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Main goals of China’s 13th Five-Year Plan and the position of Hong
Kong

1. The 13th Five-Year Plan (the “Plan”) proposes creating a moderately
prosperous society by 2020, doubling the gross domestic product (GDP) and per
capita average income of urban and rural households compared with 2010, when the
total GDP reaches RMB 92.7 trillion yuan. To achieve these goals, China needs to
maintain middle to high speed economic growth during the "Thirteen Five" period,
with expected GDP average annual growth of 6.5% in real terms’. China hence
proposes a new development concept on innovation, coordination, environmental-
friendliness, openness and sharing. It also presses forward a series of ancillary
reform targets, which includes reforming the state-owned enterprises, establishing a
sound modern market system, perfecting the open policy and speeding up the

financial system reform.

2. The “Plan” proposes establishing a new and comprehensive open market
structure in the coming five years, i.e. fully promotes bilateral opening, initiates the
implementation of international high-standard investment and trading rules in coastal
areas including the Pearl River Delta; accelerates the optimisation and upgrade of
foreign trade, with service trade accounting for more than 16% of foreign trade;
expands the open field of utilising foreign capital, relaxes the entry restrictions for
industries such as banking, insurance and securities; supports enterprises to expand
foreign investment, and financial institutions and enterprises to conduct overseas
financing and promotes personal overseas investment; progressively realises
Renminbi (RMB) capital account convertibility, steadily pushes forward the
internationalisation of RMB, relaxes exchange restrictions for overseas investment,
increases the openness of equity and debt markets, relaxes the relevant requirements

for offshore bond issuance by domestic institutions and the onshore issuance,

! According to the International Monetary Fund, the 2016 GDP of the United States is estimated
at US$18.6 trillion; Mainland China is the second largest at US$11.4 trillion; and Japan is a
distant third at US$4.7 trillion. In about 10 years’ time, Mainland China’s GDP may surpass
that of the US as the Mainland China’s growth rate per annum is about three times of the US.
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investment and trading of RMB bonds by foreign institutions; enhances the openness
of the domestic financial markets towards overseas organisations; gives impetus to
the Belt and Road Initiative, promotes multilateral trade negotiation process and
facilitates the liberalisation and convenience of global trade and investment.

3. During the "Thirteen Five" period, the Mainland will support Hong Kong in
comprehensive and accurate implementation of the "one country two systems",
utilising Hong Kong's unique advantages of open economy and bilingual legal
system to further Mainland China’s economic growth and development and
internationaliastion of Renminbi.  Authorities in Mainland China support Hong
Kong to consolidate and enhance its major positions in international finance,
navigation and trading; to strengthen its global pivot position in offshore RMB
business as well as its function as an international asset management centre; to
promote development of the service sector towards the high-end and high value-
added direction; to cultivate emerging industry; and to develop as an international
arbitration centre for financial and commercial disputes in the Asia Pacific region.
Hong Kong is also encouraged to facilitate Mainland China’s bilateral opening and
the development of the Belt and Road Initiative; reinforces the Mainland’s openness
towards Hong Kong; intensifies the financial cooperation between the Mainland and

Hong Kong; and speeds up the interconnection between the two markets.

Opportunities and Challenges of the Hong Kong financial sector

during the “Thirteen Five”

4. The mid-to-high speed economic growth of Mainland China provides a solid
foundation to the prosperity of Hong Kong’s economy. Hong Kong and the
Mainland are intimately connected, with intensive trading and increasing financial
cooperation between the two places. Although Mainland China's economic growth
has moderated over the past few years, it is still the world's fastest growing major

economy, capable of doubling its size in less than ten years. The continued mid-to-
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high speed economic growth of Mainland China will be a solid foundation for the

further betterment of the Hong Kong economy.

