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POSITION PAPER of

Hong Kong Exhibition & Convention

Organisers' and Suppliers' Association (HKECOSA)
regarding the government's policy and mandate for the
Hong Kong Trade Development Council (TDC)

INTRODUCTION

Accordi ng to an i ndependent study, the exhibitionindustry nakes a net
contribution of over HK$5.5 billion to the Hong Kong econony annual | y.

The exhi bitionindustry hasastrong' multiplier' effect onthe econony
inthat for every HG1 spent on exhibitions, a further HK$5 are spent
in Hong Kong hotel s, transport, restaurants ...........etc.

An exhibition visitor, like a convention visitor, stays |onger and
spends 2.5 tines nore than an average visitor.

Recogni sing our industry as one that has significant inpact on the
econony and one that possesses vast growh potential, the governnent
has started tal ki ng about pronoti ng Hong Kong as ‘thetradefair capital
of Asia .

HKEGCBATf Ul |y supports this goal andis keento hel pmakingit asuccess.
V¢ aretaking this opportunity to seek the assi stance of LegCoto start
a THOROUAH and RADI CAL REMV EWof the nmandat e and pol i cy for TDC whi ch
I s the body ent r ust ed by t he gover nnent t o pronot e Hong Kong as t he t rade
fair capital of Asia.
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Inthe past 2 years, HKEQOBA had nany di al ogues w t h t he gover nnent and
TDC but we were di sappoi nted wth the results. The serious obstacl es
and probl ens faced by the industry are:

A. Policy causing serious role conflict of TDC

Wth its eagerness in expanding and protecting its various huge
busi ness interests, TDCis increasi ngly caught intheir role conflict
and i s wi del y percei ved by i ndustry pl ayers as a conpetitor rather than
a genui ne service pronoter of Hong Kong.

The vertical integration of TDC s business interests has reached a
stage where its rol es becone uncl ear. According to the TDC O di nance
(CGap. 1114), TDChas a statutory functi onto pronote, assi st and devel op
Hong Kong's overseas trade. In facilitating that, TDC not only
or gani ses exhi bitions, it al sospent huge ef forts and encunber ed publ i c
funds to operate their in-house exhibition contractor known as '
Exhi bi ti on Service Departrent (ES).

Instead of developing, pronoting, facilitating or assisting the
private sectors' businesses, TDCis operating its own busi nesses and
had often taken advantage of their official status as trade pronoter
to create barriers for the private enterprises in our industry.

Exanpl es of TDC s role conflict:

(a) A the LegGo Q&A on 19 May 1999, the governnent inforned LegCo
that TDCfairs are all export pronoting and in 1998 only * a very
snmal | nunber’ of TDCfairs werepronotinginport trade. However,
as captured in the LegGo mnutes, 6 out of the total of 21 TDC
fairs were not rel evant to pronotion of export trade. In other
words, TDCi s operating exhibitions as a busi ness whil e cl ai mng
exhibitionis a tool for pronotion of export trade.

(b)  Before HKEGCBA s 10 Decenber 1998 conpl ai nt | odged wi t h COMPAG
TDC had used the 'Privacy Qdinance’ as an excuse to deny
contractor nenbers of HKEGCBA access to current exhibitor |ist
of all TDClocal fairs. After GOMPAG s intervention, such |ist



(c)

(d)
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began to appear on the TDC website.

As at today, HKEQOBA is still denied access to the full |ist of
the over 140 exhi bition contractors TDC cl ai med exi sted i n Hong
Kong in 1998. The reason cited this tine was “ Hng Kong' s dat a
protection codes " which sounded |ike another excuse to
w t hhol d/ bl ock trade i nfornation.

TDC s statutory rol e in bot h the above cases shoul d be to provi de
accurate trade information. Their eagerness to protect their
busi ness i nterests, however, drove themto w t hhol d i nf or mat i on.

