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Purpose

This paper provides an update on the initiatives in place to foster trade
relations between the Mainland and Hong Kong. It also summarizes
Members' views and concerns on related issues.

Initiativesto foster traderelations

2. Since the reunification in 1997, communications between Hong Kong
and the Mainland have become much more frequent in various aspects,
especialy in trade and commerce. Apart from being Hong Kong's largest
trading partner and major investor, the Mainland is also the largest market
and the mgjor source of Hong Kong's re-export goods. In recent years, the
launching of various major initiatives by the Central People's Government
(CPG), such as the Mainland and Hong Kong Closer Economic Partnership
Arrangement (CEPA), has greatly strengthened the linkage between Hong
Kong and the Mainland in many aspects. Hong Kong has also been actively
developing regional co-operation initiatives with the provincial governments
and municipalities of the Mainland to further enhance communication and
co-operation between the places concerned and Hong Kong.

The Mainland and Hong Kong Closer Economic Partnership Arrangement

3. CEPA isthe first free trade agreement concluded by the Mainland and
Hong Kong and it makes way for liberalization of trade in goods, trade in
services, as well as trade and investment facilitation between the two places.
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The Mainland and Hong Kong signed the main text of CEPA on 29 June 2003
and its six Annexes on 29 September 2003, and CEPA came into force on 1
January 2004. Pursuant to Article 3 of CEPA, which provides that the two
sides will broaden and enrich from time to time the contents of CEPA through
continuous and further reciprocal liberalization, seven Supplements to CEPA
have been signed on 27 October 2004, 18 October 2005, 27 June 2006,
29 June 2007, 29 July 2008, 9 May 2009 and 27 May 2010 respectively for
progressive implementation of liberalization measures under CEPA. On
trade in goods, all products of Hong Kong importing into the Mainland enjoy
preferential tariff free treatment if they meet the CEPA rules of origin. On
trade in services, Hong Kong service suppliers (HKSS) enjoy preferential
access to the Mainland market in selected service areas. Professional bodies
of Hong Kong and regulatory authorities in the Mainland have also signed a
number of agreements and arrangements on mutual recognition of
professional qualifications. On trade and investment facilitation, both sides
agree to enhance co-operation to improve the overall business environment.

4, According to the information provided by the Administration in
November 2011, some 280 market liberalization and trade and investment
facilitation measures in 44 service sectors have been promulgated. These
measures have brought plenty of benefits and preferential treatments to
businesses in Hong Kong. The Mainland and Hong Kong have also agreed
on CEPA origin rulesfor over 1 600 Hong Kong products.

Hong Kong/Guangdong Co-operation Joint Conference

5. The Hong Kong Speciad Administrative Region Government
(HKSARG) and the Guangdong Provincial Government jointly set up the
Hong Kong/Guangdong Co-operation Joint Conference (HKGDCJC) in 1998
to study and co-ordinate issues of mutual interest, and to facilitate
co-operation and exchanges of both sides.

6. The Nationa Development and Reform Commission (NDRC)
promulgated in January 2009 the "Outline of the Plan for the Reform and
Development of the Pearl River Delta (PRD)" (the Outline), which elevates
the development of the PRD Region to the strategic level of national
development, specifying Hong Kong/Guangdong co-operation as a national
policy. To trandate the macro policies in the Outline into concrete
measures that are conducive to the development of both places, Hong Kong
and Guangdong signed the Framework Agreement on Hong
Kong/Guangdong Co-operation (Framework Agreement) in the presence of
the State Vice-President, Mr Xi Jinping, and senior officials from relevant
ministries in Beljing in April 2010. This is the first agenda on Hong
Kong/Guangdong co-operation ever endorsed and approved for
implementation by the State Council since the establishment of HKGDCJIC in
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1998. The Framework Agreement sets out six long-term development
positions for Hong Kong/Guangdong co-operation, including a world-class
new economic region, a financial co-operation region, a manufacturing and
modern services base, a modern economic circulation sphere, a quality living
area and a world-class metropolitan cluster. Details and content of the
Framework Agreement are set out in the Administration's paper issued vide
L C Paper No. CB(1)1559/09-10(01) on 7 April 2010.

