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1.1.

1.2.

1.3.

1.4.

Executive Summary

Study on China’s Peasant Workers from the Experience of the Three
Southwestern Provinces

Resolving mass village unemployment is a crucial issue for China’s
economic development. The efficiency of China’s agricultural sector cannot
be improved until China successfully tackles its rural labour surplus. The
issue of peasant workers is indeed a crucial one and contributes to the
“Three Rural Problems” in relation to agriculture, countryside and peasants.

Sichuan is best known for exporting labour services. In 2005, it exported
16.37 million rural labourers, of which 8.14 million were exported to the
other provinces, and earned RMB 72.2 billion from the labour services. By
2010, Sichuan plans to export 20 million labourers, earn RMB 100 billion
from the labour services, and train up cumulatively 20 million peasant
workers. In 2005, Guizhou exported 860,000 labourers, and the service
income of the rural labourers reached RMB 5 billion. The “economy of
hiring-out for work” accounted for one-third of the province’s rural net
income.

The "peasant worker shortage" emerged as an issue in 2004. By 2005, the
Pearl River Delta (PRD) region had a shortage of 1.01 million peasant
workers, and more than 70% of the enterprises from Hong Kong, Macao
and Taiwan encountered difficulties in recruitment. The municipalities of
Dongguan, Shenzhen and Guangzhou together accounted for almost half of
the shortfall in the PRD region. Skills mismatching was another issue and
the region lacked technical workers whilst there was a surplus of applicants
for general positions.

Presently, there are approximately 180 million peasant workers in China.
Peasant workers are the main source of cheap labour. They are often
overworked and required to work overtime, yet their basic rights and
legitimate benefits are not adequately protected. The main reasons for the
“peasant worker shortage” are low income and poor social security. Most
Mainland provincial governments raised the minimum wage in their
regions in the second half of 2006.
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L.5.

1.6.

2.1

2.1.1.

In the past, peasant workers were much regarded as a “blind influx of
migrants” and institutionalised arrangements for the export of labour were
set up to partly solve the problem. The Qian’nan Autonomous Prefecture of
Guizhou has set up a labour office in Shanghai, which has systematically
and proactively exported more than 10,000 Guizhou labourers to the
Yangtze River Delta. Sichuan plans to transform the government-propelled
labour exporting service into one driven by market forces, and encourage
the set up of local labour service export agencies/institutions.

The key for Hong Kong enterprises to sustain their successes, in the
Mainland and the PRD region, is to pay local staff well and strengthen the
internal management. Small and medium-sized Hong Kong enterprises can
seek organised support from their respective trade associations for a
dialogue with local labour agencies on human resources demand and supply
information. The trade associations can participate in vocational training,
by developing course content and forecasting the industry’s future demand
for various types of workers based on changes likely to take place in the
market. They can also proactively cooperate with the local governments of
other provinces on peasant worker training, and recruit the program
graduates to work in the Hong Kong invested enterprises.

Trends and Updates on the Four Provinces/ Region

Sichuan

In May 2006, the Sichuan Provincial Government promulgated the
“Decision on Implementing the Strategy of Strong Industrial Province”,
which outlined Sichuan’s plans to develop itself into a resources
development base and a strong, modernised industrial province. The goal is
to turn Sichuan into one of the Top-10 Industrial Provinces by 2010, with
industrial value-added accounting for 41.6% of the provincial GDP, and
growing by more 15% a year. The Sichuan Government undertakes this
policy direction as a result of the emergence of a new development
ideology. This new ideology claims that the industrial sector should
support the agricultural sector, and urban regions should support rural
development. Sichuan will pay special attention to the industrial
development of its county economies, the fundamental objectives of which
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2.2.

2.2.1.

are to increase the income of residents and resolve the domestic
unemployment issue.

. In 2006, Sichuan began devising a series of industrial policies to promote

capitalisation of resources, nurture superior industries, and assist big
enterprises and industrial clusters. The four industries chosen for special
attention in the coming future are: High and New Technologies, Superior
Resources, Equipment Manufacturing, and Agricultural Products
Processing. Sichuan has also put forward some ambitious industrial
programmes, such as the “10 billion enterprises”, the “10 billion industrial
districts” and the “100 x 100 million investment projects”. It plans to
develop the Chengdu-Deyang-Mianyang New and High Technological
Base, a cluster of manufacturing cities in southern Sichuan, and the Panxi
Resource Development Base. Sichuan will also build a number of
national/provincial-level industrial districts, and form industrial clusters
featuring their own distinct county economy characteristics.

. In the past, Hong Kong’s investment in the PRD region was largely small-

and medium-sized enterprises engaged in high energy consuming and
polluting industries. The business models of these enterprises were
prominently processing and export-oriented. These investment models may
not fit well into Sichuan’s plans for industrial development. Hong Kong
enterprises may find it difficult to relocate their factories into Sichuan, and
may not even be welcome. Hong Kong’s leading edge in finance, logistics
and business services will gradually be undermined by the continuous
liberalisation of China’s economy. Hong Kong should move swiftly to a
new socio-economic development model and develop business strategies to
cope with these changes.

