2.22 A sizeable number of ASEAN companies have also set up

The average annual growth rate of Hong Kong’s total bases in Hong Kong. As of June 2015, 518 ASEAN
merchandise trade with ASEAN in the five-year period companies were represented in Hong Kong, including 57
between 2011 and 2015 was 3.2%.% regional headquarters and 126 regional offices. They
accounted for about 6.6% of the total number of foreign
2.20 Hong Kong is also an important entrep0t for trade between companies in Hong Kong.?
the Mainland and ASEAN. Since 2011, re-exports of goods
of ASEAN origin through Hong Kong to the Mainland grew by Member | Total Trade | Imports | Domestic | Re-exports
States (in US$ (in US$ Exports (in US$
an annual average rate of 5%, and re-exports of million) million) (in US$ million)
Mainland-origin goods to ASEAN through Hong Kong grew i)
by an annual average rate of 4.5%. Singapore | 39,015 31,521 291 7,203
Thailand 17,180 10,886 163 6,131
2.21 A significant proportion of Hong Kong’'s port cargoes is Viet Nam 16,349 6,527 250 9572
related to the ASEAN countries. In 2015, around 19% of Malaysia 15,806 12,062 144 3,599
the port cargoes either loaded or discharged in Hong Kong Philippines 10,541 7,241 84 3,216
went to or came from ASEAN member states (with the ASEAN 105,545 70.781 33.746
majority to/from Indonesia, Malaysia, the Philippines,
Singapore, Thailand and Vietnam). In terms of total cargo Table 4: Hong Kong's Merchandise Trade with ASEAN and the Top
volumes that Hong Kong handles, ASEAN was only second Five Member States in 2015

behind the Mainland.

12



2.23 The relationship between Hong Kong and ASEAN countries
also extends beyond trade and business. In tourism, close
to three million tourists from six ASEAN member states
(Indonesia, Malaysia, the Philippines, Singapore, Thailand
and Vietnam) visited Hong Kong in 2015. They as a whole
represented about 35% of Hong Kong’s short haul tourism
markets (excluding the Mainland).*

13
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3

Initiatives on Cooperation between Hong Kong and
the PRD Region and Relevant Planning Studies

3.1 While the economic relationship between Hong Kong and the
PRD Region is largely driven by market forces, Government
policies have played an important role to facilitate economic
and other interactions between the two sides.

Government Initiatives

3.2 Inthe past, three important initiatives have been promulgated
to guide the development of the Greater PRD Region.
These initiatives are:

>

>

2008: “The Outline of the Plan for the Reform and
Development of the Pearl River Delta (2008-2020)” (the
PRD Outline) ( «ERIT = £ I Hh i o & 45 i 51 81 0 2
(2008-20204EF)) );

2010:
Kong/Guangdong Cooperation” (Framework Agreement)

( (EEESIEES W) ); and

“Framework Agreement on Hong

>

The National Twelfth Five-year Plan (2011-2015) (the
National 12-5 Plan) (B5 25+ {5 fLAFB1 ).

(More recent policies and initiatives are discussed in the
next chapter.)

3.3

3.4

The PRD Outline

In 2008, the National Development and Reform
Commission announced the PRD Outline which
elevates the development of the PRD Region to the level
of national strategy, specifying Hong Kong/Guangdong

co-operation as a national policy.

Under the PRD Outline, the PRD Region is strategically
positioned to become an experimental region for
exploring the patterns of scientific development; a pilot
region for further reforms; an important international
gateway for furthering the opening-up programme; a
world-class base for advanced manufacturing and

14



3.5

modern service industries; and an important national
economic centre.

Framework Agreement

Hong Kong and the Guangdong Province signed the
‘Framework Agreement on Hong Kong/Guangdong
Cooperation” in 2010 to translate the macro policies of
“The PRD Outline” into concrete measures. The Hong
Kong/Guangdong Cooperation was to become a base
for further growth in advanced manufacturing industries
and modern services, leveraging Hong Kong’s strengths
in professional services and Guangdong’s capacities in
manufacturing industries.

Figure 5: The Signing Ceremony of the Framework Agreement

3.6

3.7

3.8

The National 12-5 Plan

In 2011, the National People’s Congress approved the
National Twelfth Five-year Plan, which for the first time
has a chapter dedicated to Hong Kong and Macao.

The dedicated chapter outlines the areas where
exchanges and cooperation between Hong Kong and
the Mainland can be further strengthened during the
period between 2011 and 2015. The support for Hong
Kong is particularly highlighted in the growth of various
pillar industries and emerging industries, as well as the
strengthening of cooperation between Hong Kong and
Guangdong in the development of a world-class
metropolitan cluster, economic sphere and quality living

area.

The National 12-5 Plan lists out seven major cooperation
projects among Guangdong, Hong Kong and Macao:
four of them are related to cross-boundary transport
infrastructures including HZMB, XRL, and the study of

15



the possible Hong Kong-Shenzhen Western Express
Line (WEL) and Liantang/Heung Yuen Wai Boundary
Control Point. The remaining three projects concern
the development of new districts including Qianhai,
Nansha and Hengqin.

/

A N\
_-Guangzhou-Shenzhen-Hong Kong
<~ Express Rail Link !
W

(j \ — S - Jv =
4 " Hong Kong-Shenzhen ¢
~ 90 Western Express Line \ / Iy
£ - x / U

Development of ¢
Nansha New District,” \
Guangzhou

9
Development of ~ ©

Qianhai New District;” )

Shenzhen Liantang/Heung Yuen Wai

v} Boundary Control Point

~

( -
A\ L y
\ /
%o Zhuhai N
\ > Hong Kong-Zhuhai-

To Macao Macao Bridge

|

P\

L4 J : Development of
Henggin New District,
Zhuhai

Figure 6: Major cooperation projects listed in the 12-5 Plan

3.9 With the exception of the WEL, all the cooperation

projects listed in the National 12-5 Plan are in various
stages of development. The WEL is a proposed
railway connecting the Hong Kong International Airport
and the Shenzhen Bao’an International Airport. It has
not been included in the Railway Development Strategy
2014 (RDS-2014) for the reason that, having regard to
the latest information available at the time of formulating
the RDS-2014, the overall financial viability of the
proposal is in doubt. This notwithstanding, if there are
any significant increase in cross-boundary transport
demand and changes in development parameters in
future, the government will explore the feasibility as well
as economic and social benefits of building a
cross-boundary express rail link (or other transport
infrastructure) connecting Hong Kong and Qianhai.*®
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Planning Studies

3.10 Besides the above initiatives, a number of planning

studies have also been jointly undertaken by the cities in
the Greater PRD Region. They include “Building
Coordinated and Sustainable World-class city-region:
Planning Study on the Coordinated Development of the
Greater Pearl River Delta Townships” (the GPRD Study)
( CORBRIL = /4 PN SR 7 i 72 B LA F 98D ) and the
Study on the Action Plan for Livable Bay Area of the
Pearl River Estuary (the Livable Bay Area Study) ( (EiER
Y R v o e L R T RN AT SED ).

