Summary of Views Expressed at
the Seventh Meeting of
the Committee on Economic Development and
Economic Cooperation with the Mainland
of the Commission on Strategic Development
held on 14 December 2006

The Chairman welcomed Members to the meeting.

. Matters Arising from the Last Meeting

2. The Chairman reported that the summary of views of the sixth
meeting of this Committee had been issued to Members and relevant
bureaux and departments and uploaded to CSD’s webpage in December.
Separately, in response to a Member’s enquiry raised at the last meeting,
an information note on the number and distribution of convenience stores
and/or supermarkets in the public housing estates of Tin Shui Wai had also
been issued to Members in December.

Il. 2007-08 Budget Consultations
(Paper Ref: CSD/EDC/8/2006)

Sources of Revenue

3. In view of the strong growth in Hong Kong economy, a
number of Members suggested reducing the salaries tax and profits tax
to the 2002/03 level as a token of appreciation of the efforts and
contribution of the general public during the economic downturn in
previous years. Members considered that the reductions could help
alleviate the burden of the middle-class and foster social harmony.
However, a Member expressed concern about the suggestion as it would
contradict with the public consensus on broadening the tax base as
indicated in the on-going public consultation exercise on tax reform.



4, In view of the economic upturn, some Members put forward
the view that the Government should consider allocating part of the
fiscal reserves or foreign currency reserves to more aggressive
investment items for higher returns than the current conservative
approach. Members quoted some overseas examples where similar
arrangements had been made to increase public revenue. Some
Members also suggested investing in red-chip or State-Owned
Enterprises shares to tap the huge potential of the rapidly developing
Mainland market and the appreciation of Renminbi.

Infrastructure Investment

5. Some Members pointed out that the level of infrastructure
investment had decreased from the peak at HK$ 29 billion per year to
around HK$ 15 billion recently. The situation would not be conducive
to economic development as well as creation of local employment. In
this respect, a number of Members commented that the Government
should expedite the implementation of infrastructure projects such as
the Hong Kong-Macao-Zhuhai Bridge. A Member however reminded
that it was necessary for the Government to carefully assess and justify
the need, the scale and the possible impact of specific infrastructure
projects before implementation.

6. Some Members also suggested that the Government should
adopt a new perspective in infrastructure planning and public
consultation in response to the demand for an open and diversified
society like Hong Kong.

Economic Development

7. To further improve the business environment in Hong Kong
and enhance our competitiveness, some Members suggested that the
Government should consider providing tax incentives to attract overseas
enterprises to set up headquarters and offices in Hong Kong. Specific
recommendations included -

(i)  to provide tax exemption on service fees or interests received



by the companies;

(ii) to provide tax incentives for expenditure on trademark and
copyright by the companies;

(iii) to provide tax incentives for expenses on research and
development to promote wider use of technology and
encourage research development; and

(iv) to maintain a simple and low tax regime.
8. In addition, some Members recommended the Government
facilitate the development of the following industries through provision
of tax or fiscal incentives —
(1)  recycling industry, for promotion of environmental
protection and creation of employment for low-skilled

workers:

(i)  comics and animation industry, which was one of the fastest
growing industries in the world; and

(it1) Chinese medicine, in view of the strong research and
development capacities of the industry in Hong Kong.

Social Development

Q. Some Members were concerned about the widening of wealth
gap in the society. In view of the recent economic upturn, some
Members suggested to review the existing “lump-sum grant” system in
allocating government financial resources to social service agencies. In
view of the expected significant improvement in public revenue, a few
Members further suggested to provide an one-off grant to
non-government organisations (NGOs). The proposal would provide
NGOs the much needed flexibility in their resource utilization,
encourage NGOs to initiate worthwhile new programmes and services,
and ease the undesirable continuous pay cut situation among social



workers.

Other Recommendations

10. Other specific recommendations had been raised by
Members —

(i)  to consider reducing Government rates; and

(ii) to consider granting tax allowance to property owners for
expenses on renovation and upgrading the exterior of old
buildings.

11. The Chairman made the following comments -

(i)  The closer economic cooperation between the Mainland and
Hong Kong presented both opportunities and challenges to
Hong Kong. In view of the different institutional settings
between the Mainland and Hong Kong, it would be difficult
to compare directly their pace of development;

(i) The Government was committed to creating a conducive
business environment to facilitate development of various
industries in Hong Kong. However, the Government had to
fully justify the provision of tax or other fiscal incentives to
facilitate development of specific industries;

(it1)) There was a general consensus that the tax base of Hong
Kong should be broadened. Relevant issues should
continue to be discussed;

(iv) The Government supported the development of tourism in
Hong Kong since the industry would not only support the
development of Hong Kong as a world city, but also create
employment opportunities for medium- and low-skilled
workers such as in the catering and transportation sectors.
There was potential for the development of “cosmopolitan



(V)

(Vi)

tourism” in Hong Kong, which included such activities as
shopping, dining, cultural entertainment, etc. To ensure an
adequate supply of accommodation for tourists visiting Hong
Kong, the Government had approved a number of hotel
projects providing various types of accommodation services
to cater for their demand,;

The Government was also committed to expediting the
implementation of infrastructure projects which could not
only improve our living environment, but also create
employment.  However, implementation of the projects
involved various consultation procedures which would take a
long lead time;

The Government had recently abolished the estate duty and
exempted offshore funds from profits tax.  After the
implementation of these measures, the volume of assets
managed by agents in Hong Kong had increased considerably;
and

(vii) The Government was committed to helping those in need of

VIiews.

assistance.  The expenditure on Comprehensive Social
Security Assistance scheme and other social services
increased by 118% and 90.6% respectively during the last
decade, while the average increase in public expenditure of
other items was only 39.6% during the same period of time.

The Chairman said that the Secretariat would prepare a summary
of views expressed at the meeting, and distribute to Members as well as
relevant bureaux and departments for reference. Members were invited
to submit to the Secretariat their further comments by post or by email,
which would be circulated to other Members to facilitate exchange of
The date of the next meeting had been scheduled for 29 January
2007 (Monday).



13. The attendance list is attached.

Secretariat to the Commission on Strategic Development
January 2007
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