Guangxi Zhuang Autonomous Region

In June 2006, the Office of the Western Region Development Leading
Group of the State Council and five other State bureaus put forward a new
plan entitled “Fostering the Development of Superior Featured Industries
in the Western Region”. Guangxi’s advanced industries, namely energy and
chemicals, minerals exploration and processing, featured agricultural
products, heavy and large equipment manufacturing, and tourism, are on
the national development plan list.
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2.2.2.

2.2.3.

2.3.

2.3.1.

2.3.2.

In June 2006, the Guangxi Government put forward the “Guideline for
Guangxi’s Science and Technological Development in the Medium to Long
Term”, which outlined the direction of its scientific and technological
development for the next 15 years. By 2020, Guangxi will devote 2% of the
region’s GDP to research and development activities, and the ratio of
contribution of scientific developments to GDP should exceed 50%.

In the foreseeable future, instead of accepting industry transfer from the
more developed regions in the east, Guangxi will strive to develop its own
chemicals, heavy machinery, resources and agricultural products processing
industries. In this regard, there will be less economic reciprocity between
Hong Kong and Guangxi. In view of the fact that the objective of the
Central Government’s plan of “Developing the Western Region” is to
strengthen the local economy, other southwestern provinces will likely
follow Guangxi’s example. Industrial reciprocity between Hong Kong and
the four southwestern provinces might therefore undergo transformation in
both “context” and “quantity”. Hong Kong should promptly and
comprehensively study the direction of China’s industrial and scientific
development. It should also promote industrial transformation, assist Hong
Kong enterprises in manufacturing products and providing services that are
catered to the Mainland market, and revise the focus of its technology
policies and research projects to cope with the Mainland’s industrial
development.

Yunnan

In the second half year of 2006, China intends to revise its export rebate
policy on “highly polluting, highly energy consuming, resource-oriented
products”. This may make negative impacts on exports of resource products
from Yunnan.

Hong Kong enterprises engaged in the resources business should upgrade
their processing technologies, while pay attention to industries involved in
environmental protection, and actively develop and expand their foothold in
the “Green Economy”.
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2.3.3.

24.

24.1.

24.2.

3.1.

The export rebate policy on “Highly Polluting, Highly Energy Consuming,
Resource-oriented Products” will likely affect small- and medium-sized
Hong Kong manufacturers the most, as the trading enterprises might
transfer their orders to other countries in response to price rises, hence
affecting the re-export volume of Hong Kong. The trade associations
should cooperate with the Hong Kong Trade Development Council in order
to assist the industrial upgrading of Hong Kong enterprises, change the
existing trade structure that is dominated by light and processing industries,
and ultimately transform Hong Kong’s industrial structure and trade pattern.

Guizhou

In July 2006, Guizhou achieved a record in daily electricity transfers. The
energy industry, comprising mainly electricity and coal production, is now
the top industry in Guizhou. In early July, the National Development and
Reform Commission increased the selling and uploading electricity prices
for all regions. This decision has temporarily mitigated the cost pressures,
caused by surging prices of coal and other raw materials, on Guizhou.

The International Energy Agency (IEA) predicted that there would be an
excess of electricity supply in China by 2007. Hong Kong should take this
opportunity to sign long term electricity contracts at competitive prices, and
reduce air pollution generated by the burning of fossil fuels to generate
electricity.

Regional Cooperation

In July 2006, the 5™ Joint Conference for Employment Service Cooperation
in the Nine Provinces and Autonomous Region of the Pan-PRD Region
took place in Nanning, Guangxi. This conference activated the Joint
Employment Network of the nine provinces/region across the Pan-PRD
region. A Pan-PRD Job Fair was organised featuring jobs in property
development, construction, IT and chemicals industries. Middle and high
level professional jobs were the best jobs on offer. Approximately 50,000
local applicants attended this fair, many of who hoped to improve their
professional skills and competitiveness through education and training.
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3.2.

The local public institutes and private training consultants could cooperate
with the educational system in the four provinces/ region, establish a
coordinated regional training framework, and improve educational links
between Hong Kong and the Pan-PRD region. Hong Kong should strive to
become the Pan-PRD regional education and training centre.
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1. Study on China’s Peasant Workers from the
Experience of the Three Southwestern Provinces

For a long time, employment particularly that of the massive rural
labour force, has been an important issue for China’s economic development. The
traditional small-scale peasant economy is far from being able to provide full
employment to the massive rural labour force. In fact, some scholars suggest that
the ‘Three Rural Problems’ in relation to agriculture, countryside and peasants in
China have in fact become ‘four problems’ involving agriculture, countryside,
peasants, and peasant workers.

At present, in Chinese villages, family households earn income by
farming land which they contract. There are 1.84 billion acres of farmland and 249
million peasant households who have access to around 5.8 pieces of farmland per
household. This averages out at 1.41 acres per peasant or 7.3 acres per household.
It is very difficult to increase productivity in agriculture, increase peasant incomes,
and create prosperity in rural areas under the traditional small-scale peasant
economy. It is natural for the peasants to seek employment in urban areas, or they
will remain poor in the rural villages.