1. On 23 August 2011, the 14th Plenary of HKGDCJC was held in Hong
Kong. Both sides reviewed the progress of maor co-operation initiatives
over the past year and discussed the direction of the future development.
On commerce and trade, Hong Kong and Guangdong had been actively
pushing forward the implementation of CEPA over the past year, and
achieved remarkable results. Since the implementation of Supplement VII
to CEPA in January 2011, Guangdong had promulgated the implementation
details for all relevant pilot measures. Both sides considered the progress of
implementation of the 2011 Work Plan satisfactory, and signed five
co-operation documents after the Plenary. Guided by the National 12th
Five-Year Plan and the objectives of the Framework Agreement, the
HKSARG would continue to work closely with Guangdong and
progressively implement various areas of work under the Framework
Agreement to advance the overall competitiveness of the Pearl River Delta
Region. Details of the mgjor outcome of the Plenary are set out in the
Administration's paper issued vide LC Paper No. CB(1)3102/10-11(01) on
12 October 2011.

National 12th Five-Year Plan

8. The "Outline of the Twelfth Five-Year Plan for the National Economic
and Social Development of the People's Republic of China' (National 12th
Five-Year Plan) passed at the 4th Session of the 11th National People's
Congress held in March 2011 unprecedentedly included a dedicated chapter
on the Hong Kong and Macao Special Administrative Regions (the Dedicated
Chapter). This demonstrated the support given by CPG to Hong Kong in
various aspects, including the support for Hong Kong in deepening its
economic co-operation with the Mainland, namely the on-going
implementation of CEPA, deepening co-operation among Guangdong, Hong
Kong and Macao and implementation of the Framework Agreement.

9. In August 2011, Vice Premier of the State Council, Mr LI Kegiang,
announced during his visit to Hong Kong a series of concrete policies and
measures formulated by CPG under the requirements of the National 12th
Five-Year Plan to support Hong Kong in further developing and deepening its
co-operation with the Mainland. There were more than 30 policies and
measures (the New Supporting Policies and Measures) covering areas such as
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economic and trade, finance, society and people's livelihood, tourism and
co-operation between Guangdong and Hong Kong, with the overall objective
of enhancing development in six major areas, one of which was to increase
the Mainland's opening to Hong Kong in trade in services significantly.

Hong Kong/Shenzhen Co-operation Meeting

10.  The close liaison between Hong Kong and Shenzhen started in 1978
after the Mainland had begun its "reform and opening up". Since then, a
broad base of co-operation has developed. Both sides have been
maintaining close partnership on the basis of the "One Country, Two
Systems' principle and the HKGDCJC. The Hong Kong/Shenzhen
Co-operation Meeting co-chaired by the Chief Secretary (CS) for
Administration and the Mayor of the Shenzhen Municipal Government was
set up in 2004 with a view to consolidating the achievements attained in
various co-operation initiatives and considering the co-operation in future so
as to obtain synergy. Both parties co-chaired the 2011 Hong
Kong/Shenzhen Co-operation Meeting on 25 November 2011 in Hong Kong.
Since Shenzhen is one of the second batch "model cities on CEPA
implementation” designated by the Ministry of Commerce in the Mainland,
Hong Kong and Shenzhen will enhance co-operation in promotion and
implementation of CEPA, with a view to further deepening the
implementation of CEPA in Shenzhen.

11.  The Nationa 12th Five-Year Plan has affirmed the importance of
Qianhai as the "Hong Kong/Guangdong modern service industries
co-operation exemplary zone" in the national development strategy. The
Guangdong Provincial Government announced in September 2011 that the
development of transport infrastructure connecting Qianhai and neighbouring
areas would be accelerated. Foreign-invested services sector enterprises in
Qianhai could serve the entire Guangdong Province. In addition, some of
the provincial approva authorities in respect of the establishment and
operation of enterprises would be delegated to the Qianhai authorities. The
early and pilot measures under CEPA could be implemented in Qianhai.
Details of the 2011 Hong Kong/Shenzhen Co-operation Meeting are set out
in the Administration’s paper issued vide LC Paper No. CB(1)512/11-12(01)
on 2 December 2011.