5. Huge Opportunities is brought to Hong Kong by Mainland China’s full
implementation of bilateral and multilateral® opening. During the “Thirteen Five”
period, for China to transform from a large trading nation to a strong trading nation,
not only “Chinese manufacture” but also “Chinese capital” will find their way “going
global”. These will eventually form a vast amount of overseas investment capital
flow. Hong Kong should be committed into becoming Mainland China’s preferred
centre for the investment capital to go in and out of Mainland China, and becoming
the preferred location where Mainland enterprises can conduct international
financing, head for global, and establish their overseas headquarters. The rise of
middle class and rapid increase of high net worth individuals in the Mainland has
brought about huge demand for RMB wealth management services. Hong Kong
should dedicate itself in becoming the most attractive asset management centre in

Asia, especially as a centre specialised in RMB wealth management.

6. The status and function of Hong Kong during the “Thirteen Five” period is
enhanced. In particular, under the dedicated chapter of the “Plan” which focuses on
the development of Hong Kong and Macao, the statement “enhance Hong Kong and
Macao’s status and functions in the country’s economic development and opening”
was first introduced. This demonstrates that the Central Government highly values
the development of Hong Kong. In the coming five years, China is expected to
approach the world’s largest economy in terms of GDP and integrate deeply with the
global economy. Hong Kong should seize this historic opportunity to serve in
China’s development strategy and achieve a breakthrough in the new phase of

China’s economic development.

Multilateral opening of Mainland China often makes use of Hong Kong as an important
intermediary. For instance, Mainland China can now use RMB to finance its external trade
with many economies, and about 90% of Mainland China’s external trade in RMB was
intermediated through the banks in Hong Kong via the Clearing Bank channel and Mainland
Correspondent Bank channel.
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7. Hong Kong possesses unique advantages and favourable conditions. During
the “Thirteen Five” period, while Mainland China would gradually open up its
capital account, it is expected that certain restrictions will still apply on some items
in the next few years. Similar situation would also be expected in terms of RMB
internationalisation, as well as the connection of the Mainland’s markets, laws and
regulations with the international practices. With free flow of capital, fully open
market, sound legal system, solid financial infrastructure, as well as the advantages
in language and culture, Hong Kong has been able to attract talent and gather various
resources from around the world and serve as a ‘“super-connector” between the
Mainland market and international market. All these give Hong Kong an

irreplaceable role to play in facilitating China's opening of economy.

8. While we can see the opportunities in Hong Kong during the “Thirteen Five”
period, there are also a lot of new challenges. These challenges are brought by both
changes in external environment and internal pressure. As Mainland China
progressively opens up during the “Thirteen Five” period, Hong Kong is expected to
face more competition. The pilot projects in China’s Free Trade Zones and relevant
successful experiences will be expanded to cover more areas in the coming years.
Also, the progress of Shanghai in the opening of service sector, financial reform, as
well as facilitation of investment and trading have all increased its competitiveness
as an international financial centre. The competition and cooperation between Hong
Kong and Shanghai will thus enter into a more challenging and embracing stage.
Meanwhile, as Mainland China is to fully implement the “Pre-establishment National
Treatment and Negative List” approach towards foreign investments, the entry
barrier for some service sectors and manufacturers would be lowered and the policy
advantage for Hong Kong’s capital will no doubt be weakened when compared to
foreign capital.  Furthermore, with constant breakthroughs in the free trade
agreements between China and other major economies, as well as the increasing
number of countries/areas which take part in RMB internationalisation, Hong Kong
is facing competitive pressure in terms of its importance as a window for Mainland

China’s economic, trade and financial opening.