As the official trade pronoter of Hong Kong, TDC's pronoti onal
efforts were often focused on TDC s own busi nesses and not Hong
Kong' s busi nesses. Not long ago, it was found that TDC s
Frankfurt office, featured only TDC s fairs, TDC publi cations
and TDC Gal | eri es on t he permanent wal | display inthe reception
area. There was not nention of Hong Kong private sector’s
pr oduct s/ ser vi ces.

TDC advertised in a Quangzhou | ocal daily newspaper on 28 June
1999 offering services to 'assist exports of |ocal nainland
Chi nese manuf acturers'.

B. Policy causing dominant market position of the public sector

As a heavily capitalized and sub-vented statutory body, the TDC has
carried out very well the nandate to pronote Hong Kong' s export trade.
However, in the nean tine, TDC has been all oned to expand itself into
a huge busi ness congl oner at e cormandi ng dom nant narket positionin a

nunber

of rel ated busi nesses.

TDC is the owner of Hong Kong' s | argest exhibition centre
TDCi s Hong Kong' s | argest exhi bi ti on or gani ser (about 38%rar ket
share)

TDC is Hong Kong' s | argest exhibition contractor

TDC is one of Hong Kong' s | argest trade publishers
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Intheexhibitionindustry, undoubted y, TDCis averticallyintegrated
"super-power'. This situation is certainly not conducive for the
growt h of indi genous snal | and nedi umsi ze private enterprises. It is
alsoless attractive for forei gn exhi bi ti on conpani es to set up a base
here or launch new events here.

Anywhere in the free world, the diversity of private sector
participationisanecessary ingredient for the heal thy and sust ai nabl e
grow h of any i ndustry. Mre soif the governnent is serious wth the
goal of ‘trade fair capital’.

C. Government has no economic statistics on the exhibition industry

At the Leglo Q& A on 19 May 1999, the secretary for Trade & I ndustry
cl ained ' nei t her t he gover nnent nor the TDChas statisticsonthetotal
revenue of the exhibition industry in Hong Kong' .

For years, HKEGQCBAIi niti at ed and f unded our own ' econom c i npact st udy"
todetermnethe contribution of our i ndustry to the Hong Kong econony.
This year, at the Association's request, TDC had condi tional |y agreed
to fund half of the cost of the current study.

V¢ woul d |i ke the governnent or TDCto be initiating such statisti cal
works in the future and fully fund the cost invol ved.

D. Supply of unclear /incomplete trade information by the Government/ TDC

(a) A the Leglo Q& A on 19 May 1999, the governnent clai nmed t hat
"the total incone of TDC s in-house contractor - 'ES was $78
mllion for 1998. However, in page 83 of TDC s Annual Report
98/ 99, under Exhibition Services Fund, ' I ncone generated during
the year' was HK$151 million. The gover nnent shoul d expl ainthis
huge i nconsi stency of infornation.

(b) In the sane TDC Annual Report 98/99, page 75, under 'Incone
generated fromthe Gounci | ' s operational activities', inconefor
its ' HKCEC (peration' was HK$45. 7million. As TDCclains it does
not operate the HKCEC and as the HKCEC was built entirely wth
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governnent grant for Phase two and premumfree | and for Phase
one, we are of the viewthis incone is a formof subventi on and
shoul d have been put toget her w th sub-vented i ncome such as t he
Trade Declaration Charge. It is msleading to categorize this
i ncone under ‘ TDC s operational activities’.

(c) Inthe sane TDC Annual Report, pages 75 and 83, t he over head cost s
such as personnel , accounting and project costs of its in-house
contractor ESwere not separatel y shown. 1t is therefore uncl ear
whether ESis receiving subsidy or operating on a “full cost-
recovery” and “cost accounting basis”.

E. Policy caused high exhibition hall rental rates

Wth the governnent's grant of premumfree | and, TDC devel oped t he
HKCEC phase oneinthe 80's. The HKCECextensionwas built entirelyw th
governnent grant inthe 90's. Despite such trenendous cost advant age,
HKCEC rental rates are still anmong the world s highest which are
formdabl e entry barriers for new organi sers and new exhi bi ti ons.