Peasant workers represent a crucial ‘bottleneck’ in agricultural
development. It is because only by reducing the peasant population will the “Three
Rural Problems” be resolved. The most effective way to reduce the peasant
population, undoubtedly, is to encourage the peasants to seek work outside their
rural villages and change their status from peasants to workers. At present, there
are 490 million rural labour force in China, of which 150 million could become
migrant workers'.

Peasant workers have their own peculiar social identity, and a unique
place in history. Transforming peasants into workers will bring them out of
poverty and improve the economy of the province within which they work or
spend their wages. It will also assist in the modernisation and urbanisation of the
nation as a whole, as after the peasant workers have moved to the urban areas,
their mentality and behaviour will eventually change from rural to urban. The

' Liu Weijia: “Survey on issues affecting Chinese peasant workers —with Sichuan and Zhejiang used as
examples”(Z[REFE 1 “flIBE N Fﬁﬂ 'T?ﬁg‘[ —IJp ]~ W EL R, China Population Information Net,
http://www.cpirc.org.cn/yjwx/yjwx_detail.asp?id=6249.
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following chapter is an exposition of the facts and figures of how Chinese peasant
workers change, as has happened in the provinces of Sichuan, Guizhou and
Yunnan.

1.1 Labour force transfer conditions in the three southwestern
provinces

1.1.1 Sichuan

In 2004, nearly 15 million labourers from Sichuan were transferred from
the province to work elsewhere, an increase of more than 1.2 million people
compared with the previous year. The revenue generated from the labour services
amounted to RMB 57.6 billion, an increase of RMB 10.2 billion compared with
the previous year®. In 2005, the transfer of labour increased to 16.37 million
people, of whom 8.14 million were exported to other provinces, and the revenue
from the labour services amounted to RMB 72.2 billion, an increase of 25.3%
compared with the previous year".

In 2006, the target figure for the transfer and export of rural labour is 17
million; the labour services revenue target is RMB 75 billion, and labour skills
training is to be offered to 2 million people®. For the 11th Five-Year Plan period,
Sichuan plans to increase the transfer and export of labour by 700,000 people
every year, and increase the revenue from the labour services by more than RMB
5 billion each year. By 2010, Sichuan will have transferred and exported no less
than 20 million people, earning RMB 100 billion in revenue. The total number of

? Hou Dawei: “Peasant worker shortages: dialogue between exporting and importing regions” ({7 [& :
SN Ryt PUEE TH YY), websites of Economic Reference Post, 29™ July 2006,
http://202.84.17.25/www/Article/2005729103558-1.shtml.

3 «“Speech by Guo Yongxiang delivered at the 2006 Provincial Rural Working Conference (B[ FE T 2006
FRE AT (B3 HUFETT) 7, Sichuan Databank Resource Net, 26" February 2006,
http://www.scsdaj.gov.cn/special/xnc/303 . htm.

* Liu Yunan: “The gradual transformation of Sichuan’s labour exports, and government withdrawal in
favour of intermediary organisations” (%[ £} : “p¥/| [555"%3'3?6[ ﬁﬁﬁﬁ%@f‘ij adipeter 3N ?ﬁ'ﬁ:‘ﬁ”),
Pan-PRD Cooperation Information Net, 1* June 2006,
http://www.pprd.org.cn/news/province/200606010007.htm.



Social, Economic and Political Developments in PPRD Guangxi, Yunnan, Guizhou, Sichuan (3rd Report / August 2006

peasant workers enrolled in training courses is expected to be 20 million, with 10
million people expected to obtain government training certificates’.

Sichuan is a big province with a huge population and abundant labour
resources. It 1s a typical labour-exporting province not just in the western region,
but also across the whole nation. Sichuan peasant workers, commonly known as
the ‘Chuan army’, are well-known all over China for their hard-working and
endurance in unpleasant conditions.

1.1.2 Yunnan

In 2004, 4.15 million rural workers were transferred from the Yunnan
province, an increase of 630,000 compared with the previous year, representing
20% of the rural labour force and 55% of the surplus labour force respectively.
Assuming that the income of the transferred surplus labour force is RMB 600 a
month, per capita annual income will not be less than RMB 7,200, and the annual
labour services revenue for the province will be RMB 29.88 billion, equivalent to
10% of Yunnan’s GDP. The labour economy is therefore very important to the
province’.

During the 10™ Five-Year Plan period, 4.76 million rural peasants in the
province became urban workers, an increase of 2.17 million compared with the 9th
Five-Year Plan period. The average annual transfer of rural peasants to urban
workers was 0.95 million, and the revenue from exporting labour services
amounted to RMB 26 billion’. In 2005, 1.6 million people were transformed from
the rural workforce, an increase of 11.48% over the previous year, and the
province achieved 320% of their target (originally 0.5 million workers), generating

> Liu Tingyuan: “Sichuan Conference on Developing Labour Services and Peasant Worker Deployment”
(Bt - PV BHZ55RaE 2R N T T (@R T [2)) Xinhua Net Sichuan Government Online,
8™ June 2006, http://www.sc.xinhua.org/service/zw/2006-06/08/content_7206884.htm.

® Luo Chengwu: “Research on the development of Yunnan’s labour service economy”(§55 ¢ © i
A e %lffﬂ%jﬁll%”), Nanrun Promotion Net, 28™ March 2006,
http://www.njtiaocai.com/html/xianwu/lilun/lilunu/2006032806328 11082886929 .htm.

