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FROM THE CHAIRMAN

Slowdown is no time for new taxes

he Hong Kong SAR Government has already con-
firmed that the Budget deficit for the 2001-02 fiscal
~ year could be as high as HK$60 billion, well up on

the original forecast of HK$3 billion and mostly at-
tributable to the economic slowdown. As of the end of October
2001, the deficit had reached HK$63 billion. However, with the
bulk of tax revenues traditionally received in the final months of
the fiscal year through to the end of March, this figure should
improve by the end of the fiscal year.

At the same time, the government’s “Advisory Committee on
a New Broad-based Taxation System for Hong
Kong,” having gone through a brief consul-
tation process, appears to have decided to
recommend the government go ahead with
plans for two new taxes, despite widespread
public opposition. The most important of
these is a proposed broad-based consumption
tax set at around 3 per cent; the other is a land
departure tax set at HK$18 per person, per
exit from the Hong Kong SAR.

"I raise these issues because I would like
to explain to members a little about what the
Chamber has been doing in response to the
public debate on tax issues. First, we have
canvassed members’ views in two surveys,
so we know exactly their thinking on key
government revenue and spending issues.
Second, we have publicly taken the position
that new taxes are the very worst thing that
can happen during an economic slowdown.
Third, we responded robustly to the consultation document pro-
duced by the Advisory Committee

In relation to the last matter — the Advisory Committee’s re-
port — as Chairman of the Chamber I not only responded with a
letter to the committee itself, but with one to the Financial
Secretary, Antony Leung. My aim in both letters was to put for-
ward clearly and firmly the views of the Chamber on the
Government’s Budget situation and whether there is a need for
news taxes to be considered at this time.

The letter to the Financial Secretary outlined the Chamber’s
concerns about the rapid rise in public spending to more than 20
per cent of gross domestic product (GDP) and questioned whether
the government was doing enough to keep spending under
control. (The letter, therefore, complements nicely the Chamber’s
views on the need for continued reform of the civil service, the
outsourcing of the provision of government services and an on-
going emphasis on privatisation, where that is deemed possible).

The second letter to the Advisory Committee noted (and had
attached to it) the letter to the Financial Secretary. It went on to
explain that the Chamber had difficulty in considering whether

Christopher Cheng 8

there was any need for new taxes when the government’s task
force on its future revenue needs had not yet reported on whether
the present Budget deficits are structural or cyclical in nature. This
is, of course, crucial in deciding the need for new revenue sources.

Our first concern then, is that government spending restraint
must be the priority in ensuring budget balance when the 2002-
2003 Budget is announced in March. Our second, is that there
should be no new taxes (or tax increases) when business is suf-
fering from another economic downturn. Our third, is that if it is
proven beyond doubt that new taxes are needed to combat a struc-
tural deficit situation, they should only be con-
sidered under stringent conditions.

As I said in my letter to the advisory
committee, “the Chamber is prepared to sup-
port a broad-based consumption tax provided
the following factors be taken into account:”

(a) The government’s Task Force on Review
of Public Finances finds that the opera-
tional deficits in the Government’s Bud-
get are structural in nature and there is
clear evidence that the administration
would face an ongoing revenue shortfall
in coming years were the taxation system
not to be broadened in some way.

(b) The proposed broad-based consumption
tax is set at a low rate (no more than 3 per
cent) with few, if any, exemptions.

(c) The technical details of the new tax are
subject to further public consultation.

(d) Any new tax is introduced at an appropriate time, taking into
account the timing of the revenue needs of the government
and the economic circumstances prevailing at the time.

(e) Once it is decided such a tax is necessary, the government
should go ahead with planning as soon as possible, with a
view to early implementation.

[ also suggested that if the revenue collected from any GST/
VAT proved to be more than needed, other existing taxes might
be reduced. Separately, the Chamber suggested the govern-
ment might consider a land and sea departures tax regime, for
reasons of revenue and equity (an air departure tax being al-
ready in place). We added that the introduction of such a de-
parture tax need not be linked to the timing of any other broad-
based tax.

We continue to maintain these views, “but would, like to hear
further comments from members on their views of the government’s
revenue and tax options, especially their views on any broad-based
consumption tax. Please send any comments you have to either
myself or the Chamber’s Chief Economist.” (B
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LEGCO REPORT

Government should draw on
fiscal reserves and cut costs

- hile I was writing this article, the U.S. Federal Re-
~ serve announced that it was going to cut interest
 rates further, the 11th such cut in 2001. Despite
" these aggressive efforts to stimulate the U.S.
economy, its unemployment rate continues to rise, and now
stands at5.7 per cent, its highest level for the past six years.
Businesses are concerned that unemployment may hit domes-
tic consumption and further drag down the recovery.

Any economic recovery in Hong Kong will most likely fol-
low that of the U.S. and as far as the current situation is
concerned, Hong Kong people might need
to endure difficulties for slightly longer
than the U.S. Consequently, the SAR Gov-
ernment should now allocate its fiscal re-
serves to relieve hardships and improve
the business environment.

OPPOSE TAX INCREASES AND NEW
TAXES

The government has projected a defi-
cit of HK$60 billion for this year, a sub-
stantial increase over the earlier expected
figure of HK$3 billion. Despite a record
deficit, my objection to the government’s
plan to increase taxes or introducing new
taxes to top up its coffers remains the
same. [ also unanimously support the Fi-
nancial Secretary’s decision to reduce the
deficit by firstly cutting government
expenditure.

As I have always stressed, there is
much room for the administration to trim its expenditure, es-
pecially civil service pay. Indeed, the salaries of civil servants
are generally 30 to 40 per cent higher than those of private
enterprises. Civil servants also enjoy many fringe benefits. The
pay expenses for civil servants and employees of subsidized
organizations in fact account for 70 per cent of the
government’s recurrent expenditure.

Since the last thorough review of the civil service was in
the 1970s, its structure appears to be overstaffed with over-
paid employees doing redundant jobs. The civil service cur-
rently has more than 400 job grades and a thousand ranking
positions within its organizational structure. A street cleaning
squad, for example, has 11 grades, ranking from Workman II
to Senior Superintendent (Health). Obviously, certain staff will
be doing little work and squandering public money.

James Tien ;B4

GOVERNMENT AGREES TO REVIEW STRUCTURE
AND WAGE POLICY

Much of the government’s expenditure is unjustifiable. Recent
public criticism has finally pushed it to work out ways to stream-
line its internal structure and to conduct an overhaul of its pay
mechanism. I hope the government speeds up this reform before
things get any worse. As for the budget deficit, I believe our fiscal
reserves of HK$400 billion and a net asset exchange fund of HK$300
billion are enough to cope with the current problem. Also, the
government's move to trim expenditure will go a long way towards
easing its financial burden.

I, together with eight Legco parties, sug-
gested that the government use HK$25 billion of
its reserves to stimulate the economy and put the
Hong Kong economy back on track.

I proposed to the Financial Secretary recently
a 1 per cent cut in both rates and profit tax, and a
50 per cent cut in sewage charges for trade and
industry. I think the purpose of keeping fiscal
reserves is “to save for a rainy day” and it is now
pouring! So the government should think about
putting them to good use.

OPPOSE GOVERNMENT INTERFERENCE IN
BUSINESS OPERATIONS

A favorable business environment is also
needed to hasten economic recovery. Legco re-
cently launched a new round of talks regarding
the Occupational Safety and Health (Display
Screen Equipment) Regulation, which I men-
tioned in my last article.

During the meeting, I insisted that the indemnity be confined to
employees who use computers for four consecutive hours or above,
rather than those who use computers for just an hour or so. I don’t
think a law enforcement officer prosecuting a company chief with-
outany prior warning and requesting the head to provide evidence
in their defense is right. The regulation is too draconian and would
meddle with the business environment. Therefore, studies should
be conducted on this issue.

Also, the government has consulted legislators on the Employ-
ees Compensation Assistance Scheme, which is unable to make ends
meet. The government suggests increasing the levy for overall em-
ployees indemnity from 5.3 per cent to 6.3 per cent of the premium.
I strongly rejected this suggestion. Such a move would in fact shift
the burden to employers. I have counter proposed to the govern-
ment other resolutions, such as funding, be found. 13 ]

Send your comments to: Legislative Council Building, 8 Jackson Road, Central, Hong Kong Email: tpc @ jamestien.com Tel: 2500 1013 Fax: 2368 5292
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[FROM THI DIRECTOR

FTA another HKGCC idea
to help Hong Kong business

- n the opinion of the Hong Kong General Chamber
of Commerce, the proposal by our Chief Executive,
- CH Tung, to the Central Government to consider a
~ free trade agreement (FTA) be-
tween China and the Hong Kong SAR is one
of the most significant ideas for Hong Kong’s
future economic well-being.

As many of you know, the HKGCC had
been pushing this concept for almost two
years now, and even as recently as mid-No-
vember we pressed the SAR Government
once more to make this proposal to the Cen-
tral Government. This concept was con-
ceived by our members, when they were
helping the Chamber produce the report:
“China’s WTO Entry and Its Impact on Hong
Kong Business.” You can imagine how de-
lighted we were when we heard that indeed
Mr Tung proceeded to propose to the Cen-
tral Government this free trade agreement
idea, and that Beijing had responded to this
proposal positively.

What now? You will find in this issue an Op-Ed on page 40,
which was published in many Hong Kong newspapers in
December, listing HKGCC’s thoughts on what a FTA with China

Dr Eden Woon &L & 18+

mightlook like. Throughout January we will be holding several
sectoral focus group meetings to compile feasible “wish lists” and

to identify possible quid pro quo for a future FTA. We have prom-
ised the government we will provide them this
business community’s view, along with our
analysis, on the contents of a future FTA by Chi-
nese New Year. What we are hoping for is that
meanwhile, the government begins contact with
the Central Government on the general param-
eters of such an agreement, so that what is fea-
sible and what is not feasible may be discussed
first before the technical details are addressed.

If a FTA can be in place by the end of 2002,
Hong Kong companies can get an early head
start into China, especially in several service
sectors. This first mover advantage for many
Hong Kong companies, if they capture it, would
accelerate economic integration between China
and Hong Kong, and change the shape of China
business for Hong Kong for years to come.

You who are members should be proud that
this suggestion of a FTA is one of many things

we are constantly working on to help the business community.

This is one more reason for you to continue to support the Cham-

ber by being its member. We thank you.
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NEW Company Name © SAME Professional Team

Asia's leading trade fair/organiser

OUR New Name : CMP Asia Ltd

OUR OIld Name : Miller Freeman Asia Ltd

OUR New Logo :

CMP

United Business Media

Our Chinese company name 2 MEEARAE remains unchanged.

We are the same company and the same professional team with
the same Pan-Asian presence.

CMP Asia is the new name of Asia's biggest trade fair organiser and one of the most important providers of business-to-business
market information.

Formerly known as Miller Freeman Asia, our new name, CMP Asia shows that we are part of one of the world's most respected professional
media companies, CMP. The cmp group organises 174 events, and produces 226 publications and on-line products worldwide.

Our new logo emphasises that CMP is a major component of our parent company, United Business Media pIC (UBM),

a leading global business-to-business media and market information group. The stylised U above CMP's brand name comprises
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SMEs uptake of IT slows

Business software solutions can give SMEs an advantage, but companies should first analyse
what they hope to accomplish with the new tools, say industry experts By SIMON NGAN

he majority of small- and me-

dium-sized enterprises (SMEs)

have yet to commit themselves to

embracing technology as a busi-
ness tool, despite the oft-touted benefits
of information technology (IT).

The pace of computerisation among
Hong Kong’s SMEs in 2001 has regressed
over last year’s rate, according to a gov-
ernment survey released on November 12.
Investments by smaller companies in per-
sonal computers dropped to 46 per cent
this year from 48 per cent in the previous
year. Those with Internet access also fell
from 34 per cent to 33 per cent over the
same period.

With SMEs accounting for 98 per cent
of companies in Hong Kong, this repre-
sents amajor challenge for IT vendors and
service providers. For government this is
a cause for concern in relation to its plans

for Hong Kong to become a major logis-
tics and digital hub.

The problem may well rest with a
mindset universal to most SME owner-
managers, which can be described as be-
ing cautious and lethargic when it comes
to spending on new and “unknown”
technologies.

The majority of survey respondents
cited the reason of “no business benefits”
toinstalling personal computers. This may
be because SMEs simply cannot afford to
take risks in new areas, so they prefer to
invest in technological applications only
after they are proven to be successful.

SMEs typically do not have the luxury
of having expansive resources to draw
uponand because of this the cost of invest-
ing in IT can be quite high given that re-
turns are not immediately apparent and do
not translatedirectly to the bottom-line. For

the risk-averse SME, the faster-than-normal
rate of depreciation that characterises IT
applications remains a real issue. For com-
panies that have already invested in both
software and hardware, upgrading or con-
version costs and after-sales support be-
come the most important elements when
planning purchases.

However, these are manageable issues
and the issue of controlling spending can be
addressed through such cost-effective
means as outsourcing and relying on appli-
cation service providers (ASPs) according to
Emil Yu of Keystone Electric Wire & Cable.

“By leveraging on external expertise,
SMEs canavoid having to make costly invest-
ments in developing tailor-made software.
Companies alsosave on attendant overheads
such as training, compatibility with external
systems, and software upgrades. The mini-
mum capital investment that companies have
to make under such a arrangement is the
purchase of an operating system to run their
applications,” he said.

Nonetheless, companies should be
aware that the idea of renting software is
still in its infancy with the market trying
to define itself following the bursting of
the dot-com bubble, said Chris Simpson
of RCP Consulting.

Toboost profits in the short to medium
term, Calvin So of Dataworld, suggests
companies achieve this by investing in

Software for just about everything you can think of exists,
but has its pros and cons. Here, JSB's surfCONTROL
President Steve Purdham says the company's SuperScout
software allows companies to filter each employee's access
to business related web sites, thus increasing productivity
while maintaining security and bandwidth.
BHDEETERILTA  EEEHRARREMRE
2 o JSB's surfCONTROL # #; Steve Purdham
1 > 2RI SuperScout M REEEE AR B IMNE
REPUEEABR  AMARALANEED - RIE
RERGNZ2NEERAE -
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business critical applications for their ac-
counting and trading operations.

“Accounting software automates
routine, yet tedious, operations [that may
otherwise require a lot of manpower]. It
provides management with a clear picture
of the company’s financial status and cash
position so that they can make quicker and
better decisions on costcontrol and respond
to market changes,” he said.

Having overcome initial resistance to
computerisation and assuming that hard-
ware issues have already been taken care
of, how should the novice small business
operator go about selecting software to get
the biggest possible bang for their buck?

Denis Lee of SME Resource Centre Ltd,
advocates that SMEs first determine what
their needs are. This helps companies re-
main focused when navigating their way
through the overwhelming choice of
applications, systems and service provid-
ers on the market, a task that can be very
confusing and intimidating.

Mr Lee cautioned against succumbing
to the institutional imperative of buying a
piece of software justbecause everyone else
was doing so. Companies should draw up
a business plan to better assess their IT
needs depending on their particular cir-
cumstances and objectives, Mr Yu said.

In addition, Mr So also suggests that SMEs
ask themselves the following questions:

Will the software help achieve smooth
operations and increase efficiency?

What is the initial cost?

Will the software contribute to lower-
ing operating costs?

R Solve Your
8 Everyday
G Business
g Problems!
a;

>
s
=
R
2
2
2.
:

,

Q DELUNE MLTIMEDIA

Can software claims really live up to their promises?
BHNDERENSHFRES ?

Will there be the need to incur addi-
tional expense for software maintenance?

[s it easy to learn and use?