As the owner of HKKCEC, TDCi s recei vi ng about 5%° nanagenent fee’ from
t he HKCEC nanagenent conpany , based on al | HKCECrental revenues. This
anounted to HK$45, 7 mllionin1998. Wth such huge ' vested interest,
it isnot practical to expect TDC woul d address this high rental cost
i ssue whi ch the industry players have repeatedly rai sed in the past.

The gover nnent has conduct ed an i ndust ry survey and t he gover nnent had
accepted the conclusion that Hong Kong needs another |arge scale
exhi bitioncentre. However, because of apparent conflict of interests,
it would not be practical to expect TDC woul d push hard for such a
facility to be conpleted in the shortest possible tine frane.

V¢ are very concerned that after the Chek Lap Kok site for the proposed
new exhibition centre was identified, the governnent seens to be
draggingits feet, passingtheresponsibilitytothe Arport Authority
whi ch has pl enty of | and but apparently has no al | ocati on of fi nanci al
resources and priority for this project. It also worries us that the
TDC Chairnan is also the Airport Authority Chairnan.
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For the future heal t hy devel opment of the exhibitionindustry, HKEGBA
woul d strongly suggest to the governnent that the second | arge scal e
exhi bition centre shoul d not be owed and operated by TDC

F. Waste of public resources

The governnent had injected a grant of H<$40 nillion around 1988 for
TDCto start operate' ES - TDC s i n-house contractor. I n 1998, TDCt ook
out HK$180 million fromits reserve to build a new Logi stics Centre
which is by far the | argest and t he nost expensi ve of its kind in Hong
Kong and i n Asia. V¢ consider this ablatant waste of public resources
to do sonething the private sector can do better and cheaper.

TDC s new y opened Logi stics Gentre was desi gnedtooperatelike asnall
"container port' wth custombuilt contai ners which strangel y are not
of standard sizes. Industry players becane doubtful this unique idea
woul d wor k because the containers were not activated at all for the
recent PremumFair which was Hong Kong's |argest fair this year.

TDC s deci si on for this HK$180mhar dwar e i nvest nent happened at atinme
when nost governnent departnents are down-sizing, out-sourcing or
privatize to save costs and rai se efficiency. The Secretary for Trade
and I ndustry cl ai med ' whet her ES shoul d be privatisedor not isanatter
for TDC to decide, and is a separate issue from the Governnent
initiative of privatising sone Gvernnment departnents.'’

Bef ore the ground openi ng cerenony of TDC s 12,000 sg.m Logi stics
Gentrein Cheung Knan Q five naj or exhi bition contractors in Hng Kong
initiated a dial ogue wth TDC s officials and a conpl ai nt was | odged.
However, TDC ignored contractors' plight and went ahead to conpl ete
this Logistics Centre.

The governnent inforned LegGo at the 19 May 1999 Q& A that 'the TDC
wll consider renting the facilities in the new Centre to private
exhi bi tion services conpanies'. This was viewed as an adm ssi on t hat
TDC s Logi stics Gentre was built wth far too nuch capacity. The Hong
Kong I ndustrial Estates regul ati on does not al l owgrantees to rent out
their premses. The governnent shoul d need to clarify whether TDCi s
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enj oyi ng speci al treatnent fromanother governnent-rel ated body.

ES incone, accordi ngto TDC Annual Reports, junped fromH<$88mi n 1995
to HK$151min 1988. ES as the 'in-house contractor' of TDC faces no
conpetition when serving as the "Gficial Gontractor' of all TDC
or gani sed exhi bitions in Hng Kong. The majority of ES inconeis from
itsinternal custoner - Trade Fairs Dvision. It was w del y under st ood
inthe industry that ES prices to its internal custoner are often
hi gher than prices of fered by outsi de private contractors. At the end,

to support ES overhead costs, Trade Fairs Dvision still has to award
thejobstothein-house ES. Thisresultedincost increaseinthe Trade
Fairs D vision.

