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SURPRISINGLY,  THE MOST 

COMFORTABLE PLACE ON EARTH 

IS  OFTEN NOT ON EARTH.

Step into your castle in the air. Up here, work likes to play. And stress sleeps through the entire journey.

Come mealtime, you don’t eat. Instead, you dine. And at bedtime, your flatbed lets you stretch out and

drift into slumber. Malaysia Airlines New First and Business Class. Welcome on board. Sweet dreams.
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hundreds of variable positions, it transforms
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the world. Yours. Sit, sink in, slumber.

World’s best cabin
Staff 2004
To our crew, caring is second nature. Thanks
to an age-old tradition that teaches us to
serve with sincerity. Perhaps that’s why our
crew have been voted World’s Best by
Skytrax UK for the last four consecutive
years.

WORLD DINING
Star-rated chefs from across the globe have
been brought together to create a series of
signature dishes exclusively for your dining
pleasure. It’s our way of giving you a taste
of the world even as you explore the world.
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For the past 40 years Meriton has 

been building quality apartments with 

superior finishes, setting the style for 

apartment living in Sydney. We strive 

to surpass ourselves in each new 

development and produce affordable 

units that will gain the highest return 

for our clients. We pride ourselves on 

consistently supplying the Sydney 

property market with innovative and 

stylish developments.

Presently there are 10 major 

developments in the Sydney CBD 

or Metropolitan area to choose 

from. Whether you’re looking for 

world-class living or the perfect 

investment platform, Meriton has 

something for you.

For more information visit 

meriton.com.au
Or contact Margaret Rahilly,

Meriton’s marketing manager by 

phone on 

+61 2 9287 2535 or  

+ 61 418 210 225,

or email margaret@meriton.com.au

Harry Triguboff-Managing Director
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DENG XIAOPING, who is credited
with the reform of modern China, came to
power in 1978 and decided then to open
China's economy.

In the following year, Deng selected four
sleepy backwaters for his experiment with
industrial reform. He opened Zuhai, Shenzhen,
Xiamen and Shatou as four Special Economic
Zones for foreign investment.

Thirteen years later, on a tour of the already
prosperous Southern China, Deng uttered his
immortal words: "To get rich is glorious".

Some would say his message unleashed
China's millions of budding entrepreneurs,
encouraging them to build up private wealth.
Many of them would reside in the south.

Deng's message became the touchstone for
the economic development of China.

Authors of a newly-published book The
Greater Pearl River Delta and the Rise of China
(see page 13) argue that the Pearl River Delta
region benefitted from Hong Kong's advanced
economy. It was a partnership, they say, that
has not occurred anywhere else in the world —
a "unique" recipe for the region's fabulous suc-
cess. Hong Kong is the epicentre of the PRD
region — and its significance to the region has
not diminished even as China’s economic
importance grows.

The authors say the Greater Pearl River Delta
(GPRD) alone — through Hong Kong — is
responsible for the globalisation of China. It
drove China's integration with the world
through its huge and growing export engine.

The PRD is now the largest economic region
in China, and apparently forging unstoppably
forward. While at times overshadowed by the
excitement of Shanghai, the PRD is seen as the
world's most vibrant economy, with combined
gross domestic product calculated at US$280
billion — bigger than the economies of
Thailand or Indonesia combined.

The growing affluence of the PRD is behind
the success of the world's largest retail Wal-
Mart. Its store in Shenzhen has one of the high-
est turnovers of a Wal-mart operation anywhere
in the world. Wal-mart alone expects to spend
US$18 billion to procure merchandise goods in
China, mainly from the PRD region, this year.

Now, capital-intensive investment is begin-
ning to take place in the PRD. And much of that
funding is being sourced from and through
Hong Kong.

Having recovered from an economic slump,
Hong Kong is moving to reinforce its leading
position in the Pearl River Delta and beyond —
with Beijing's help. Emboldened by its success
in negotiating a Closer Economic Partnership
Arrangement (CEPA) with the mainland, and
the partial deregulation of renminbi trading in
Hong Kong, the HKSAR is eyeing more.

As Victor Fung, businessman and Chairman
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of the Pearl River Business Council, says in our
lead report (see page 7), one cannot appreciate
the importance of CEPA until one sees the tan-
gible benefits. As a trading firm, CEPA has
allowed Fung’s personal family company to
open its own offices in China and do away with
the web of grey, black and white agreements
that used to govern its business relationships
with Chinese distributors.

Hong Kong now wants more preferential
treatment from China. It also seeks to embrace
a broader business in the handling of renminbi.
If Financial Secretary Henry Tang achieves his
ambition, Hong Kong banks will be able to clear
renminbi deposits, handle renminbi-dominat-
ed trade finance, and issue renminbi-denomi-
nated bonds (see page 11).

Observers are sceptical that Hong Kong will
get this far. One analyst points out that, to allow
Hong Kong to do what it wants with the RMB,
China will need to virtually lift controls on its
currency and float the renminbi. Hong Kong is
an international financial centre, and the impli-
cation is that Beijing may lose control of its own
currency. No matter, Hong Kong is pushing
ahead with its "renminbi strategy". It is also
seeking to persuade the Chinese to lift tax and
other regulations that separate production for
local consumption and exports.

Through the Pearl River Delta Business
Council, Hong Kong business leaders are ask-
ing China to lift restrictions that currently pre-
vent the majority of foreign-owned ventures or
joint ventures from selling into the Chinese
domestic market. It will be a hard slog. But
Victor Fung is not ruling out that it may be
achievable before the end of the decade.

