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Introduction

The project aims to explore the external business environment in Hong Kong and
mainland China. We focus on legal, political and economic aspect. For the analysis,
we have chosen three industries to work out, namely, tourism, real estate and film
industries. Since these industries are interesting and discussible, our study can have

specific analysis and examples in two places.



General Environment in Hong Kong

Legal environment

Hong Kong is famous for its simple tax system. The tax rate in Hong Kong is
relatively low. It does not only apply to local companies, but also foreign companies.
Besides, the legal system in Hong Kong is transparent and effective. It enhances the
general investing atmosphere in Hong Kong. Also, some studies found that Hong
Kong has a good record in adhering to some employment ordinance, showing that the

law protects employees in Hong Kong.

Political environment

Since 1997, Hong Kong has been adopting the “One country, two system” policy.
Hong Kong remains the authority of administration, legislation and judiciary. Under
this policy, the political stability in Hong Kong is relatively high. Also, Hong Kong
does not levy import duties or tariffs like China does. The capital movement in Hong
Kong is free. Following the establishment of ICAC, the level of corruption in Hong

Kong remained low for the past 30 years.

Economic environment

As a global financial and foreign trade centre, Hong Kong carries out a large amount
of businesses with other countries, especially China. China is the number one business
partner in Hong Kong for the past several years. Since late 2008, after the financial
tsunami, the GDP and price level in Hong Kong has been growing in a steady rate

while the unemployment rate remained at a fair rate of 4.0%.



General Environment in PRC

Legal environment

As for PRC, a high and progressive tax rate' is applied. And furthermore, a rather
complex tax system is used. Her regulatory system is well known for being not
transparent enough. And usually laws are not consistently enforced maybe due to
Confucianism culture. PRC has ratified 25 International Labor Organization

conventions. Lastly, PRC government has been reducing intervention on the market.

Political environment

In the past, PRC government has exerted great influence on business operation. More
than half of the investment is investment from government. The government only
allowed foreign investment in some specific sectors and practiced protectionist
industrial policy. Until recently, PRC government is more willing to free up business
activities from wider policies objectives. However, foreign investors are still limited
to participate in the capital markets. Furthermore, PRC has been banning the import

of a long list of items.

Economic environment

Wages in PRC are relatively low, which means costs of manufacturing in PRC are
low too. Therefore more and more companies invest in PRC. As more companies
invested in PRC, GDP of PRC grew rapidly” and also the income of the people. As a

result, RMB has been appreciating’ for the last few years.

" Appendix I
* Appendix II
? Appendix III



Tourism Industry in Hong Kong

Background

In the first half year of 2010, the number of visitors has increased by 23.1%*, breaking
the highest half-year record. In addition, Mainland visitors shared the largest part of
visitor source (10.5 million of 16.9 million). This indicates that Hong Kong Tourism

rely on mainland heavily.

Legal environment

Due to several scandals of tour guide, an additional regulation of one tour guide in
one tour with the aims to improve the performance of tour guide has been
recommended. Other policies to increase the confidence and number of tourists
include setting up a statutory and independent body to supervise tourism industry,

releasing the visa requirements and waving the Hotel Accommodation Tax, etc.

Political environment

In order to attract more visitors to Hong Kong, Individual Visit Scheme (IVS) has
been introduced in 2002 to allow Mainland tourists to visit Hong Kong as a free and
independent traveler. Unfortunately, the demand for local fight industry may decrease
due to the direct fight between China and Taiwan. This loss may be set-off against
attracting more Taiwanese to travel Hong Kong at lower cost. In addition, the
government continuous to give several support to the projects of Hong Kong Tourism

Board.

* Appendix IV



Economic environment

The performance of local tourism is easily affected by the global economy. Recently,
the increase in worldwide GPA has stimulated the spending of foreign tourism in
Hong Kong and thus improving the tourism industry. Also, numerous high-end hotels

opened in Hong Kong are competitive advantages for the local tourism.



Tourism Industry in PRC

Background

Tourism in China was regarded by the World Tourism Organization as one of the
most rapidly developing countries’. And China’s revenue from tourism, which is $499
billion, is the second-most in the world. However, PRC has a bad reputation for her

customer service and the lack of politeness from her civilians.

Legal environment
To further facilitate the rapid growth of tourism in PRC, the government is
investigating the feasibility of a tax rebate in Shanghai, in which tourists from

overseas can get corresponding tax rebate when they depart from China.