The government told LegCo at the 1999 Q& A session that the purpose
of TDC buil ding this new Logi stics Centre was to rai sed standards and
quality of their stands. HKEGCBA does not share this view TDC had
cited 'the narket | ack sufficient highquality stand naterial s' as the
justification for spending part of the H<$40m governnent grant
investinginstandsystens. The fact was that there was no such shortage
of naterial sinthe narket. These were excuses TDCused t 0 encroach i nt o
theprivateexhibitioncontractors' turf. Thereal issuewasthat these
wer e achi eved usi ng public resources i.e.government grant.

The Association urges the government to investigate whether it is
justifiable to spent this HK$180 million of public resources in a
busi ness which the private sector can handl e better.

G. No allocation of budget for promotion of the exhibition industry

HKEGCBA was tol d by TDC that TDC has no resources to assist private
enterprises in the exhibition industry and cl ai ned t he gover nnent had
not gi ven TDC any funding to do so.

TDC had al so speci fically turned down HKEGCBA' s suggestion to use the
H$40mgover nnent grant that ESwill ‘return’ to TDC s main treasury
(arranged by the Trade & I ndustry Bureau) for the purpose of pronoting
the exhibition industry.
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Agai nst the back drop of TDC s recent investnent of HK$180 millionto
buildits Logistics Centre, it becones obvious that TDCis nore keen
to use its resources to expand its business interest rather than to
pronot e Hong Kong' s trade and servi ces.

H. Policy causing unfair competition posed by TDC

(a) Being a quasi-governnent body and a major channel for the
governnent in trade and comerce pronotion, the perceived
credibility of TDC is a definite and obvious advantage in
recruiting exhibitors for fairs. Besides, being a governnent
trade body, it is mucheasier for TDCtoral ly other national trade
boards for their support of TDG organi sed fairs.

The about 50 TDC offices overseas enhance the conpetitive
advantage of TDC fairs. The HK$400 million subvention is
substantial income for TDC to further its business interests.

(b) A good nunber of exhibition and event contracts (bel ow H<$1. 3n)
fromgovernnent and sem - gover nnent bodi es were awarded to ES
TDC s in-house contractor without calling for conpetitive bids
fromqualified private contractors. Apparently, sone officials
have the i dea that ES bel ongs to the government and it is safeto
use ES w t hout tender.

HKECCBA would like to urge the government to correct the
msconception and stop this practice of some governnent
depart nent s.

(c) For large exhibition stands, TDC has many conbi nati on packages t o
secure exhibition contracts for ES E g. offer of 3-year free
storage for exhibitors' custombuilt stands (as ES prem ses was
cost free, built wth governnent grant). This situation nakes it
very difficult for smal |l er exhibitioncontractors to conpetewth
ES.

(d) There have been no witten policy/guidelines for ES staff
regarding TDC s undertaking that ES wll serve only TDC s own
events. ThisledtoESstaff persuingexhibitioncontractstotally
unrel atedto TDCfairs e. g. Hong Kong Product s Expo (for consuner s)
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in Tanar Ste. ES staff even went as far as Shanghai, Quangzhou
and Shenzhen to carry out stand-fitting works in direct
conpetition w th Hng Kong based pri vat e exhi bition contractors.

Conclusion and proposed solution

It isinportant that both the governnent and TDC recogni se t he i ssues
rai sed and seek sol ution hand inhand withthe private sector. The goal
of maki ng Hong Kong the trade fair capital of Asiaw ||l not be achi eved
w thout the diversity of active participation of the private sector,
i ncl udi ng | ocal i ndi genous organi sers and suppl i ers and i nt er nati onal
pl ayers.