Renewed buoyancy has returned to Hong
Kong, seeming to have stemmed from Hong
Kong's own acceptance that its future is so
intricately tied in with the PRD region.

Ratings upgrade
AS THIS ISSUE went to press,
Standard & Poor's revised its A+ long-term for-
eign currency rating on Hong Kong to 'positive'
from 'stable'. The new outlook is aligned with
that of mainland China (BBB+/Positive/A-2)
and, with the consolidation of Hong Kong's
public finances, is a reflection that the principle
risk to Hong Kong's foreign currency credit rat-
ing relates to challenges that may potentially
arise from its increasing economic integration
with the lower-rated mainland, S&P said. 
At the same time, it affirmed all sovereign rat-
ings on Hong Kong. "The economic upturn,
renewed buoyancy in the property market and
return to inflation are boosting fiscal prospects
for the government, said S&P credit analyst
Philippe Sachs. Hong Kong's general govern-
ment deficit improved significantly to an esti-
mated 0.8% of GDP for the fiscal year ended
March 31, compared with the 6% forecast.

‘To get rich is glorious’
– Deng Xiaoping

Florence Chong
COMMENT
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HONG KONG — Victor Fung imagines
the day when any factory in Southern China will
be able to legally offer its merchandise to a bil-
lion-plus Chinese consumers.

Until now, foreign ventures have gone to
China primarily to manufacture for export.
Beijing tightly controls the separation of domes-
tic and export-oriented factories (see page 8).

If  these restrictions were lifted, there would
be an incredible bonanza for thousands of for-
eign joint-venture enterprises located in the
Pearl River Delta.

This is no pipe-dream.
It is a key priority of the Pearl River Business

Council, a business body founded last year to
offer private sector input into a government-to-
government initiative to forge closer integration
in the Pearl River Delta (PRD) region.

"This is of special interest to Hong Kong. Our
companies own nearly 70,000 factories and
employ 11 million workers in the PRD region,

producing goods only for export," says Council
Chairman Victor Fung. 

"We would like to create more opportunities
for our factories. The Chinese market is so
attractive. If you are allowed to sell into the local
market, it opens a whole new vista for Hong
Kong people. It will also appeal to other joint
venture operations, whether they are from
Australia or Japan."

Fung told ATI:  "There are two separate
worlds in manufacturing in China today – one
for export, the other for domestic consumption.
The two don't mix. This is because China has
traditionally built up the export side through
joint venture factories, mostly located in the
Pearl River and Yangtze River deltas. These
companies export 100 per cent of their goods.
They pay duty on all the imported raw materi-

als, and when they export, they get a duty
drawback."

Fung is to first to admit that it will be "very
complex" to bring them together. To do so,
China will have to completely overhaul its tariff
system, something it is addressing as part of its
undertakings to the World Trade Organisation
(WTO). Fung says Beijing will have to find a
"revenue-neutral" solution without prejudicing
its exporters. It will be a massive change, and
he expects opposition from sections of the
Chinese bureaucracy, such as Customs.

"Now, if I make a product and import 100 sets
of raw materials to make it, and I sell 20 of the
finished products into the domestic market, I
will be audited by tax authorities to make sure
that I only sell 20, because I pay duty on domes-
tic sales. This is exactly the problem we are
working on. It is going to take several years at
least. Very optimistically, it could be resolved
within three years.

"At the leadership level, (China) is attracted
to these concepts. It is part of national policy to
do away with anachronistic policy geared
towards exports." Philosophically, Chinese lead-
ers also agree that manufacturing for domestic
and export markets should not be kept separate.

CCOOVVEERR RREEPPOORRTT

Florence Chong
Editor, ASIA TODAY
INTERNATIONAL

Ô  CONTINUED PAGE  8

INTEGRATION of the Hong
Kong economy into the
Mainland China powerhous-
es making up the Pearl River
Delta continues apace. A
combination of World Trade
Organisation commitments
and tariff concessions grant-
ed under CEPA (the Closer
Economic Partnership Arran-
gement between China and
Hong Kong) is expected ulti-
mately to fully open China’s
domestic markets to some
70,000 Hong Kong-owned
factories already manufactur-
ing in the PRD. One of Hong
Kong’s most respected busi-
ness leaders, Victor Fung,
who Chairs the Pearl River
Business Council, details
Hong Kong’s strategy in
ongoing discussions with
authorities in China . . . 

CONSOLIDATING
HK’S ROLE IN THE PRD



They, too, want the Chinese consumer to have
more choice. "There are a lot of good-quality
manufactures that are exported which Chinese
consumers never see."

Contrary to popular belief, Fung says Chinese
competitiveness has not come from leveraging
on its domestic market. Fung, who is also
Chairman of the Airport Authority of Hong
Kong, says that behind-the-scenes co-ordina-
tion between Hong Kong and  the PRD
provinces is better than is generally known. An
example is the so-called "A-Five" – a committee
of the five international airports in the region.

"We are not naive enough to think there is no
competition,” says Fung. “However, we should
also recognise that it is not a zero-sum game.
We must look at areas where there is win-win
and opportunity to co-operate." In the short run,
he says, every airport jockeys for position. But if
people understand the concept of hubs – the
strong hubs get stronger because once a
momentum gets going it is hard to stop.