The GPRD Study

3.11 The GPRD Study was jointly undertaken by Guangdong

Province and the Hong Kong and Macao governments.
It commenced in 2006 with the main findings and
recommendations promulgated in 20009.

3.12 The GPRD Study proposes different planning objectives

for different places. It is envisaged that Hong Kong
should continue to strengthen its position as an
international metropolis and develop into a centre of
service industries and a global city with a good living
quality,. The PRD Region should develop into a
world-class base of manufacturing and service
industries and China’s economic centre. Macao should
be developed into an attractive tourism and recreational
centre as well as a commercial and trading services
plattorm. The study proposes strategies for spatial
structure optimisation to include a focus on the Bay Area
with three metropolitan regions (Hong Kong-Shenzhen,
Guangzhou-Foshan and Macao-Zhuhai), greater
accessibility to enable “seamless connections” of
cross-boundary infrastructure between Hong Kong,
Macao and the PRD, and quality environment including
the protection of the ecology, atmospheric environment
and aquatic environment. It also recommends a further

17



study to explore strategies for the future development of
the Bay Area of the Pearl River Estuary.

The Livable Bay Area Study

3.13 The Livable Bay Area Study, jointly undertaken by
Guangdong Province, Hong Kong and Macao
governments, was commenced in April 2010 and was
completed in 2014.

3.14 Having regard to regional cooperation and needs of
three sides, ten recommendations have been put
forward under the study, namely, “Green Network”, “Blue
Network”, “Regional Public Transport Network”, “Cultural
Precincts”, “Featured Public Spaces”, “Public Service
Network”, “Livable Communities”, “Walkable Cities”,
“Convenient and Efficient Boundary Crossing” and
“Cross-Boundary  Cooperation on Environmental
Protection”.

3.15The study also recommends developing Major

Cross-boundary Cooperative Development Areas
(including Nansha in Guangzhou, Qianhai in Shenzhen,
Hengqin in Zhuhai, Shenzhen-Dongguan Harbour Bay
New City, Zhuhai-Zhongshan Seafront New City, Lok Ma
Chau Loop Area and Zhuhai-Macao Cross Boundary
Cooperation Zone). Guangdong, Hong Kong and Macao
should take into account their respective circumstances
and established mechanisms to sort out the applicable
recommendations.

3.16 These two planning studies, by emphasising optimal

spatial structure, accessibility, environmental quality and
living quality, make clear that the Greater PRD Region
does not just focus on economic development, but also
on the creation of a sustainable and livable region for its
residents and the future generations.

18



Future Development Trends of the PRD Region
and the ASEAN Region

4.1 There are a few major regional initiatives that may have
implications on the future development trends of Hong Kong.
They include the National Thirteenth Five-year Plan
(2016-2020) (the National 13-5 Plan) (% 5+ =il FLAE R
#1), the National New-type Urbanization Plan (2014-2020)
(the Urbanisation Plan) ([ 58 A4 IksR (L H#]), development
of PRD West, the China (Guangdong) Pilot Free Trade Zone
(P (BEHD A E S EE), the “Belt and Road” (—#—
%) Initiative, and the future plans of ASEAN.

The National 13-5 Plan

4.2 The National 13-5 Plan was promulgated in March 2016 with
a dedicated chapter on Hong Kong and Macao. The
dedicated chapter expresses support for Hong Kong to
strengthen economic competitiveness through enhancing our
position as an international financial, transport and trading
centre; strengthening our role as a global offshore Renminbi
business hub and an international asset management centre;

4.3

and upgrading our financing services, business and
commerce, logistics and professional services, etc. into
higher-end and higher value-added economic sectors. It
also supports Hong Kong in developing the innovation and
technology industry, nurturing emerging industries as well as
establishing itself as a centre for international legal and
dispute resolution services in the Asia-Pacific region.

The chapter also emphasises the deepening of co-operation
between the Mainland and Hong Kong, and the support for
Hong Kong in participating in the country's two-way opening
up and in the “Belt and Road” Initiative. It expresses
support in expediting development of co-operation platforms
among Guangdong-Hong Kong-Macao such as Qianhai,
Nansha and Hengqin as well as support for Hong Kong to
play an important role in the Pan-PRD regional co-operation
and the development of Guangdong-Hong Kong-Macao Bay
Area, with a view to opening up more opportunities for
co-operation between Hong Kong and the Mainland.

19



Development of Pan-PRD region

4.4 To deepen cooperation within the Pan-PRD Region,* the

4.5

State Council issued the “State Council’s Guiding Opinions
on Deepening Pan-Pearl River Delta Regional
Cooperation”’ in March 2016. It points out that the overall
development of the Pan-PRD Region should be directed
towards the Pearl River — Xi River economic belt and
cross-province cooperation; the promotion of the integration
of the nine provinces; and the deepening of the cooperation
with Hong Kong and Macao.

The “State Council's Guiding Opinions on Deepening
Pan-Pearl River Delta Regional Cooperation” also proposes
cooperation with Hong Kong and Macao on the development
of the Guangdong - Hong Kong - Macao Bay Area and the
development of a world-class city-region. The Guangdong -
Hong Kong - Macao Bay Area should serve as a leader, with
Pearl River — Xi River economic belt serving as hinterlands.

It will stimulate the development of the Mainland’s

central-south and south-western regions. Its influence will
spread to the main economic areas of Southeast Asia and

South Asia.

The Greater PRD Region as a City-Region

4.6

4.7

In China, city-regions are the main engine propelling
development. Between 2000 and 2011, the economy of the
ten largest city-regions in China quadrupled in size, with an
average annual growth rate of about 15%. The three most
important city-regions in China are Beijing-Tianjin-Hebei, the
Yangtze Delta Region and the Greater PRD Region.*®

The State Council recognises the economic importance of
city-regions. In March 2014, it released the Urbanisation
Plan, which aims to increase the national urbanisation rate
from 53.7% in 2013 to 60% by 2020.
economic vitality and capability to innovate, the Urbanisation

In view of their

Plan recommends that the three most important city-regions

20



should be developed into world-class city-regions with
continued progress in areas such as institutional innovation,
technology advancement, business upgrading and green
development.