Political environment

PRC government is very supportive on the development of tourism. Part of the PRC
12™ 5-year plan is to make Shanghai become a worldwide city of tourism and
investing more than $40 billion into 13 major tourism projects. And PRC government
is planning to invest more than $100 billion into Disneyland. To attract more tourists,

the government also invested $400 billion into World Expo.

Economic environment
RMB had been appreciating and is leveling off recently. The appreciation of RMB

discouraged people to visit PRC. In the contrary, GDP of other countries is also

> Appendix V



increasing’, which make their citizens more willing to travel abroad. And PRC can

benefit from this increase in GDP.

% Appendix VI



Real Estate Industry in Hong Kong

Background

Since late 2008, the property price in Hong Kong has been rising continuously. Until
March 2011, the property price is 147% of 2008 price, approaching 1997 level. Also,
as the usable area of Hong Kong flats is relatively low, the property price in Hong

Kong in terms of usable area is high among the world.

Legal environment

Recently, Hong Kong government has a few policies’ to handle the rise in property
prices. These include increasing the land supply, regulating the amount of mortgage,
suppressing speculation of real estates and regulating the selling of incomplete

property development.

Political environment

To minimize the intervention in the private property market by providing or
subsidizing housing only to the low-income families is the main policy objective® of
Hong Kong government in addressing housing issues. It has two main types of
housing schemes: the Public Rental Housing and the Subsidized Home Ownership

Schemes.

Economic environment
Property transactions increased drastically in both the first-hand and second-hand

market recently. The main reason is that there is large capital inflow from mainland.

7 Appendix VII
¥ Appendix VIII
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Increasing income of mainland residents and the appreciation of RMB boost the

property transactions in Hong Kong.
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Real Estate Industry in PRC

Background

In early 2009, China suffered from sluggish sales of property. Central government

wanted to keep the GDP growth rate not lower than 8%, so it carried out the following

policies.

1. Ease restrictions on purchases of second homes

2. Expand funding channels for property developers and a further cut in taxes and
fees associated with property purchases

In 2010, world economy boost, thus property demand increased rapidly and it was

already too difficult to stop property price from rising. In 2011, government aims to

use proactive fiscal policy and stable monetary policy.

Legal environment

The government has set these rules and regulations.

1. Prohibit new home purchases by Beijing families who own 2 or more apartments
and non-Beijing families who own at least 1 apartment

2. Raise minimum down-payment for second home purchases from 50 to 60% of the
price

3. Allow banks to raise interest rates on mortgage

4. Launch property tax in Shanghai and Chongqing

Political environment
In order to slow down the price increase, government has done the following.

1. Tighten monetary policy

12



2. Provide at least 100,000 affordable apartments

3. Give housing subsidies to 20,000 low-income families

Economic environment
GDP growth in 2010 is 10.3% compared with 9.2% in 2009. Population of PRC
further increases by 0.49% to 1,334,718,015. These factors cause demand for property

to increase further and thus the price.

Result

The transacted area of property significantly fell’. We can say it’s due to
government’s tightened measures. Nevertheless, property price increase did not slow
down. Home price in 70 major Chinese cities rose 6.4 percent in 2010. In conclusion,

government’s measure is not effective enough.

’ Appendix IX
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Film Industry in Hong Kong

Background

In the early 21* century, the film industry encountered a slump in ticket box.
Fortunately, in 2010, the good news in film industry is that the ticket box is increased
by 30%. It had $1.54 billion turnover in 2010. Though so, a large proportion of the

ticket box is attributed to foreign movies.'”

Legal environment
The HK’s film classification system is well-established and clear, which has level I,
IIA, IIB and III'". It facilitates the creativity of producers. Besides, the regulation of

illegal downloading is weak that it obstructs the development of film industry.

Political environment

Recently, the government has supported the film industry very much. It has set up a
fund called Film Development Fund, which supports the projects conducive to the
development of the film industry. The government has injected about $300 million
into it. Other supporting activities include Asia Film Financing Forum, HK Film

Awards, etc.

Economic environment
Due to the recovery, the investment in film is increasing. Also, there are increasing

trend in crews from different places in one movie.'” Besides, the consumption pattern

' Appendix X.
' Appendix XI.
"2 Appendix XII.
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of Hong Kong people remains that they prefer foreign movies instead of Chinese

movies.
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Film Industry in PRC

Background
To Film Industry in PRC, 2010 is an unprecedented year. A lot of local film has
broken the record of box office. Mainland has at least 10 local film received more

than 1,000 million RMB.

