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Executive Summary

An inconvenient truth: Hong Kong’s competitiveness in decline
since the handover

1.

Hong Kong’s economic performance since the handover has
been mediocre, trailing further and further behind Singapore.
Amongst the Four Asian Tigers, both Singapore and South
Korea have achieved stellar performance. South Korea suffered
horrifically in the Asian Financial Crisis, but has also recovered
swiftly. It would be worthwhile for Hong Kong to study and emulate
their recipes for success. Taiwan and Hong Kong'’s performances
are the worst amongst the Four Asian Tigers. While more foreign
companies have been establishing regional headquarters,
regional offices and local offices in Hong Kong between 2008
and 2015, there have been an apparent preference for stationing
offices rather than headquarters in Hong Kong. This serves as a
warning sign of Hong Kong’s decreasing competitiveness. The
proportion of regional headquarters to other means of stationing
has been decreasing since 2010.

Social cohesiveness needs to be strengthened

2. Both Taiwan and Hong Kong suffer from political quarrels.

Taiwan is torn between the blue and green camps (the nationalist
camp and the localist camp), and Hong Kong is torn between
the pro-establishment camp and the pan-democratic camp. In
the meanwhile Singapore marches on under the leadership of
the People’s Action Party, whilst South Korea perseveres with a
culture of unity and drive. Hwy-chang Moon summarizes Korea’s
recipe for success as “ABCD”: A for Agility, B for Benchmarking,
C for Convergence, and D for Dedication; “ABCD” serves as a
national standard for all actions and behaviors. Fancy rhetoric
aside, “ABCD” is merely a culture of unity and determination
in achieving mutual success. Moon’s recent publication, The
Strategy for Korea's Economic Success, writes as follows: “the
Korean government, corporations and people have exemplified
these factors in achieving their current level of success.”

From this we can observe unity is the way to success, whilst
internal strife leads to demise. Difference in culture is the most
crucial factor that leads to difference in results.

Benchmarking is to learn from the more capable, emulate their
merits, and strive to improve.

15
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5.

If we can settle our internal discord and work together to solve
our problems, the land and labour bottlenecks that have been
constraining Hong Kong'’s development may get resolved sooner.
Society should think about the bigger picture, consider social
costs and benefits and come up with reasonable compensation
proposals. Compensation can also apply when conservation
issues arise.

Innovative means needed for land planning problems

6.

New town development programs in the past have been
initiated by the government in a top-down approach. This
mode of development has experienced plenty of obstacles in
recent years. The government can consider facilitating bottom-
up, market-led developments. The key is transparency and
reasonable land premium.

Problems need to be solved practically and flexibly. Hong
Kong suffers from a shortage of land, which demands us to
use all available resources appropriately. The government’s
unprecedented revamping of an industrial building into a
public rental housing estate in 2016 is an example of flexibility.
Regrettably, the Amoycan Industrial Centre fire has impelled the
government to respond with force and swiftness at the cost of
reversing the progress of industrial building revitalization. This
will certainly weaken Hong Kong'’s competitiveness.

Defending “One Country, Two Systems” is the key to sustaining

our success
8.

SRI International published a study in 1989 on competitiveness.
It proposed five strategies, including: maintain the uniqueness
of Hong Kong, improve Hong Kong’s infrastructure, nurture and
attract human capital, strengthen Hong Kong’s international
status and network, strengthen cooperation with the Mainland
and facilitate multiple partnership relations. We agree with these
strategies, but we also believe the government must adopt a
more proactive, holistic, and result-oriented approach when
dealing with problems in different fields.

In order to maintain the uniqueness of Hong Kong, the
preservation of “One Country Two Systems” is essential. To
preserve “One Country, Two Systems”, hearts must be won in
order to strengthen people’s faith in “One Country, Two Systems”.



Rebuilding an equitable society

10.

11.

12.

13.

14,

15.

16.

Winning hearts and minds is most important. It encompasses
education, culture, housing, taxation, welfare, public policy
making mechanisms, and human capital development in
different industries and sectors. It is also important to provide
assistance to students, offering suitable life planning services
for them so that they know society cares about their needs.

Many people today see the establishment as a partial system
that caters to the interests of the privileged. This perception is
unconducive to the “One Country, Two Systems”. One reason
for this perception is that the current taxation system is deemed
unfair by most. Tycoons earn billions from dividends and capital
gains which are non-taxable. Also , high-income individuals can
enjoy a low 15% standard tax rate.

The Basic Law of Hong Kong SAR stipulates a low tax regime.
Hong Kong does need a low tax regime to attract foreign capital
and talents. Any changes to the tax regime should not cross this
bottom line. But the tax regime should abide by the ability-to-pay
principle and the benefit principle.