Hong Kong/Beijing Co-operation

12. In September 2004, the HKSARG and the Beijing Municipal
Government established the Hong Kong/Beijing Economic and Trade
Co-operation Conference to strengthen Hong Kong/Beijing co-operation and
to tap the opportunities arising from CEPA and the 2008 Olympic Games.
On 25 November 2010, the Chief Executive of the HKSAR and the Mayor of
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the Beijing Municipal Government co-chaired the Third Plenary Session of
the Conference to review the progress of co-operation in eight areas, namely,
economic and trade, city management and public services, education, tourism,
financial services, health, professional exchanges, as well as innovation
technology and creative and cultural industries. Both sides also exchanged
views on the direction for future co-operation. Details of the meeting are set
out in the Administration's paper issued vide LC Paper No.
CB(1)846/10-11(02) on 17 December 2010.

Hong Kong/Shanghai Co-operation

13. In October 2003, the HKSARG and the Shanghai Municipal
Government established the Hong Kong/Shanghai Economic and Trade
Co-operation Conference, which aimed to foster closer economic and trade
ties between the two places, particularly to leverage on the opportunities
brought about by CEPA, as well as the World Expo held in Shanghai in 2010.
The two sides agreed to strengthen co-operation under the CEPA framework
and promote co-operation in eight areas, namely airport; port and maritime;
Shanghai World Expo; tourism, convention and exhibition industry;
investment and trade; education, health and sports; financial services and
professional personnel exchanges. The relevant departments of both sides
would continue to liaise and follow up on the implementation of the
co-operation initiatives.

Previous discussions

14. Members have followed closely issues relating to Mainland/Hong
Kong co-operation and the various initiatives that foster trade relations
between the two places. They are keen to ensure that such initiatives can
provide a window of opportunities for Hong Kong businesses to gain greater
access to the Mainland market and create a genuine positive impact on Hong
Kong's economic devel opment.

Council meetings

15. At a number of Council meetings, Members raised questions on the
implementation of CEPA, Certificates of Origin under CEPA, market entry
facilitation measures to assist businessmen/professionals in grasping the
opportunities brought about by CEPA, measures to deepen trade co-operation
and foster closer economic integration between Hong Kong and the Mainland,
business opportunities on the Mainland for local professionals and service
sectors, enhancing co-operation between services industries in the PRD
Region and Hong Kong, developing Mainland market for Hong Kong
products, providing assistance to Hong Kong courier companies operating on
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the Mainland, and the Overall Development Plan on Hong Kong/Shenzhen
Co-operation on Modern Service Industriesin Qianhai Area.

16. Two motions on CEPA and the implementation of the Framework
Agreement were carried at the Council meetings on 4 March 2009 and
26 May 2010 respectively. During the motion debates, Members generally
expressed support for the implementation of CEPA and the Framework
Agreement. They urged the Administration to formulate appropriate
measures to improve the business environment and facilitate local enterprises
to make the best use of the business opportunities brought about by such
initiatives, thereby creating more employment opportunities and improving
Hong Kong's economy in the long run. The Administration was aso asked
to formulate and implement the specific policies and measures outlined in the
Framework Agreement as early as possible.

17. At the Council meetings on 30 March and 4 May 2011, two motions
on "Implementing the Twelfth Five-Year Plan" and "Promoting regional
economic integration between Guangdong and Hong Kong" were carried
respectively. Members urged the HKSARG to seize the golden opportunity
presented by the National 12th Five-Year Plan, intensify the co-operation
between Hong Kong and the Mainland, and adopt a forward-looking attitude
in formulating policies and measures which were conducive to promoting the
development of Hong Kong and the Mainland, in particular Guangdong.

House Committee special meetings

18. At the specia meeting of the House Committee (HC) on 7 January
2010, CS briefed Members on major co-operation initiatives in relation to
Hong Kong/Guangdong economic co-operation, including fostering flow of
key economic factors such as people, goods, information and capital,
assisting Hong Kong enterprises to restructure, upgrade and develop the
Mainland domestic market. Members urged the Administration to
co-operate with the Mainland, in particular Guangdong in developing the six
priority industries (namely educational services, medical services, testing and
certification, innovation and technology, cultural and creative industries, and
environmental industry).