& Guamgzhon
& Hulzkans
®» Foshan ® Dompypaam. Hakd -
& Hummang
- [iampgrEnen & Shenzhen
& Fhongshsn
& Hong Kaoog
w Zhwhai
& Focan

[+ T 50 e

Figure 7: Major cities in the PRD Region

4.8 The continued development of the Greater PRD Region has
turned it into a city-region of global importance. It has

overtaken Tokyo to become the largest urban area in the
world in terms of both size and population.®®  Furthermore,
the Greater PRD Region is the most globally oriented among
the three most important city-regions. As an integral part of
the Greater PRD Region, Hong Kong will further solidify its
role in linking up the region and the Mainland in general with
the rest of the world.

PRD East and West

4.9 Since China's reforms and opening up, the PRD Region has
become an important base for manufacturing industries, with
much of the investments coming from Hong Kong. A
majority of these investments focus on PRD East, rather than
PRD West or the outer parts of Guangdong. The level of
development across the province is not quite even.

4.10 In response, the Guangdong government has proposed the
strategy of “double transfer” (% ## %) to promote the
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relocation of industries and labour within the province:
Labour-intensive industries are encouraged to move to the
outer parts of the province. While there is support for
workers in the outer parts of the province to move on to
secondary and tertiary industries from primary industries,
skilled labour in those places will be encouraged to relocate
to the PRD Region.

4.11 According to the "Outline of the Thirteenth Five-Year Plan for

the Economic and Social Development of Guangdong" ( (/&
RABREBEMT R RS+ = (A FHREE =) ), the less
developed regions of Guangdong, including the eastern,
western and northern parts of the province, are to be
groomed as new economic areas. The eastern part of the
province is to cooperate with the cities in PRD East to
become a city-region with coordinated development. There
is a special focus in developing marine-related industries and
waterfront industrial bases, and developing the area into the
capital for people of Chaozhou heritage (tH 715 A~ D).

4.12 As regards the western part of Guangdong, there should be

more cooperation with the PRD Region, especially the cities
on the west coast of the Pearl River. There should be
expansion of the hinterlands of the ports and an economic
belt along the coastal areas should be developed. It should
become a base for heavy industries and a growth pole for the
marine economy.

4.13The northern part of Guangdong is to focus on the

sustainable development of a new economy based on
environmental and specialty industries. It would be a
low-carbon development zone and a tourist area.

4.14 According to a study conducted by the Federation of Hong

Kong Industries in 2014, due to a host of issues including
rising costs and labour shortage, manufacturers had
relocated at least part of their businesses elsewhere.*’ In
another study conducted by the Chinese Manufacturers’
Association of Hong Kong in 2014, 32% of manufacturers

had considered relocating their businesses to other areas.
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About 14% of the manufacturers surveyed preferred to
relocate to the remote parts of Guangdong.** All these
indicate that opportunities for further economic development
are abound for the currently less developed parts of
Guangdong.

The Strategic Planning of Shenzhen in Recent Years

4.15 Shenzhen has experienced substantial population growth

and economic expansion in the last few decades, with the
most rapid development taking place in the areas closest to
Hong Kong, including Luohu, Shekou and Futian, and along
the axis connecting Hong Kong to Guangzhou. Considering
that there are increasing interactions between the two places,
it is imperative for Hong Kong to know more about the
planning strategy of its northern neighbour and appropriately
respond to it.

4.16 In 2007, Shenzhen published a strategic planning document

called “Shenzhen 2030: Toward a pioneer metropolis based

on sustainable development” ( (2% ] 3N S ERILEE IR
i — EYI20308% s fEsEng) ).  Its spatial strategy, at the
regional level, is to connect the areas to its north, south, east
and west through large-scale infrastructures. In a
north-south  direction, Shenzhen will strengthen its
connection with its neighboring cities such as Guangzhou,
Dongguan and Hong Kong so as to elevate the status of the
city. In an east-west direction, it will enhance its links with
Huizhou and eastern Guangdong, and through transport
connections across the Pearl River, with the cities on the
west coast of the Pearl River and provinces in the southwest
part of the Mainland, so as to expand the economic
hinterland of the city.

4.17 The "Outline of the Thirteenth Five-Year Plan for the

Economic and Social Development of Shenzhen" ({73l 74
REUEMHt TR RS T =(E R FHEGE) ) aims at greater
regional cooperation. There is a focus on the economic
development of the Pearl River Bay Area. The
Shenzhen-Zhongshan Link, which will accelerate the
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integration of the Bay Area, is identified as one of the key
infrastructure projects.  Qianhai, Nanshan (pg (ll) and
Bao’an (%) are proposed to be developed into a new city
centre along Shenzhen’s western development axis, while
the Shenzhen airport would be enhanced to take on a greater
role as an international nexus.

4.18 There is also a special emphasis on the cooperation of

development in the east coast of the Pearl River Delta. It
proposes the expedition of the development of the
“Shenzhen-Dongguan-Huizhou, Heyuan and Shanwei "3+2"
Economic Circle” (FEZEEANUAE ~ dhE “3+2" &),
strengthening regional cooperation in areas such as
economy, social development, ecological and environmental
protection. The development of Shenzhen-Shanwei Special
Cooperation Zone (%45 &1{Fl&), as a new development
area specializing in various areas including industries,
transport infrastructures, tourism, education and research, is
to be expedited. The cooperation with Hong Kong and
Macao is also to be strengthened.

4.19 A strategy to focus on the development on the eastern part of

Shenzhen, entitled “Eastward Shift Strategic Action Plan for
2016 to 2020” ( Y& s HEEES T8 52 (2016-2020
£ )) ), was published in mid-2016. One of the main
purposes of the strategy is to avoid concentrating the
development of the city to its western and southern parts. A
more developed eastern part would also serve as a base to
spur the growth of the “Shenzhen-Dongguan-Huizhou,
Heyuan and Shanwei "3+2" Economic Circle”, as well as the
eastern and northern parts of Guangdong. Among the
strategy’s various proposals, Longgang (#£f#) and Pingshan
(BELL)) are planned to be the central business district (CBD)
of the eastern part of Shenzhen. The CBD would comprise
university campuses and various districts for the
development of businesses, technologies and industries.

4.20 Since economic activities often transcend political

boundaries, the continued development of Shenzhen and its
broad regional strategy will have implications on the land use
and traffic patterns of Hong Kong, in particular the northern
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New Territories. There is a need to consider the China (Guangdong) Pilot Free Trade Zone
. Guangzhou

development of Shenzhen so that any changes in land use or

traffic patterns, such as a drastic rise in traffic volumes on a

particular highway or road network, can be readily dealt with

. Nansha Area ! Do

in Hong Kong. of Guangzhou

Shenzhen

Tt S =" [Qianhai-Shekou Area]
Zhongshan | .,0f ShenZhen -

-~ Hong Kof;

China (Guangdong) Pilot Free Trade Zone
Zhuhai B
4.21 According to the scheme announced by the State Council in ?fﬁﬁﬁ?’” : ”%;au
April 2015, the China (Guangdong) Pilot Free Trade Zone et S

(GDFTZ) consists of Guangzhou’s Nansha (60km?),
Shenzhen’s Qianhai and Shekou (28.2km?) and Zhuhai’s

Henggin (28km?).