We recommend that the government make only half of corporates’
profits taxable, effectively lowering profits tax to 8.25%. This will
greatly increase Hong Kong’s appeal to foreign investors as the
city to station their regional headquarters, reversing the tide of
foreign companies’ reluctance to set up headquarters in Hong
Kong. Many countries have been cutting taxes and providing tax
holidays to attract foreign investment in recent years. The appeal
of the corporate tax rate of 16.5% has weakened significantly.

We also recommend that the government make half of the
dividends earned and realized capital gains become taxable
income. Individual allowances and tax bands shall be made
applicable to all taxable income. Tax bands should be expanded,
with the highest marginal tax rate raised to 20%.

To resolve the problem of housing for young families, we
recommend a first-time home ownership scheme for families
that do not have any property to have a flat of their own for the
first time. Such flats shall be limited to the buyers’ own usage,
and can only be sold to families that are also buying their first
flats.

We need to be committed to taking care of the elderly, the weak,
and the handicapped. Where there is a need for increased
expenditure, expenditure should be increased. The government
should aim to attain the highest levels of healthcare, hygiene
and food safety, so as to improve social cohesion.
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Set up a bureau dedicated to cultural development

17.

18.

The cultural and creative industries can help build community.
Since diversity is the key to success for the cultural and creative
industries, the government should play a supporting role,
especially in supplying spaces for rehearsals, performances,
studios and galleries. Shortage of performance venues would
lead to overly short rental periods, preventing performing arts
groups from covering costs with box office revenue, and thus
undermining their financial sustainability.

Some opinions suggest that Hong Kong should set up a culture
and education bureau, much like Japan’s Ministry of Education,
Culture, Sports, Science and Technology, to coordinate
educational and cultural policies. Yet given the broad scope of the
current Education Bureau, a policy-making bureau that covers
culture, media and sports like that of the United Kingdom might
be more appropriate. As the promotion of cultural and creative
industries requires great flexibility, a semi-governmental body
like the Hong Kong Trade Development Council might be more
desirable than a policy-making bureau under direct government
control.

Solving land and labour bottlenecks

19.

20.

21.

The shortages of land and labour are two bottlenecks that have
been limiting Hong Kong’s development and undermining Hong
Kong’s competitiveness. Environmentalists and locals oppose
the government in new town development, whilst the labour
sector opposes the importation of labour.

The New People’s Party laudably proposes that the government
should establish a lank bank, making land development a long-
term task for the government. Developers in Hong Kong have
plenty of farmland that is suitable for development, but the
process for land use amendment is complicated and susceptible
to accusations of corruption and collusion. The government
should explore how to increase transparency and accountability
of the process, speeding up the process of land use amendment
for farmland whilst making developers pay the premium or cover
the cost of infrastructure.

In addition to the employer and employee representatives, citizen
representatives should be added to the current composition of
the Labour Advisory Board, allowing the Labour Advisory Board
to better serve the public interest.



Review regulations to allow constructive innovation

22.

23.

24.

25.

26.

27.

28.

The financial industry needs to attract global elites, but should
not be fully dependent on foreigners. The industry should
provide more channels for local youth with potentials to move up
and build successful careers, showing them that hard work can
bring them to the very top of the management hierarchy.

The financial industry needs to catch up with the latest
developments. The principle of “equal treatment of shareholders”
should not be defined too narrowly. Shareholders should be
allowed to let those who are familiar with the corporate’s operation
and share its vision have more power in making decisions in a
specified time frame.

Regulation of the financial industry needs to avoid imposing
overly harsh requirements on the industry just to avoid liability.
Regulatory bodies need to have the sufficient power to perform
their duties. However, insufficient accountability may lead to lax
regulation. Atthe other extreme, if regulators lack sense of mission
and responsibility, they might overregulate for the sake of self-
protection. The financial industry finds some of the regulations
too restrictive. The industry’s distrust towards regulators is the
main reason why they oppose the “Proposed Enhancements to
The Stock Exchange of Hong Kong Limited’s Decision-making
and Governance Structure For Listing Regulation”.

Regulations for consumer and investor protection are necessary.
Priority should be given to prevention of conflicts of interest and
financial sleight of hand that exploits small stockholders. Not
only is this a responsibility to Hong Kong citizens, but it is also
the key to elevating Hong Kong'’s brand.

Regulations need to keep abreast of the times. As new economy
develops rapidly, arrangements that were based on past golden
rules need to be changed in order to adapt to the new age.
Alibaba’s choice to go on public listing in New York rather than
Hong Kong marked a grave loss for Hong Kong. The “One
Share, One Vote” rule should be reviewed, as shareholders may
be willing to let the founders lead the company to its greater
success.

Hong Kong’s financial market needs to develop more products
that supportfinancing, risk management, corporate management
and market efficiencies, rather than alternative gambling
products.