7 Zhu Yongmei: “Yunnan peasant worker income almost reaches RMB 3 billion” (- P 192005 F S
WELSNFT T %7 7 30 {£), Yunnan Information Net, 5™ April 2006,
http://news.yninfo.com/yunnan/jingji/2006/4/1144228464 3/index.html.
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a revenue of RMB 2.8 billion. In 2006, Yunnan set a target of 0.5 million workers
to be transferred from the rural labour force®,

In Shenzhen, there are about 200,000 business enterprises, which
require a workforce of about 5 million. However at present, the Yunnan labour
force in Shenzhen is only about 100,000, accounting for just a mere 2% of the
total demand, and is far smaller than the labour force coming from Henan, Sichuan,
Hunan, Anhui, Chongqing, Jiangxi and Guangxi. Besides, Yunnan is not only the
smallest, but also the latest to export labour services to Shenzhen; it only began
exporting labour to Shenzhen in 2002. Shenzhen enterprises demand a large
number of workers aged 18-35, especially skilled female workers, and the number
of new enterprises keeps increasing every year. This represents an excellent
opportunity for the exportation of peasant labour from the poorer regions of
Yunnan’.

1.1.3 Guizhou

In 2005, the province of Guizhou exported 855,700 workers, of which
75% was hired out to other provinces, and the annual revenue from the labour
exports exceeded RMB 5 billion. The ‘economy of hiring out for work’
contributed nearly one third of the average annual income of the province’s
peasants. Compared with other areas in the central and western regions of China,
labour service exports in Guizhou remain low. The total number of workers
needed to be transferred is about 10 million, but only 3.8 million of these have
already been transferred to a steady job. There are more than 6 million people still
waiting for a job, and several hundred thousand people join the labour force every
year. Thus, in Guizhou, the percentage of surplus rural labour transferred to urban
employment is still very low, compared with other provinces in China. Even
among the 3.8 million already transferred, nearly half of them do not stay in long-
term steady jobs but move back and forth between urban and rural areas.

¥ Ye Xinwei: “The largest labour exporter in our province”(F &3 © “Z% A8 A fiu— ﬁ’%ﬂ?ﬁé[ ),
Yunnan Information Net, 20" April 2006,

http://news.yninfo.com/yunnan/jingji/2006/4/1145510600 _3/index.html.

? Zhu Yongmei: “Shenzhen requires an annual workforce of 5 million, of which 1 in 50 come from
Yunnan”(F FHE ¢ MY F ST 500 FJJ ) %&Jj T E [ 1/50”), Yunnan Information Net,
30™ April 2006, http://news.yninfo.com/yunnan/jingji/2006/4/1146372191 3/index.html.
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On the whole, in Guizhou, the rural labour force is of poor quality,
lacking relevant skills, poorly organised in transfer arrangements, and the peasant
workers lack commitment, moving impulsively and blindly without a steady
employment. In areas like the PRD region and the Yangtze River Delta which
employ many rural workers, Guizhou peasant workers are neither competitive nor
significant in the job market. Guizhou’s workers do not compare favourably with
labourers from other places, such as Chongqing’s construction workers, Sichuan’s
construction site sub-contractors, Hunan’s taxi-drivers, Jiangxi’s lorry drivers,
Anhui’s domestic helpers, or Jilin’s dajie (domestic helpers) who have earned an
excellent reputation. In fact most Guizhou peasant workers are still employed as
low skilled, heavy manual labourers marked by poor health and work safety and
low income. In other words, Guizhou workers have not developed their niche role
in the labour market'’.

1.2 Labour shortage in the Pearl River Delta (PRD) region

Starting in 2004, the southeast coastal provinces witnessed a serious
supply shortage of peasant workers. On 9™ September 2004, the Ministry of
Labour and Social Security announced that the PRD region was lacking 2 million
workers. Shenzhen lacked more than 400,000 workers, and in Dongguan, a survey
of 17% of enterprises revealed a shortage of 270,000 workers' .

A research study showed that in 2005, in the PRD region, employment
in business enterprises had the following features:

1. Peasant workers were still the main source of labour supply to
business enterprises, with an estimated shortage of 1.01 million
workers in 2005.

2. More than 70% of business enterprises experienced difficulties in
recruiting workers. Enterprises from Hong Kong, Macao and

' “The Guizhou Daily’s Special Comment: More effort required to effectively implement labour
exports”(“%l M [iﬁﬁ-ﬁ?% I Rl g e b IJH '&ﬁ%ﬁ{ﬂ/ ﬁ’[”), Jin Qian Online, 26™ June 2006,
http://www.gog.com.cn/jq/j0603/ca989014.htm.

' “Serious peasant worker shortages in the southeastern coastal region, but Sichuan workers refuse to
leave their home province (F %ﬂﬁ?'ﬁj BN R PV 'F}[JT\ t1141) ”, South China Net, 17"
September 2004, http://www.southcn.com/finance/financenews/guoneicaijing/200409170705 .htm.