Figure 8: Location of the three GDFTZ subzones

Nansha
4.22 Nansha New Area (803km?), which encompasses the FTZ

subzone, was planned for a wide variety of industries even
before it was designated as a subzone of the GDFTZ. In
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line with the objectives of the National 12-5 Plan for Nansha,
these industries include the development of a high
technology and innovation centre, a business services centre
(encompassing high-end businesses, conferences and
exhibitions, specialised financial and professional services,
outsourcing of services, and “headquarters economy”), an
education and training centre, and an advanced
manufacturing base (including automobile, shipping and
marine engineering, high-end equipment and information
technology industries).*?

4.23 Nansha also aims to strengthen its connections with other

cities in the Greater PRD Region, including Hong Kong.
It will give preferential treatment to investments from Hong
Kong in accordance with Closer Economic Partnership
Arrangement (CEPA) and will explore new modes of
cooperation with Hong Kong businesses. It will also
cooperate with Hong Kong to facilitate businesses in Nansha
to “go global.”

4.24 The Nansha FTZ will include seven land parcels. It aims to

become an advanced comprehensive service hub, and a
base for high-end manufacturing-related services. It will
focus on the development of shipping and logistics,
international finance, international trade, technological
innovation, marine economy, and high-end manufacturing.

4.25 The Guangdong Province intends to establish within the

Nansha FTZ a “Guangdong-Hong Kong in-depth
co-operation demonstration zone”, drawing on Hong Kong’s
experience in economic development and social
management services. Planning for this co-operation zone
is underway.

4.26 Under the National 12-5 Plan, Qianhai is to be developed

into an important production service centre in the Asia Pacific
region, and a Hong Kong/Guangdong modern service
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industry innovation and co-operation exemplary zone by
2020. The State Council approved the Overall
Development Plan for the Shenzhen-Hong Kong modern
service industry cooperation zone in Qianhai in 2010.
According to the Overall Development Plan, Qianhai is
designated as an exemplary zone for promoting the
innovation of and cooperation between Guangdong’s and
Hong Kong’'s modern service industries, with a focus on
innovative financial services, modern logistics, information
services, technology services and other professional
services. The dedicated chapter on Hong Kong and Macao
in the National 13-5 Plan also expresses support in
expediting development of co-operation platforms among
Guangdong-Hong Kong-Macao such as Qianhai, Nansha
and Hengqin.

4.27 The Shenzhen Municipal Government takes a leading role

and is responsible for the development and management of
Qianhai, while the Hong Kong SAR Government plays an

advisory role by providing comments on relevant planning
and policy matters.

4.28 In 2012, the National Development and Reform Commission

promulgated a series of policies as approved by the State
Council for Qianhai on an early and pilot basis. The policy
framework of these early and pilot policies covers six major
areas, namely, financial services, taxation, legal services,
human resources and professional services, medical
services and education, and telecommunication services.

4.29 The Qianhai and Shekou FTZ aims to become a testing

ground for the opening up of Mainland’s financial sector, a
base for international services and trade, and an
international transport hub. Through the deepening of
cooperation between Hong Kong and Shenzhen, this
subzone will focus on the development of high-end service
industries such as technology-related services, information
services, financial services and modern logistics services.
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4.30 Henggin is located adjacent to Macao. In 2009, the State

Council approved the Overall Development Plan of Hengqin,
which incorporated Henggin Island into Zhuhai Special
Economic Zone. Henggin will focus on several key
industries, including business services, leisure and tourism,
scientific research and development, and high technology.
Under the National 12-5 Plan, Henggqin is to be progressively
developed into an exemplary zone for pursuing a new mode
of co-operation among Guangdong, Hong Kong and Macao,
which will strengthen cooperation among the three places in
areas including economic advancement, social development
and environmental protection.

4.31 Strategically, Hengqgin will serve as a growth pole for PRD

West. It will complement Zhuhai and Macao in attracting
investments from Hong Kong and foreign countries.
Henggin will be connected to Hong Kong via the Hong

Kong-Zhuhai-Macao Bridge, which will facilitate further
cooperation with Hong Kong.

4.32 The Henggin FTZ aims to be a leader in culture and

education, and a base for international business services
and leisure and tourism. It will focus on cooperation with
Macao, and will help to facilitate the diversification of
Macao’s economy.

4.33 In his 2015 Policy Address, the Chief Executive announced

that the HKSAR Government would maintain close
collaboration with the Guangdong Provincial Government
throughout the planning and development of the three new
areas of the GDFTZ to actively pursue new modes of
co-operation, the most favourable treatment and the biggest
development opportunity for Hong Kong people and
enterprises. The Chief Executive further states in the 2016
Policy Address that the three GDFTZ areas come under the
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auspices of the Hong Kong-Shenzhen, Hong
Kong-Guangzhou and Hong Kong-Zhuhai co-operation
meetings, which work to deepen sustainable collaborated
development to capture immense opportunities for Hong
Kong people and enterprises.

4.34 The Chief Executive also said in the 2016 Policy Address

that, on the principle of achieving mutual benefits through
active participation and joint planning, the Guangdong
Province intends to draw on Hong Kong’s experience in
economic development and social management services
when establishing the Guangdong-Hong Kong in-depth
co-operation zone in Nansha. The HKSAR Government will
provide advice on planning concepts and other areas to
Guangdong.

4.35 As one of the objectives of the establishment of GDFTZ is to

facilitate greater collaborations between Hong Kong and the
GDFTZ, Hong Kong will play an important role in the
development of the GDFTZ, by both investing in the GDFTZ

and by sharing Hong Kong'’s experience as a free economy.
Hong Kong’s role in linking up the Mainland and the rest of
the world would be further strengthened.

4.36 The “21st Century Maritime Silk Road”, along with the “Silk

Road Economic Belt”, is part of the initiative called “Belt and
Road” announced in 2013.

4.37 The Belt and Road Initiative will promote cooperation

between countries along the route in improving connectivity
between transport, energy and information infrastructures.
It will facilitate trade, remove trade barriers, enhance
customs cooperation, expand trade areas, explore new
growth areas and promote trade balance. It will improve the
division of labour and distribution of industrial chains,
establish R&D, production and marketing systems, improve
industrial ~ supporting  capacity and the overall
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competitiveness of regional industries, and push forward the
development of emerging industries.