The very act of buying software off the
shelf can be performed by companies them-
selves provided they have specialised person-
nel to undertake selection, installation, con-
figuration and customisation procedures.
Otherwise, “It would be foolhardy for com-
panies to attempt the process on their own
when it would be more worthwhile to bring
in a consultancy firm,” Mr Simpson said.

While the bare-bone approach of ac-
quiring mainstream applications off the
shelf may be adequate for a three- to four-
person company, an operation with a staff

size of 15 or more would be better off opt-
ing for proprietary software developed to
suit specific needs.

Companies thinking of buying new
software should do so now.

“Most software dealers have lowered
their software and service charges signifi-
cantly in the past few months,” Mr So said.

Companies should also be planning
ahead as markets begin to recover slowly.

“The cycle for software development
takes months and by the time the general
business environment improves company
systems will be up and running to capture
the opportunities,” Mr Simpson added.

Whatever the reasons for SMEs" slow
take-up of technology, they need to
recognise that IT applications can offer sig-
nificant and positive contributions to their
operations.

“The rapid globalisation of world mar-
kets requires that companies respond
quickly to customer demands,” Mr Lee
said. “Theability to offer value-added ser-
vice is also critical and I cannot see how
SMEs can compete on that basis without
the appropriate technology in place.”

This sentiment is shared by Mr Yu.

“Information is power and IT tools allow
SME:s to leverage on that power,” he said.

Hong Kong companies should also be
mindful of competition from Chinese com-
panies whose level of IT adoption is ris-
ing rapidly.

As Mr Simpson puts it, “If Hong Kong
wants to stay in the game it has to keep its
position as an intermediary between
China and the rest of the World.” B
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Economic recovery

around the corner

There are already signs that the economic slump has hit
bottom, so Hong Kong businesses should not be too
pessimistic about their prospects and start planning for
the future, says Chamber chairman

he unfolding of world events in
2001 has created much uncer-
tainty among economists and the
business community about the
immediate prospects for the Hong Kong
SAR, HKGCC Chairman Christopher
Cheng told the audience at the Chamber’s
8th Annual Hong Kong Business Summit,
held at HKCEC on December 13, 2001.

“In my own view, however, we are in
grave danger of erring too much on the
negative side of things, especially as far as
business prospects are concerned,” he said.

[t is prudent for companies to be
cautious, given the slowdown of the glo-
bal economy, but as far as the Hong Kong
SAR is concerned, there are still grounds
for optimism.

In addition to weathering international
political and economic events quite well,
signs are emerging that the global economic
and trade downturn may have already
reached bottom.

“We may see a couple of more quarters
of negative economic growth, both in the
U.S. and here,” Mr Cheng said. “But beyond
that there is the prospect of recovery.”

There is already anecdotal evidence last
month of an improvement in the retail sec-
tor after several tough months.

Deflation, a relatively weak property
market, higher unemployment and rela-
tively high costs of doing business continue
to be thorns in Hong Kong’s side, but these

16

should disappear once recovery is in sight.

Mainland China’s entry to the World
Trade Organisation (WTO) should speed
up that road to recovery.

“All of us at the Chamber are enor-
mously optimistic about what China’s en-
try to the WTO will mean for the Mainland
itself, world trade and for the Hong Kong
SAR,” he said. “We realise, of course, that
there will also be challenges, but overall —
like you — we are confident about the ben-
efits of WTO entry for the SAR.”

Mr Cheng said he was very pleased to
hear that the Central Government is con-
sidering the free trade agreement
positively, and now that this proposal is
becoming a discussion between the SAR
Government and the Central Government,
the Chamber is studying what should be
in such a free trade agreement.

“We will be soliciting input from our
members and will present our analysis to
the SAR Government before Chinese New
Year. The Chamber really feels that this
kind of free trade agreement, once in place,
will bring tremendous advantages for
Hong Kong business in doing even more
business on the Mainland,” he said.

Also in the direction of closer economic
integration with China, the Chamber re-
cently took the initiative — along with other
business organisations — in suggesting to
government, among other things, a further
opening of the border with Mainland. If

HKGCC Chairman Christopher Cheng (far right) says an end to
the present downturn is likely to come sooner than later.
BESEEBER(H)R BANEERESRBLEZ
B ERABTENS -

Hong Kong’s business relationship with the
Mainland is to prosper, then easier access
to the southern Mainland is vital, he said.
“In closing, therefore, I would urge you
not be overcome by the present slow down
in the local economy and immediate busi-
ness prospects. There will be an end to the
present downturn and it is likely to come
sooner rather thanlater,” Mr Cheng stressed.
“We should look forward, but let us use
the time now to be prepared for it —and to
take advantage of the tremendous oppor-
tunities that will flow our way from China’s
historic entry to the WTO - provided we
work hard to take advantage of them.” [
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Government, business toiling
to ensure HKSAR'’s future

Hong Kong’s strengths will ensure it continues to flourish inancial Secretary Antony Leung
. . . . told the business summit audience
alongside the Mainlanad, says the Financial Secretary that he believes the opening up of

the Mainland’s service sectors, such
as trading and logistics, retail, distribution,
telecommunications, finance, professional
services, and travel and tourism, will pro-
vide ample business opportunities for
Hong Kong.

“International businesses have been
flocking to Hong Kong over the past three
years to establish their own launch-pad into
the Mainland market, often with a Hong
Kong partner or expertise,” he said in his
opening remarks at the summit.

Many of these companies use Hong Kong
as their functional headquarters, and more
are following. As of June 2001, Hong Kong
was home to 3,200 regional operations, rep-
resenting a 7.9 per cent increase over 2000.

For Hong Kong to maintain its attractive-
ness to multinationals as the region’s premier
financial, business and logistic hub, it must
interact seamlessly with the Mainland. This
includes allowing a smooth flow of people,
cargo, capital, information and services be-
tweenHong Kong and the Mainland, and Mr
Leung promised that while some progress
hasbeenmade to thisend, more will be done.

Hong Kong must also better leverage and
promote its strengths, not least its well-
established, efficient and mature financial
market which can be used as a base for the
Mainland toraise capital and to conduct vari-
ous sorts of financing activities, including
offshore banking and the issuing of bonds.

“We also have the world’s busiest con-
tainer port and international airport, and the
best quality infrastructure that enables us to
be the prime logistics hub of the region. The
practice of the Common Law system, and a
respected legal system, provides Hong Kong

Mr Leung: "Any options [for a free trade zone] will have to be WTO-consistent with an ideal opportunity to act as China’s
and mutually beneficial. We are pursuing various options actively." legal services and arbitration centre. These
RRNS: [EAGHEAESHENSE SACGEENEERY are but some examples, and the list could go
FIEEEH BUBRPAERERRFELR o | on,” he said.

“Iwould like to add that in a knowledge-
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based economy, we must also strive to com-
pete on the speed, quality and creativity of
the services we offer. This points to the need
for us to upgrade our human capital.”

The government is investing heavily in
education reform and augmenting the higher
education system, including lifelong
learning, but Hong Kong also needs to attract
more talented Mainland people to work in
the territory.

In addition to devising a more user-
friendly business visa system for Mainland
residents and the removal of quotas for Main-
land tour groups coming to Hong Kong, the
government will also review its immigration
policy to see how it can attract more talented
people to live and work here.

While the business sector must obviously
position itself to maximise opportunities in
China, Mr Leung said he has started internal
discussions with various departments and

LEAT 200241 A

public organisations to see how the govern-
ment can assist business.

To facilitate the economic integration
withthe Mainland, an effective government-
to-government link is indispensable.

“To better focus our liaison work in the
Pearl River Delta area, we will establish an
Economic and Trade Office in Guangzhou
next year,” he said. “The office will also be
able to provide assistance to Guangdong en-
terprises that may wish to invest in Hong
Kong or seek business partners here.”

The government has also been talking
with the Mainland authorities on ways to
further enhance the economic ties between
the two places under a free trade zone
agreement, Mr Leung said.

He said he is keen to set up a free trade
zone with the Mainland, but he also sees dif-
ficulties in realising such an idea.

“A free trade zone agreement ... with the

other economies would not bring a lot of ben-
efits to the other economies because we are
completely open,” Mr Leung said.

Because free trade zone agreements are
reciprocal, Hong Kong might find that econo-
mies are not keen to negotiate because Hong
Kong is a free port, he suggested. However,
Singapore and the United States, which are
also open economies, have successfully
reached free trade zone agreements with
many countries so there is no reason why
Hong Kong cannot do likewise.

But he stressed that any China and Hong
Kong agreement must be consistent with the
rules of the WTO.

“Any options will have to be WTO-con-
sistent and mutually beneficial. We are pur-
suing various options actively. I understand
the HKGCC has started a study on how this
should be taken forward and I look forward
to receiving your study report,” he said. [
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Competition to speed up
reform of Mainland’s SOEs

China Merchants Holdings president expects foreign investors
will prod Mainland’s state-owned enterprises into profitability

TAI
FOOKk

x

(SR NI

hina’s economic reforms over the

last 15 years have created a more

open economy than is generally

acknowledged, China Merchants

Holdings Co Ltd President Dr Fu Yuningsaid.

These reforms have not only helped it

prosper, but also laid the foundations for
its future development.

They have also made China the second

largest recipient of foreign direct invest-
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Dr Fu; "Outside pressure will speed up our SOE
reform to ensure we not only survive, but also
grow stronger under the WTO timetable."
BELH: [HNRBHLEHMRE DY
ER RECRBPEBITAMRKL
BEM BEAKX- ]

ment (FDI) in the world, sec-
ond only to the U.S., and fu-
elled its export machine.

In 1985, foreign investments
contributed about 1 per cent to
China’s total exports. In the
’90s, that figure rose to about 10
per cent. Today, despite ac-
counting for about one-tenth of
total manufacturing output, for-
eign investors account for al-
most 50 per cent of China’s to-
tal exports, Dr Fu said.

With China now in the
WTO, this figure is expected
to rise further once its WTO
commitments start to kick in,
and China’s state-owned en-
terprises (SOEs) will have
little choice but to sharpen
their skills to be able to com-
pete with foreign firms.

Reform of China’s state-
owned enterprises in the 1980s
and early *90s was limited
mostly to downsizing. In 1997, the Central
Government launched an aggressive cam-
paign to turn around its SOEs and get them
operating in the black.

“However, due to various restraints
and a slow timetable, change has been too
slow,” Dr Fu said. “Outside pressure will
speed up our SOE reforms to ensure we
not only survive, but also grow stronger
under the WTO timetable.”

Organise

China’s SOEs will have no choice but to
run with the competition. Dr Fu said China
Merchant Group is just one example of a
state-owned enterprise that is not planning
to merely survive in a post-WTO era, it is
aiming to be a force to be reckoned with.

Over the past few years, the company
has exited loss-making sectors, relocated
parts of its service industries, improved
corporate governance, and strategically
enhanced its core competencies.

“China Merchant Group used to invest
in 16 industries. This exhausted our re-
sources and capital. Recently, we disposed
of HK$5 billion in non-performing assets.
Now, we focus on infrastructure, property,
financial services and logistics,” he said.

This mammoth undertaking involves
more than 100 subsidiaries and about
HK$20 billion in assets, he added.

The group will be seeking to list its
China Merchant Bank and China Commu-
nications Security Company Limited on
the stock market early next year, which
will give the company threelisted entities.
Mr Fu expects the move will improve the
group’s corporate governance, and en-
hanceits efficiency and management.

In addition to having to compete with
leaner SOEs, Dr Fu said Hong Kong com-
panies will still have to take on growing
numbers of foreign enterprises. Along with
new competition, there will also be new
opportunities for Hong Kong SMEs to grasp.

Moreover, under the WTO framework,
the China market will offer greater
predictability, allowing companies to bet-
ter plan their investment strategies. He also
expects foreign firms will find it easier to
secure a foothold in once closed economies,
through joint ventures with a Mainland
partner. (B
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SAR is a global player, not
merely a China middieman

Hong Kong businesses must work together to provide added
value and services to Mainland and global markets

ong Kong business should not be-

come preoccupied with trying to

keep one step ahead of China. It

needs to figure out how it can stay
two or three steps ahead of rapid advance-
ments in the Mainland, Hong Kong Beijing
Air Catering Ltd Managing Director Annie
Wu said in her speech at the business
summit.

She also warned that if Hong Kong firms
do not invest more time in cultivating busi-
ness in the Pearl River Delta and establish
links with business people in hinterland,
then they will be locking themselves out.

“Competition is next door and the mar-
ket is also next door, but we have to go be-
yond our own frame of mind and find out
what ishappeningbeyond Hong Kong,” she
said.

If Hong Kong businesses are willing to
do that, they will find that the Mainland and
its entrepreneurs are speeding down the fast
lane to success.

They might also stop looking down on
Mainland entrepreneurs, who have the
education, know-how, and skills to compete
with their Hong Kong cousins. The only
thing that now separates the two is Main-
land business people’s lack of English and
skills to market themselves worldwide.

“So how can we secure our position as
matchmaker or go-between?” she asks.

Rapid development does not mean ev-
erything is bad for Hong Kong. About 40 per
cent of all Mainland exports come out of
Guangdong Province, making the Pearl
River Delta China’s true gateway to the
world. If Hong Kong could attract this cargo
to use its port and airport, then its position
as a regional transportation and logistics
hub would be untouchable.

To achieve this, Hong Kong must recap-
ture its prowess and move quickly to estab-
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lish direct links with and secure footholds
in the Pearl River Delta and thereon into the
hinterland before foreign businesses do.

She suggests Hong Kong business form
a coalition or alliances to allow various fields
to interlink and help each other do business.
The airlines, shipping, accounting, legal, and
logistics industries, together with SMEs,
could pool resources to scratch each other’s
backs and expand Hong Kong’s dominance
throughout the Mainland.

“Japanese businessmen have been very
successful in different countries because of
their group approach. Whereas Hong Kong
entrepreneurs have always struggled along
alone,” she said.

Another plus for SAR businesses is that
airlines still have to stop in Hong Kong be-
fore going into China. So businesses look-
ing to go in, or do business out of, China
still have to go through Hong Kong. This
advantage alone offers huge potential for
dominating the flow of goods, services and
human capital, and if we don’t grab hold of
the opportunities that now present
themselves, it will be very difficult to go
back and capture lost markets.

Direct channels with agencies in the
Mainland also need to be set up to pipe
Hong Kong businesses up-to-the-minute
reports of trade issues and regulations
in China.

Government agencies have an important
role to play in this regard, but this is also
where pooling efforts and cultivating
relations, networks and businesses in the
Mainland pays dividends.

Taiwanese businessmen realize this and
are already starting to getanedge over Hong
Kong. Much of their success is due to the
fact that they work together and that they
are committed to the Mainland market. This
is clearly illustrated by the number of “Tai-
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wanese villages” spreading in major trading
areas. These often include Taiwanese schools,
because Taiwanese entrepreneurs want to
move their families over to the Mainland with
them when they do business there.

Many young Hong Kong entrepreneurs,

however, are reluctant to move to the
Mainland.

“Hong Kong people have had such a
good life for the past 20 years that they have
been living in a greenhouse; they are out of
touch with reality,” Ms Wu said.

Allin all, Ms Wu said Hong Kong must
look at itself as a global player, interacting
between the world and China.

“We are not just doing business with
China, we are doing global business
activities,” she said. o
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WTO heaven, or WTO hell?

Companies must carefully plot their course through potential minefields in China if they want
to be around to reap the 'big-win' two to three years down the road

oreign businesses traversing the

road to the "big-win" in China will

first have to negotiate a number of

minefields. Those that strategize
and plot their course carefully, instead of
just looking at arriving there, will be the
ones that succeed, Dr Denis Simon,
president, Monitor Group (China), told the
business summit audience.