11
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Taiwan had the most difficulties, at 70.0%, 79.4% and 69.0%
respectively, higher than that of private and foreign enterprises.
Among the cities, Shenzhen, Huizhou and Dongguan had the
highest figures, being 90.0%, 90.0% and 82.0% respectively.

Total shortage in Dongguan, Shenzhen and Guangzhou
represented half the shortage figure for the PRD region,
accounting for 12.4%, 16.5% and 15.0% of the total shortage
respectively. The three figures added up to 43.9%'.

Table 1.1: Number of workers need to be recruited by the surveyed PRD

enterprises

Item Percentage Item Percentage

Total 100% Foshan 6.1%
By Type of Enterprise Jiangmen 11.7%

Private 26.1% Zhaoqing 8.4%

Hong Kong, Macao & Taiwan 41.5% Huizhou 8.4%

Foreign 32.4% Dongguan 12.4%
By District Zhongshan 10.3%

Guangzhou 15.0% | By Industry

Shenzhen 16.5% Manufacturing 89.3%

Zhuhai 4.9% Other Industries 10.7%

Source: Peng Qipeng, Liu Jianmin: “Improving workforce supply and demand mechanisms, and
maintaining steady social and economic development — Survey on PRD enterprise recruitment

(%j?@% N =R B s Rl Bl R At Jﬁ’? R S M 1 = ¢
£l

|- lﬁﬁ ﬁ;f 1”)”, 2005 Guangdong Statistical Yearbook,

age 33.

> Peng Qipeng, Liu Jianmin: “Improving workforce supply and demand mechanisms, and maintaining

steady social and economic development — Survey on PRD enterprise recruitment”(?%??’i‘% C BN

B ?*ﬁ‘?ﬁjﬂ ' I%Fﬁ?;ﬁﬁfﬁj FRNE L —2F1T = E PR R T ?‘%ﬁ[ %F'[”), Guangdong
tatistical Yearbook 2005, Page 33.
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1.3 Peasant workers, their characteristics and sociological implications

1.3.1 The creation of a large new social class

How many peasant workers are there in China? At present, reliable
figures are not available, and there is not even an official definition for the term
‘peasant worker’, but two figures may be useful for reference purposes. One is for
those workers that “leave the field but remain in the countryside” and work for a
rural enterprise, the other is the rural labour force which “leave the field and the
countryside” and now work in the town. According to recent statistics, there were
138 million of the former in 2004, and 102 million of the latter, adding up to 240
million all together. Other figures also illustrate the huge number of peasant
workers.

For instance, in 2004, transport passenger flows during the national
spring festival reached 1,890 million people, an increase of 670 million people
compared with ten years ago. Peasant workers accounted for over 60% of these
spring festival passenger flows. Putting these figures together, even conservative
calculations would put the present number of Chinese peasant workers at more
than 180 million. As a result of administrative barriers separating urban and rural
societies, peasant workers are considered to be peasants and are firmly tied to rural
villages and the peasant population, but they are quitting rapidly the peasant social
stratum.

In 2004, Document No.1 of the Central Government pointed out that,
“having entered a city the employed peasant worker is already an important
constituent of the industrial working population”. This is a watershed policy ruling.
At present, peasant workers account for 57.6% of the labour force in China’s
secondary industry, accounting for 68% in the processing and manufacturing
industry and 80% in the construction industry. In the tertiary industry sector,
peasant workers now account for 52% of the workforce. In fact, in the urban
construction, environmental protection, household domestic services, and
restaurant industries, 90% of the workers are peasant workers'”.

" Liu Weijia: “Survey on issues affecting Chinese peasant workers —with Sichuan and Zhejiang used as
examples” (ZREF © “FlIBREN T Fﬁj 'T?ﬁg‘[ —IJp ]~ W EL R, China Population Information Net,
http://www.cpirc.org.cn/yjwx/yjwx_detail.asp?id=6249.
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As shown by the above statistical figures, peasant workers are
integrating into the industrial worker social stratum rapidly and forcefully, and
becoming the main body of industrial workers. Since the urban-rural division will
not disappear immediately, peasant worker’s “blood relationship” with peasants
will continue, and this process of leaving rural society and integrating into urban
society will take a long time. In the longer term, peasant workers will form a new
social class, and their unique economic and political demands will need to be
addressed.  Although peasant workers will still have their “roots” in the
countryside, the movement of peasant workers is no longer just a ‘blind flow’;
they have transformed into an emerging social stratum whose special needs and
identity should be recognised.

1.3.2 The survival of peasant workers

Peasant workers have been living and working in marginalised
communities, their basic and legitimate rights have not been effectively protected,
and many peasant workers are forced to survive in a miserable subsistence state. In
a sense, they are the beneficiaries of the country’s reform and liberalisation, but at
the same time they are marginalised by their identity and status. Their vulnerable
status is the result of the following problems:

1. Peasant workers are a cheap labour force, their wage levels are
low, and wages are often paid in arrears. Employers believe that
peasant workers are cheap labour. According to official statistics,
in 2004 the average annual income of a peasant worker was
about RMB 8,000, but that of urban workers was RMB 15,000, a
difference of nearly 100%.