4.38 China will contribute US$40 billion to set up a Silk Road Europe
Fund for providing investment and financing support to carry = Viestom el
editerranean China
out infrastructure, resources, industrial cooperation, financial

Sea ™

South Asia

cooperation and other projects related to connectivity for
countries along the “Silk Road Economic Belt” and the “21st

Southeast
Asia

Indian Ocean e

Century Maritime Silk Road”.*® \_\

m v ision ancAbc ./ ys rd gM e Silk Road Econormic Belt ar

4.39 Hong Kong is located along the “21%' Century Maritime Silk e e e e
Road”, which will have two branches: the first will go from
China’s coast to Europe through the South China Sea and
the Indian Ocean, while the other will go from China’s coast
through the South China Sea to the South Pacific. It will 4,40 The “21st Century Maritime Silk Road” will leverage the
focus on building smooth, secure and efficient transport economic strengths of the PRD Region, among other areas.
routes connecting major sea ports along the transport route. As part of the route, Qianhai, Nansha and Henggin will

continue to open up and cooperate with Hong Kong and
Macao, and help build the Guangdong-Hong Kong-Macao
Bay Area.”

Figure 9: The routes of “Belt and Road”44
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4.41 Hong Kong is poised to take an active role to facilitate the

implementation of the Belt and Road Initiative. The
Government will set up an inter-departmental steering
committee which will be responsible for formulating
strategies and policies for Hong Kong's patrticipation in the
Belt and Road Initiative. A Belt and Road Office has also
been set up to initiate studies and and co-ordinate work
among government departments and other organisations,
such as the Hong Kong Trade Development Council and the
Hong Kong Tourism Board.

4.42 A major area of the Belt and Road Initiative is to promote the

development of infrastructure projects in the participating
countries. Asian Development Bank estimates that Asia
requires around US$8 trillion investment in infrastructure
between 2010 to 2020.“® Given Hong Kong’s strength in IPO
(initial public offering) fund raising and asset management,
the demand for financing arising from the Belt and Road
Initiative will bring about enormous opportunities to the
financial services sector in Hong Kong.

4.43 Besides the financial services sector, Hong Kong’'s

experience and expertise in infrastructure development,
provision of professional services such as legal and
accounting  services, transport services including
maritime-related transport services, and development of
telecommunications infrastructures, means that Hong Kong
is well-placed to seize the new opportunities borne out of the
Belt and Road Initiative.*” Hong Kong has also applied to
the Asian Infrastructure Investment Bank (AlIB), which
supports the development of infrastructures in Asia, to
become a non-sovereign member of the AlIB.

Development Trends of the ASEAN Region

4.44 Since its establishment in 1967, ASEAN has strived to work

towards its main goal of accelerating economic growth,
social progress and cultural development. Following the
implementation of the ASEAN Free Trade Area launched in
1993, the ASEAN Economic Community (AEC) was
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established on 31 December 2015. AEC was built on four
characteristics: (a) a single market and production base; (b)
a highly competitive economic region; (c) a region of
equitable economic development; and (d) a region fully
integrated into the global economy.*®

4.45The AEC has issued “AEC Blueprint 2025” to guide its

economic integration from 2016 to 2025. One of the
visions is to develop AEC into “a global ASEAN”. Two of
the main initiatives under this vision are the ASEAN-Hong
Kong Free Trade Agreement (AHKFTA) and the Regional
Comprehensive Economic Partnership (RCEP).

4.46 Hong Kong and ASEAN share common aspirations for a

comprehensive FTA. In 2014, the first round of
negotiations for HKAFTA was launched. It was agreed that
HKAFTA would cover a wide scope of areas, namely: trade
in goods and related issues; trade in services; investment;
economic and technical co-operation; and dispute
settlement.*®* While negotiations are still underway, it is

expected that the HKAFTA, when implemented, will give
Hong Kong’s businessmen and investors greater market
access into ASEAN countries through the reduction and/or
elimination of tariffs and non-tariff barriers as well as
investment promotion and protection, and facilitate trade
and investment flows between Hong Kong and ASEAN.

4.47 In addition, ASEAN and its six FTA partners, including

Australia, China, India, Japan, South Korea and New
Zealand, are in the process of negotiating a new FTA
negotiation called the “Regional Comprehensive Economic
Partnership” (RCEP). Considering that the combined GDP
of the 16 participating economies represents nearly
one-third of the world's GDP, RCEP’s importance cannot be
overstated. It is expected that RCEP will provide a basis
for broader regional integration and help address concerns
arising from the existing bilateral and regional agreements
which are overlapping in coverage. Hong Kong will seek to
join RCEP after the conclusion of the negotiations with
ASEAN on HKAFTA.*®
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4.48 Within ASEAN, there is a perceived “development divide”

between the older and economically more advanced
member states including Brunei, Indonesia, Malaysia, the
Philippines, Singapore and Thailand (known as ASEAN-6),
and the four newer members — Cambodia, Laos, Myanmar
and Vietnam (CLMV). One of the initiatives in “AEC
Blueprint 2025” is to provide support to CLMV so as to
narrow the development gap between the two groups of
ASEAN member states. The continued improvement of
CLMV in business environment, infrastructures and the
capacity to implement trade agreements would provide
more opportunities for investment for Hong Kong.

all over the world and in the neighboring region. The
development of the PRD city-region, the economic growth of
the less developed parts of the PRD Region, the
commencement of GDFTZ, the development of the
Guangdong — Hong Kong — Macao Bay Area, and the Belt
and Road Initiative, along with the measures being
implemented in ASEAN countries, will no doubt provide
further impetus for the further development of Hong Kong.
In addition to its traditional strengths in finance, logistics,
professional services and tourism, Hong Kong can make use
of the opportunities presented by the changing regional
dynamics and take up a leadership role in the following
areas:

» further consolidate its position as a global hub for
offshore  Renminbi business, which will assume an

Hong Kong's Role in Light of the Changing Regional
Dynamics increasingly important role as Renminbi continues to
internationalise. Guangdong — Hong Kong — Macao
Bay Area and the Belt and Road Initiative will allow

opportunities for greater cooperation and strengthen

4.49 As an externally oriented economy and a World City, Hong
Kong needs to be on the lookout for opportunities and space
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Hong Kong’s role as a platform for Mainland companies
to “go global”. The HKAFTA will also bolster Hong
Kong’s position as an international asset management
and capital raising centre;

GDFTZ, Guangdong — Hong Kong — Macao Bay Area,
the Belt and Road Initiative and HKAFTA which will
boost trade between Hong Kong and the Mainland,
ASEAN member states and other different countries, will
strengthen Hong Kong’s role as a trading centre;

in anticipation of more cases of legal disputes often
associated with greater economic interactions between
businesses in different countries, Hong Kong could
enhance its status as an international legal and dispute
resolution centre in the Asia-Pacific region to capture
these opportunities;

with greater interactions between people of different
countries in the social and cultural arena, Hong Kong
could further develop its creative and cultural industries,

position itself as an international cultural and arts
exchange hub, and aspire to develop into a leading
regional cruise hub; and

the commissioning of HZMB and the further economic
growth of PRD West would further generate
opportunities for the expansion of the logistics business,
which would strengthen Hong Kong’'s position as an
international aviation centre, regional hub port and the
preferred base in Asia for international maritime
business.
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Development Trends of Key Industries in
Light of the Regional Dynamics

5.1 This section examines the development trends of a few key and areas near Liantang/Heung Yuen Wai Boundary Control
industries or economic sectors in relation to the regional Point in the northern New Territories.
dynamics.