9. The "Thirteen Five™ period is a critical stage of China's economic
transformation, when the old model of development gradually fades out, while
development of new model, new impetus are yet to be fully established. Having
benefited from Mainland China’s economic growth and opening, Hong Kong does
face different kinds of contradictions and the challenge of increasing risks. The
following factors, in particular, would undoubtedly have negative impacts on Hong
Kong: increasing downward pressure on the Mainland’s economy; excessive
corporate and social debt, overcapacity and high level of leverage; volatile RMB
exchange rate and increased pressure of capital outflows®; expectation of increasing
US dollar interest rate, which leads to global capital reallocation and volatility in the
emerging markets; persistence of profound impact of the international financial crisis,
slowdown in global economy and rise of trade protectionism in different countries.
Hong Kong hence needs to manage carefully the growth expectation and the risk of
significant market volatility. As an international financial centre facing the global
market and backed up by Mainland China, Hong Kong should adjust its position,
invest more resources, develop other markets apart from Mainland China, and
explore new growth impetus while continuing to serve in the development of

Mainland China’s financial market.

10.  The development of Hong Kong’s financial market is affected by many
factors. Facing increasing global regulatory requirements, Hong Kong, as one of the
international financial centres, should actively participate in global regulatory
initiatives and strictly follow all relevant regulatory requirements. Hong Kong
should also proactively conduct necessary institutional and regulatory innovation,
with a view to enhancing market efficiency. In particular, while the advantaged
position of the equity market and foreign exchange market in Hong Kong is apparent,
the development of the bond, commodity and alternative investment markets is

relatively slow. Setting a holistic strategy for the financial service industry and

There is however a positive sign of capital outflow and the opportunities associated with
outflow. Mainland China over time has developed into an exporter of capital, besides
exporting goods and services. The UK had such experience of moving from exporter of goods
and services to exporter of capital as well in the late nineteenth century, and the US had similar
experience during and after the Second World War.
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developing diversified financial markets, especially the bond market, should be given
a priority in Hong Kong. In addition, problems including the current social conflicts,
living environment and high costs for business operation would also affect market
confidence and attractiveness of Hong Kong. They should be resolved with

priorities.

Policy Recommendations

11.  Strengthening the position of Hong Kong as a global hub of offshore
RMB Business. Hong Kong has become the largest offshore RMB market, and is
now ready to be further strengthened as a global hub of offshore RMB business. The

following recommendations are raised for this purpose:

(i) Focus on development of the RMB bond market in Hong Kong. The
scale, type and frequency of RMB bonds issued in Hong Kong by the
Central Government, local governments and financial institutions in
the Mainland should be gradually relaxed and expanded according to
market needs. Repo and reverse repo instruments should then be

introduced on this basis to increase market capacity and liquidity.

(i) Promote the issuance of central bank papers by the People’s Bank of
China (PBC) in Hong Kong, especially the issuance of bills with three
months’ maturity. The relevant quota for the issuance should be
recyclable and the issuing scale should be gradually expanded, in
order to increase the variety of short term RMB products with high

credit ratings available in Hong Kong.

(ili)  Speed up the implementation of Bond Connect. A bond market
connection mechanism for cross border trading, custodian, clearing
and settlement of bonds should be established in the over-the-counter
and exchange traded bond markets in Mainland China and Hong Kong.
Relevant parties including the Hong Kong Monetary Authority, PBC,
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Hong Kong Exchanges and Clearing Limited, Shanghai Clearing
House, China Securities Depository and Clearing Corporation Limited,
Shanghai Stock Exchange, Shenzhen Stock Exchange as well as banks
in Mainland China and Hong Kong have already been working on this
important project.  In addition to allowing foreign financial
institutions and institutional investors to invest in the Mainland bond
market, the mechanism should also have the capacity for further
expansion to cover the investments of ordinary enterprises and

qualified individual investors in the Mainland bond market.

(iv)  Nurture RMB derivatives market. With the growth of foreign
investment in the onshore RMB capital market, the demand for the
relevant hedging tools also increases. Hong Kong should capture the
opportunity to develop RMB-denominated hedging products,
including futures, options, interest rate derivatives and foreign
exchange tools, with a view to forming a dominant, efficient and fair
market to serve both the international and domestic participants.
Hong Kong should also cooperate with other offshore RMB centres*
to establish a platform for 24-hour continuous trading and promote the
internationalisation of RMB.