Legal environment

There is no film classification system in PRC and the rules of examining film are very
restrictive'®. This has impeded the freedom and creativity of the producers. In
addition, the government restricts the film content to moral standard; e.g, no bad guys

could escape from legal sanction.

Political environment

Government has great intervention on show performance. Several famous actresses
were forbidden on perform in Mainland due to political reason'®. Also, the attitude on
film production in Mainland is to focus on civil education rather than earning money.

As a result, the choice of movie is limited in PRC.

Economic environment
In recent years, the increasing income in Mainland has led to huge investment in film

industry. Thus, the number of local film production has risen. Unfortunately, the

" Appendix XIII

' Appendix XIV
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consumers in Mainland are less preferable to Chinese film due to boring content. As a

result, some Chinese films are not profitable.
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Conclusion

We can see that Hong Kong develops a sound environment to different business.
However, different challenges, such as competitors in other cities, become serious

nowadays.

On the other hand, the business in China grew fast in these decades. It is foreseeable

that China will become a competitive country in different aspects of business.
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Methodology

We focus on the recent and updated information and news, and our major source of
information is the Internet. So when we searched in the Net, we rested on the most
updated news and data. Besides, we did not conduct any survey in this study because
the information and analysis in our study is factual enough, so it may not be useful to

conduct a survey to gather information.
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Appendix

Appendix I:

Annual Taxable Income Tax rate (%)
0-5,000 5

5,001 — 10,000 10

10,001 — 30,000 20

30,001 — 50,000 30

50,001 or above 35
Appendix II:

People's Republic of China's Nominal Gross Domestic Product
(GDP) Between 1952 to 2005
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Appendix III:

CHINESE YUAN TO U.S. DOLLAR EXCHANGE RATE
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Appendix IV:

http://finance .yahoo.com/

HK tourism performance in the first half of 2010 & 2009

Jan - June 2010 Jan - June 2009
Total Visitor Arrivals 16,856,000 +23.1%
Average hotel occupancy rate 84% +10% points
average achieved hotel room rate HK$1,105 +7.7%

Appendix V:

2009
Rank

Country
France
United States
Spain

China

Country
France
United States
China

Spain

International tourist arrivals

74.2 million
54.9 million
52.2 million
50.9 million

International tourist arrivals

78.95 million
60.88 million
55.98 million
53.00 million
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Appendix VI:

2010 nominal GDP

World 61,963,429
1 ™= United States 14,624,184
2 B People's Republic of China 5,745,133
3 ® Japan 5,390,897
4 ™8 Germany 3,305,898
5 B W France 2,555,439
6 == United Kingdom 2,258,565
2009 nominal GDP

World 58,892,848
1 ™= United States 14,119,000
2 ® Japan 5,068,996
3 M People's Republic of China 4,985,461
4 ™ Germany 3,330,032
5 I W France 2,649,390
6 == United Kingdom 2,174,530
Appendix VII:

BT HEIY R T )
b« BRHIE % suppress speculation

WA« EWEVEREL - TIREFE S 2,0008 T L METHIFEM S TR E S
R IR CHH B W R E R EfER &

B - FEEICISE regulate selling of incomplete property development
RI%S LI - SR RO > RHER G TIA

B ¢ [ 1B & prevent too much mortgage
WE - FEHEDIEEIEEEEE - SRR Z2REERE S (E
&R

i - B h0ALFE increase supply
WZE © 6 K TH EEEH A s > AEHE TR Bt DEEEHEEEE R
E AR 4,5210k

Appendix VIII:
Policy objectives of public housing:

The focus of the Government's subsidised housing policy should be on the provision
of assistance to low-income families who cannot afford private rental accommodation

The Government should minimise its intervention in the private property market

The Government should maintain a fair and stable operating environment for the
private property market by ensuring adequate land supply and the provision of an
efficient supporting infrastructure




Appendix IX:

Result

City Growth rate in transacted area (Nov 2010)

Guangzhou | -64.6%

Shenzhen -50.5%

Chongqing | -36.8%

Shanghai -28.2%

Shenyang | -24.4%

Beijing -0.1%

Tianjin +0.2%

Wuhan +15.9%

Chengdu +31.6%

Appendix X:
The highest ticket box in 2010 in Hong Kong;:
($ million)

Toy Story 3 89.36
Inception 58.38
Alice in Wonderland 44.11

Ip Man 2 (E£f§2) 43.31
Harry Potter and the Deathly Hallows Part1l 39.28
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Appendix XI:
Film Classification