Since 1983 the Linked Exchange Rate System has worked
smoothly and should be continued. Yet pegging our currency to
the US dollar may not be the best option. A basket of currencies
weighted by GDP may be more transparent and workable, and
hence is worth considering.
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Develop high value-added tourism with Hong Kong’s carrying
capacity in mind

29. The tourism industry needs to strengthen its high value-added
segments. Emphasis should be put on meetings, incentives,
conferencing, exhibitions (MICE) tourism, especially on facilities
near the city center.

30. We should learn our lesson from the backlash against the
indigestible growth of tourists, and start paying attention to social
carrying capacity in order to prevent further clashes between
local residents and Mainland tourists.

31. The government has decided to set up a Travel Industry Authority.
This should be beneficial to the improvement of the industry’s
quality as well as the healthy and sustainable development of
the industry.

32. Linkages between the Kai Tak Cruise Terminal and city centre
areas need to be greatly improved. Ferry routes that link the
terminal to Tsim Sha Tsui, Wan Chai and Central are worth
considering.

Improving logistics infrastructure opens the way for high value-
added economic activities

33. Hong Kong has world-renowned infrastructure. The
construction of the third runway has commenced, and will
greatly alleviate airlines’ difficulty in getting take-off and landing
slots. Transportation systems within Hong Kong have been
gradually improving as well. Many railways and roads are
under construction or in the pipeline. Yet linkages between the
Kai Tak Cruise Terminal and city centres still have much room
for improvement. We recommend using ferries to connect the
terminal with Tsim Sha Tsui and Central, which would resolve the
potential problem of traffic congestion, improve cruise tourists’
impression towards Hong Kong and make it easier for locals to
travel to the terminal, thus increasing the usage of the terminal
and its surrounding facilities.

34. Since the logistics sector supports all fields and industries
and bears great strategic value in economy, it is worthy of
great support. Unfortunately the current government support is
inadequate. Currently the Transport and Housing Bureau is in
charge of a broad range of policies and affairs, and thus lacks
time to deal with the problems faced by the logistics industry.
We recommend splitting the Transport and Housing Bureau into
a Transport and Logistics Bureau and a Housing Bureau.

35. High-value-added logistics is one of the strongest parts of Hong
Kong’s economy. As e-commerce develops rapidly, Hong Kong
must gear its hardware, skills and policies to the needs of the
market.



306.

The long-term development of the logistics industry hinges on
sufficient land and human capital. The government needs to
strengthen its communication with the industry and the education
sector and support solutions proposed by the industry.

Keep our edge in professional services and leverage CEPA
opportunities

37.

38.

39.

40.

In terms of professional services, Hong Kong’s advantage lies in
its capability and international acclaim. However, the reputation
of the sector could easily be destroyed by few wrongdoers.
The government and professional bodies need to be on guard
against those who deviate from standards of professional ethics.

Professional services sector can benefit from the Belt and Road
initiative and Asia Infrastructure Investment Bank. Finance, law,
arbitration, insurance, engineering design, management and
training are key areas that Hong Kong should focus on.

The development of professional services can benefit from the
strategic partnerships. The 1989 “Building Prosperity” report
made suggestions such as strengthening international status
and network, increasing cooperation with the Mainland and
facilitating multiple types of partnerships. The gist is Hong Kong
should seek to expand its connections instead of isolating itself.
Connectivity is the key to success for Hong Kong in all aspects,
including trade, investment, research, development and
innovation. As an international centre of finance and commerce,
Hong Kong needs to cooperate with more partners. Hong Kong
is also a leading tourist city and MICE hub in the world. To
consolidate our position, we need to value each partnership and
nip any bud that may harm cooperation. In terms of technology
and innovation, Hong Kong should leverage the strengths of
Shenzhen and strive for mutual benefits. The current policy of
“one trip per week” Individual Visit Endorsements is detrimental
to cooperation between Shenzhen and Hong Kong. Business
travelers should be exempted from the restriction. Hong Kong
should make good use of opportunities created by CEPA and
the Belt and Road initiative to propel development of various
sectors.

Hong Kong has a strong pool of capable professionals, but the
issue of language proficiencyisaconcern. Language capabilities
are crucial for Hong Kong to strengthen its position and expand
its network. The declining language standards would hinder
Hong Kong from strengthening its status as a cosmopolitan city.
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Re-industrialize Hong Kong through promotion of technology
and innovation

49,

42.

43.

While Hong Kong’s manufacturing industry has clearly declined
in figures, its importance has often been undervalued. Many
processes and services performed by manufacturing firms
back in those days have been outsourced to supportive service
companies. The importance of the construction industry has
also been undervalued. In fact, the sector creates demand
and supply which are crucial to our economic growth and
competitiveness.