Innovation and Technology Sector

5.2 Despite still being on the low side as compared to many
other countries, Hong Kong’'s innovation and technology
sector has grown significantly in recent years. As an
indication, Hong Kong's gross domestic expenditure on R&D
increased from $7.1 billion in 2001 to $16.7 billion in 2014, an
average annual growth of about 7%.>* The number of R&D
personnel has more than doubled during the same period.*
From a geographic point of view, there is an established
knowledge and technology corridor stretching from Hong Figure 10: Hong Kong Science Park
Kong Polytechnic University in Hung Hom, through the
universities, research centres, Science Park and industrial 5.3 Within the PRD Region, Hong Kong and Shenzhen have a

estate in Kowloon and eastern New Territories, all the way to close relationship in the development of the knowledge and
Kwu Tung North, Ping Che/Ta Kwu Ling, Lok Ma Chau Loop technology sectors. The two places signed a co-operation
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5.4

agreement in 2007 to establish the “Shenzhen/Hong Kong
Innovation Circle”. The two sides have agreed to
strengthen exchange and sharing of talents and resources,
and encourage closer cooperation between the research
Various universities in Hong
Kong have established research facilities in the High-Tech
Zone of Nanshan District, Shenzhen.>®

institutions of both places.

Hong Kong has also formed the “Mainland-Hong Kong
Science and Technology Cooperation Committee” with the
Ministry of Science and Technology. The Committee meets
once a year to discuss and formulate technological
collaboration programmes between the Mainland and Hong
Kong. Through the Committee, initiatives are formulated
and implemented to dovetail with the National Five-Year Plan
on Science and Technology Development to enhance Hong
Kong’s participation in the national roadmap of technology
development. International technology companies are also
encouraged to gain access to the Mainland market and its
R&D initiatives through Hong Kong.

5.5

5.6

The National 13-5 Plan advocates innovation as the new
economic driver, encouraging the development of
technological innovation, innovation in service industries,
smart production, high-end industries and
technology, etc. It is expected that the strengthening of
basic research and the capacity to innovate would fuel the
long-term socio-economic development of the country. It

information

also promotes "mass entrepreneurship and innovation" (X%
2. R AHN in consumption, manufacturing processes,
industries, investment, funding and many other aspects to
provide better support to small and medium enterprises.
New platforms such as crowdfunding and crowdsourcing are
to be encouraged.

The National 13-5 Plan also encourages the implementation
of “Made in China 2025”, which sets out a blueprint for
innovation-driven development and paves the way for China
to become a world manufacturing power. "Made in China
2025" aims to enhance the foundation in high-tech industries

and strengthen its high-end manufacturing through
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5.7

innovation and technology and adoption of intelligent
manufacturing technologies and processes. Its goal is to
allow the nation to be one of the leading manufacturing
powers in the world, with global leadership in innovation and
significant comparative advantages in manufacturing by
2049, a hundred years after the founding of the republic.

Correspondingly, Guangdong, in its 13-5 Plan, also plans to
expedite the development of innovative zones. The PRD is
to be developed into one of the world’s leading innovation
centres. New innovation platforms are to be established
through higher education institutions, science research
facilities and leading enterprises. Similarly, Shenzhen’s
13-5 Plan also aims to improve the city’s capacity to
cooperate and compete with the world’s innovation leaders,
develop world-class bases for innovation development in
industries, attract talents from all over the world, and provide
an environment to facilitate innovation by initiatives such as
enhancing intellectual property protection and encouraging
start-ups.

5.8 Seizing the opportunities that are generated in the region and

elsewhere in the world, Hong Kong is well-positioned to
develop high value-added and high-tech innovation and
technology industries and spearhead re-industrialisation as a
new area of economic growth. Opportunities for Hong Kong
especially lie in the Internet of Things, Cloud Computing and
Big Data Analysis, which will likely spawn different new
products and services. Rapid development of e-commerce
in the retail sector, coupled with electronic logistics and
3D-printing technology, also create opportunities in
development of personalised products.>*

Tourism

5.9 Hong Kong is one of the world’s major tourist destinations.

In 2015, the number of visitors from around the world
received by Hong Kong was about 60 million. The Mainland
continued to be our largest visitor source market with 46
million arrivals, accounting for 77.3% of our total arrivals. It
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is also noted the visitors from South and South East Asia
account for about 26% of the remaining arrivals.>®

5.10 A majority of Mainland visitors come to Hong Kong under the

Individual Visit Scheme (IVS), which covers 49 cities in the
Mainland, including all 21 cities in Guangdong. In 2009, the
Central Government allowed eligible permanent Shenzhen
residents to apply for one-year Multiple-entry Individual Visit
Endorsements, to provide greater convenience for those who
wish to visit Hong Kong. Appreciating that the continued
growth of Mainland tourist arrivals has generated concerns
about Hong Kong's receiving capacity as well as parallel
trading activities, and in response to the HKSAR
Government’s request, the Central Government announced
on 13 April 2015 that the Shenzhen authority would stop
issuing the "multiple-entry" Individual Visit Endorsements,
which would be superseded by the "one trip per week"
Individual Visit Endorsements to allow the endorsement
holders to visit Hong Kong only once a week from Monday to
Sunday.

5.11 As regards Hong Kong'’s receiving capacity, the Assessment

Report on Hong Kong’'s Capacity to Receive Tourists
published in January 2014 by the Commerce and Economic
Development Bureau considers that Hong Kong would
generally be able to receive the visitor arrivals expected for
2017.°° The Government is making great efforts to enhance
Hong Kong's capacity to receive tourists along the
recommendations in the Assessment Report, including the
expansion of the two theme parks, the commissioning of the
second berth of the Kai Tak Cruise Terminal, etc. The
Government will also continue to adopt a multi-pronged
approach to increase the supply of hotel rooms.