Hong Kong is the dominant airport. "Over
time our share might change, but I don't see
how one can lose dominant status. Our interna-
tional flights outnumber those going to
Shenzhen and Guangzhou by 10 to one. They
have good access to China. That is exactly

CCOOVVEERR RREEPPOORRTT

8 | ASIA TODAY INTERNATIONAL MAY 2005

PUBLISHER
Barry Pearton

EDITOR
Florence Chong

CORRESPONDENTS
EEddiittoorriiaall AAddvviissoorr ((AAssiiaa)) – Philip Bowring; HHoonngg KKoonngg –
K.K. Chadha, James Yapp, IInnddiiaa – N. Hariharan,
Rajendra Bajpai; IInnddoonneessiiaa – Tom McCawley; IInnddoo--
CChhiinnaa – Steve Joel; JJaappaann – Russell McCulloch; KKoorreeaa –
John Park; PPaakkiissttaann – Raja Ashgar; PPhhiilliippppiinneess – Abby
Tan; SSiinnggaappoorree – Andrew Symon; TThhaaiillaanndd –– Robert
Horn; TTaaiiwwaann –– Michael Taylor.

ADVERTISING 
REPRESENTATIVES
AUSTRALIA
SSyyddnneeyy:: AASSIIAA TTOODDAAYY IINNTTEERRNNATIOONNAALL, Level 29
Chifley Tower, 2 Chifley Square, Sydney NSW 2000.
tel (61 2) 9970-6477. fax (61 2) 9913-2003. 
Email: advertising@asiatoday.com.au 
Visit www.asiatoday.com.au

BBrriissbbaannee:: TThhee MMeeddiiaa WWoorrkksshhoopp, Suite 3, 211 Logan
Road, Woolloongabba QLD 4102. Tel (61 7) 3391-6633,
Fax (61 7) 3891-5602.
CCoonnttaacctt:: John McDonald
email John McD@Themediaworkshop.com.au

AAddeellaaiiddee:: HHWWRR MMeeddiiaa SSppeecciiaalliissttss, 109 Conyngham
Street, Frewville SA 5063. Tel (61 8) 8379-9522, Fax
(61 8) 8379-9735. CCoonnttaacctt: Simon Scadden, email:
sscadden@hwrmedia.com.au

PPeerrtthh:: HHooggaann MMeeddiiaa SSeerrvviicceess, PO Box 849,
Applecross, Canning Bridge WA 6153. Tel (61 8) 9315-
9223. Fax (61 8) 9315-9224. CCoonnttaacctt:: Tania Licastro.
email tania@hoganmedia.com.au

OVERSEAS
HHoonngg KKoonngg//CChhiinnaa:: MMHHII LLiimmiitteedd, 1305 C.C. Wu
Building, 302-308 Hennessy Road, Wanchai, Hong
Kong SAR, China. Tel (852) 2591-1077, Fax (852)
2572-5158. email gwu@mhi.com.hk  
CCoonnttaacctt: Godfrey Wu.

IInnddiiaa:: TTiimmeess RReessppoonnssee, 2nd Floor, The Times of India
Building, Dr D N Road, Mumbai 400 001. Tel (91 22)
2273-1154, 5635-3574.  Fax (91 22) 2273-1145, 2273-
1948. CCoonnttaacctt:: Victor David Sassoon, General Manager,
International Media Representation, email victor.sas-
soon@timesgroup.com  Also in NNeeww DDeellhhii, tel (91 11)
232-89062, fax (91 11) 2327-0341; BBaannggaalloorree, tel (91
80) 2532-0073 fax (91 80) 2558-6732; CChheennnnaaii, tel (91
44) 2434-2121, fax (91 44) 2433-3006; CCaallccuuttttaa, tel (91
33) 2209-2039, fax (91 33) 2282-2441.

IInnddoonneessiiaa:: PPTT MMeeddiiaanneett IInnttiiSSaarraannaa. Arsa Building, 3rd
Floor, Jl. Siaga Raya No. 31, Pasar Minggu, JJaakkaarrttaa
12510, tel (62 21) 798 7314, fax (62 21) 798 73 16.
CCoonnttaacctt:: Prilly Brahmana, email:
mediana@centrin.net.id

®

INTERNATIONAL 

ISSN 1445-4300

Member of Circulations Audit Board
Audited nett circulation, 8,479 copies per

issue (12 months to March 2005)

KKoorreeaa:: BBIISSCCOOMM, 521 Midopa Building, 145 Dangju-dong,
Chongno-ku, Seoul. 110-071. Tel (82 2) 739-7840, Fax (82
2) 732-3662, email: biscom@unitel.co.kr 

PPhhiilliippppiinneess:: EEaassttggaattee PPuubblliisshhiinngg CCoorrppoorraattiioonn, 704
Prestige Tower Condominium, Emerald Avenue, Ortigas
Center, Pasig City 1605, Philippines. 
Tel (63 2) 633-4004-6, Fax (63 2) 635-9221, email:
lorie@eastgateph.com CCoonnttaacctt:: Lorie Fernandez.

SSiinnggaappoorree:: PPaaccoomm MMeeddiiaa PPttee LLttdd, 15 Scotts Road #04-12
Thong Teck Building, Singapore 228218. Email:
pacom@pacific.net.sg Tel (65) 6884-8160, Fax (65) 6737-
9530. CCoonnttaacctt: Karen Chan.