Western businesses are excited about
what WTO compliance will mean for their
companies, but they also need to prepare
themselves for a bumpy journey.

"The key challenge will be how to sur-
vive over the next two to three years, to
position themselves for that 'big-win' situ-
ation that is going to be coming down the
road," he said.

Anticipation of increased access is
making some companies light headed, and
has prompted a slew of very smart com-
panies to do some very silly things in
China, he said.

Many foreign firms think they will be
able to bulldoze themselves a path
through the competition, but Dr Simon
points out that easier access to the Main-
land market will in fact create more com-
petition for everyone. A major problem is
that no one is clear exactly where that com-
petition is going to come from or how it
will change the landscape.

"But one thing is sure: there will be
more competition instead of less," he said.

Changes outside of China may be just
as great as those inside the country, as
Mainland companies start expanding
globally, he suggested.

China is pushing WTO not to give a
free lunch to foreign companies, but to
strengthen the competitiveness and fibre
of Mainland firms. Already, some
industries, especially construction firms in
Asia, are starting to worry about compet-
ing against their Mainland counterparts,
he said.
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Companies are also starting to restruc-
ture to get local talent at both middle and
senior levels. Some are also establishing
tri-hubs - Japan, China and Asian head-
quarters — so that China becomes much
more central to their operations.

Consequently, both foreign and Main-
land companies are now asking them-
selves are they going to end up in WTO
heaven? Or in WTO hell?

One of the things companies are going
to have to be clear about is that they plan
to get the most out of what they have in
China. This includes tapping into China's
knowledge reservoirs.

Most companies think of China as a
cheap manufacturing base. But the real
jewel of China is its scientists, its techni-
cal people and entrepreneurs that will
trickle down into foreign companies to
help them succeed globally.

Companies must also build solid cus-
tomer relations and develop services for

Mainland consumers, because the effort to
capture their attention and loyalty is go-
ing to be one of the hardest things to win,
Dr Simon said.

"So if you get your house in order, then
multinational companies are going to be
able to capture the 'big-win.' Now we are
in a situation where we are in a lot of fog,
and we are wandering through this fog to
the big win," he said.

Hong Kong has an unprecedented op-
portunity to help both foreign and Main-
land companies, because China will not be
able to train service providers fast enough
to meet demand.

This is not limited to helping Mainland
companies expand their domestic markets.
As Chinese companies go global, they are
going to need support. They are going to
need assistance to help them get into glo-
bal markets.

"Hong Kong has a real advantage here,"
Dr Simon said. o
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SAR to suffer short, sharp recession,
but will recover in mid-2002

Chamber’s chief economist sees better year ahead with the global economy and
trade expected to recover as the year progresses

KGCC expects the local economy

to grow by about 2 per cent in

2002 after experiencing zero or

slightly negative growth in the
current year.

“The performance of the local economy
in 2002 should be a mirror-image of the out-
come in 2001, with a relatively weak per-
formance in the first six months followed
by an improvement in the second,” Cham-
ber Chief Economist Ian K Perkin said at
the business summit on December 13.

In his annual economic forecast, Mr
Perkin predicted that the Hong Kong SAR
will experience a short, sharp recession into
the early months of the 2002, but it will start
to recover along with the U.S. and global
economies by the middle of the year.
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“The only caveat we place on this fore-
cast is that there is no further deteriora-
tion in the global political situation, as a
result of any setbacks in the current U.S.-
led campaign against terrorism.

“Continued good growth on the
Mainland, as well as China’s entry to the
WTO should provide a positive back-
ground for a recovery in the Hong Kong
SAR as the year progresses,” he said.

Mr Perkin forecasts that nominal
GDP growth for the 2002 calendar year
will be 3 per cent, but deflation will dis-
appear as the year progresses. Inflation
for the full year should be slight, aver-
aging up to 1 per cent.

Private consumption spending will
show moderate positive growth of 2.5

per cent, about the same as in 2001, while
government consumption spending will
continue to grow, but at a slower pace
than in 2001.

He was bullish that investment
spending will pick up in the year, pre-
dicting a 4 per cent growth rate, com-
pared with the expected 1.7 per cent
growth in 2001.

However, he expects that external
merchandise trade will continue to
decline, with exports to be a negative 2.
2 per cent in real terms and imports to
decline by a more moderate 1.6 per cent.

External services trade will, however,
continue to expand, with exports of ser-
vices expected to grow by 3 per cent and
imports by 1 per cent.
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BACKGROUND TO THE FORECAST

The global economy and trade were
showing marked signs of a slow down even
before the negative impact on the world
economy with the events of September 11
and the subsequent launch of a campaign
against terrorism by the U.S. and its coali-
tion partners.

This slow down, which was especially
marked in the U.S., and also in Europe and
Japan, had a negative impact on many of the
open economies of the East Asian region, in-
cluding the Hong Kong SAR.

One major exception to the negative im-
pact was the Mainland, where continued
domestic stimulus enabled the economy to
maintain a positive rate of GDP growth of
around 7 per cent.

However, even the Mainland was ad-
versely affected by the slow down in world
trade growth and this weakness in global
trade is expected to continue atleastinto the
opening six months of the new year.

With this sort of background, the East
Asian economies are expected to see contin-
ued weakness in the first half of the new
year, followed by a better outcome in the
second half.

Hong Kong is expected to follow this
trend.

The one concern is that the global po-
litical situation does not see any further set-
backs that would impact negatively on the
outlook for world trade, investmentand eco-
nomic growth.

BUSINESS PROSPECTS SURVEY 2001

A large majority of Hong Kong compa-
nies are confident that China’s entry to the
World Trade Organisation (WTO) will be
positive for Hong Kong SAR and their own
businesses, despite generally weak eco-
nomic expectations for 2002.

But they would like to see greater sup-
port from the Hong Kong SAR Government
in helping pursue business leads in China
and a strong majority supports Hong Kong’s
attempts to seek a free trade agreement
(FTA) with the Mainland, in accordance with
WTO rules.

These are just a few of the major find-
ings of the Chamber’s fourth Annual Busi-
ness Prospects Survey conducted in Octo-
ber and November this year, the results of
which were presented at the business
summit.
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The survey revealed very real concerns
about thelikely trend in the Hong Kong SAR
economy in the coming year, but there was
widespread confidence in the benefits of
China’s entry to the WTO.

CHINA’'s WTO ENTRY

Mainland China’s WTO entry was gen-
erallywellreceived by respondents, with 69.
3 per cent believing it would be positive for
the SAR, 22.5 per cent thinking it would be
negative and 8.2 per cent believing it would
have little or no effect.

As for the effect of entry on their own
businesses, 65.5 per cent said it would be
mainly positive, 15.5 per cent that it would
be negative and 19 per cent that there would
be no effect.

There was a clear view among respon-
dentsthat the Hong Kong SAR Government
could or should do more in talking with the
Central Government about issues important
to Hong Kong business:

B 56.5 per cent said it should help with
business dispute resolution,

B 62.3 per cent said it should seek to de-
lete regulations that discriminate
against Hong Kong business,

B 49.2 per cent said there should be spe-
cific assistance to SMEs to develop in
China,

B 42.1 per cent said the SAR Govern-
ment should help in easing land im-
migration control,

B 52.3 per cent said the government
should help withmore timely knowl-
edge of Mainland policies,

B 62.7 per cent favoured the negotiation
of a free trade agreement with the
Mainland in accordance with WTO
rules,

B 51.9 per cent said it should start work-
ing on a Pearl River Delta integration
programme with the Mainland

B and 56.9 per cent said it should start
working with the Central Govern-
ment in planning economic develop-
ment, especially where it impacts
Hong Kong.

Most respondents with operations on
the Mainland expected to expand in 2002
(58.3 per cent), whilst 36 per cent thought
they would remain the same and only 5.7
per cent expected to contract.

ECONOMIC OUTLOOK - HONG KONG

Asked toassess the SAR’s economic out-
look for 2002, only 8.6 per cent of survey re-
spondents expected the economy to be
stronger (8.4 per cent) or much stronger (0.2
per cent).

A further 25.7 per cent thought Hong
Kong’s economic performance would be
about the same as in 2001.

However, 47.2 per cent of respondents
thought the economy in 2002 would be
weaker than in 2001 and 18.5 per cent
thought it would be much weaker.

There was a far more confident assess-
ment of the prospects for 2003, with 43 per
cent of respondents expecting the economy
to be stronger and 2.6 per cent suggesting it
would be much stronger.

However, 20.6 per cent of respondents
thought it would remainabout the same and
26.2 per centsuggested it would be weaker.
Only 7.6 per cent thought it might be much
weaker.

A majority of respondents (59.5 per cent)
thought that deflation would continue in
2002 and a further 32.2 per cent were expect-
ing zero inflation.

Only 7.9 per cent were expecting up to 4
per cent inflation and only 0.4 per cent were
expecting it to be higher than that.

WAGES OUTLOOK 2002

On the wages outlook, a slight majority
of all respondents (52.7 per cent) said their
company would be continuing with a wage
freeze in 2002, but 36.5 per cent said they
would givewage risesbased on performance,
productivity and profitability.

Only 3.6 per cent said they would be
granting a wage rise in 2002 and only 7.2
per centsaid there would a general reduc-
tion in wages.

BROAD-BASED CONSUMPTION TAX

There was a high level of opposition to the
introduction of a broad-based consumption
tax to cover any structural deficit in the
Government’s Budget, with 70.7 per cent of
respondents opposing the introduction of such
a tax and only 29.3 per cent in favour. @

Full details of Mr Perkin’s speech and Business
Prospects Survey can be found on the Chamber’s
Web site (http:/fwww.chamber.org.hk/summit.
asp) along with other business summit
presentations.
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The HKGCC is authorized by the Government of the HKSAR to issue
a full range of Certificates of Origin. Quality and prompt services are

available from six conveniently located CO offices.

(smme)
Certification Service

o EMRIREOF

Certificate of Origin - Re-export

ERIRE - EBREHEEGY
Certificate of Origin -
Non-transit / Transhipment

GESSCHEEPIE

Endorsement of
commercial documents
and invoices

FEB A RER
GSP Forms A

BBy N O R B F 8
ATA Carnets

~——FDF Service

o FRAEMKRIEFE

Certificate of Hong Kong Origin

o EMRIEINT#
Certificate of Hong Kong Origin -
Processing

o i O#RER

Import & Export Declarations (TDEC)
o WM O A

Restrained Textiles Export Licence (RTEL)
s HEBME
Production Notification (PN)

#@4t Homepage : www.chamber.org.hk

* ESTHITHNER -

Members enjoy special rate. ° NEBIET07-T13RBHERKE3 2 e NEERMEE8IIERVERES 2510038 F o HRTEEBIIE 208 FHAEF 1047 B
3/F Silvercorp International Tower Rm 1003B Cheung Sha Wan Plaza II Rm 1047 Nan Fung Centre
707-713 Nathan Road 833 Cheung Sha Wan Road 298 Castle Peak Road
Mongkok Kowloon Cheung Sha Wan Kowloon Tsuen Wan NT
Tel : 2398 6033, 2398 6024 Fax : 2391 9469 Tel : 2310 1378 Fax : 2310 1360 Tel : 2416 0844 Fax : 2412 2799

4 X B5R Office Hours

. o NEERWEZEDETRABAE 1401-6 F o NEEBEBREE B KAIL 2B —E2312F o HEAREHET 19FRIKE
£/ —Z 3 Monday to Friday - Rm 1401-6 Sands Building Rm 2312 Millennium City 1 2211-2212 %
9:00a.m. ~15:30p.m. 17 Hankow Road 388 Kwun Tong Road Rm 2211-2212 World Wide House
E 35X Saturday : Tsimshatsui Kowloon Kwun Tong Kowloon 19 Des Voeux Road Central Hong Kong

9:00a.m. ~ 12:00p.m, Tel : 2730 8121 Fax : 2735 7093 Tel : 2344 8713 Fax : 2342 5574 Tel : 2525 2131 Fax : 2877 2032
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Q&A with the

embers of the 8th Annual Hong

Kong Business Summit General

Committee Discussion Panel

gave frank views on a variety
of topics affecting Hong Kong businesses.
They expressed optimism about the im-
pact of China’s WTO accession on Hong
Kong, and evena note of excitement about
the opportunities that it will bring.

The panel consisted of (pictured L-R):
moderator Dr Eden Woon, director, HKGCC;
Anthony Wu, chairman - Far East, Ernst &
Young; Victor Li, managing director & deputy
chairman, Cheung Kong (Holdings) Ltd;
Anthony Nightingale, director, Jardine
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Matheson Holdings Ltd; Christopher Cheng,
HKGCC chairman and chairman, USI Hold-
ings Ltd; Dr Lily Chiang, president, E1 Me-
dia Technology Ltd; David Eldon, chairman,
Hongkong & Shanghai Banking Corporation
Ltd; KK Yeung, chairman, K K Yeung Man-
agement Consultants Ltd; and Ian Perkin,
chief economist, HKGCC.

Following are extracts from that ques-
tion and answer session.

QUESTION: | think Hong Kong is hav-
ing some difficulties, especially regarding
its confidence. So what would the panel
suggest we, as business people, do to in-

ong Jﬁ\)_r.) J
fearof

Business

crease our overall competitiveness in the
wake of the recent big-picture changes?

DR LILY CHIANG: I personally think
it’s a confidence issue and a general moral
issue. If everyone is so negative then the
economy is definitely going to go down.
If everyone says Hong Kong has no future
then I doubt very much that Hong Kong
will have a future. However, even if you
say Hong Kong has a great future, we have
to figure out how we can achieve it.

Now in Hong Kong, because of the new
economy, people are saying Hong Kong has
to reposition itself. I don’t care if you are
talking about the new economy or the old
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economy; Hong Kong still equals economy.
So at the end of the day it is still revenue
minus costsequals profits. So ina way Hong
Kong has to offer more value. Five years ago
people said Hong Kong wasn’t expensive,
but now people say Hong Kong is getting
more expensive compared to China.
However, if the Hong Kong people can in-
crease productivity, add value, and display
creativity, which all are areas that Hong
Kong is strong in, then I'm sure Hong Kong
will become cheap again. It is very impor-
tant that Hong Kong creates this added
valuebecause people will treasure your ser-
vices and believe that what you are deliver-
ing is really worth the cost. So right now, I
think Hong Kong is in a transition period
and people have to upgrade themselves.

QUESTION: Hong Kong's big advantage
Is its quality of professionals, its services
and knowledge. But the standard of profes-
sionals in the Mainland is increasing, while
the standard of Hong Kong professionals,
especially the younger ones, is said to be
worsening. What is your comment on that
and what are your companies doing?

ANTHONY WU: As far as professional
services are concerned, Hong Kong is al-
ready at a world-class level. So even if the
Chinese professional services are improving,
they cannot bypass Hong Kong, because
Hong Kong is already at the top. The prob-
lem is whether Hong Kong professionals can
maintain the very highest of standards, or
do we need to import other professionals to
help do that?
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Mainland professional are improving
very very quickly, and one of the big prob-
lems with young Hong Kong professionals
is their desire not to be relocated to China.
This is a problem. Because of the integra-
tion of the Hong Kong and Mainland
economies, you have to travel. You need to
set up in China. Mainland professionals on
the other hand are very willing to travel.

QUESTION: Given the very low inter-
est on bank loans, do you have any real
interest in lending money to SMEs?