2. Peasant workers are often required to work overtime and take up
excessive workloads in poor and unpleasant conditions. They are
not in a position to bargain but are forced to accept the unfair
rules of the game, namely earning piece-rate wages and working
overtime. For instance, in Zhejiang 79.7% of the peasant workers
have an average monthly wage of about RMB 800, seemingly not
too bad, but in fact they have to work more than 5 days a week
and more than 8 hours a day. In a large-scale private enterprise in
Zhejiang with more than 5,000 peasant workers, the workers
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have only one day of rest in a month and every day they work for
10 hours. Under the piece-rate wage system, peasant workers
must work for longer hours in order to make more money. If they
stick to stipulated working hours in accordance with “Labour
Laws”, they would not earn enough to pay for food and shelter.

3. Peasant workers carry out high-risk jobs, lack social security
protections and experience frequent industrial accidents. Most
peasant workers are engaged in difficult and dangerous work
without adequate safety measures and security protection, and
often without insurance to cover industrial injuries, medical
expenses, periods of unemployment and pensions. Peasant
workers are vulnerable to occupational disease and serious
industrial accidents but it is difficult for them to obtain
reasonable compensation. Instead the physically disabled and
diseased return to their native villages and transfer the social
problems of the city to the countryside'*.

1.4 Reasons for peasant worker shortage

141 Unreasonable reward

The main reason for the shortage of peasant workers is the poor
remuneration mechanism, as the wages are low, and there is inadequate protection
from abuse. According to a news release from the Ministry of Labour and Social
Security, enterprises outside Sichuan offering monthly salaries below RMB 700
encountered difficulties in recruiting workers, and the shortages were particularly
serious in the PRD region and the Jiangsu-Zhejiang areas. Statistics indicate that
over the past 12 years, monthly wages of workers in the PRD area increased by
only RMB 68; overtime is frequent and working conditions are poor so it is no
wonder that these factories find it very difficult to recruit workers'”.

" Ibid, the article provided more statistical details describing the living state of peasant workers.

'3 “Serious peasant worker shortages in the southeastern coastal region, but Sichuan workers refuse to leave
their home province (i ﬁﬁjiﬁ?—@ BRI N T PN 'F}HT t11447) , South China Net, 17" September
2004, http://www.southcn.com/finance/financenews/guoneicaijing/200409170705.htm.
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Another study indicated that the average wage of peasant workers in the
PRD area was relatively low. The monthly salary including overtime pay for
general (that is, non-management) staff in the surveyed enterprises was RMB
964.8, which was only 57.9% of the average monthly salary of city workers in the
entire Guangdong Province in 2003 (see table 1.2). Excluding the three cities with
the highest wage levels (Guangzhou, Shenzhen, and Zhuhai) the average monthly
wage of a peasant worker in the other six cities was RMB 819.7, only 49.2% of
the average monthly wage of city workers of Guangdong Province. The figure for
Dongguan is the lowest at only 37.1% of that of the city workers.

Wage levels for many peasant workers have remained unchanged for
nearly ten years. In addition, among the enterprises surveyed, only 76 or 23.1% of
them participated in social security programmes for their workers. Meanwhile, 206
enterprises participated in social security programmes for their management
personnel, representing 62.6% of the sample. A total of 55,239 staff of the
enterprises surveyed were covered by pension schemes, which was only 52.4% of
the total number of staff. This means that nearly half of the workers were left out'.

Table 1.2: Wage levels of ordinary workers in enterprises surveyed in the

PRD region
Percentage Percentage
ratio against ratio against
average average
Average Average
Item monthly wages Item monthly wages
Monthly Wage of city workers Monthly Wage of city workers
in previous in previous
year year
TOTAL 964.8 57.9% | Foshan 932.5 63.4%
BY TYPES OF . 0
ENTERPRISE Jiangmen 911.7 88.1%
Private 1067.6 64.1% | Zhaoqing 793.8 72.8%
Hong Kong, Macao & 841.5 50.5% | Huizhou 822.8 74.4%
Taiwan
Foreign 1028.5 61.7% | Dongguan 698.2 37.1%
By District Zhongshan 878.7 50.1%
0,
Guangzhou 1313.9 54.7% By Industry
Shenzhen 979.9 38.4% | Manufacturing 898.2 68.4%
Zhuhai 1175.7 73.4% | Other 1408.1 81.3%
industries

Source: Peng Qipeng, Liu Jianmin: “Improving workforce supply and demand mechanisms,
and maintaining steady social and economic development — Survey on PRD enterprise

' Peng Qipeng, Liu Jianmin: ibid.
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recruitment” (/T ~ FIHE S : K, 5 ] « AR TR ST =
EPNEY L 1}3‘ %I& 1) 200£ Guangdong Statistical Yearbook, Page 33.