(v) Further promote cooperation among exchanges in Hong Kong and the
Mainland. With reference to the case of the Euronext, consideration
should be given to explore different ways of cooperation, including
shareholding participation among the exchanges, to establish a stock
market characterised by the adoption of Hong Kong regime, the
interaction of onshore and offshore resources, as well as a common set
of mechanisms for issuing and trading. All these would lay a solid
foundation for the internationalisation of RMB and the opening of

Mainland China’s capital accounts.

Premier Li Kegiang announced on 21 September 2016 that China would establish clearing
banks in New York for RMB businesses.
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(vi)  Develop the use of Hong Kong’s RMB service platform by third
parties. Financing in Hong Kong by foreign governments and
institutions through the issue of RMB bonds should be encouraged as
it would further promote RMB internationalisation. Also encourage
the establishment of RMB sovereign investment funds and facilitate
Mainland institutional investors to participate in the trading of RMB
products, so as to increase the liquidity and attractiveness of the Hong
Kong offshore RMB market.

(vii)  Speed up the establishment of international RMB wealth management
centre and accelerate the growth of the fund management industry and
its relevant services which focus on RMB-denominated investments.
These include services such as RMB clearing, account management,

investment management and wealth management consultancy.

12.  Actively participate in the Belt and Road Initiative. The Belt and Road
Initiative is an important strategy to promote economic development during the
"Thirteen Five™ period. Hong Kong should cherish this development opportunity
and act in concert with the Mainland to take effective measures to promote the

initiative. The following recommendations are raised for this purpose:

(i) With its advantage as an international financial centre, Hong Kong
should strive for the establishment of enterprises’ treasury and
marketing functions in Hong Kong to serve their needs under the Belt
and Road Initiative. Hong Kong should also strive for joining the
Asia Infrastructure Investment Bank (AlIB) as a non-sovereign state
member, as well as developing as the bond issuing platform of the
AlIB and the financing centre for countries and regions along the Belt
and Road.

(i) Hong Kong can play the role of “super-connector” and act as the

service platform between the Belt and Road regions and the Mainland.
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13.

(iii)

(iv)

Active

Kong.

(i)

Utilising its advantages in capital, technology, rule of law,
information and cultural integration, Hong Kong can also provide
financing, consulting and administrative support for the overseas
merger, acquisition and direct investment activities of Chinese
enterprises, and become the important service platform for Chinese

enterprises “going global”.

Establish promotional mechanism for the Belt and Road Initiative.
On the one hand, Hong Kong can provide supporting services for the
relevant Mainland authorities with its strength and professionalism in
areas such as finance, accounting and legal services. In particular,
Hong Kong can match the information from Mainland authorities’
project database and Mainland enterprises’ investment trend with the
demands of Hong Kong enterprises and the Belt and Road regions.
On the other hand, with reference to the mode of Boao Forum and
Davos Forum, the Government can promote high-end forums and
summits, with a view to creating a brand of Hong Kong in respect of
international business, finance and policy dialogue and expanding its

discourse power.

Encourage banking, securities and insurance institutions in Hong
Kong to develop financial products relevant to the Belt and Road
Initiative, servicing Chinese enterprises’ investments in the Belt and

Road regions, as well as the financing need of the regions.

promotion of the Mainland market’s further opening up to Hong

Continue to promote implementation of the Mainland and Hong Kong
Closer Economic Partnership Arrangement (CEPA), and solve the
problem of “big doors are open, but small doors are not yet open".

Encourage Hong Kong enterprises to issue Panda bonds in the
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(i)

(iii)

(iv)

Mainland inter-bank bond market, expand the Mainland-Hong Kong
Mutual Recognition of Funds initiative to bilateral mutual recognition
of products and connection of markets in the banking and securities
sectors, and put into effect the business operations of Hong Kong
small and medium securities and insurance companies in Mainland
China.