DAVID ELDON: Let’s put it this way:
the door remains open as it always has
been as far as SMEs are concerned. If there

is a suggestion that we will lower our lend-
ing standards because we want people to
borrow, just to lend money out, then the
answer is no. But we will — as we have
done for many years - continue to support
SMEs who come to us with well-reasoned
propositions. One of the reasons that over
the last 12 months we have been opening
up business banking branches to provide
more advice and help to SMEs, is so that
they can put their plans in a bankable
form. Soif they come to us with good busi-
ness plans we will still lend to them and
will be very happy to do so.

QUESTION: Mr Perkin, do you agree
with the Chief Secretary’s estimation that
the Hong Kong economy will turn up three
months after the U.S. economy turns up?

IAN PERKIN: If you look at the graphs,
you will see there is a bit of a lag between

any recovery out of the West, particularly
out of the U.S., and recovery in Hong Kong,
and [ think he is just factoring that in. A
quarter is as good as a time as any - it may
be four months, it may be five months - but
it seems a reasonable assessment to me.

QUESTION: This question is for Mr Li.
I would like to get a sense as to whether
you think the trade cycle has actually bot-
tomed out and if we are starting to see a
pick up in trade flows out of China or
around the world in general?

VICTOR LI: Already we see signs of re-
covery in exports from China to the U.S,,
because, generally speaking, exports from
China are on the lower-end in terms of
pricing. And when the U.S. economy is
slowing down, the demand for lower-end
goods is higher, so I have a lot of optimism
in that area. In the global economy, exports

and imports from different countries are
going to increase at a faster pace compared
to their economic growth.

QUESTION: This is a question for Mr
Christopher Cheng. | read your report from
June 2000 on the possibility of a free trade
agreement. What, in particular, will you be
developing in the new report in terms of what
Hong Kong has to offer Mainland China re-
ciprocally in the free trade agreement?

CHRISTOPHER CHENG: First of all, a
free trade agreement is on the principle of
mutually beneficial and reciprocal terms. So
basically we want a freer flow between the
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A Business Perspective

HKGCC’s comprehensive report, "China’s
Entry into the WTO and the Impact on Hong
Kong Business," provides the Hong Kong
business community's assessment of the

industries in Hong Kong.

The report focuses on nine sectors —banking,
insurance, investment, professional services,
retail and distribution, technology,
telecommunications, textiles and clothing,
trading — and provides concrete suggestions on
what companies can do to prepare for the new
business environment.

China WTO Corner

The Chamber’s China WTO Corner on its Web
site contains the latest WTO news, reports,

and trade regulations affecting businesses.

www.chamber.org.hk/wto

For more information on the Chamber’s WTO
Report and other WTO tools, call Agnes Lau
at 2823 1278, or email agnes@chamber.org.hk

impact of China's entry into the WTO on specific
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two entities of goods and services. In Hong
Kong, we are a free port, but for preferen-
tial treatment on government procurement,
for example, if we have such an agreement,
Mainland companies may also have prefer-
ential treatment to access to Hong Kong
Government procurement.

Secondly, if we really want to achieve
this freer flow of goods and services, it will
allow the Hong Kong Government to face
what they should have faced earlier, and
that is how to facilitate, under the free trade
agreement, the free trade and flow of tal-
ent across the border.

EDEN WOON: Another benefit, if we
do get the early liberalisation, is that Hong
Kong companies could help Mainland busi-
nesses adjust to the eventual onslaught of
all the companies that will come in from
around the world, by giving China some
time and experience to adjust to the entry
of all the multinational companies. If you
look at the flip side, also, Hong Kong is a
part of China, so economic development
here is surely good for China itself. This is
a little different from say U.S. and Mexico
or Singapore and New Zealand.

QUESTION: What does the panel think
of developing two different industries in
Hong Kong, namely an educational centre
in Asia for the English speaking Asian
world? The other area that could easily
become an interesting segment is West-
ern medicine meets Eastern medicine. A
lot of Chinese come to Hong Kong to be
treated using Western medicine, and West-
erners come here for Chinese medicine.

CHRISTOPHER CHENG: We should
and there is good potential for such
industries. Firstly, in the education sector
we have eight universities in Hong Kong,
all of which use the English medium for
teaching. They all position themselves to
be able to take international students. Be-
cause they are all government funded, we
need new government policies which will
allow them to attract international
students. Any world-class city has world-
class universities, and you cannot have a
world-class university if you don’t have a
good mix of international students.

On health, because of the present
policies, our private healthcare institutions
are all basically bankrupt because they have
not been able to compete with the govern-
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ment institutions, and of course the govern-
ment institutions are not for overseas

visitors. Until they can address the problem
of how to control the growth and the subsi-
dies from the government to the community
on public healthcare we cannot become a
good healthcare centre to attract interna-
tional customers.

QUESTION: There is some evidence
that with companies setting up in Hong
Kong to take advantage of China’s WTO
entry, Hong Kong, as a business office cen-
tre will be booming again. What do you
think about that, and whatabout easing the
border crossing? How will that affect prop-
erty prices in Hong Kong?

VICTOR LI: Already, we see signs of
large multinationals coming to Hong Kong
to set up a base for going into China, as well
as Mainland China companies coming to
Hong Kong to set up offices. So that is all
positive for the office market. But that
doesn’t mean there is going to be a general
increase in rates for all offices. The demand
is very much restricted to offices with very
large floor plates, over 20,000 sq. feet, and
intelligent buildings. So there will be a big
differential in terms of the prospects for dif-
ferent types of offices, which means small
floor plate offices will have a difficult time.

Regarding the cross border situation, I
don’t think that will have a big change on
Hong Kong. The main reason is we have
properties that we launched in Shenzhen
and the number of peoplethat filled in ques-
tionnaires saying they were going to move
from Hong Kong and live in Shenzhen is

below 3 per cent. Most people buy it as a sec-
ond home or as a place for holidays, so I think
the impact on Hong Kong will be very small.

QUESTION: ASEAN is also very wor-
ried about China getting into the WTO.
What is your take on Singapore, Malaysia
et cetera, on their concerns?

ANTHONY NIGHTINGALE: I don’t
think ASEAN is concerned with China get-
ting into the WTO, but I think China’s eco-
nomic success recently is giving a wakeup
call to ASEAN countries in general. We
heard on our mission to Singapore, very
senior members of the Singaporean Gov-
ernment slightly wringing their hands, de-
spite their huge success, saying ‘China can
do light manufacturing today and very
soon it will be able to do everything we can
do and do it much more cheaply.” So what
does that mean? It means those countries,
including very successful Singapore, have
to get their act together. They have to be
more attractive to find investors. They also
have to provide the right kind of economic
and political factors so that people want to
do business with them.

QUESTION: Within their companies,
where do the panel see the single biggest
opportunity that China joining the WTO af-
fords them? And why it is that being based
in Hong Kong gives them an advantage,
or not, versus companies based anywhere
else in the world?

DAVID ELDON: [ suppose we have
something of an advantage being called the
Hong Kong and Shanghai Banking
Corporation! Clearly for us, we’ve been in
China for 136 years, we see tremendous op-
portunity as China opens up for us to be able
to expand our business network. Frankly, I
don’t think it matters to us whether we are
here or whether we have a major presence
based in Shanghai. However, the head of-
fice of the bank is here and it will always be
here. The advantage of being here is that we
have a pool of talent that knows China ex-
tremely well. Generally for companies based
here who at the moment don’t have much a
network in China, the talent that is here on
the doorstep — people who have done busi-
ness with China for the last 20-30 years -
then they can tap the knowledge base that
exists here if they are going to be doing busi-
ness in China. (B3]
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WTO challenges to boost
Hong Kong SAR’s edge

Looking back through history,
Hong Kong has thrived on
the challenges that China
has thrown its way, and WTO
should be no exception, says
Li & Fung chief

o understand what will happen to

Hong Kong with China in the

WTO, we need to look back in

history, Li & Fung (Trading) Ltd
Group Managing Director Dr William Fung
told the audience in his keynote luncheon
address at the business summit.

Trading has always been Hong Kong’s
lifeblood. But in 1948, Hong Kong lost its
hinterland as Chinaclosed its doors on the
world and opted out of GATT the follow-
ing year. Despite losing its base, the terri-
tory prospered over the next 30 years on
its initiative. It set up its own manufactur-
ing base. It also became China’s window
on the world.

Deng Xiaoping’sreforms in 1979 pried
open the door on China and again trans-
formed Hong Kong’s relationship with the
Mainland.

“That is when what I call the 1.2 bil-
lion toothbrush dream started,” he said. “If
you could sell one toothbrush to everyone
in China then you would be rich.”

It was at this time that Hong Kong
started moving its factories north. This
exodusturned many small enterprises into
world-class companies, and actually
boosted Hong Kong’s ability to compete
in the global marketplace, a fact which we
must not forget, Dr Fung said.

“There were people who said the mi-
gration was bad for Hong Kong; that we
were losing our lifeblood. But many small
companies became big companies,” he
said. “The fact is that we now have the
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Dr Fung: "Everyone | know who has tried to deal Wiih\

[China's] domestic market has lost money."
BELH . [ERBEBOAES  BEAREFRR)RA
HMEHNERE KT o |

opportunity and scale to compete with
anyone in the world. If we had stayed in
Hong Kong we wouldn’t have that scale
[and ability today].”

The downside to manufacturing in the
Mainland was that China was not part of
the world trade system. So every year
companies went through the heartache
and worry of having to move their manu-
facturing base if countries slapped anti-
dumping charges against China. That
worry is now over, because China will

now be able to seek recourse against such
claims, and many companies are expected
to re-establish manufacturing plants in the
Mainland.

“In order for Li & Fung to function
properly, China really has to be a part of
the world trade system. We see China is
going to be part of the WTO, and now
China can take action on the anti-dump-
ing regulations against it,” he said

One issue of concern, however, is that
the U.S. has been talking about drafting
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an antisurge mechanism if anti-dumping
charges are quashed.

Business looks bright for Hong Kong
manufacturers in the Mainland, but they
must now figure out how to turn the pro-
duction outflow around to sell to the
China market, he said.

The proverbial 1.2 billion toothbrush
dream, however, is proving to be a bit of a
nightmare.

“Everyone I know who has tried to
deal with the [Mainland] domestic market
has lost money. Those that are doing rea-
sonably well say that it is a very hard slog.
That is because China is a closed market,
and it is also very provincial.”

Often, the only way to get a piece of
these markets is to form a joint venture
with a company in each area, which is
impractical. China’s chief WTO negotiator,

TRHT 200241 A8

Long Yongtu, said that China will be me-
ticulous in implementing its WTO commit-
ments to the letter. But when it comes to
enforcing these commitments at a regional
level, that is going to be another long
march, he said.

NOT ALL ROSES

With China in the WTO, companies could
find themselves having to pay more tax.
Many countries offer tax breaks to attract
investors, and China is no exception, but
there is already talk of standardising the tax
rate for foreign enterprises to bring it in line
with thelocal rate of around 20 per cent.

This will exacerbate the already rapidly
rising cost of doing business in China. With
every man and his dog saying businesses
must go to Shanghai, the cost of having a
presence in the city is becoming very high.

Even Mainland companies are now
complaining that they are having diffi-
culty competing on price with the likes of
Bangladesh and Pakistan.

Hong Kong’s low tax regime is one of
its many advantages, along with it having
a truly international perspective. But Dr
Fung warns that Hong Kong business must
not fall foul of being blinkered on China.

If a company with a global perspective
wants to enter the China market, then
Shanghai is not the place to do so, nor is
Shenzhen. Hong Kong is the only place
that can offer a global — as opposed to a
regional — perspective, he said.

“I can’t see a better listening post into
China than from Hong Kong, and Hong
Kongis still thebest place to tackle the Pear]
River Delta, which is still the major part of
the China market,” Dr Fung said. n
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CHAMBER PROCRAMMES

China’s WTO membership
no threat to Hong Kong

SAR’s financial hub status and middleman role will only expand with Mainland’s WTO entry,

China’s top trade negotiator says

hina’s opening-door policy has en-
tered into a new phase with its ac-
cession to the WTO and Hong
Kong will continue to be one of the
greatest beneficiaries, China’s chief WTO
negotiator Vice Minister Long Yongtu said.

Speaking at the Chamber’s 140th An-
niversary Distinguished Speakers lun-
cheon on November 29, Mr Long was ada-
mant that Hong Kong’s position as a fi-
nancial and shipping hub would not be
undermined.

“Hong Kong should not have any doubt
about that,” he told the audience. “I do not
believe that any city, even Shanghai, can be
compared with you.”

The Mainland’s policy constraints,
which for the foreseeable future do not in-
cludeliberalising its capital markets, or mak-
ing its currency convertible, will ensure that
“Hong Kong will definitely maintain its role
as the regional financial centre,” he said.

The percentage of goods moved through
Hong Kong will likely shrink in the years
following WTO accession, but the tremen-
dous increase in the volume of cargo flow-
ing in and out of the Mainland will actually
result in more business for the shipping
sector.

Mr Long said he sees tremendous oppor-
tunities for Hong Kong’s professional ser-
vice sectors, especially legal and accounting,
to prosper in a post-WTO China. The terri-
tory will also continue to play a vital role as

Mr Long: "I do not believe that
any city, even Shanghai, can be
compared with you."
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a bridge for foreign companies entering into
the Mainland.

In Europe, Mr Long said many me-
dium and small sized businesses are ea-
ger to come to China, but theylack the re-
sources and knowledge of transnational
firms. This is where SMEs in Hong Kong
can continue to play a vital role of guide,
consultant and to help SMEs from Europe
and North America to enter the Mainland
market.

“Mainland SMEs are also ready to go
out and invest,” he said. “They also need
partners. They also need guidance, and I
think Hong Kong’s SMEs can play a very
important role in helping investors go into
the Mainland and also helping Mainland
SMEs expand their markets overseas.”

But he warns that while Hong Kong
does have many advantages, businesses will

TRAT 20025 1A

need to work as hard as they used to when
China first started its opening-door policy.
“Everyone remembers how hard working
those Hong Kong guys were,” he said.

Regarding the establishment of a Free
Trade Area agreement, Mr Long said the
Central Government is giving the proposal
very serious consideration. He hopes the
agreement would create a kind of frame-
work whichwould be WTO-rules consistent,
while at the same time bring stronger trade
ties between Hong Kong and China.

Though in the very early stage of
studying the proposal, Mr Long said the
Mainland government seriously thinks
that the entry thresholds in some of the
sectors like banking, insurance and others
are much too high for small economies, in-
cluding the developing economies.

“The Free Trade Agreement is a deviation

from the principle of MFN [Most Favoured
Nation trading status]. This deviation was not
started by us - many WTO members already
have free trade agreements. They have already
deviated from the MEN principle. If they can
do it, we can do it too,” he said.

Politically and legally, such an agree-
ment could be possible between the
Mainland, Hong Kong and Macau, but in-
cluding Taiwan within the agreement
would notbe as simple.

“If the Taiwan authorities even dare
not talk about the three direct links then
we have a political difficulty,” Mr Long
said. “How can we proceed with some sub-
stantive negotiations on a Free Trade
Agreement. [ would like to see some sort
of agreement between these four parties,
but first and foremost we need to over-
come these political difficulties.” (B
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China-Hong Kong
Free Trade Agreement

The Central Government has reacted positively to the proposed free trade agreement,
S0 now we need to work out what it should look like

hina is finally an official member
of the World Trade Organisation
(WTO). Now that the Hong
Kong SAR Government has pro-
posed to the Central Government the idea
of a Hong Kong-Macau-China Free Trade

40

Agreement, and given the positive reaction
from the Central Government, we should
concentrate on what this agreement could
look like.