As for the situation across China, according to Mr. Li Yonghai,
Research Office Director of All-China Federation of Trade Unions, the
percentages of Chinese peasant workers having joined social security insurance
programmes that cover pensions, unemployment, medical bills, industrial injuries,
and female workers’ birth delivery are 33.7%, 10.3%, 21.6%, 31.8% and 5.5%
respectively. The percentages of peasant workers participating in supplementary
insurance programmes, staff co-operative insurance programmes, and other
commercial insurance programmes are even lower, at just 2.9%, 3.1% and 5.6%
respectively'’

In fact, Mainland China has a minimum wage system (see Table 1.3),
but some peasant workers are not even paid this. According to a survey in
Zhejiang, 7.5% of peasant workers have monthly salaries below RMB 600, which
do not meet the minimum wage standard'®. The reason is that many enterprises in
China do not have competitive strength in technology and management. Keeping
the wages of peasant workers low is the main strategy of minimizing production
cost and maximizing profit. Many managers believe that raising peasant workers’
wages will wipe out the competitive edge of cheap labour in China. Even with the
present low wages, these enterprises still use every means possible to delay the
payment of wages.

Table 1.3: Minimum monthly wage standards in all provinces, autonomous
regions and municipalities in 2005

Standard Minimum Monthly Wage Standard (RMB per month)

Province/City Implementation Date
Beijing 1/7/2005 580
Tianjin 1/7/2005 590 570
Hebei 1/7/2004 520 470 420
Shanxi 1/7/2004 520 480 440 400
Inner Mongolia 1/7/2004 420 400 380
Liaoning 11/11/2004 450 400 350

Dalian 1/2005 500 450 380
Jilin 1/9/2003 360 330 300
Heilongjiang 2003 390 360 325 305 280 250 235
Shanghai 1/7/2005 690
Jiangsu 1/11/2005 690 550 480 400
Zhejiang 1/12/2005 670 610 560 490

7 Hou Dawei: ibid.
"® Liu Weijia: ibid.
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Standard Minimum Monthly Wage Standard (RMB per month)
Province/City Implementation Date
Ningbo 1/9/2003 520 480
Anhui 1/10/2004 410 390 370 360 350 340 330 320 310 290
Fujian 1/7/2005 470 430 400 350 320
Xiamen 1/7/2005 600 550 480
Jiangxi 1/9/2004 360 330 300 270
Shandong 1/1/2005 530470 420 380 350
Qingdao 1/10/2002 410 380
Henan 1/10/2005 480 400 320
Hubei 1/3/2005 460 400 360 320 280
Hu’nan 1/7/2005 480 440 420 400 380 350
Guangdong 1/12/2004 684 574 494 446 410 377 352
Shenzhen 1/7/2005 690 580
Guangxi 25/10/2004 460 400 360 320
Hainan 1/7/2004 500 400 350
Chongqing 2004.5.1 400 380 350 330
Sichuan 2004 450 400 340 280
Guizhou 1/10/2004 400 360 320
Yunnan 1/10/2004 470 405 350
Xizang 1/11/2004 495 470 445
Shaan’xi 1/7/2005 490 460 430 400
Gansu 1/1/2004 340 320 300
Qinghai 1/10/2004 370 360 340 330
Ningxia 1/2/2004 380 350 320
Xinjiang 1/5/2004 480 440 380 370 360 350 330 320 300

Note: According to the various circumstances in provinces, Minimum Wage Standards are
generally classified in several different categories.

Source: Ministry of Labour and Social Security. Quote Huang Lezhen, Yang Tianbo:

“Survey reveals that minimum wages for all provinces and municipals were lower than the
national standard (?h LR~ A “J%fgj N Fﬁ ’g’,ﬁ Jﬁ['fjj et [ R R ARIE ),
China Net, 8" May 2006, http://big5.china.com.cn/chinese/diaocha/1202214.htm.

These minimum wages, excluding overtime pay, are still on the low side
for peasant workers. On 24™ April 2005, Mr. Su Hainan, Research Director of the
Institute of Labour Wages, National Ministry of Labour and Social Security,
commented that, “if we set the minimum wages according to the ‘rule of average
wage in society’, an internationally adopted practice stipulating that the monthly
minimum wage should amount to 40-60% of monthly average wage, not one
province in China would meet this requirement”. Besides, labour and social
security departments at the provincial level also consider the present minimum
wage to be too low. Therefore, starting from the second half of the year 2006, all
Mainland provinces began to raise the minimum wage standard'’. For instance, the

' Huang Lezhen, Yang Tianbo: “Survey reveals that minimum wages for all provinces and municipals
were lower than the national standard”(?j Qe ~ AL “i‘.ﬁ‘ﬁ[ B fﬁ ] ST TR TSR

¥

¥ China Net, 8" May 2006, http://big5.china.com.cn/chinese/diaocha/1202214.htm.
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Yunnan authority revised their minimum wage standard in early July, as detailed

below:

Table 1.4: Revision of minimum wage standards in Yunnan province as of
early July, 2006

o Minimum Increase Growth Rat@ Minimum Growth Rate':
Districts of Monthly Wage (RMB) (Compared with | Hourly Wage | (Compared with
(RMB) 2004) (RMB) 2004)
1* category 540 70 14.89% 5.0 13.64%
2" category 480 75 18.52% 4.4 15.79%
3" category 420 70 20.00% 3.9 18.18%

Source: Zhu Yongmei: “Analysis of the Minimum Wages System” (4 Ff © “f& [T £¥fs
SHIETH ), Yun Net, 8™ July 2006,
http //yunnan.yunnan.cn/4453/2006/07/08/290@391984 .htm.

Yunnan also adjusted the unemployment insurance premium standard
by 12%. The first category saw an increase of RMB 39, the second by RMB 34,
and the third by RMB 29%.