TThhaaiillaanndd:: JJooeell PPuubblliicciittyy, Suite 3, 8th Floor, Suriwong
Business Centre, Panjaphut Building, Suriwong Road.
Bangkok 10500. Tel (66 2) 236 4984/5, Fax (66 2) 238 4971.
CCoonnttaacctt: Steve Joel. 

PUBLISHER’S REPRESENTATIVES

USA/CANADA
IInntteerrMMaarrkk33 IInntteerrnnaattiioonnaall CCoommmmuunniiccaattiioonnss,, IInncc..
5929 Albervan Street, Shawnee, KS 66216 USA. 
Tel (91 3) 248-7770, Fax (91 3) 248-7771
CCoonnttaacctt:: Fred Baehner,
email: fbaehner@mail.intermark3.com 

EUROPE
LLIIVVEEpprr, 4th Floor, 124 Victoria Street, London 
SW1E 5LA United Kingdom. Tel (44 20) 7630-1100, 
Fax (44 870) 121-5572, email asiatoday@livepr.net  
CCoonnttaacctt:: Ross Clarke, David Wallen.

OOffffiiccee MMaannaaggeerr:: Khin Htwe Spaliviero.

ASIA TODAY
INTERNATIONAL
ONLINE
The full text of 
ASIA TODAY 
INTERNATIONAL

back to July 1993 is available on-line through
LEXIS-NEXIS. For details, visit the LEXIS NEXIS
website at www.lexis-nexis.com
Visit us at wwwwww..aassiiaattooddaayy..ccoomm..aauu 

Printed by Pirie Printers Pty Limited, 140 Gladstone Street,
Fyshwick, Canberra ACT 2609, tel (61 2) 6280-5410, 
fax (61 2) 6280-7453

COPYRIGHT©© All material in ASIA TODAY INTERNATIONAL
is copyright.
Reproduction in whole or in part is not permitted without 
written permission of the publisher.

O N L I N E
www.asiatoday.com.au

Volume 23, No. 4, May 2005
email: asiatoday@asiatoday.com.au web: www.asiatoday.com.au

CONTINUED PAGE 9 Ô

Ô  FROM PAGE 7

Two worlds of
manufacturing
IN CHINA, there is a world of export
processing companies, mainly in the eco-
nomic zones, that manufacture purely for
export. Another world manufactures for
domestic consumption. There is very little
overlapping between the two.

Factories set up by Hong Kong-funded
enterprises in Guangdong now stand at
nearly 70,000, and about 50 per cent of them
are Outward Processing Operations (OPOs).
OPOs can import all equipment and
machinery, all or part of the raw materials,
and parts and packaging materials free from
import tax and value-added tax, but are
required to export finished products to over-
seas countries. 

There are broadly three options for OPOs
to sell into the domestic market — (1) by
setting up a separate Foreign Investment
Enterprise (FIE); (2) turning the existing
OPO into on FIE; or (3) following require-
ments to re-pay taxes before selling into the
domestic market.

For OPOs intending to market their prod-
ucts in the Mainland, setting up a separate
FIE or turning the existing OPOs into FIEs is
a more direct and simple option.

However, this may pose some difficulties
for certain OPOs (especially those set up by
SMEs) as the options involve further invest-
ment and a departure from their original
export business. 

Major problems faced by OPOs in selling
products in the domestic market through
tax repayment are the difficulties arising
from the different business environment in
the Mainland – in trade law, approval proce-
dures for investment, import/export admin-
istration, and the tax and financial regimes.



Three regions, the
biggest of which is the
PRD, will drive China's
economy in future. "In
the next decade of
Chinese development,
Shanghai obviously will
continue to be impor-
tant, but it will not be
the only story. I don't
think Shanghai will ever
be the dominant story
because Hong Kong and
the Pearl River Delta is
the most vibrant region
in the world."

Beijing, he adds, will
be important. It must be
looked at within the con-
text of a "Washington,
DC sitting on top of Los
Angeles", meaning the
political centre, overlay-
ing a burgeoning com-
mercial centre, especial-
ly with its "Silicon Val-
ley" — Zhongguancun
Science and Technology
Park. "This combination

of Hong Kong in the Pearl River Delta was not
fully realised before 1997. The reason is very
simple. Hong Kong was a colony and, in fact,
ran as an enclave. Although Hong Kong entre-
preneurs had already relocated manufacturing
across the border, interaction across the bound-
ary was really very much stifled.”

what you to want happen. If you are somewhere
in the interior of China and you want to go to
London, you might, in fact, fly to Shenzhen,
train to Chep Lep Kok, and get on a flight to
London – all without having to clear customs.
That is what is happening on the ferries already.
We are linking high-speed ferries. In future we
will be linked by high-speed rail, and Shenzhen
airport will be less than an hour away."

The Council also wants to improve on trade
facilitation. "Traditionally, Hong Kong’s role has
been as the jumping-off point for multinational
companies going into China. That is why we've
got over 2,000 Asian headquarters in Hong
Kong. We are continuing with that role,
although (it is) slightly diluted since some com-
panies are going direct to Shanghai.

“We notice Chinese companies are begin-
ning to go abroad. Hong Kong should be a plat-
form for those thinking about tackling the world
market. We are now working on reverse-flow. It
is an exciting development for Hong Kong.
Chinese companies have a language issue. The
bigger companies may be able to go offshore,
but the mass of small to medium-sized compa-
nies will have difficulties."