Given that China and Hong Kong are
two separate members of the WTO, the

discussions between the SAR Government
and the Central Government should be
guided by these principles: (1) The agree-
ment must abide by WTO rules. (2) The
agreement should be beneficial to the
economies of both Hong Kong and the
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Mainland. (3) The agreement should be
reached quickly - preferably before the
end of 2002. Its content should be simple
and its implementation transparent. (4)
The agreement should not bring addi-
tional difficulties to China in its imple-
mentation of WTO commitments and in its
relationship with other WTO members.

Given these guiding principles, what
should be explored? As proposed by the
Chamber two years ago, an important el-
ement of any regional free trade agreement
between Hong Kong SAR and China
should be a time-advantage for Hong
Kong companies. This means that while
the market opening which China has com-
mitted to all WTO members will take ef-
fect three or five years after accession,
Hong Kong companies may enjoy this
opening earlier, say one year or 18 months
from accession. Let us look at this in more
detail.

EARLY LIBERALISATION OF AGREED
MARKET OPENING

The liberalisation will be implemented
according to timetables for telecommuni-
cation, banking, insurance, distribution,
retail, consulting, advertising, tourism, legal
services, etc. These timetables cover forms
of investment, percentage of investment,
number of branches, licenses, areas of opera-
tion and others, and usually range from two
to five years after accession.

A FTA with China may, upon imple-
mentation, enable Hong Kong companies
to obtain these same liberalisation earlier,
say one year after accession, which would
be at the beginning of 2003.

For instance, according to China’s
WTO schedule for market access, by 2005,
all restrictions on distribution auxiliary
services — warehousing, advertising, tech-
nical testing and analysis, and packing
services — will be phased out and wholly
foreign-owned subsidiaries of freight for-
warding companies will be permitted. By
2007, China will relax ownership limita-
tions on foreign management consulting
firms, and foreign retailers and chain store
operators will no longer have equity
limitations.

Under a FTA, China may offer to fully
open these sectors to Hong Kong inves-
tors in 2003 or 2004. This time advantage
would allow Hong Kong companies to

TRHAM 2002=1 8

move into China quicker to look for new
opportunities in these sectors. China can
benefit from having this “experimental”
opening and by partnering with Hong
Kong companies to get ready for the on-
slaught of companies from other WTO
members at a later date.

FURTHER LOWERING/REMOVAL
OF BARRIERS

In many sectors, there are barriers to
investment or operation whichare not cov-
ered by the current China WTO accession
document. An example is the exhibition
services sector, where wholly foreign
owned operations are not allowed. Govern-
ment procurement is not covered at all in
the accession document. Another example
is that of the asset barrier of US$20 billion
for setting up foreignbank branches. AFTA
with Hong Kong could open up a wide
range of opportunities by lowering some
of these barriers or removing prohibitions
for Hong Kong companies. Obviously, any
such additional opening may become the
subject of future requests by other WTO
members, so the Central Government will
have to look very carefully before granting
these to Hong Kong. But since China will
be involved in the new round of trade
liberalisation anyway - the new Doha
Round which was successfully launched a
month ago - there will be room for
additional, and previously not covered,
liberalisation to be made available in the
future. Even though these may eventually
be enjoyed by all WTO members, Hong
Kong will, again, gain a time advantage.

LOWER TARIFFS FOR SELECTED
MANUFACTURED GOODS

The benefits described above for ser-
vice sectors may also be applicable to in-
dustrial tariffs, that is, there may be an op-
portunity to seek early reduction or fur-
ther reduction of certain tariffs. This could
help attract some high value-added manu-
facturing operations to Hong Kong, espe-
cially those with a high design content, or
others where the original components
would encounter a stiff tariff in China or
where technology transfer rules prohibit
these components from entering China
unassembled.

A free trade agreement by definition
is two-way. The Central Government ap-

preciates that one benefit of the FTA is
faster economic integration between Hong
Kong and China in accordance with the
“One Country Two Systems” principle.
The “experimental” early opening de-
scribed above can help China better pre-
parefor the wider opening thatit promised.
Similarly, a FTA can be used to provide a
framework for “pilot liberalisation”, that is
further liberalisation on a voluntary and
non-binding basis, thus enabling China to
manage its own liberalisation programme.

On our part, we shall have to be pre-
pared to offer some specific benefits for
Mainland businesses and professionals to
enable them to access Hong Kong’s mar-
ket more freely.

TECHNICAL DIFFICULTIES

Finally, one can be sure that there will
be many technical difficulties in reaching
such an agreement - the question of what
constitutes a “Hong Kong company,” for
example. A definition which is too narrow
undermines our international character,
while a definition that is too all-encompass-
ing may, by opening the door too wide and
too quickly, render the time-advantage
which we seek for Hong Kong SMEs less
material. However, with over 150 WTO-
permitted free trade agreements in exist-
ence for us to consult, surely a satisfactory
solution can be found in some of those
agreements.

We hope that a successful FTA can be
concluded quickly. We have not touched
onMacau, but including Macau should be
relatively simple. Including Taiwan
would be a different story, and political
problems are difficult to resolve in a short
time. Let us work on a Hong Kong-Macau-
China FTA first.

In conclusion, although much work
needs to be done, we believe a free trade
agreement with China by the end of this
year is not beyond our reach. If we are to
give Hong Kong as much time advantage
as possible, we need to move fast with the
negotiations. Now that Tung Chee-hwahas
put this proposal to Beijing, and now that
the Central Government is very interested,
we hope that the open-mindedness and the
energy and the commitment on both sides
will get us anagreement by the end of 2002,
thus taking Hong Kong’s economy up to
the next plateau.

41



BUSINESS

REERRHERE

PREFFERIZZTHE HE Z 175 F L [EE[CFE -

I3 42 7 TE 2K 2 i 5 B 5 A A
B o 1 7 W I BT R g
BUR 4R s — 1R P — s B 4 3
HHIHE S S mEE > P IeBry
S LR AR Y IE T R HE > AR TR AM A 2 AT
VARG R AR R I e A — 2 A -

e (g G A Vi L A 2 M 18] 31 B
BB > i BURT B2 Hh gL BURT HE AR 7 DA T IR
QB Wi (1) SR ETGHRE S
ABAHLE o (2) WhkHE BRI KT R
R o (3) tnak HRGET E > I AFFE20024F )%
BIEERL o NAEME > WATHRBWE -

SR S ft RS2 8 DI 45 7 TR A D

i LI S A5 B AR L P RO IR 2 7 v
AL 7 7 L7 WA T B 4 B A Y B Ay
aTOL A HI R 5 Wk o dEHR T o sk M 1R 2 0
R FHUF IR o MFZ > PR AR
SR AFREREHIE R B EHAK
HRAY T S5 PR TR > o R AT e > 32
BB AR —FR 18 FHH KN > N
GBS o FARKME A 5
ik, v SR B — e AR 1k

REEOEBHEMPEEALRETIHAS
)N S

¥ 8 o [ A B A R GE IR o
B A% B A PR~ SRAT - TRRR - 4R
T BN B REER SR IRE AT
%o PmEHEESEREMRX - BHER
W~ SATEE - REERE - MRS
— R AR T AR NVEE o nrh
w5 A SRR
BB P EAME 4 > BI2003 48] » #
= Lk mi G B o BRI > AR
By AR E TG e ARG > BB
it~ BEE ~ WIEAEE 43 by K 5 IR B
2005 FEETHA - 2005 4F > #EIMRIENK
P AR 0] AR N H s S B B A /] o 2007
AF > o[BS T S A1 A B R ) 4 ) A
JEERERR ) > W] g3 A0 B 8 65 5 A i B8 1Y
JIE RE PR 1) 20 € BUE o ZEP Vs B il 5 Wk
T > B B AT 2003 2 044F Jo A AN IR E
AR P HUE YAT 2 o R 5 AR AR
RE > BRI o P B R RE 2 NS TR
[k Bt | i S5 BH L » slois 68 B3t o 445 4
WAEAE » BR R MK B A ¥
B % AL R o

42

TR REREER

s AHE SR NE AR EE AT > R
fErp B At 7RG O B8 AT > R
Jr A L FERR ] o a0 > oA S
WA BEREMEE - HBUTHE > SME
A REAE b BB oL K R R - Behh > A
i SCfF I 4 S BURT BRI BB - Xl
w7 G B R SRAT 3R - AR AN SRAT AE A
BOOL TR 200 ERITCHEMR - P#H
H1 $1 55t i T 225308 A 1 o S 5 ol ot B D
B > SRR e KB R - kK > (T
ol 3 SARTHM A i 155 B o ok o 5| Bt B3 At
J B A AR SR A R ZER > Rt b Je
JRF 0 6 75 Ul sk e 5 384 7 8 94 PR A T £ 2
8 o — AN > fEHE S aE LR
FIRC T B — S 25K kA > PRl |
S8 > H gt > A e H B AEAR KM
TR AHE S b R 32 2 B AT 3 - BIEAE
A i At S B d A% 6 B A b B3 — 25
P T f B R 0y PR BB 1T R 2 > A 7 AT B IR
it F p B 5 bon e 7 S I LA B

FRESDERER

VA SRR B M0 7 A BE > o R AR
R LERBL > Hefahnd » KIMEHE =
R S — LWV BB - B H )
WG| — L EIG R EF W > LR
Ly RS S At o SR A L B A
BN B R B E AR > DAR % BTl $E RS
HERL TR A HE AR AL AL S A b Y 52
HEE M ik o

H 15 5 b a5 ) B R Y o B
KW 20 B S5 o R AP — > B
Jnfe e { RS A [ — 1 W) | S R Ak A
B4k o W SCHE R [ atEi | 32 B R
By o 8 75 IR 4 K el T B 1R 4 AR s > AR
e o I > i 5 ek A 4R At
(A LatE ] - BIRL A B AR 2R 5 X
e — % B Hifb > 8 b B A 8 e
IR - ERFFE > WHBEM AN
Hop S e N LR BOE — BB > b
YRl B p iy R A o

B E

R BRIV ek WA A A
Ma R > [ FEaal] MERME &
¥ IHEAA] ERBY  EHRT M
Ry B AR A AR 5 BE RIBTT > KR

RE UL IR RI SRET a8 A B HY =

Ry BB > GET 58 T A b
AR A RS o B > PR IE
AHEMR P o FoffY ] 2% BLE3 150 JE R
H i 5 ik o RBOE h ik 8] —seE H A
BBE o

A B HE b A A B 5
h e ™7 DA PR % BT o B AR B SCE R WY AR
6 B E > B > kS ol B A5 IR
MIAE A > B2 B 38 % 0 1o R AR 3 42 5 0

B SR A RIL B WA - W& W
REE B B R BOR R > R R A
I ] A9 O

B > H AT PR Y RS > R
BEAMAR 1 o e T ACAE I A RN I DL B
Bl o B SRR et > (2 bRk
FIBAR o BH RTMEOLE R > ¥ RITBIRT &
RO L P R o b JBOT BE E
A o FRAM A IR T i B U A ~ SR
FrRHfs > 1k AER 2002 SRR ATERL > A
WA AR S —HRE - 3

THE BULLETIN JANUARY 2002




Face to Face with David Ting

ON JANUARY 1, 2002, EXACTLY THREE YEARS AFTER THE
LAUNCH OF EUROPE’s SINGLE CURRENCY, EURO NOTES
AND COINS FINALLY CAME INTO CIRCULATION. Twelve of the
15 European Union (EU) members have joined the single
currency, and internal borders have been abolished in nine coun-
tries to further streamline the flow of goods and services. Bulle-
tin Editor Malcolm Ainsworth spoke with David Ting, head of
the EU’s office in Hong Kong, about the implications of the single
currency on Hong Kong businesses. Following are extracts from
that interview.

THE BULLETIN: What impact will the circulation of the euro have on Hong
Kong businesses?

DAVID TING: It will be positive. A more integrated market
makes it easier for Hong Kong exporters to sell their goods in
Europe. Their existing contracts will not be affected as a result of
the changeover. There are established regulations that ensure the
continuity of all legal contracts with the substitution of amounts
denominated in national currency units by their equivalents in
euros.

With buyers and sellers trying to round off the old currencies into euros,
what problems could arise?

There are precise rules for rounding and conversions. Hong
Kong traders are concerned that price rounding may lead to sig-
nificant price differences, particularly when large quantities of
goods are involved. But I don’t think this is a cause for concern.
European citizens are concerned there may be abuses in pricing
during the changeover period, but relevant authorities will be
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intensifying their price checks during the changeover period.

I might add that for Hong Kong businesses rounding off
prices, they may need to take into account the psychological price
factor, for example they may like to price things at $2.99 instead
of $3. So whether they round their prices up or down, it is en-
tirely up to them.

Won't the unfamiliarity of the euro encourage businesses to deal
in US dollars?

The euro has been a legal tender since January 1, 1999, and
has been a tested currency in the financial markets for three years.
So Hong Kong companies trading with euro area countries should
be better cushioned to mark prices in euro and trade in the euro.
Also, they will save on exchange rate fluctuations.

Some people believe that with EU citizens having euro notes and coins in
their pockets, the value of the euro will rise. If this happens, will the Euro-
pean Central Bank step in to stop it spiralling too high?

The main task of the European Central Bank is to maintain
price stability, not the exchange rates of the currency. With the
circulation of the euro, its primary task will still be on maintain-
ing stable prices in Europe.

One reason that the euro has fallen since its launch in 1999
was mainly due to the fact that the economic growth in the U.S.
was stronger than in Europe. So many people went to invest their
money in the U.S. The other reason is that people trust the US-
dollar more. Up until five minutes ago you had never seen a euro.
But this is not a concrete reason. Business fundamentals in Europe
are good, and in the first six months of 2001, the economic growth
rate of Europe was higher than that of the U.S. But even if this
helps strengthen the euro, I think the central bank’s principle fo-
cus will still be on maintaining the stability of prices in Europe.

Will companies still be able to go along dealing in francs, deutsch marks,
etc, and for how long?

From January 1, 2002, euro notes and coins replace notes and
coins in national currencies, which will be withdrawn by the end
of February at the latest. From then on the national currency will
no longer be valid for everyday use. Also, from January 1, 2002,
old national currency units can no longer be used in written form,
such as cheques, contracts, accounting, pay slips, et cetera. But
this does not apply for the three countries — the U.K., Denmark
and Sweden - that are not participating in the euro.

How will Hong Kong traders benefit from the euro?

As I said, the market will be more integrated. Also, a more
efficient and liquid financial market in Europe provides additional
business opportunities to financial service providers in Hong Kong.
Businesses will buy, sell and borrow within a larger and more com-
petitive market, so doing business will be easier and less expensive,
and the exchange rate risks will be greatly reduced.

What should Hong Kong firms be doing to ease their transition into the euro?

Hong Kong traders need to adjust all documentation indicat-
ing price references to the euro, such as catalogues, price lists,
quotations, advertising materials and databases, et cetera. B |

44

LFEEBRENLR  BNRTENATR  BRBTEERA ?

BR AT EEAE B R R WARRE - mJEsH HEH A
BEfET o BRCHIE J7 v > B A R 2 1 A B0 BR 3 R T 72 BN Y
HREAE -

BKICH 1999 41 DA FRRAY R > BRI H R 8
BRI > A NP E A RE o 55— h 7R S ehfE o
R o BN oy BRT IRt AR 2 FUB BT « (ISR ER AR -
B PSR AL FLATF > 2001 i A0 H BRI 0 R R BRI AY
o il B IE Y RBOTIRSS » JMIE JLATAYZE IR B R HEFF BK
JERYEERRE o

EETHAENL BEREE? ERRTHR ?
20024 1 H 1 H#E > BROTHKHE s 5 4% 2 i B Bl B X &
W B EARER AR ARARHRBEERS - 1t

A > 20025 1 Hil > SN FARERDMEM EmEEN > a5

S AR FRHRA - SCHEMES o I > S - PR
=B HR A BT - #CTER R -

BRESHEDHERTER ?