A&l Symbol = Definition Description of Symbol

Category | 0 Suitable for All Ages White [ in a black circle

Category Not Suitable for Children White ITA in a black circle
ZS 1] A

Category Not Suitable for Young Persons and ~ White IIB in a black circle
1B Children

Category III Persons Aged 18 and Above Only White III in a black or red
A triangle

Classified by Television and Entertainment Licensing Authority

Appendix XII:

Crews from different places in 1 movie (e.g. Hong Kong, mainland and Taiwan):

1. Shaolin(Fr/DAETF)

Director: Benny Chan (P 7Kf%) (HK)

Action Director: Corey Yuen (JTZ) (HK)

Producer: Han Sanping (#& = 3}*) (Mainland)

Actors: Andy Lau (2[{25E), Nicholas Tse (F§12£§%), Jackie Chan (F¢5E) (HK), Fan
Bingbing (GZ./K7K), Wu Jin (22 5%) (Mainland)

2.Shinjuku IncidentGHr 15 Z54F)

Director: Derek Tung-Sing Yee (F§2&[%) (HK)

Actor: Jackie Chan (EFE), Daniel Wu (52 =7%H), Chin Kar-lok (§£524%) (HK) ,
Naoto Takenaka (7T E _A) (Japan), Xu Jinglei (£8E#35), Fan Bingbing (Gi.7K7K)
(Mainland) , Jack Kao(=#) (Taiwan)

Appendix XIII:
Artists Forbidden | Events Release Length
Year Year
Chang Hui-mei 2001 Singing the national song of 2004 4
SEEE Ik Taiwan in the inauguration
ceremony of Chen Shui-bian
http://renminbao.com/rmb/articles/200
1/4/1/12831b.html
Rainnie Yang 2003 Misleanding issue of <<The War 2010 7
7RIk Of Resistance Against Japan>>
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http://enjoy.eastday.com/e/20070403/u
1a2734715.html

Lin Chi-ling 2005 “Green Storm” 2010
MEEe o 00 | e

http://www.chinareviewnews.com/doc/
1000/2/8/1/100028171.html?coluid=21
&kindid=269&docid=100028171&md
ate=0911123624

Appendix XIV:

Extracted Rules of Film Examination in PRC

B_EEXHREDE

BT ZHRERIRELEREM ~ &4 - BEMK—MEER ~ B4 & ~ Bk
BEREBINGRERKFEARRERRNEFESY - ANBRALEN L. XFHEREHR
XA, BE NS & L, BIRIKFI A5 3L -

BET=REXRZLEHETIASA:

(MEREEEENEAREREIL;

OREERRMK— ~ TEMEBELTEM,

ERERFNE,CERFLZ2, BERRFLENF N,

(MFEENRENIR - REEIRBIZER EEE EEREEG - BEH;
(A)ETRFRZHER EHWE ~ RKER,;

VBRI EMF Rt ERERN,;

(OEHBER ~ B - 827 > BHBILE;

JLEESEHFMAEEMAEGEERN,

MBEMEAE RBREESIL;

(DHEBRFZEE - FRELENEMBATH -

FBTUEER FB THIER, EREEXR
(DHBHREXPANTREL REETELLE MROREL, NS EMRE A MERRBE
18, EEGEM - REAY EEERAPER,ELHINZERBETE EAYTE R,
(OEBEBARER - RELZE - RLENAEERE;

(SR ERBEMNEREREASBIRZEE - 8%~ 52 1218 417k~ HEE S8BE
EBLZMBRESFHMBMBAREGNBEANEH  Fi - ERSRRESTYU RS,
(E)eFFAS - RN BHASEHAER FE - ZHMNEENERBERHEIE ERNE
AR ERRELZLRERTBABERERTRAE REHREST FE,HRIFE
MR ~ R ~ B h - BB - BESBE,FEREE ~ AIFUEH BLHLREZAEE
E,EAEEWRIGNER - A5 TREEREEYR;

(R)EHBEE - BENALE - tREMNEES IBER - SARKRBMKE RS SR
HH;

OB R EIRIG R S RE -~ BRZB,EHRRAEHHRZEANTFENE R 56
BEREIBR;

(b ESWIELERRE EFPYBR R HERRERINUN;

(JVLBASFIRE ~ RIEREMIFER,

(FL)EEHEBERE ~ AR BH -
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