5.12 According to World Tourism Organisation, to guarantee the

long-term sustainability of the tourism industry, a suitable
balance must be established between the environmental,
economic, and socio-cultural aspects of tourism
development.®” The Government will continue to monitor
closely the impact of the tourism development on the
community and the local economy with a view to ensuring
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the healthy and sustainable development of the tourism Logistics Sector
industry in the long run. We also need to diversify our
tourism offer and explore alternative niches such as  5.14 The logistics industry is a traditional pillar industry of Hong
ecotourism, cultural tourism, sports and event tourism, etc. Kong. Under the National 13-5 Plan, the Central
Government expresses support for Hong Kong in promoting
logistics services. According to the Comprehensive Plan of
Logistics Industry, Port Development, and International Shenzhen (2010-2020), Shenzhen will continue to work with
Maritime Centre Hong Kong on the development of the logistics industry, with
greater cooperation between the respective airports and
5.13 The logistics industry, the port sector and the operation of an ports in the two places.®
international maritime centre are interrelated and form an
industrial chain. These three sectors, to varying extent, 5.15 Notwithstanding the efforts in further cooperation, there have

have been affected by the competition coming from also been competitions from the neighbouring regions. In
neighboring regions, but growth is still expected in the response to the competition and the market trends, the
coming years. logistics industry has gradually shifted towards the handling

of high-value goods and provision of high value-added
services such as inventory management, regional
distribution and global supply chain management.
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5.16 Hong Kong's mature logistics infrastructure and simple
customs clearance procedures provide an efficient and
responsive regional delivery and distribution service for the
development of e-commerce. The presence of many
third-party logistics service providers to carry out inventory
management and other value-added services such as
labelling and packaging also facilitates the growth of
e-commerce. These service providers have professional
knowledge and resources in supply chain management, and
are geared to planning and managing the flow of goods
along the supply chain to cater for the requests of individual Figure 11: Hong Kong Port
consignors.>

5.17 As logistics services are getting more specialised, industry
demand for modern logistics facilities has also
increased. However, there have been concerns that there is
not enough land to meet the demand of the logistics
industries.®
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5.18 To address this issue, land has been set aside in Tuen Mun

West for modern logistics development. The Government is
also exploring other suitable land for logistics use in different
parts of Hong Kong, including new/potential development
areas in the New Territories such as Hung Shui Kiu and the
Hong Kong Boundary Control Facilities Island of the HZMB
through various on-going and committed planning and
engineering feasibility studies.®*

Port Development

5.19Hong Kong Port (HKP) is among the world's busiest

container ports. In 2015, it handled some 20.1 million TEUs
(twenty-foot equivalent units). HKP operates about 340
weekly sailings to around 470 destinations worldwide.®® It
serves mainly a gateway port for South China cargo and as a
transhipment hub. HKP, however, faces intense
competition from the ports in South China which include
Shenzhen Port (comprising Chiwan, Shekou, Dachan Bay

and Yantian) and Guangzhou Port including the expansion at
Nansha. These ports share overlapping hinterlands and
compete for the same South China cargo. The Study on the
Strategic Development Plan for Hong Kong Port 2030
(HKP2030) considers that HKP is competitive in international
transhipment, though the share of South China cargo routed
via HKP is diminishing.®®

5.20 HKP2030 predicts that the total container throughput of HKP

would have an average annual growth of 1.5 per cent up to
2030, with total container throughput estimated to reach 31.5
million TEUs. The growth in international transhipment
would be the main driver. The port transhipment cargo
movements between Hong Kong and the Mainland continued
to take up the largest share (39.8%) of Hong Kong’s port
transhipment cargo in 2015. Some of the transhipment
cargo movements between Hong Kong and the Mainland
(either originating from or destined for the Mainland) was
related to ASEAN member states, including Malaysia (8.9%),
Thailand (6.5%), Vietham (5.4%) and Singapore (4.4%).
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For transhipment cargo movements between Hong Kong and
ASEAN member states, a significant share were either
originating from or destined for the Mainland. The
proportions were particularly high for Malaysia (75.9%),
Thailand (70.9%) and Singapore (65.6%).%* All these data
indicate the important role Hong Kong plays as a
transshipment centre between the Mainland and the ASEAN
member states.

5.21 The HKP2030 study proposes a number of measures to

enhance the handling capacity of the terminals, which
include the upgrading of Stonecutters Island Public Cargo
Working Area to a modern container handling facility for
ocean-going or river trade vessels; the enabling of the River
Trade Terminal to become a terminal for both ocean-going
and river trade vessels; the provision of additional barge
berths at the Kwai Tsing Container Terminals to handle the
increased river cargo throughput; and more efficient use of
land and other facilities around the terminals to enhance

operational efficiency and accommodate future growth in
transhipment.

5.22 The HKP2030 anticipates that the above measures should

be sufficient to enhance the handling capacity of existing
container terminals to cope with future growth. Although the
development of Container Terminal 10 at Southwest Tsing Yi
is considered technically feasible according to the
Preliminary Feasibility Study for Container Terminal 10 at
Southwest Tsing Yi, it is not considered economically or
financially viable. In this context, the planning and
development of Container Terminal 10 before 2030 is not
recommended.

International Maritime Centre

5.23 Hong Kong is an international maritime centre. Hong

Kong’s ship owners own or manage about 9 per cent (in
terms of deadweight tonnage) of the world's merchant fleet.
The Hong Kong Shipping Register is the fourth largest in the
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world.® In terms of the provision of professional and high
value-added maritime services, Hong Kong has a strong
cluster with more than 800 companies providing a full range
of maritime services. Our institutional strengths, including
an established maritime heritage, rule of law, free economy,
robust financial system and low taxation, etc. have provided
a solid base for Hong Kong to further develop as an
international maritime centre. The “Consultancy Study on
Enhancing Hong Kong’s Position as an International
Maritime Centre” (the IMC Study), completed in 2014 for the
Government, points out that Hong Kong is facing competition
from other places in the region in attracting maritime
companies. The study, however, recognises that Hong
Kong has the potential to further develop high value-added
maritime services including ship finance, marine insurance,
law and maritime arbitration. By bringing together a
diversity of maritime companies and maritime services
providers, Hong Kong may further become the preferred
base in Asia for international maritime business.®®

5.24 The IMC Study recommends that Hong Kong should position

itself, at the regional/national level, as the preferred location
of global (and in particular Mainland China) commercial
principals sourcing professional maritime services; and, at
the global level, as a maritime service hub and springboard
that facilitates Mainland shipping companies to operate
internationally, and for foreign shipping companies to expand
into the Mainland market. Various initiatives covering
government support, manpower development, promotion
and external relations, research and development on
infrastructure, innovation and technology are suggested to
further enhance Hong Kong’s status as an international
maritime centre.