IEANFREA Rt > BROH T35 S A b > TR I KON 2 i T 355 Y
BAERCERRE 1P G > SRR SR T EE S - £
R AREE K - BRESHTIGMAER » KB 8 MEE
T > JRRER KA e AT S B

BB R BERNEERER - LUBFBE 2
T E 5 MW 2 m A A 8% - B A% - MEE - A MERE
ST S SCIR B B A LA 9 2 BT (B

More information on the euro can be found on the European Central
Bank’s Web site at, www.euro.ech.int

1B T Y 7 A B A L B O H SR I T A8 5 www.euro.ech.int ©
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HKSAR’s economy feels
the effects of world events

The current recession is expected to be relatively short, although quite sharp, with the
economy likely break into positive territory in the second half of 2002 By IAN PERKIN

ong Kong’s economy declined by

a relatively modest 0.3 per cent in

the three months to the end of

September, far better than most
analysts had expected in the wake of the
terrorist attacks on the U.S. on September
11 and their global economic backlash.

However, the government’s revision of
its annual average growth estimate to zero
in its Third Quarter Economic Report, is-
sued November 30, implied a much more
dramatic rate of decline in the final three
months of the year of some 2.5 per cent.

This means that during the just-ended
final quarter of the 2001 calendar year, the
local economy would have slipped into re-
cession (technically recognised as two con-
secutive quarters of negative economic
growth), its second within the past four
years.

There are some reasons for optimism,
however, as it now looks as though the
current recession will be relatively short,
although quite sharp, with the economy
likely to see further negative or little
growth in this, the first half the 2002 year.

If the U.S. and global economies re-
spond to the present fiscal and monetary
stimuli currently being applied to them,
then Hong Kong should see a return to
more positive economic growth in the sec-
ond half of this year.

What the third quarter gross domestic
product (GDP) figures did confirm,
however, was that the local economy was
weakening even before the terrorist at-
tacks on the U.S. and the subsequent
launch of the campaign against terrorism,
but not as badly as some had expected.

And although the final quarter of the
year will show further weakness, the mod-
est 0.3 per cent decline in GDP in the Sep-

LA™ 200251 A

tember quarter, together with the slight
upward revision of the second quarter
number to 0.8 per cent, should be regarded
as relatively positive.

It must be noted, however, that help-
ing moderate the negative growth figure
in the third quarter were several relatively
unusual factors, prime among them the
quite substantial increase of 9.4 per cent
in machinery and equipment investment,
bolstered by imported aircraft investment.

If the U.S. and global economies
respond to the present fiscal and
monetary stimuli currently being
applied to them, then Hong Kong
should see a return to more
positive economic growth in the
second half of this year.
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The second unusual factor was the
fairly sharp increase in government spend-
ing for the quarter and the third the con-
tinuing good, though weaker, perfor-
mance of services trade, with services ex-
ports continuing to grow at 1.5 per cent
and imports actually declining 2 per cent.

Private consumption spending was
modestly positive and will likely continue
to weaken in the final quarter of the year
and merchandise trade continued to
decline, asitis expected to in the closing
three months of the year.

Commenting on the outcome, the gov-

ernment economist, K'Y Tang, said the
economy had continued to slow as a re-
sult of the more difficult external environ-
ment and domestic sentiment being hit by
the further weakening in asset markets
and rising unemployment.

He pointed out that externally, total
exports of goods showed a bigger 4 per
cent decline in real terms in the third
quarter, while exports of services also
showed slower growth, at 1.5 per cent in
real terms for the quarter.

Consumer spending in Hong Kong
also weakened and growth in this GDP
component was only 1.3 per cent.
However, investment spending picked up
to 3.7 per cent growth, as the intake of air-
craft bolstered machinery and equipment
acquisition, even though building and
construction output remained sluggish.

“The impact of the 911 incident has ag-
gravated the global economic setback,
making the earlier forecast of a 1 per cent
GDP growth for the Hong Kong economy
in 2001 unattainable,” he said. “GDP is
now forecast to yield zero growth in real
terms for 2001 as a whole.”

He said that externally, exports of both
goods and services were likely to slacken
further, amidst the austere external envi-
ronment and, locally, consumer spending
would remain moderate, as employment
conditions continue to worsen thereby im-
pinging on income and job security.

Investment spending would also be re-
strained in the final quarter.

“Much downside risk prevails in the
near-term economic outlook,” Mr Tang
said. “The global economy is now facing a
synchronised downturn, with U.S. eco-
nomic growth falling into negative terri-
tory in the third quarter, the EU economy
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flattening out, and the Japanese economy
as well as some of the other East Asian
economies already in recession.

“The timing of a turnaround in the glo-
bal economy has become more uncertain
after the 911 incident. Nevertheless, the
Hong Kong economy should still be cush-
ioned by robust economic growth in the
Mainland of China,” he added.

Reacting to figures, the Financial
Secretary, Antony Leung, said the revision
of the annual growth rate from a positive
1 per cent to zero reflected the economic
slowdown in the U.S. and Europe, as well
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as in the surrounding Asian economies,
such as Singapore and Taiwan.

“While the immediate future is still a
bit uncertain and chances are there will
continue to be economic difficulties in the
coming quarters, one shouldn’t be too pes-
simistic about our future because after all,
it is highly likely that the United States
economy will rebound sometime next
year,” he added.

“The Mainland economy will continue
to grow at a fairly fast rate and Hong
Kong, being the major gateway to China,
will stand to benefit, so [ hope that our citi-

zens would not be too pessimistic about
the medium to long-term future of Hong
Kong.

“As to the question of when exactly the
Hong Kong economy is going to rebound,
it is rather difficult to say because a lot de-
pends on the external economies.

“But with all the measures that the
Chief Executive and the government is un-
dertaking in improving the business en-
vironment of Hong Kong, in upgrading
the skills of our people, I am relatively op-
timistic about our medium and long-term
future,” he said. B ]
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WTO CORNER

(L-R) Alan Li, moderator Christopher Cheng, Chan Wing Kee, and Sophie Leung told members at the Chamber's November 26 WTO
workshop on clothing and textiles that they were bullish about the impact China’s WTO accession will have on the industries.

(£#8) ZZEM - THEWEL  RAEURRARFERS 1B 20 AEETHEH LR MBI EAEZETHGE
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Sun is not setting
on textile industry

China's WTO entry is expected to revitalise Hong Kong’s
textile and clothing industries BY AGNES LAU

ong Kong’s textile and clothing in-
dustries will be in a much stronger
position than they are today after
China’s accession into the WTO,
industry experts told the audience at the
Chamber’s WTO workshop on November 26.
The speakers, Chan Wing Kee, manag-
ing director, Yangtzekiang Garment
Manufacturing Co, Ltd, Legislative Coun-
cillor Sophie Leung, Alan Li, executive
director, Clothing Industry Training
Authority, and panel moderator HKGCC
Chairman Christopher Cheng, were bull-
ish about the industry that has often been
called in Hong Kong a sunset industry.
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Mr Chan predicted that China would
benefit from being a WTO member, be-
cause its quota system will be eliminated
in 2005. This is expected to attract more
foreign garment manufacturers to invest
in the Mainland, either directly or through
Hong Kong.

Mrs Leung said she believes that Hong
Kong’s role as the “Window to China”
would be further enhanced with China’s
accession to the WTO. The territory will
be in an ideal position to present itself as
a regional headquarters and springboard
into the Mainland, she said.

Hong Kong has the added attraction

WTO UPDATE WORKSHOP SERIES

TELECOMMUNICATIONS
SECTOR WORKSHOP

China’s WTO entry is ex-
pected to create enormous
opportunities for foreign
companies to play an impor-
tant role in the Mainland’s In-
ternet and related telecom-
munications industries.

That was the consensus
from speakers at the
Chamber’s November 22
WTO workshop on telecom-
munications industries. The
panel speakers, Charles P Wu
(right) of IBM Greater China Group and Mei
Yin Lim (left) of China Practice Group, Perkins
Coie LLP, and moderator Norman Yuen
(centre), of CITIC Pacific, expressed opti-
mism about the future development of the
SAR telecom industry.

Less than 1 per cent of Mainland Chi-
nese companies presently have a Web site
or are e-commerce capable. This is partly
due to the fact that while much of the world
has jumped on the e-bandwagon, Chinese
companies took a wait-and-see attitude.
But that is starting to change as compa-
nies are beginning to invest substantial
sums in information technology. Accord-
ing to a survey conducted by IBM, IT
spending is expected to increase from 1.7
per cent of GDP in 1998 to 4.7 per cent in
2004, the ratio is close to the international
level of 5.7 per cent in 2004.

As the Mainland market opens up, HKSAR
companies will be in an excellent position to
develop China-related Internet and e-business
senvices, especially those with Chinese content,
they said. Local companies could also build
on Hong Kong's manufacturing base in South-
ern China to leverage integrated supply chain
and distribution management through the use
of Internet-enabled services.

You can listen to these workshops in streaming
audio on the Chamber's Web site at
www.chamber.org.hk/wto/content/archive.asp
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Mr Chan predicts the dismantling of textile quotas against China
will significantly benefit Hong Kong manufacturers.
BRKEFEATERESEERBENE SRR REEDER
e

of having a solid infrastructure capable of
developing into a leading fashion design
centre, especially for casual wear. It could
also leverage on China as a manufactur-
ing base to enhance its role in fashion mer-
chandising and designing.

Foreign investors are currently prohib-
ited from establishing wholly-owned
wholesale or retail companies in China.
The Sino-U.S. agreement on China’s WTO
accession calls for granting of trading and
distribution rights to foreign enterprises
within three years of accession. So manu-
facturers who have already established a
base in the Mainland will be ideally poised
to expand into the garment retail and dis-
tribution business once these commitments
start to kick in. In the case of Hong Kong,
more manufacturers will be able to estab-
lish their own distribution networks.

MAINLAND MARKET

Retail sales of garments in China have
greatly increased in recent years as the
standard of living of the Mainland Chinese
rises. But it is not just cheap clothes that
are in demand, medium- to high-end gar-
ments are increasingly being favoured by
Mainland consumers.

According to a survey conducted in 2000,
the 10 top brands of underwear, jeans and
shirts in China accounted for 63.3 per cent,

50

61.6 per cent and 52.2 per cent, respectively,
of total department store sales.

Imported garments and those pro-
duced by foreign invested enterprises en-
joy an edge in pricing in the upper end of
the market, while state owned and town-
ship enterprises dominated production of
low-end garments.

This is good news for Hong Kong gar-
ment makers who have been eyeing retail
sales in the China market for years. Many
Hong Kong manufacturers or retailers,
such as Jeans West, Apple Jeans, Goldlion,
FUN, Giordano and Crocodile, that have
successfully established footholds in
China, have begun formulating strategies
to increase their share of domestic sales.

The Sino-U.S. agreement on
China’s WTO accession calls
for granting of trading and
distribution rights to foreign
enterprises within three years
of accession. So
manufacturers who have
already established a base in
the Mainland will be ideally
poised to expand into the
garment retail and distribution
business once these
commitments start to kick in.
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CHALLENGES FOR HONG KONG

The textile and clothing industries re-
main Hong Kong’s largest domestic manu-
facturing industries, despite having suf-
fered a significant decline since the early
'90s. In the 1980s, about 300,000 people
worked in the industry, compared to about
60,000 today. Spiralling wages and produc-
tion costs have forced SAR garment manu-
facturers to seek more cost-effective pro-
duction environments elsewhere, notably
the Mainland.

But their relocation there has also im-
proved the level of expertise of Mainland’s
garment manufacturers. Today, Mainland

makers are Hong Kong firms’ largest
competitors, and are increasingly capable
of producing high quality garments com-
parable to Hong Kong manufacturers.
Consequently, Hong Kong makers will face
increasingly fierce competition and may
have difficulty in simply competing on
price alone.

Despite China’s lower production costs,
manufacturers have to reckon with longer
production lead times, more complicated
logistic arrangements, additional adminis-
trative procedures and higher transporta-
tion costs. Such difficulties are particularly
inhibiting for small and medium sized
factories, and make the Mainland less at-
tractive for the Hong Kong manufacturer.

CONCLUSION

China’s WTO accession appears to par-
ticularly favour companies thatare prepared
to expand domestic sales channels in the
Mainland. Companies willalsoneed to iden-
tify the right market niches and pitch their
products further up the value-chain, includ-
ing ODM and brand development in both
overseas and Mainland markets. Finally,
companies need to invest in new production
and communication technologies, as well as
logistics services to enhance product quality,
lower costs, and be able to offer just-in-time

delivery. (B ]

Mrs Leung said Hong Kong should work towards becoming a
leading regional fashion centre on a par with Paris, New York and
London.

RYUZFHRT  BRRBHBEATABREE —BHOBE
Rifhl o HER  BARRBAEFE ©
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Buyers Seeking Sellers

Either way, the Chamber's e-Catalog service
will help you find what you seek

Hong Kong General Chamber of Commerce's new
online service developed in cooperation with

E1 Media Technology Ltd is designed to help
members generate more business

Build your own e-Catalog on the Chamber's Business Portal
FHABEAMRERIEZNEBETERE &

Post up to 50 photos and descriptions of products online
BHZESORERALBRANNA

Update and maintain your e-Catalog as often as you wish

BER EHT » BRiE

Minimal cost, $1,800 per year or less than $5 per day
WEER  —F 1,800 tRBHALPRST

For more detail contact Queenie Poon  Tel 2823 1279 Email: ecatalog @chamber.org.hk
BHEHEE N FiE 0 28231279 FH : ecatalog@chamber.org.hk
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e Prolduct e-Catalog & 7 E 7 B #%
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=
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# 3

Oe ummax S S SH- B R

Product Ponfolir;
Product description,
specifications, price
BRI 81518
Search by product or
company name
RERILARBBES

Contact suppliel[ B R IER

H I<G %> Hong Kong General Chamber of Commerce
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CHAMBER PROGRAMMES

Study Mission returns from
Guangxi and Yunnan

By ELLEN LIU

he Chamber has just returned from Guangxi and Yunnan,

the third of its study missions in 2001 following fruitful

trips to Shaanxi, Gansu and Xinjiang last July and a mis-

sion to Sichuan and Chonggqing in October, to help the
Hong Kong business community explore opportunities unfold-
ing in western China.

Stanley Hui, chairman of the Chamber’s China Committee,
and Dr Eden Woon, director of the Chamber, led the latest mis-
sion which took place from December 2-7.

On the first leg of the mission, the delegation visited Guangxi,
where they were warmly received by Yuan Fenglan, deputy

Members of the Chamber's mission pose for a group photo with Shao Qiwei, deputy
governor, Yunnan Provincial Municipal Government, pictured 7th from left.
ABERRERERIEEARBABARPUR(EL)ER -

chairman, Guangxi Zhuang Autonomous Region, and other se-
nior officials.

Ms Yuan told the delegation that development in Guangxi
has accelerated in recent years, fuelled by its location next to
Guangdong, and that Guangxi is the only coastal province among
the 12 Western provinces.

“It has excellent natural ports and low-cost labour resources,
and is an ideal place for Hong Kong businessmen to set up a manu-
facturing base and conduct cross-border trading,” Mr Hui said.

52

In Yunnan, the delegation was welcomed by Shao Qiwei,
deputy governor, Yunnan Provincial Municipal Government, who
briefed them on the local investment environment and policies.