Hong Kong's drawcard is the strength of its
services, which now contribute 87 per cent of
its GDP, against 34 per cent for the whole of the
Mainland. Beijing, he says, is the most serv-
iced-intensive city, but services still make up
only 65 per cent of GDP. 

“There is still a big gap between Hong Kong
and Beijing. It takes a whole generation to
transform an economy to services,” he says,
adding that, in 1980, about 66 per cent of Hong
Kong's economy came from services."China is
not going to change so fast. So the role for Hong
Kong is to act as the main service hub for China
and especially the greater PRD region.”

Hong Kong is a big economy of US$180 bil-
lion, compared to US$330 billion for the whole of
the PRD. It accounts for 10 per cent of China's
entire economy of around US$1.3 trillion.

The rise of Shanghai has characterised
China's development over the past 10 years.

The concept of creating, in a sense, a com-
mon market in the southern part of China
among the nine provinces south of the Yangtze
River and the two SARs (Hong Kong and
Macau), has just started to take shape. The
entire region is starting to be connected with a
network of rail, roads and air links. "Before 1997
you had the hub separated from the hinterland
— it was like Manhattan disconnected from
Long Island."

Fung says few people understood the true
significance of the Closer Economic Partnership
Arrangement (CEPA) – a free trade agreement
in other countries. "Why is CEPA so crucial?
CEPA allows our service industry the right to
establish in China. Now that is a very big state-
ment. In the past, Li & Fung (Fung's family
business) which has distributed products for
almost 100 years in China, has relied on a web
of side agreements to do business. CEPA has
allowed us to obtain a nationwide licence for
importing and wholesaling.

"We have 22 offices in China today. It has
totally changed our business there. To a trader
this is nirvana. Three years ago, I would have
thought this impossible in my lifetime because
the wholesale sector was tightly controlled. But
CEPA has opened it to us.

“We are just one example of how one compa-
ny has benefitted in one sector. Can you imag-
ine the situation for financial services, telecoms,
lawyers, accountants. Right now, many are try-
ing to establish a company in China. This really
is a huge change for us.” A change, adds Fung,
that will help enshrine Hong Kong's unique
position in the PRD and within China.
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Untapped potential markets 
in Asia? Westpac can help you
get your business there.
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Victor Fung: ‘We have 22 offices in China today. (CEPA) has
totally changed our business there. To a trader, this is nirvana’
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Talks open
on CEPA III
HONG KONG — The HKSAR
Government is due to start negotiations with
Beijing on the third phase of the Closer
Economic Partnership Arrangement (CEPA), to
further open their respective markets.

Raymond Young, Hong Kong's Director-
General of Trade and Industry, is hopeful some
kind of agreement can be reached by the mid-
dle of the year on CEPA III.

"We have invited manufacturers to suggest
what should be covered by CEPA —products
not yet manufactured in Hong Kong, but which
they are interested in manufacturing in future
and for which they would therefore be interest-
ed in getting zero tariff coverage. When we
have the suggestions — for example, if they
want 10 new items to go into CEPA — we will
take them to the negotiating table." 

Hopefully, Young adds, Hong Kong will be
able to obtain "very liberal rules of origin" for
these products. He hopes that additional liber-
alisation negotiated under CEPA III will kick in
from January next year.

CEPA I came into force in 2004 and was soon
followed by CEPA II, which was implemented
this year. Some 1,100 items are now eligible for
zero tariff under CEPA. "Although 1,100 does
not seem a lot, it represents over 95 per cent of
our exports to the Mainland,” Young told ATI.

"In the second phase of CEPA, we deepened
market access measures in the number of serv-
iced areas. We also added eight more service
sectors – like estate agencies, with some agree-
ments to allow Hong Kong professionals to sit
for Mainland examinations." Altogether, 26
service sectors are now covered by CEPA.

In a preliminary study on the impact of CEPA
on Hong Kong's economy in the first nine to 12
months of its implementation, some HK$1.15
billion worth of Hong Kong domestic exports to
the Mainland qualified for zero tariff.

Manufacturers of pharmaceutical products,
textiles and clothing, plastic articles, colouring
matter, chemical products and electrical and
electronics products were the main groups to
apply for zero tariff concessions under CEPA.

In the random sampling survey, involving 250
enterprises, 93 per cent of respondents believed
that CEPA is beneficial to the Hong Kong econ-

omy and 89 per cent
considered CEPA bene-
ficial to Hong Kong's
manufacturing sector –
53 per cent indicated
that CEPA was benefi-
cial to their company’s
Mainland-related busi-
ness. 

CEPA also liberalises
visits by Mainland resi-
dents to Hong Kong.
Progressive liberalisa-
tion between July 2003
and July 2004 has
meant that some 148.3

million Chinese are now able to visit Hong Kong
on individual visits. In 2004, Mainland residents
made 4.26 million trips to Hong Kong
under the scheme.
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HONG KONG — Henry Tang is pursu-
ing what he terms his "Renminbi Strategy",
which, if it comes to pass, will significantly
broaden Hong Kong's role as Greater China's
financial services centre. In simple terms, Tang
wants Hong Kong banks to have a bigger slice
of renminbi (RMB) business.

Tang, Hong Kong's Financial Secretary, first
raised the prospect in his Budget, handed down
in March. In an exclusive interview with ATI,
Tang said: "We are in discussion with the
Central Government. I hope I will be able to
claim success by the time of the next Budget.
But, of course, all of this will have to be consis-
tent with China's policy on the RMB.