1.  The governnent shoul d radical |y revi ewthe nandat e and pol i cy for
TDCto ensure it suits Hong Kong' s busi ness envi ronnent t oday and
the goal of making HK the ‘trade fair capital of Asia .

2. TDChas indirect sub-vented inconein the formof 5% comm ssi on’
onall rental i ncone of HKCECanountingto H<$45. 7 mllionin 1998.
This is the contribution of exhibition and convention organi zers
who ar e represent ed by HKEGCBA. Ther ef ore, the gover nnent shoul d
al l ocate HKEGCBAarightful seat i nthe TDCCGouncil or Commttees,
just like the exporters who are payi hg Export Decl arati on Char ge.

3. Inviewof thefact that TDChas such substanti al sub-vent ed i ncone
nent i oned above, TDC shoul d al | ocate a significant part of this
i ncorme annual |y for the pronotion of the exhibitionindustry. If
TDC i s the body governnment appoint to pronote the goal of trade
fair capital, HKEGCBA wi || be happy to work out a strategy and
plan with TDC

4. The high hall rental rates nust be addressed qui ckly to nai ntain
the conpetitiveness of Hong Kong agai nst the stiff conpetition
intheregion. Inthe neantine, anon-TDCowned and nanaged | ar ge
scal e exhibition centre shoul d be built in the shortest possibl e
tine frane to facilitate/stimulate growth of this industry and
provi de heal thy conpetition to HKCEC
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The governnent and /or the TDC shoul d t ake up the task and tot al
cost of conpiling statistics for the exhibition industry.

The Governnent and / or t he TDCshoul d prepar e our hunan r esour ces
throughtraining at different levelsif the goal of naking HKthe
‘“trade fair capital of Asia’ is a serious one.

About half the nunber of indigenous exhibition organizers
or gani ze exhi bi ti ons out si de Hong Kong, nostly i n nai nl and Chi na
and other cities in the region. NMny of themclaimthere is no
roomfor themto operate in Hng Kong. These i ndi genous snal | and
nedi umsi ze enterpri ses deserve governnent’ s attention and hel p
because they are Hong Kong based and enpl oy |ocal nanagenent
talents to export high-val ue added export of services.

These enter pri ses and nanagenent tal ents are i ndeed an i nport ant
elenent of a ‘trade fair capital’

The governnent shoul d decisively conpel TDC and its ES, the
gover nnent - f unded i n- house contractor to :

(a) immedi ately stopseeking stand-buil di ng, event pronotion and
display contracts unrelated to TDC s own fairs.

(b) stop seeki ng stand-bui | di ng contracts fromexhi bi tors taking
only raw space even in TDC s own fairs. These custombuil t
stand contracts should be left to the ‘140 private
contractors whi ch are snal | and nedi umsi ze ent er pri ses( S\VE) ,
not TDG tosigndirectly wth indi vidual exhibitors. These
SMEare exhibitioncontractorsintheir ownright. TDCshoul d
assist themto secure such raw space contracts and not to
conpete wth themfor the sane.

(c) contract out all TDC s exhibition requirenents toqualified
privatecontractors. |.e. TDCS ops operatingas acontractor.
ES coul d becone the ‘ Technical Departnent’ to admnister
exhibition contracts and control quality.
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The gover nnent shoul d encourage TDC to tender out the nanagenent
of TDC fairs to qualified private fair organisers and/ or show
nmanagenent conpani es. TDC renai ns the owner of these shows

In the | onger term the governnent shoul d encourage and hel p TDC
to privatise ES and sone of its businesses in order to separate
the functions and cost accounting between TDC s trade pronotion
efforts and TDC s business operations. This should gradual |y
inprove the industry’s negative perception that TDC is a
conpetitor rather than the pronoter of Hong Kong ‘s busi nesses.

Prepar ed by t he Vr ki ng G oup for LegGo T& Panel Meeti ng on 8 June 2000
and rel ated press interviews.

5 June 2000