Bordering Vietnam, Laos and Myanmar, Mr Shao said Yunnan
enjoys abundant tourism, medicinal herbs, mineral and water
resources. Given its location, Yunnan may become a gateway for
Hong Kong businessmen to tap the ASEAN market if China’s
proposed free trade agreement with ASEAN materialises, he said.

Delegates also visited development zones and a number of
local factories in the two provinces. Already, some members have
agreed to invest in the regions, or have found local business part-
ners following a series of fruitful individual business-matching
meetings. B ]

To see first-hand the range of products for sale in Guangxi, members are
given a tour of Lifelong Supermarket.
REBERESBANTERBRTE BEEREENRER -

X Ms Zhao Xiaoyan

& Foreign Investment Promotion Division,
Department of Foreign Trade & Economic Cooperation,
Office of Foreign Investment Administration,

.‘_."; Guangxi Zhuang Autonomous Region

S Tel. 86 771 2109440

§ Fax 86 771 5314247

E-mail xyzhao @investgx.gov.cn
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Members tour a contraceptive products
factory in Yunnan.
REMSBEH-HEERPRIANEE ©

Mr Mu Jiangsheng,

China Council for the Promotion of
International Trade Yunnan Sub-Council

Tel. 86 871 3130723
Fax 86 871 3136574

Guangxi, which is famous for its agricultural produce.
REDEFREDE-HHRRELR  20HUR

BAMKBAEBIBREEERLE
EREARBARENESREQER

R
W
T 86771210944

The Chamber delegation visits a sugar cane processing factory in Nanning,

Mission leader Stanley Hui (left) tatks with Yuan Fenglan,
deputy chairman, Guangxi Zhuang Autonomous Region.
RRBARTED(E)RRBELREREARBF
BERRRMRE

ERE -
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f8H : 868713136574
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EE : xyzhao@investgx.gov.cn
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CHAMBER PROCRAMMLES

HKGCC's recent mission to Guangxi and
Yunnan had a special significance for Chamber
member Maria H Cheung. This is her story ...

n December 2,
2001, I joined the

| found my
roots

Chamber’s mis-

sion to visit
Nanning, Guangxi, and
Kunming, Yunnan.

As the plane started its
descent, my heart began
racing. Nanning is my
hometown, and this was
the first time that I had
gone home in 53 years.
Things that I knew about
my hometown were only
faint recollections of tales
told by my grandfather
and parents. Now, my feet
were on the land that they
had talked about so pas-
sionately for decades, I felt
like a stranger.

There is a well-known poem in Chinese which tells how I was
feeling. Roughly translated it goes something like this:

“On returning home after decades apart;

My native accent had not changed;

Yet the children seemingly no more acquainted,

Asked where |, this stranger, was from.”

Our plane landed and brought me back to earth.

I had brought along copies of documents relating to my
father’s property in Nanning, and asked the man who wel-
comed us at the airport where it, the “Ken Garden of the
Dragonboat Pond,” was located. He knew nothing about the
street, nor even the district. As a matter of fact, no one seemed
to know where the property used to stand 52 years ago — much
has changed.

But wonders do happen. During the Chamber’s meetings with
high-ranking government officials, the Deputy Governor of
Guangxi, the Mayor and Deputy Mayor of Nanning Municipal
Government, the Director of Economic Cooperation of Nanning
City People’s Government, among others, all tried their best to
help solve this puzzle.

They checked old records for my father’s name. They
checked with the Secretary General of Guangxi Province, to
the Minister of Guangxi, to the State Department, and Profes-
sor and President of the University of Guangxi. On the third
day, December 4, 2001, they said they had found my father’s
property. They asked one of the top officers, who happened to
be the son of my father’s old friend, to take me there. [
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Maria Cheung (6th from right) stands wth Guangxi Deputy Chairman Yuan Fenglan (7th from right) for a group photo
during the Chamber's mission to Guangxi and Yunnan.
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BUSINESS

Dutch celebrate
China trade excellence

Cathay Pacific awards recognise Mainland success

by Netherlands’ SMEs

he sixth annual Netherlands” China

Trader Awards in Amsterdam in

November saw a Dutch-owned,

Hong Kong-based, Mainland
photo-frame maker just edge out a Shang-
hai-based purification systems group for the
top prize.

HGA International, the photo framer
manufacturer started by Wim De Vries in
1981, took the 2001 award by the slimmest
of margins from Paques BV, the innova-
tive purification systems group that began
operations in Shanghai in 1997.

Sponsored by Cathay Pacific Airways,
with the support of the Netherlands Coun-
cil for Trade Promotion’s China Council
and the Hong Kong Trade Development
Council, the China Trade Awards aim to
highlight the potential of European trade
with China.

Announcing the top award, the jury
said that although Paques was an excel-
lent contender, the decision had gone to
HGA International because of its lengthy
experience in China and its ability to over-
come early difficulties.

“It was a close finish, but the resurrec-
tion of HGA International after three very
difficult and frustrating years and the de-
termination of Mr De Vries to make his
company a success in China, made a big
impression on us,” the jury said.

The Hong Kong General Chamber of
Commerce’s Chief Economist, lan K
Perkin, was special guest speaker at the
2001 awards, along with Tim Warren, of
Royal Dutch Shell in Asia and Sergio Lires
Rial, a member of the managing board of
ABN Amro.

Special guest at the awards ceremony
was the Chinese Ambassador to the
Netherlands, Zhu Zushou, along with the

T 200251 5

Netherlands Consul-General in Hong
Kong, Jaochim Haakma.

In his address at the awards ceremony,
Mr Perkin outlined the background and
work of the Hong Kong General Chamber
of Commerce, and its support for the lo-
cal and international business communi-
ties in the Hong Kong SAR.

He also highlighted the growth the
Mainland economy and trade over recent
years, congratulated Mr Zhu on China’s
accession to the World Trade Organisation
(WTO) and suggested that China trade was
on the threshold of a new era of growth.

“Twenty years ago, when China was be-
ginning to open to the world, the country
had a gross domestic product (GDP) - or
total output of goods and services — of some
US$286 billion at the then exchange rate to
the US dollar, or just $60 billion converted
at today’sexchange rate,” Mr Perkin said.

“Today it is four times (or 16 times)
that at just over a trillion US dollars (that
is, US$1,000 billion). And on a purchasing
power parity basis it is probably close to
US$3,000 billion — US$3 trillion- level.

“Twenty years ago, on the same ex-
change rate basis, China’s GDP per capita
was around US$287 (or US$59 at today’s
exchange rate). Today it is closer to $850
on a national average basis.

“Twenty years ago, China’s two-way
trade with the rest of the world — and this
for a country of a billion people — was a
miserable US$400 million. That was less
than 0.2 per cent of GDP. Today it is closer
to US$400 billion - that’s an increase of
1,000 times. And it is equal to 40 per cent
of GDP on a current exchange rate basis.

“Finally, in the past 20 years, cumula-
tive foreign investment in China has
soared from virtually zero to some US$500

billion and is still flowing in. With such
numbers it is hardly surprising that world
attention is focussed on the potential fu-
ture development of China,” he added.

Commenting on the Mainland’s WTO
entry, Mr Perkin said: “Now it can surely
be said that we stand on the threshold of a
whole new era of China trade and
investment, with the entry of the Mainland
of China into the World Trade Organization.

“For China, there is the prestige of be-
ing welcomed into the world trading com-
munity and recognition this gives of
China’s emerging world role.

“More importantly than this, however,
it gives China a place at the world global
trade table, a chance to help make the
world trade rules, rather than accept those
made by others and to play a full role in
the movement towards freer world trade.

“It will also enable China to make use
of the WTO’s dispute mechanisms, the
rules on anti-dumping etc. And it will en-
hance China’s perceived position as a de-
veloping world leader.

“Domestically, of course it will help
the Beijing administration enhance its re-
form program, impose transparent rule
based commercial rules and help under-
pin the role of the government in facilitat-
ing reform.

“It is also likely to help China gain
greater access to its global needs, through
greater trade, investment and technologi-
cal transfer. And it will help modernise
industry and the economy at an even
faster pace.

“For Hong Kong, with its special rela-
tionship to the Mainland there are going to
be immense opportunities and challenges.

“Hong Kong will be able to build on
its special relationship to use its inherent
skills in trade, finance, distribution, etc to
enhance its own economic role.

“On the other hand, easier access to
China by outsiders will also bring with it
increased competition for Hong Kong -
and make direct involvement in the China
market (rather than through Hong Kong)
- more attractive to foreign companies.

“Hong Kong will certainly gain eco-
nomically from China’s bigger role in glo-
bal trade and investment - as it has in the
past 20 years. But there will also be in-
creased competition, including some from
centres within China itself,” he said. [
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Want to Attract More Business?

Advertise in The Bulletin

Call 2375 2311 for details, or e-mail bulletin@chamber.org.hk
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Deacons

At 150 years young, Hong Kong's oldest law firm is set to
enhance its position as the largest legal practice in Asia

ew companies can claim to have such

along and prestigious history as Hong

Kong law firm Deacons. The firm’s

founder, William Bridges, arrived in
Hong Kongin 1851, just nineyears after Hong
Kong Island was ceded to Britain under the
Treaty of Nanking. His arrival on the “barren
rock,” as Hong Kong was then called, was to
practice law at the invitation of the Governor’s
Private Secretary, William Mercer.

As one of the colony’s first barristers, Mr
Bridges quickly developed a lucrative prac-
tice feeding off litigation which quickly flared
in the competitive colony. His busy sched-
ule in the Supreme Court helped him earn a
reputation as a strong and capable opponent,
and Dr Bridges, as he later became, also
served as acting Attorney General as well as
Colonial Secretary from time to time.

Bridges left Hong Kong after 10 years,
by which time, Hong Kong’s commercial
potential was undeniable. The robust trad-
ing post was coming into its own. The rule
of law was gaining pace. And, thanks to

K

Union House, left (more recently Swire House and now 11 Chater Road

TwH T 200245 1 A

Bridges’ pioneering spirit, a robust and dy-
namic legal practice had been born.

Those responsible for Bridges’ practice
after his departureelected to act as solicitors
rather than barristers, following the separa-
tion of the professions after their temporary
fusion. Operating from offices near the Su-
preme Court on Queen’s Road, the Deacons
of today was becoming a recognisable entity.

The firm’s namesake, Victor Deacon, ar-
rived inHong Kong aboard the Peninsula and
Oriental steamship “Ravenna” on July 7, 1880.

The 33-year-old solicitor joined the part-
nership of Messrs Brereton and Wotton, a
direct continuation of Bridges’ original
practice. While it had been just 19 years since
Bridges’ departure, much had changed and
the practice was now one of four firms of so-
licitors that were flourishing in Hong Kong.

Injust two years, he had quickly become
respected as one of Hong Kong’s leading
conveyancers, and in 1882, Mr Deacon was
admitted as a partner, thusadding his own
name to the firm’s.

) was a former location of Deacons' office. While time may have
changed the view, Deacons' association with this Central business district remains

WEAT(E  ERAZAE  RARTE 11 E)RNERHTEFENL - BATEBLXENERUE EHHLRE -
EREREZBNBBRRAZRY -

Victor Deacon thrived on the challenges of his new life in the East.
Victor Deacon ZRTER T EEENHAE - BHAIRKR ©

Hong Kong entered a period of strong
growth over the next 20 years which saw it
and the law firm expand significantly into
the 20th century.

The firm moved in 1901 to new offices in
Ice House Street, where it found itself sepa-
rated by just a narrow alley from Messrs
Johnson Stokes and Master. According to re-
portsfrom the time, “Communication in case
of need was frequently obtained by vocifer-
ous shouting from one window to another.”

That arrangement lasted only a few
years. In 1904, the firm took residence in the
recently completed Prince’s Building, a
luxury four-story edifice at 1 Des Voeux
Road on the new Chater reclamation.

Just two years later, Mr Deacon bade
farewell to Hong Kong to return to his na-
tive England. During his time in the then
colony, he brought renewed focus to the le-
gal practice which would continue to bear
his name in perpetuity.

The outbreak of World War I had little
impact on the territory, other than a tempo-
rary shortage of solicitors as men signed up
for the war effort. The territory felt the full
brunt of World War II with the surrender of
Hong Kong to the Japanese in 1941 after a
bloody siege.

The foreign community became prison-
ers of war. Many died of malnutrition and
physical abuse under their incarceration,
including two Deacons assistants. Wai-chiu
Hung (“Willie”) the last remaining member
of the firm, fought valiantly to keep the of-
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Mr Roberts: “Deacons is a Hong Kong firm and always has been. A lot of people tend to forget that."
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fice running, but ultimately the office was
requisitioned and the firm’s files, papers and
books were discarded and destroyed.

It was to this desolation that many of the
former members of the firm returned when
the war ended in 1945. Yet there was little
time for mourning. The practice had to sim-
ply be rebuilt, just like the lives of millions
of other people around the world.

Willie, who had fought so loyally to keep
the office running after all other members
of the firm had been imprisoned, was made
partner, only the second Chinese partner in
the firm’s history. Soon after, Wong Wai Pat
became the firm’s first Chinese articled
clerk, later becoming partner in 1959 and the
firm’s first Chinese senior partner in 1974.
He remains with the firm to this day.

In 1962, Prince’s Building was zoned for
demolition and Deacons moved into new
offices in Union Building (later Swire House
and today the location of 11 Chater Road).

The move helped drive the firm’s growth
and by the mid-1970s, Deacons was a busy
full-service business law firm and a highly-
respected name in commercial circles.

It was in 1976 that the firm’s current se-
nior partner, Mark Roberts, came out to
Hong Kong for a holiday at the invitation
of fellow article clerk Robert Lo, son of Ken-
neth Lo, then senior partner of Lo & Lo.

Kenneth Lo bumped into then Deacons
senior partner who asked if his son was in-
terested in working for Deacons. Knowing
his son wanted to work in London, he
thought Mr Roberts might be interested in
the position and set up an interview for him
the next morning.

“An hour later I was offered a job, and I
came back in May 1977,” Mr Roberts said.
“It’s been very exciting, and I've never re-
gretted that decision to come out here.”

In the 24 years that he has been in Hong
Kong, the international landscape of the ter-

LA 2002 %1 A

ritory has become much more diverse. .

Deacon’s client base, historically, had
been very domestic. But in the *80s and ’90s,
increasingly, a significant number of inter-
national clients wanted to use a local firm -
Deacons is a Hong Kong firm and always
has been - to help develop their ambitions
in the Mainland.

“That is the advantage we have always
had. Apart from our cultural mix, we’ve had
Chinese partners who have been with us for
years for 20 or 30 years,” he said.

Deaconslongestserving member of staff
has been with the firm for 54 years, and his
father before him worked for Deacons for
45 years.

“That is what distinguishes us from the
city firms of London and New York. So ob-
viously we have this very strong client trust
and relationship,” he said.

The 150 lawyers who work at Deacon’s
Hong Kong office are increasingly involved
in work related to the Mainland. Mr Rob-
erts predicts the current rate of 35-40 per
cent of work with a China connection to it
will continue to increase, even as more
firms try to enter the Mainland directly.

At the moment, foreign lawyers are not
allowed to practice in the Mainland, but they
can advise clients on the legal aspects of do-
ing business there.

Mr Roberts said Deacons is hoping to get
a license to open an office in Beijing early
next year, which will enhance its position
as the largest legal practice in Asia, employ-
ing about 800 lawyers regionally.