"Last year, we made a tremendous break-
through. We convinced Beijing to allow us to
conduct RMB banking businesses. We are the
first place outside the Mainland to conduct this
business — exchange remittance, deposits and
also RMB-denominated credit cards. For a
bank, this is small business. But it is a break-
through nevertheless. The question now, what
is next?

“In my job I have to think of the other strate-
gic directions in which we want to go. I would
say that, within financial services, the renminbi
would be a key that we should pursue in three
strategic directions.

"The first is to expand RMB business so that
institutional business can be conducted in RMB
accounts – to diversify the account base.

"The second is to allow Hong Kong banks to
clear RMB instead of having to send funds back
to banks in Shenzhen for clearance."

The third direction, he says is to expand to
issuing RMB-denominated commercial paper,
such as bonds. 

Tang wants Hong Kong banks to eventually
be able to issue letters of credit and other trade-
related business such as factoring or discount-
ing of L/Cs denominated in RMB. This will
allow RMB deposits to be recirculated within
Hong Kong's banking system. He says Hong
Kong has the systems to act as a clearance
house for RMB in real time. "I believe this is one
of the key strategic directions to further
strengthen our financial services sector."

Tang says the pool of yuan in Hong Kong is
growing by HK$100 million a day. Some 31
banks are authorised to do RMB business, and
collectively they hold total deposits of HK$13.1
billion. "In view of the large amount of business
done between Hong Kong and the Mainland —
manufacturing, offshore trading and re-export
business — all are currently denominated either
in HK$ or US$, but mostly in US$ — there is
exchange risk as well as the  additional cost of
currency conversion. If we can conduct this
business in RMB, it will save costs and reduce
minimise risks."

Tang’s strategy will come undone if China
allows the full convertibility of its currency —

CONTINUED PAGE 13Ô
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Spelling out the
renminbi strategy

HENRY TANG,
Hong Kong’s
F i n a n c i a l
Secretary, wants
a bigger slice of
renminbi busi-
ness for Hong
Kong banks and
is hoping current
discussions with
Beijing authori-
ties will allow
him to succeed in
time for his
March 2006 Bud-
get. Tang wants
local Hong Kong
banks to clear
renminbi trans-
actions instead
of having to send
funds back to
Shenzhen for
clearance . . . 

Raymond Young:
Wants very liber-
al rules of origin.
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was the least-developed region in China pre-
1978 into what is now one of the most vibrant
regions, not just within China but in the world,
says Scott.

The rise of the PRD is traced in a new book,
Regional Powerhouse: The Greater Pearl River
Delta and the Rise of China, written by Scott
with Michael J.Enwright and Ka-mun Chang
(published by John Wiley).

The authors believe the whole PRD region is
poised for dramatic growth in the next 10 to 15
years with Hong Kong as its epicentre. Hong
Kong will be the single largest source of foreign
investment. Scott says just about every
province in China will seek to strengthen link-
ages to Hong Kong as they compete for the

per cent growth this year and four per cent each
year until 2009. "Our estimates come in at
around mid-range of the private sector fore-
casts," Tang says.

"When I did my first Budget, we set out cer-
tain financial disciplines for ourselves. We want
to balance both our recurrent account and con-
solidated accounts, which means a balanced
capital account. Revenue from land sales comes
in through our capital account.

“We will balance it for the next five years. I
am not worried about that. But as far as the

something which Tang believes is unlikely to
happen in the immediate future. "That is a big
question. I don't think I will have to cross that
bridge so soon," he told ATI.

Hong Kong has already established a pivotal
role as a capitals market for Chinese companies.
In time, Tang hopes they will move their treas-
ury services to Hong Kong. In fact, he says "an
increasing amount" of Chinese corporate treas-
ury services are now placed in Hong Kong. 

"With our mature settlement and clearance
infrastructure in place, this will become an ideal
place for them to do all their treasury opera-
tions," he says. "I very much believe that we
have all the ingredients and the right conditions
for us to be a major financial centre for not just
China but beyond."

Because of its proximity to China and cultur-
al familiarity, Hong Kong has become the natu-
ral capital raising centre for Chinese compa-
nies. "In the last 10 years we have raised about
HK$110 billion for Chinese companies in Hong
Kong. Last year we raised HK$265 billion. That
made us the largest capital-raising market in
Asia, surpassing Tokyo. We never thought we
could surpass Tokyo — it is a much larger coun-
try in its financial might as well as the size of its
stock market."

Tang says: "There are three legs to a financial
centre — equities; banks and debt. On debt, we
have not done very well because, traditionally,
Hong Kong businesses finance through equity
or bank loans. We want to stimulate the debt
market, and we have partially achieved that.
But until we are able to issue more paper, I can-
not say we have reached that goal yet."

He adds that there is strong demand for Hong
Kong paper because it is perceived as a good
risk. The Hong Kong Government is a creditor
economy but has chosen to issue bonds only to
create a market.

Tang is closing Hong Kong's deficit gap —
thanks to an economy which grew 8.1 per cent
last year. The Government is forecasting 4.5-5.5
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} An increasing amount
of Chinese corporate
treasury services are now
placed Hong Kong ~

recurrent account – which relies partially on
salary tax, profits tax and stamp duties – is con-
cerned, all of these revenues will grow only if
the economy grows." Based on the
Government’s forecast of four per cent annual
growth in the next four years subsequent to this
year, Tang hopes to achieve fiscal balance on
the recurrent account in 2008-09.