19. At the specia HC meeting on 14 May 2010, CS briefed Members on
the details of the Framework Agreement. Members welcomed the policies,
measures and items set out in the Framework Agreement, which would
facilitate complementarities between the two places and enhance the core
competitiveness of the whole region.

20. At the specia HC meetings on 20 May and 11 November 2011, CS
briefed Members on the latest progress of the work of HKSAR in



7

complementing the National 12th Five-Year Plan. Members noted that the
Dedicated Chapter and the announcement of the New Supporting Policies
and Measures signified a landmark progress in the HKSAR's work on
economic and trade, finance, society and people's livelihood, tourism and
co-operation between Guangdong and Hong Kong. The HKSARG would
continue to liaise with the relevant ministries of CPG and the provincial and
municipal governments to implement the various supporting policies and
measures of CPG.

Discussions at the Panel on Commerce and |ndustry

Supplement VII to CEPA

21. At the meeting of the Panel on Commerce and Industry (the Panel)
held on 15 June 2010, members noted that Supplement VII to CEPA provided
for 35 market liberalization and trade and investment facilitation measures in
19 sectors. Among them, 27 were liberalization measures in 14 service
sectors and of which eight were measures for "early and pilot
implementation”. As a result, the service sectors covered by liberalization
of trade in services under CEPA would expand from 42 to 44. Details of
Supplement VII are set out in the Administration's paper issued vide LC
Paper No. CB(1)2065/09-10(01).

22. Panel members welcomed the signing of Supplement VII to CEPA.
However, they expressed concern that the service industry was still being
confronted with various barriers of entry to the Mainland market with the
associated access restrictions. Members urged the Administration to
introduce more liberalization and facilitation measures by improving and
streamlining the relevant rules and procedures, so as to facilitate local
enterprises to access the Mainland markets and their subsequent operation in
the Mainland.

Mainland/Hong Kong technology co-operation

23. At the Pane meetings held on 16 March, 15 June 2010 and
18 January 2011, members discussed issues related to the technology
co-operation between the Mainland and Hong Kong. Panel members noted
that the Mainland would assist Hong Kong's testing laboratories to be
recognized under the international multilateral systems on mutual recognition
of testing and certification that were open to national member bodies.
Members also noted that the Innovation and Technology Commission and the
Tsinghua University in Beijing had entered into a co-operation agreement in
2006. Research institutes in Hong Kong had carried out a number of
exchange activities with the Tsinghua University and discussed co-operation
projects on applied technology. In addition, several universities in Hong
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Kong had secured the agreement of the Ministry of Science and Technology
to set up Partner State Key Laboratories (SKLs) in Hong Kong with the
relevant SKLsin the Mainland to carry out innovative research in technology
areas.

24.  Some Panel members opined that the Administration should seek
closer co-operation with the Guangdong authorities in sectors in which
Guangdong excelled such as biotechnol ogy, pharmaceuticals and information
technology. The Administration advised that the Shenzhen-Hong Kong
Innovation Circle had been established to reinforce technological
co-operation with the Mainland. The HKSARG would continue to step up
effort in this respect.

Hong Kong/Shenzhen and Hong Kong/Beijing economic and trade
co-operation

25. At the Panel meeting held on 15 February 2011, members were
briefed on the gist of the Hong Kong/Shenzhen Co-operation Meeting in
relation to commerce and industry between the two places, including the
Overal Development Plan on Hong Kong/Shenzhen Co-operation on
Modern Service Industries in Qianhai Area (Qianhai Development Plan), and
the gist of the Third Plenary Session of the Hong Kong/Beijing Economic
and Trade Co-operation Conference in relation to commerce and industry
between the two places.

26. Some Panel members opined that Hong Kong enterprises should
make the best use of the opportunities brought about by the mutual
co-operation in modern service industries in Qianhai. On technology
co-operation between Hong Kong and Shenzhen, some Panel members urged
the Administration to encourage and assist high-tech enterprises in Shenzhen
to set up their operations in Hong Kong, thereby promoting technological
development, creating more job opportunities and improving Hong Kong's
economy in the long run. The Administration advised that in December
2010, the Shenzhen Municipal Government had invited 20 research and
development institutes and promotional organizations in Hong Kong to
participate in the Qianhai development plan. The Administration would
update the Panel on the latest development of the matter in due course.