“There is no point going to London and
New York because the market is just over-
saturated there. Our focus going forward
is undoubtedly Asia, and particularly
China,” he said. “Some people say what
about India and other places? But it doesn’t
make sense when you have such a large
market on your doorstep.” (13}

Company: Deacons
Established: 1851
Business: Legal services

800 regionally
Year joined HKGCC: 1904

Number of lawyers: 150 in Hong Kong,
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CHAMBER IN ACTION

The Hong Kong General
Chamber of Commerce

Chamber Committees
Chairmen

General Committee
Chamber Council
Mr Christopher CHENG
Americas
MrHY HUNG
Asia/Africa
Ms Deborah ANNELLS
China
Mr Stanley HUI
Chamber Overseas Speakers Group
Mr Brian STEVENSON
e-Committee
Ms Cindy CHENG
Economic Policy
Mr George LEUNG
Environment
Mr James PEARSON
Europe
Mr David RIMMER

Hong Kong Franchise Association
Mr Eric CHIN

Hong Kong-Tajpei Business Cooperation
Dr Lily CHIANG
Human Resources
Mr Alan LUNG
Industry and Technology Committee
Dr Lily CHIANG
Legal
MrR T GALLIE
Membership
Mr David ELDON
Pacific Basin Economic Council
China Hong Kong
Mr David ELDON
Real Estate/Infrastructure
Mr Victor LI
Mr Peter CHURCHOUSE
Retail and Distribution
Mr Anthony NIGHTINGALE
Shipping/Transport
Mr Neil RUSSELL
Small & Medium Enterprises
Mr K K YEUNG
Taxation
Mr Kaushal TIKKU
HK Coalition of Service Industries
Executive Committee
Mr Stanley KO
Financial Services
Mr David RUAN
Information Services
Mr Tony AU
Professional Services
Mr lan ROBINSON
Real Estate Services
Mr Nicholas BROOKE
Travel/Tourism
Mr James LU
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CHINA i
Rosanna Law, assistant director-general,
Trade and Industry Department, spoke to the
Chamber’s China Committee at its Novem-
ber 19 meeting on the 4th WTO Ministerial
Meeting in Doha and China’s WTO entry.

Liu Hong, vice
general manager of the
Shanghai Waigaogiao
Free Trade Zone
United Development
Co Ltd, spoke at the
Chamber’s November
19 roundtable lun-
cheon on “Business
Opportunities in Shanghai Waigaogiao Free
Trade Zone.”

Xu Zhonglin, governor of Anhui Province,
led a 13-member delegation to visit the Cham-
ber on November 19 to explore further coop-
eration with the Hong Kong business
community. Chamber Chairman Christopher
Cheng received the delegation and discussed
with the guests future cooperation possibilities.
Mr Cheng also suggested that a study mission
to Anhui might be organised in 2002.

Margaret Song,
vice president of
Tianjian Industry
Group Co. Ltd - a
well-known privately
owned company in
Guangzhou - spoke
at the Chamber’s De-
cember 14 roundtable
luncheon on “Private Enterprises: Significant
Contributors to the Mainland’s Economy.” Ms
Song shared her views with members on the
major characteristics of Chinese private enter-
prises and suggested ways that private Chinese
enterprises and the Hong Kong business com-
munity could explore economic cooperation.

ASIA/AFRICA

A delegation from the Central Insti-
tute for Economic Management, Vietnam,
was welcomed to the Chamber on Novem-
ber 27 by Chamber Assistant Director Dr
YS Cheung & Chief for Human Resources
Division Emma Ho. The delegation was
briefed on the current labour market
situation, labour laws and enforcement,
and other human resource management is-
sues in Hong Kong.

WEC MEMBERS COOK UP
CHRISTMAS TREATS

Women Executives Club (WEC) mem-
bers attended a pastry making demonstra-
tion on December 1 at Hotel Miramar. Ex-
ecutive Chef P K Wong showed members
the art of making cakes and Christmas
treats. Members later tried their hand at
making their own cakes under the watch-
ful eye of the hotel's chefs.

EHRGEER

SPHEEN 1281 BEEXEE
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Chamber

C X

A six-member delegation from Nigeria
was welcomed to the Chamber on December
10 by Chamber Senior Manager Charlotte
Chow. Composed of high-level government
officials and private sector businessmen, the
delegation was briefed on the position and
development of SMEs in Hong Kong and
what the SAR Government and HKGCC are
doing to help the development of SMEs.

AMERICAS

Richard Burton, regional general
manager, Greater China of Groupe Coface,
and Grace Wong, general manager, Frontline
Business Information Ltd, spoke at the
Chamber’s December 10 roundtable luncheon
on “2001-2002: An Outlook for Exporters.” Ms
Wong shared with members the findings of a
survey conducted by Frontline on exports and
the impact of the 911 incident on Hong Kong
exporters, while Mr Burton shared his exper-
tise in country risk rating.

A 12-member, high-level business del-

egation from Brazil visited the Chamber on De-
cember 10, where they were welcomed by Steve
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Wong, vice chairman of the Chamber’s Ameri-
cas Committee. The delegation represented a
cross section of the most developed industries
in Brazil. The mission leaders were Atilio
Bilibio, vice president of the Federation of
Industries of Rio Grande do Sul and Brazilian
Secretary of State for Foreign Affairs, Jose Mroaes.

EUROPE

Juan V Monfort, first counsellor, EU, Of-
fice of the European Commission in Hong
Kong, spoke at the Chamber’s November 23
roundtable luncheon entitled, “Outlook on
EU/Asia Relations.” Mr Monfort elaborated
on the EU’s proposal to establish closer ties
with Asia and the proposed plan of action to
accomplish that.

A Russian business-matching meeting
was held at the Chamber on November 28.
Close to 30 member companies discussed busi-
ness opportunities with their Russian counter-
parts face to face. Peter Gordon, chairman of the
Russian Interest Group, chaired the meeting
while Eva Chow, chief of International Business,
briefed the delegates on the Chamber. B |
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Welcome new members
nine SXHE

Atpath Technologies Ltd
HEMEBRAA

Mr Graham Brant

President

Services

Bram's & Brothers Ltd
Mr Ibrahim Attye

Director

Distribution, Trading

China Daily Hong Kong Ltd
FEIHR(EB)BRAF

Mr Li Zhou /&3 564

Assistant General Manager
Services

Conrad Technology Ltd
BERHRBERAE)

Mr Hokman Au B #8325 4
Managing Director

Distribution, Manufacturing, Trading

Coutts Bank (Schweiz) AG
Mr Christopher Burgess

Senior VP

Investment Company, Services

eCommence Ltd

Mr Philip Leung R £ 4
Partner

Services

Fung & Liu Solicitors & Notaries
BEEREBRNE RPN

Miss Peggy Liu B2E% k-7 1H

Managing Partner

Services

Golden Bright Manufacturer Ltd
TIEEERRA A

Mr Shun-yiu Yuen R JIBZE 5t £
Managing Director

Manufacturing

Good Job Creations (Asia) Ltd
Mr Xiao Yu KRB 64

CEO

Services

Hong Wang Jewellery Ltd
REKEBRAT

Mr Kin-wang Shum S22 R %&£
Director

Manufacturing, Trading

Interdean.Interconex
Mr Randy Chiu fRRER 4
General Manager

Services

Living Commercial Ltd
SHESKEERAD A

Mr Aaron Ka-lun To £ 5% 8 5t 4
President

Trading

M3Com (Hong Kong) Ltd
Mr Joel Ma S5 8B & £ 4
Managing Director, Asia Pacific
Services

Natexis Banques Populaires
EESNERAT

Mr Philippe Massot

General Manager

Services

New World First Bus Services Ltd
ittt RE—B L REBR QA

Mr Adolf Hsung Hsu 77 5t 4

Managing Director

Services

Rabo Investment Management Ltd
AEREREEERRAA

Mr Philippe Legrand

Director

Investment Company

Rosedale on the Park HEB/L
Mrs Maria Lee & B L L+
General Manager

Services

State Fund Investment Ltd
LIREBRA A

Mr Norman Koo B8/&% 4

Chairman

Distribution, Investment Company, Trading

Tong Sek Kee E5iC

Mr Wing-kin Tong B 58 2 554
General Manager

Services

Transamerica Occidental
Life Insurance Co
EEAERELF

Mr Kok-ying To

2nd VP, Administration
Services

Tyeb Import Export Ltd
EBHAOLH

Mr Abbas Tyebkhan
Managing Director

Trading

Vision Century Corporation Ltd
B EEBRL A

Mr Simon Miu-man Siu & 193 £ &
General Manager

Investment Company

Vivien Chan & Co [REEZEZEM1T
Ms Vivien Chan fRE2ZE /N 1H

Senior Partner

Services

Wall Street Institute
Mr Peter John Forsythe
Managing Director
Services

Wing Fung Metal Works Manufactory
KEeBREERM DA

Mr Sau-wing Yip

e

Manufacturing

World Wide Corporation
Mr H A Bharwani

Managing Director

Trading

Xswim Technology Ltd
Mr William Tang BPEL {2 5t 4
Managing Director

Trading

Y & Fung Garment Co Ltd
BLREFRAF

Mr Hok-tung Lau 2/£ 5 %4
Director

Trading

Yan Kee Construction Co Ltd
ZERERR AT

Mr Simon Chi-yan Ning /& 1= %4
Executive Director

Services

Yuen Fung Jewellery Co Ltd
RERBERAF

Mr Alan Yuk-lun Lam & & B £ £
Director

Manufacturing

Zetland Financial Group Ltd
Mr Jack Flader & 4% 5t £
Managing Director

Services

For information on membership, call Sharon Chung on 2823 1203, or email membership @ chamber.org.hk
ME TN A= E S E TE (855 : 2823 1208 : EH : membership@chamber.org.hk)
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AT THE 8™ ANNUAL
BUSINESS SUMMIT
BN\ETFEARTEET

tatyy Ir

Mr Long Yongi ~

Group Munééing q;mt r, Li &

Chamber Deputy Chairman Anthony Nightingale (right) thanks
William Fung for his fascinating speech at the summit luncheon.

ke : < AEEHEETRREE A BRHBERNBBEFRERE
China's Chief WTO Trade Negotiator, Long Yongtu (centre) at a 140th Anniversary Distinguished Speakers Series luncheon on November BRER
29, acknowledges the audience's applause on China being accepted into the WTO at the Doha meeting on November 11 s 2 L
TEEREBRHRREKE(P)N 115298 M40 AFHRBEBER] FESL  BZRSEYHEREFEAR S RSy, - 2

MAMABAMAEE - D Lt - 24

Eye Spy ;T &8t &

Giovanni Orgera, president, Banca di Roma, gets some tips from the
Chamber's Chief Economist, lan Perkin, on where the economy is
heading.

EERTEFFELRASEREEMERRO P - B2
FERRAREERRGQMOER

(L-R) Long Yongtu, Chamber Chairman
Christopher Cheng, and Chamber
Director Dr Eden Woon,
(ER)REXE FEIRBETREA
HEUREL - !

Annie Wu (left) managing director, Hong Kong Beijing Air Catering
Ltd, meets Janie Fong (right). director, Office of the Governor, CTCA.
ERLRMERAARLDEHESMHNE(E)NERE L
REEMMMNERREERH XEF(H)BEH -

Yunnan and Guangxi mission teader Stanley Hui (centre) discovers a Guangxi toasting custom at a banquet hosted by Guangm COFERT.
ZRRERZREABRMER(PNREREENCEEZZESRHTNREL IR ERANNERRS -

Some members of the Chamber's GC Panel have a laugh during the

coffee break.
TR 2002 % 1 A SUARESRHH I ERENARBHEHER



UPCOMING EVENTS

CHAMBER

2 January
WEC Roundtable: "The Road to
Happiness and Success: Key
Lessons for Modern Women
Executives."

30 January
Image Enhancement Workshop:
“Dress to Succeed.”

1 February
Training: “Power Media
Presentations: Handling Tough
Questions in Tough Times.”
(English)

1 February

Training: “Online Microsoft
Software Training Series —
Chinese Microsoft Access 2000.”
(Cantonese)

4 February

Roundtable Luncheon: “Trading
Opportunities & Challenges for
Hong Kong Exporters in Asia.”

5 February

Roundtable Luncheon:
“Opportunities & Challenges for
International Broadcasters in the
Mainland Media Market.”

6 February
Training: “Online Microsoft

Software Training Series —
Chinese Microsoft Excel 2000.”
(Cantonese)

20 February
Training: “Online Microsoft

Software Training Series —
Chinese Microsoft PowerPoint
2000.” (Cantonese)

February

Roundtable Luncheon with Thai
Council General and Director-
General of Customs.

21

64

2
22

25
25

26
26

27

27

27

February

Training: “How to Secure Your e-
Transactions in the Information
Super Highway.” (Cantonese)

February

Training: “Online Microsoft
Software Training Series —
English Microsoft FrontPage
2000.” (Cantonese)

February ~ 17 June
Training: Mandarin for Expatriates —
Beginners (English & Putonghua)

February

Training: “Setting Up a Business
in the PRC.” (Cantonese)
WAIFE AP S A B (EER )

February
WEC Roundtable: “Light at the
End of the Tunnel.”

February

Training: “Requirements on
Representative Officers in China.”
(Cantonese)
BHARARERIZNRERS
(EREE)

February

Training: “Professional Telephone
Skills.” (Cantonese)

EIRE  EXEEEEHRDN
(EREE)
February

Training: “Managing Emotions of
Employees During Termination
and Disciplinary Action.”
(Cantonese)

February

Training: “China's Entry into the
WTO and the Changes and
Amendments to the PRC
Accounting System.” (Cantonese)
FEIMAEZ(WTO)E, StHIE
NHEREBEER (BRZ)

2 February ~ 2 May
Training: Practical Mandarin for
Beginners (1) (Putonghua)
IEHRE  SRAEBEISERE W)
(B @)

28 February
A Practical Approach to

Conducting Inward Processing
Manufacturing in the PRC
(Cantonese)
HEHN T MERIEE RS
(ER:E)

COMMITTEE MEETINGS

4 February
Asia/Africa Committee Meeting

Regular committee meetings open to respective
committee members only, unless otherwise specified

OUTBOUND MISSIONS

31 January -1 February
China Committee Beijing Mission

April

Mission to Henan and Anhui

MARK YOUR DIARY

2 March
HKGCC Spring Dinner

30 May
WEC Charity Ball
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Enjoy a day at the races in the luxury of the

Chamber Race Boxes

ADMISSION, BUFFET & DRINKS RACE BADGE
mE NS SBBERKDKE ShekE
Sha Tin Happy Valley
9z YH S M
Each seat $60/Badge
et 4 =
Al IHN i WS s $60/ Bk
4 or more seats Buy 5 get 1 free
&% zlﬁz LT Sl = BT
SR 10 or more seats
48] A I ~ bl b $250 $300
H:ﬁ Includes buffet lunch or dinner, free soft drinks, mineral water, fruit juice, and house beer at the box
r BZREBMEK  BRK - RITRBE
75

For booking forms, race dates, or further information, please call 2823 1205 or 2823 1246.
MEREGT R - EABEMPHEMER » BFHE 2823 1205 5 2823 1246 ©
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SANTA FE. Approved by 1SO, FAIM and RICKY.

While certification by two of the moving industry’s most trusted authorities certainly inspires confidence,
it is our total dedication to everyone’s needs that truly wins hearts. After all, it’s not what we say that
moves people, it’s what we do.

Santa Fe Transport International Ltd, 18 Floor, C.C., Wu Building, 302-308 Hennessy Road, Wanchai, Hong Kong

/ Tel: (852) 2574 6204 Fax: (852) 2834 5380 E-Mail: sales@santafe.com.hk Website: www.santafe.com.hk
Fqlmg CHINA ¢ HONG KONG e INDONESIA e JAPAN e MALAYSIA e PHILIPPINES e SINGAPORE e THAILAND