He agrees that the Government is behind on
its asset sales programme, but adds that the
urgency has passed because circumstances
have changed. "When we initiated a privatisa-
tion programme, it was because we wanted to
free up assets for the private sector — but also
partially for fiscal reasons. Now those fiscal rea-
sons have disappeared because property has
rebounded and demand for land has increased
dramatically.”

Hong Kong's budgetary weakness has long
been blamed on its reliance on land tax and
other property-related revenue. The property
sector has picked up – one reason for the strong
fiscal position. "Last year, revenue for land sales
was robust, but it is not back to 1997/98 when
it accounted for 2.4 per cent of GDP." Tang
agrees the Government needs to reduce that
dependency and broaden its tax base.

"We will launch a consultation on a GST
(Goods and Services Tax), after the election of
the Chief Executive. In view of the importance
and the contentiousness of the issue, it is the
right thing to do to make sure the new Chief
Executive is fully onboard before we launch this
consultation exercise."

While some would argue that Hong Kong's
economy has decoupled from the Mainland's —
because it was in deflation when China was
growing strongly since 1998 — Tang disagrees.
He says it is precisely because of its integration
with the Mainland that Hong Kong's gross
national savings continued to grow strongly
when Hong Kong was in recession.

CCOOVVEERR RREEPPOORRTT

At the epicentre
of a powerhouse

A NEW book traces Hong Kong’s role in the emergence of
China’s most succesful economic region – and predicts future
directions for what is now seen as a unique formula . . .

HONG KONG — The Pearl River Delta
region, including Hong Kong and Macau,
boasts of a gross domestic product of US$280
billion – bigger than the economies of Thailand
(US$143 billion) and Indonesia (US$208 billion)
combined.

What is the singular factor that propelled the
ascendancy of China’s PRD region in the glob-
al economy? And it is not the PRD's enormous
pool of labour or the huge domestic market.

The answer lies in the unique – and the oper-
ative word is unique – combination of Hong
Kong's world class services sector and the
huge hinterland that the PRD provides, accord-
ing to author Edith Scott.

This unique combination has turned what

world market. But the authors also spell out in
the book a host of emerging problems that
could impede growth, including environmental
issues and education.

Scott says China's economy is essentially
powered by three regions – Hong Kong and the
PRD region; Shanghai and the Yangtze River
Delta; and Beijing and the Bohai-Hubei region
to the north. Shanghai and the Yangtze River

CONTINUED PAGE 14Ô



Delta region has long been the heavily industri-
al workshop of China, while the
Beijing/Tianjin/Bohai area has enjoyed being
the capital and centre of education.

The PRD region, in contrast, was not well-
endowed. This was precisely the reason then-
paramount leader Deng Xiao-ping decided to
use Southern China to experiment with his
open-door policy. In 1978, he declared
Shenzhen, adjacent to the Hong Kong border, a
Special Economic Zone.  

"In economic terms, China is a nation of
regions with great disparity. Some of these
regions are growing in double digits, others are
experiencing stagnation or worse," Scott told
ATI. The Gross Domestic Product of the PRD
region is US$280 billion (in 2002), compared to
US$240 billion for the Shanghai Yangtze region
and US$145 billion for Beijing Bohai region.

"When people ask how it was that China
became a major player in the world market
within 20 short years, the answer is that China,
by itself, did not. It is the distinctive and unique
combination of Hong Kong capabilities and
Mainland Chinese resources in the PRD that
emerged to conquer the world market" says
Scott. The opening of southern China occurred
at a time when labour and land costs in Hong
Kong were rising rapidly. "Hong Kong manufac-
turers needed a lower-cost hinterland in order to
be able to compete successfully. Hong Kong
was basically reunited with its economic hin-
terland, which offered a very substantial dispar-
ity in pricing."

Scott points out that, in other areas in the
world, there is usually a cost differential
between an economic core and its hinterland –
but never at the multiples that existed between
Hong Kong and the PRD in the early stages of
their integration. "It was the combination of
capital, management expertise and internation-
al supply chain management which came out of
Hong Kong, with low-cost land and labour and
other resources that in the PRD economic zone
gave rise to the tremendous growth of manufac-
turing operations in the PRD in the 1990s," she
says.

Now, as the regional PRD economy matures,
industrialisation has deepened to include a
componentry of capital goods. The PRD has
started to shift to higher-value-added process-
ing, in particular in IT products, and capital-
intensive car-manufacturing and petrochemical
plants. Scott says the IT sector has replaced
textiles and leather factories, which are moving
out of Shenzhen and Dongguan to the hinter-
land, within three hours drive of Shenzhen and
Dongguan. Scott explains that "three-hour driv-
ing time" is a crucial factor. Shenzhen and
Dongguan are within three hours of Hong Kong
and consequently have spurted ahead econom-
ically compared with Zuhai, which is closer to
Macau than Hong Kong, and consequently has
not developed at the same pace as the other
two cities.

Scott says: "We were able to trace the flow of
investment and manufacturing activities to
Shenzhen and Dongguan from Hong Kong.
They have benefitted from their proximity to
Hong Kong investment and advanced manu-
facturing operations. We found, from extensive
interviews with managers, that they want their
plants within three hours driving time so that
they can do a day trip when visiting them."
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HONG KONG – Leading Hong Kong
businessman Lo Ka Shiu believes the Hong
Kong, Shanghai and Shenzhen stock
exchanges could eventually merge and
become a large exchange for China.