Speed up the platform building process for the cooperation among
Guangdong, Hong Kong and Macau, especially between Hong Kong
and Qianhai, Nansha and Henggin. Develop modern service industry
within the platform, and achieve service trading liberalisation i.e. all
relevant areas of service trading are open to Hong Kong except for a
few extremely sensitive areas. The relevant thresholds in asset
requirements, shareholding ratio, and business scope should also be

lowered.

Promote the Free Trade Zones (FTZs) in Mainland China to further
enhance their financial liberalisation. The FTZs should also gradually
equalise the requirements on FTZ accounts and offshore accounts, and
gradually shorten their negative lists, with a view to aligning their

regulatory approaches with that in offshore financial markets.

Make use of Hong Kong’s important role in the Pan-Pearl River Delta
Region and facilitate the significant construction of a Guangdong-
Hong Kong-Macau Region and inter-provincial cooperative platform.
A coordinative financial development system should be established in
the region to integrate the financial institutions and strengthen
cooperation among financial markets, with a view to establishing a

fully-opened, competitive and standardised market in the region.
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14. Supporting Hong Kong’s Industry Transformation and Nurturing New

Impetus for Economic Development through Financial Services.

(i)

(i)

Act in concert with the transformation of industrial structure in the
Mainland and grasp the opportunity of the Mainland’s full opening of
the economy to nurture new impetus for economic development. The
following should be done in particular: facilitating the Mainland’s
expansion of its openness to Hong Kong’s investment funds and
encouraging investments of Hong Kong capital into Mainland
innovative industries; encouraging the financial industry to innovate
and explore new modes of assets securitisation, internet, “Big Data”
finance and cross-border investment and financing, in order to
enhance the vitality and competitiveness of the Hong Kong financial
system; setting up Mainland-facing innovative industrial parks and
incubation bases to lower the cost for Mainland talents to register a
company in Hong Kong; promoting Hong Kong’s transformation into
a knowledge-based economy, facilitating the merging of traditional
industries with internet and information technology, and establishing a
digitalised economy.

Strengthen the infrastructure of financial industry to enhance the
attractiveness of Hong Kong's financial market. The following should
be done in particular: strengthening the nurture and introduction of
talents in financial innovation, especially those who have financial
services and high-tech industry experiences e.g. to expand the
“Quality Migrant Admission Scheme” for attracting Mainland talents;
enhancing and adjusting the taxation policy to give support to the
innovative start-up enterprises in taxation and financial aspects,
optimising the business environment for start-up, and channel more
capital to the innovative start-up enterprises in an effective manner;
supporting capital market reform, creating favourable conditions for
Mainland start-up enterprises to list in Hong Kong and for Hong Kong
listed companies to conduct merger and acquisition activities in the
-11 -



high-end sectors in the international market, and for outstanding
companies around the world to list in Hong Kong, in order to maintain

the international status of Hong Kong’s capital market.
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January 2013 the establishment of the
Financial Services Development Council (FSDC)
as a high-level and cross-sector platform to
engage the industry and formulate proposals
to promote the further development of Hong
Kong’s financial services industry and map out
the strategic direction for development. The
FSDC advises the Government on areas related
to diversifying the financial services industry,
enhancing Hong Kong’s position and functions
as an international financial centre of our
country and in the region, and further
consolidating our competitiveness through
leveraging the Mainland to become more
global.

Contact us

Units 3104-06, 31/F, Sunlight Tower
248 Queen’s Road East

Wan Chai, Hong Kong

(852) 2493 1313

www.fsdc.org.hk

RIS R A oI & ) |
CERR ARAEERGRERES
B ERE R AR NS E - &R
Bhghd miire- HhaRdn
BRE EERES AL RAA
BRELRY < AR RH B0
R RERE T ET ET TN
HiBE - NFARBEE S o

BB AP
ARG AE L 2488
1% ¢ o 31 H 3104-06 3
(852) 2493 1313

www.fsdc.org.hk