27.  Some Panel members commented that Hong Kong failed to make the
best use of the opportunities brought about by CEPA. They urged the
Administration to be more proactive in formulating concrete measures to
attract and assist overseas enterprises of internationally renowned goods to
set up operations for post-processing arrangement in Hong Kong, so as to
gain access to the Mainland market by taking advantage of the tariff
concessions applicable to Hong Kong products under CEPA, thereby creating
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more employment opportunities for the local workforce.

Hong Kong/Guangdong economic and trade co-operation

28. At the Panel meeting held on 15 March 2011, members were briefed
on matters relating to commerce and industry discussed at the 16th Working
Meeting of the Hong Kong/Guangdong Co-operation Joint Conference
(Working Meeting) held on 28 February 2011 in Guangzhou. Panel
members noted that many Hong Kong enterprises in Guangdong which had
restructured into import processing operations were plagued by the taxation
problem when struggling to establish their brands in the Mainland domestic
market. These enterprises were also unable to clam the depreciation
allowances in respect of their machinery or plants used in import processing
operations in the Mainland. To address these concerns, some Panel
members urged the Administration to provide assistance to these enterprises,
in particular those with an intention to switch back to the processing trade.

29.  Panel members also noted that in complementing the National 12th
Five-Year Plan, the HKSARG would proactively liaise with the CPG
ministries to secure their support to take forward the relevant work further.
This included continuous implementation of CEPA, opening up of the
Guangdong market under "early and pilot measures' to Hong Kong's service
industries, and gradual extension of such measures to other regions. Some
Panel members expressed concern whether the HKSARG, upon the new
round of consultation with the Mainland authorities, had proposed further
liberalization measures following the implementation of the Supplement VI
to CEPA. The Administration assured the Panel that it would continue to
discuss with the Mainland authorities, so as to review the implementation of
current measures and to broaden and enrich the scope of CEPA and its
supplements through continuous liberalization in a gradual and orderly
manner.

Recent developments

30. On 13 December 2011, the HKSARG and CPG signed the
Supplement VIII to CEPA. Supplement VIII to CEPA provides for atotal of
32 services liberalization and trade and investment facilitation measures,
including 23 liberalization measures in 16 service sectors, and strengthens
co-operation in areas such as finance, tourism, innovation and technology.
Both sides also agreed to enhance the origin criteria under trade in goods, and
relax the definition and related requirements of "Hong Kong service supplier”.
Among the 32 measures, 15 are related to the implementation of measures
announced by Vice-Premier LI Kegiang during his visit to Hong Kong in
August 2011.
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3. On 5 January 2012, the Second Plenary Session of the Hong
Kong/Shanghai Economic and Trade Co-operation Conference was held in
Shanghai. The two sides reached consensus on nine areas of co-operation,
namely commerce, trade and investment; financial services; civil aviation,
maritime transport and logistics, tourism, convention and exhibition
industries; innovation and technology; cultural and creative industries and
gports; exchange of professionals; education, medical and health care; and
youth and socia development. The Governments and relevant authorities of
the two places also signed four co-operation agreements, including the
Agreement on Strengthening Commerce and Trade Co-operation.

32.  On 9 January 2012, the 17th Working Meeting of HKGDCJC was
heldin Hong Kong. The two sides reviewed the progress of implementation
of the 2011 Work Plan of the Framework Agreement and drew up the 2012
Work Plan with a proactive and pragmatic approach. In response to the call
to strengthen Hong Kong/Guangdong co-operation set out in the National
12th Five-Year Plan, a total of 86 specific action items had been included in
the 2012 Work Plan. On commerce and trade, the Guangdong Province
would continue to implement CEPA and the various early and pilot measures
to open up its service industries for Hong Kong. The Guangdong side
would strive for the early promulgation of the implementation details for al
relevant measures to be taken forward in Guangdong in respect of
Supplement VIII to CEPA. The HKSARG would continue to co-operate
closely with the Guangdong Province to step up the promotion of CEPA and
follow up on any problems encountered in the process.

L atest Position

33.  The Administration will update the Panel on 17 January 2012 on the
latest development of the economic and trade co-operation and exchanges
between the HKSARG and CPG under CEPA.

Reference

34.  Alist of relevant papersis at the Appendix.
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