Financial and Professional Services

5.25 Hong Kong is a well-recognised international financial centre.

It is also Mainland’s international equity funding
centre. Largely thanks to the listing of Mainland enterprises,
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Hong Kong has been one of the top global Initial Public
Offering markets over the past decade. Hong Kong is also
the world's largest offshore Renminbi business centre.
Through CEPA, financial institutions incorporated in Hong
Kong have been able to enter the Mainland market under
preferential terms. Since 2014, the stock markets of Hong
Kong and Shanghai have been linked through the
Shanghai-Hong Kong Stock Connect (JE ¥ #). The
Shenzhen-Hong Kong Stock Connect (7% # 1) also
connects the stock markets of Hong Kong and Shenzhen.

Figure 12: The Hong Kong Stock Exchange

5.26 As for business and professional services, which comprise a

wide range of professional and business-supporting services
such as legal, accounting, construction and engineering, the
rapid growth of the Mainland economy has led to a growing
demand for professional services in terms of both quality and
quantity. Hong Kong’s service industry has been offering
valuable international business experiences to support the
operation and development of Mainland enterprises.
Overseas companies wishing to tap the Mainland market
have also been making use of the business and professional
services that Hong Kong provides.

5.27 Under the National 12-5 Plan, there are seven major

cooperation projects among Guangdong, Hong Kong and
Macao, three of which concern the development of
cooperation zones, i.e. Qianhai in Shenzhen, Nansha in
Guangzhou and Henggin in Zhuhai. These three zones are
given further impetus for development after they have been
included in the GDFTZ as Qianhai/Shekou District, Nansha
District and Hengqgin District. While each of these three
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districts has its own development plan with unique
development positioning, their common development
strategy is to leverage the deepening of co-operation
between Guangdong, Hong Kong and Macao.®” The
“‘Overall Development Plan for Qianhai Shenzhen-Hong
Kong Modern Service Industry Cooperation Area” ( {FijHEzE
PEEBLRIR S A 1 M fS 28 e #1481 ) ) focuses on the
development of finance, modern logistics, information and
technology services, and other professional services. It
includes a development target called "Ten Thousand,
Thousand, Hundred and Ten" ( & &+ ), which calls for,
by 2020, a total floor area of 9 million m? to be developed by
Hong Kong enterprises; a total investment of over one
hundred billion dollars in service industries by the Hong Kong
firms; more than 100 Hong Kong firms engaged in innovative
industries to be incubated in Qianhai; and the establishment
of Qianhai as a base for the 10 industries which enjoy
competitive advantages in Hong Kong.®®

5.28In this regard, the Government considers that the

development of Nansha, Hengqin and Qianhai will in general
facilitate Hong Kong people and enterprises to expand their
business in the Mainland. Qianhai, in particular, will present
new opportunities for Hong Kong’s financial services industry.
Qianhai’s liberalisation measures on financial services not
only enhance the cross-boundary use and circulation of
Renminbi funds between the Mainland and Hong Kong,
thereby strengthening the development of offshore RMB
business in Hong Kong, but also promote the growth of Hong
Kong’s financial services industry.
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Key Issues and Observations

6.1 Hong Kong’s positioning outlined in the National 13-5 Plan,

the Pan-PRD regional cooperation, the development of the
Guangdong — Hong Kong — Macao Bay Area, the “Belt and
Road” initiative and the HKAFTA will promote development
and cooperation within the region. The development of the
PRD Region and the further strengthening of Hong Kong’s
economic ties with the Mainland as well as ASEAN and other
countries will offer us plenty of opportunities. Hong Kong
will serve as the base and platform of the economic
development of the region. Economic hinterlands and
development spaces beyond our city boundary can also be
increased. To these ends, there is a need to prepare in
advance planning responses that could correspond and
adapt to the changing economic, social and environmental
environments. A summary of key issues and observations
that could be further studied is as follows:

() There are both competition and cooperation between
Hong Kong and the PRD Region. As the PRD Region

continues to grow economically, there will be

(ii)

increasingly intense competition between Hong Kong
and the PRD Region. On the one hand, it has to keep
up to date with the policies of the PRD Region so as to
understand and anticipate its development trends and
create opportunities for Hong Kong. On the other hand,
it has to shore up its own competitive advantages and
develop new ones so that it could stay ahead of the
game.

Besides competition, there are also plenty of
opportunities for cooperation and complementary
development between Hong Kong and the PRD Region.
New opportunities continue to present themselves to
Hong Kong as the economic environment of the PRD
Region grows in myriad ways. They include the
increasing maturity of the PRD economy and consumer
market; the formation of the PRD city-region, which
improves the economy of scale and enlarges the market;
the development of new infrastructures which connect
Hong Kong to the less developed parts of the
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(iif)

(iv)

Guangdong Province; and the development of the
GDFTZ and Guangdong — Hong Kong — Macao Bay
Area which are the new growth poles of Guangdong.

In addition to the PRD Region, Hong Kong can also
strengthen its economic relationship with the ten
member states of ASEAN. With rising urban population
and household incomes, ASEAN has become one of the
important emerging markets in the world.
Opportunities for Hong Kong will become even more
abundant after HKAFTA is implemented and when Hong
Kong joins the RCEP.

most

In terms of economic sectors, Hong Kong should
continue to position itself, at the global and regional
levels, as an international business and financial hub
and a premium gateway linking up the Mainland with the
rest of the world. Hong Kong should strive to maintain
its leadership position in financial and professional

services, maritime services, tourism, and many other

(v)

economic sectors or industries where Hong Kong has an
edge or the potential for further development. This
would require continued innovation and adaptation, as
business leaders and governments from different
countries continue to invest in research and
development leapfrogging
improvements in the quality and sophistication of their
products and services.

which  has led to

Improvements in supporting infrastructures are required
to meet the demand of population and economic growth,
as well as to satisfy the need for greater connectivity
between Hong Kong, the PRD Region and the world.
The new cross-boundary infrastructures, such as the
HZMB, XRL, and the Liantang/Heung Yuen Wai
Boundary Control Point, will serve as “connective
tissues” between Hong Kong and the surrounding cities.
The expansion of the Hong Kong International Airport
into a Three-runway System and the cruise terminal will
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(vi)

(Vi)

also strengthen connections with other countries,
including the ASEAN member states.

Hong Kong can expand its economic hinterlands and
development space within the region, and create new
plattorms for economic growth and business
opportunities. For example, lower value-added
economic functions, such as back offices, can be
decanted to lower-cost locations in the region so that
more land and space can be released in Hong Kong for
higher value-added industries.

Besides economic development, there is also a need to
ensure that the Greater PRD Region will remain
sustainable and livable for its residents and the future
generations. To this end, regional cooperation between
cities in the Greater PRD Region is essential. Besides
strong environmental protection measures, good
landscape and people-oriented living environment, the
establishment of more leisure, entertainment and

cultural facilities with strong local characters are also
helpful to the development of a liveable region. There
is also a need to keep tabs on the social impacts
including public sentiments arising from closer
connections between Hong Kong and the PRD Region.
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