In recent years many industrialists and even the government
have been saying that Hong Kong should be “reindustrialized”.
International experience shows that high production costs do
not necessarily stifle manufacturing activities. Hong Kong’s
“reindustrialization” must be focused on high-end manufacturing.
In other words, Hong Kong should develop intelligent, automated,
high-value-added, innovative, advanced manufacturing which
adopts the Internet of Things and other technologies. That is the
only way for the local manufacturing sector to survive the intense
international competition, and to create high-end positions for
the local labour market. For Hong Kong, “reindustrialization” is
not about bringing back the old industries. It is about improving
our manufacturing capability in creating high-value-added
products.

Regarding industrial land use, there has been a trend of industrial
buildings being occupied by non-industrial uses in recent years.
In addition, modern manufacturing requires advanced facilities,
for examples pharmaceutical facilities which meet regulatory
requirements, testing and certification labs, prototype workshops,
and industrial design labs. Some of the manufacturing firms
need large-scale, high-precision machines, and hence require
premises to be shockproof, dustproof and with high-load-bearing
floor and tall ceiling height. Current industrial buildings may not
fulfil the needs of new manufacturing activities. Industrial estates
are approaching saturation. The government needs to increase
land supply for advanced manufacturing.



Promote technology and knowledge transfer and develop
overseas network

44,

45.

46.

Human capital is the key to reindustrialization. Our society
overemphasizes academic education and leans toward subjects
such as finance and management, leading to a shortage of
labour for high-end manufacturing. The prospects for the
industry and the quality of human capital are interdependent.
With the decline in local manufacturing, it is natural for our youth
to avoid the manufacturing industry when choosing their study
or career paths. As for the construction industry, occupational
safety issues have weakened the sector’s appeal to young
people, resulting in labour shortages and affecting Hong Kong’s
competitiveness.

Universities in Hong Kong have strong research capabilities, yet
there is a lack of channels or platforms for commercialization.
Innovation is slowly gaining traction in Hong Kong society, but
most investors remain to be risk-averse, and hence investments
inthis area are still limited in scale. The “visible hand” is one way to
correct the “market failure”. Efforts should be made to strengthen
connections among the government, industry, academia and
research sectors, and to smooth out the process of transforming
research results into commodities. The government should
provide policy support to lower the costs and risks of early-stage
development for technology sector, so that firms can scale up
and the ecosystem could be developed and become ripe for
market-led innovations. Enhancing commercialization channels
will help upgrade Hong Kong’s manufacturing industry.

Hong Kong should proactively expand its external industrial
partnership network, in terms of both industrial and research
cooperation. The startup boom in the Mainland can compensate
forHongKong'sinadequaciesininnovationandentrepreneurship.
International cooperation is also important. R&D agreements
with countries that are strong in innovation such as Israel and
Sweden could help enhance diversity and competitiveness of
local industries.
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Improve our education to create an environment for innovation

47.

48.

49.

Hong Kong needs to promote “innovation mentality” and “design
mentality” in our culture and our education system. Hong Kong
New Generation Cultural Association has held the first “Hong
Kong Youth Science and Technology Innovation Competition”
since 1997. The Science Innovation Centre it proposed was
established in 2006 with the support of the HKSAR government.
Hong Kong Design Centre came into being in 2001, and has
been hosting the Business of Design Week annually since 2002.
CreateHK was founded on 1st June 2009 under the Commerce
and Economic Development Bureau to lead and promote the
development of Hong Kong’s creative economy. These efforts
from society and government are very important in promoting
‘innovation mentality” and “design mentality”. The essence
of design and innovation is to identify problems faced by the
users (citizens) and then come up with solutions. “Innovation
mentality” and “design mentality” are geared towards improving
quality of life and can create infinite business opportunities.
Society and government officials both need to nurture their
‘innovation mentality” and “design mentality” in order to tackle
more challenging problems.

After much trouble, the Innovation and Technology Bureau
was established in November 2015. The establishment of the
Innovation and Technology Bureau is justified by the fact that
innovation and technology is the underlying force of the economic
transformation and can improve the quality of economic growth
as well as the lives of citizens. Innovation and technology
should not be seen only as a stand-alone sector; it serves as
infrastructure that provides all sectors with the opportunity to
innovate and upgrade. Hong Kong has no lack of policy support
for innovation and technology, but the support measures have
not reached the critical mass to be effective. The government
should increase the scale of support and encourage intra- and
inter-territorial partnerships, so that the technology sector in
Hong Kong can reach the critical mass that sparks a virtuous
circle, increasing our international competitiveness.

The education sector in Hong Kong should also seek more
partnerships with industries and foreign institutions. Many higher
education institutions have already offered mentorship and
internship programs, which receive widespread support. The
government should step up funding for more large-scale, well-
structured programs that allow students to better understand
the environment and requirements of the labour market.
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The full report is available at Savantas website
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