Lo, Chairman and Chief Executive of Great
Eagle Holdings and a Director of HSBC and
China Mobile, says such a merger will likely
take place when the Chinese currency, the ren-
minbi, becomes fully convertible.

When their market capitalisation is com-
bined, Lo says, the three exchanges are now
the sixth-largest in the world — with total mar-
ket capitalisation of US$1.23 trillion. Projecting
forward, he believes it is conceivable that, by
2020, the merged exchanges could become the

southern China. Japan's JFE Steel has invested
in a US$1 billion joint venture with Chinese
partners to produce steel for car manufacturers.

Hong Kong is the epicentre of the supply
chain and financial, trade and trade finance
services. “Hong Kong performs all of these serv-
ices for, to a large extent, not such Southern
China, but the whole of China,” says Scott. The
value-adding function of Hong Kong is just as
strong as it’s ever been — and will continue. As
China liberalises and establishes a nationwide
system of highways, greater geographic
expenses of the Mainland will be brought closer
to ports, and Hong Kong’s function is

unmatched.”
Scott believes Hong Kong's distinctive envi-

ronment, its openness, capital and information
flows and soft infrastructure – including its judi-
cial system, government administration and
regulatory regime – will continue to serve it well
into the future. "Hong Kong facilitates highly-
sophisticated financial transactions which are
simply not possible in China and will not be in
the foreseeable future" she says.

Going forward, Scott sees more services
developing in Hong Kong, Shenzhen, Zuhai and
Macau. Macau will become the entertainment
hub (see page 17).

"When other countries like Central America
and South America come to us and ask how
they can compete with South China, our
answer is that, in terms of basic head-to-head
manufacturing strategy, you can't. This is
because you are not competing against south-
ern China — you are competing against a com-
bination of Hong Kong, with its world-class
expertise, supply chain management and South
China." It is a formula that has yet to emerge
elsewhere in the world.”

With plans to build a Y-shaped bridge con-
necting Hong Kong with Macau and Zuhai,
Scott says the radius of the magical three-hour
driving time from Hong Kong will be extended
to many more areas, including Zuhai. 

"We can now expect a rapid and immediate
relocating of lower-cost, lower-value activities
from Dongguan and Shenzhen into the western
side of the Delta,” she says. “We expect this
process to be much faster than the original
process (Hong Kong to Shenzhen) because the
activities are already mature and present in
Dongguan and Shenzhen."

She says a car-making industry has taken off
in the last four to five years and car component
suppliers have followed. "Within a short number
of years, Guangdong will, in essence, become
an export processing zone for automobiles. This
is a significant advance of capability — an
economy that can export-process automobiles
essentially can export-process anything."

The petrochemical industry is another sector.
British Petroleum and Shell have invested in the
PRD. Shell and the Chinese company CNOOC
are jointly involved in what is the single largest
foreign investment in China, in Huaizhou, in
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are simply not possible in
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the foreseeable future ~
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second-largest stock exchange in the world.
Quoting figures from the World Federation of

Exchanges, Lo says Hong Kong is currently
ranked eighth-largest, while Shanghai is 14th
and Shenzhen 18th. 

Where the enlarged exchange would be
based if it came to fruition, Lo told ATI, would
depend at the time of the merger on which is
the largest exchange. “If Hong Kong remains
the largest, then it will be domiciled in Hong
Kong," he said, adding that people are used to
trading on the Hong Kong exchange.

Lo says the subject has been broached
among senior executives of the exchanges. But
ultimately, serious negotiations will only take
place when the timing is right and the ren-
minbi becomes a free floating currency.

As Chairman of the listing committee of the
Hong Kong Stock Exchange from 1992 to 2002,
Lo was instrumental in the listing of Chinese
enterprises in Hong Kong. These have irretriev-
ably changed the Hong Kong stock market. Lo
says that, today, Chinese companies make up
29 per cent of market capitalisation, a figure
that will rise to 80 per cent in 15 years. "Some
300 Chinese companies are waiting in a queue
to raise capital in the Hong Kong market," he
told ATI.

Lo says that just in the first 10 months of
2004, 33 Chinese enterprises represented 26
per cent of all IPOs listing in Hong Kong. The
daily average trading turnover of Red Chips
and H-shares is around US$1 billion. 

Chinese companies raised a total of US$6.4
billion, or 72 per cent of the capital raised in

that period. A further US$4.2 billion was raised
in the secondary market. In total, Chinese com-
panies raised US$10.6 billion, or 35 per cent of
the capital raised in Hong Kong in the first 10
months of 2004.

Global funds managers seeking China expo-
sure often choose to buy Hong Kong-listed H-
shares or Redchips in preference to buying "A"
shares listed in Shenzhen or Shanghai. Lo says
investors see Hong Kong as having more strin-
gent listing rules and, as the eighth-largest
exchange, it has deeper liquidity than the two
Chinese exchanges.

He agrees that, despite more strenuous
checks and balances in Hong Kong, "you still

Exchange  merger
in the offing

K S Lo: ‘The three exchanges together are
now the sixth-largest in the world’

ONE of Hong Kong’s leading
business identities,  K S Lo,
is predicting a merger of the
Hong Kong, Shanghai and
Shenzhen stock exchanges –
perhaps as the world’s sec-
ond-largest exchange – some
time after China makes its
renminbi fully-convertible.
Meanwhile, the former cardi-
ologist is looking to hotel
management to boost his
company coffers . . .
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A PAN-CHINA BOURSE?