In Guangdong the labour market has seen several remarkable changes.
The wage level has generally increased, and ordinary jobs paying RMB 600-700 a
month now pay around RMB 1,000. There are fewer instances of delayed wages
and most enterprises now sign employment contracts stating the inclusion of
various appropriate insurance policies. This is a significant change from the
evasive practices of the past™’

1.4.2 The mismatch of workers and jobs

The shortage of peasant workers is caused by another problem aside
from that of low pay and abuse. Employers are finding it difficult to fill vacancies
for jobs requiring skilled workers although there are usually plenty of unskilled

2 Xu Xiaomei, Ma Yulong, Li Jiao: “Yunnan revises its minimum wage and unemployment insurance
system to improve coordination and reduce problems”({&fE# ~ L= &~ k1 “SH 5 E"ﬁ‘ﬂﬁﬁﬁ[%* TR
FH W g vER \%ﬁﬁjﬁﬂ{ﬁﬁjﬁg”), Yunnan Information Net, 20™ July 2006,
http://news.yninfo.com/yunnan/yaowen/2006/7/1153363623 20/index.html.

2 “Flows of Sichuan peasant workers after sprlng festival: growth explodes in the YRD and recovers in
PRD (Fr &5ty i P4/ [ 24 3 [FJ ~= PSR #[pF]) 7, Wenzhou Finance Net, 8™ February 2006,
http: //; nance.66wz. com/system/2006/02/08/ 00065850 shtml.
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workers applying for general posts. In 2004 and 2005, the peasant worker
shortage was widespread in the PRD region, but the number of Sichuan workers
exported to the area dropped by 5% per annum.

The head of Sichuan’s Office of Labour Placement in Guangdong, Mr.
Zheng Qiang, believed that in 2006 workers are returning to Guangdong and
staying in the region. Guangdong Labour Department officials estimated that in
2006 Guangdong lacks more than 1.5 million skilled labourers. There are
abundant job vacancies, but it is difficult to find workers with the right skills**. In
fact, all over the southeastern coastal provinces, there are many good jobs, but all
required high technical skills that most workers lack.

15 Institutionalised arrangements for exporting labour services

Intermediary organisations communicating supply and demand

In the past, ‘peasant workers’ were much regarded as a “blind influx of
migrants”, and there was the perception that they caused all sorts of social
problems. The uncontrolled flow of labour resulted in the abuse of peasant
workers, and made it difficult for enterprises to feedback information on labour
migration to the governments of their hometowns. Illegal employment agencies
cheated peasant workers, and young peasant workers lacking proper supervision
often resulted in industrial accidents. These are problems which exporting labour
agencies should be concerned about. Properly organised arrangements can prevent
many of these problems from occurring. The following example from the
Qian’nan Autonomous Prefecture of Guizhou Province shows the criteria for
success.

In 1988, the Shanghai Port Authority (Now called Shanghai
International Port (Group) Company Limited) started to reform the front line
labour employment system and planned to set up labour agencies all over the
country. The representative office of Qian’nan Autonomous Prefecture in
Shanghai contacted the Shanghai Port Authority. They sent to them 20 young
workers from the province of Guizhou, as the first step of formal government
approved labour exports from the province to Shanghai. The Qian’nan

2 ibid.
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representative office set up the Shanghai Labour Service Company in order to sign
contracts with the employers. For more than ten years, this company organised the
migration of more than 10,000 workers from Guizhou to Shanghai.

The company worked with the labour department and built up a good
working relationship with technical and vocational training schools in Guizhou.
The company also collected and supplied job market information to Guizhou
workers and sometimes took the employers to Guizhou to hire workers directly.
Through years of cooperation, Shanghai employers have built up trust with this
government-backed labour service company. The Shanghai Port Authority
contracted out a substantial amount of loading and unloading work to a team from
Guizhou. Hereafter, the company has also arranged a number of stable labour

sources for some foreign-capital joint ventures™.

However, this model is characterised by government intervention,
support and participation. It is not an example of market forces, and therefore
cannot serve as a long-term operative model. In fact, Sichuan has requested the
labour exporting authority be changed from a government-driven to a market-
oriented operation, in order to increase the amount of labour exports. According to
the head of Sichuan’s Labour and Social Security Office, Mr Zhang Chengming,
the defects of the system are obvious, and the government administrative costs are
huge. The only way out is to develop intermediary organisations, and let the
market rather than the government determine the labour movement. From now on,
Sichuan will gradually enforce a ‘three-in-one’ working model which offers
training to exported labour, job placement and labour rights protection. It will set
up more labour agencies to provide a comprehensive one-stop service catered to
the needs of peasant workers. These include identifying job opportunities,
providing job training for those seeking employment, organising worker transfers
and protecting the rights of peasant workers after they have been employed.

Thus, intermediary labour export agencies will take up the responsibility
of transferring surplus rural workers to the cities. At the same time, efforts should
be made to monitor and supervise the intermediary job placement agencies, open
more service centres to provide consultation, counselling and job placement
services, record statistics on surplus rural workers, register peasant workers who

» Zhao Guoliang, Li Ying, Yang Jing: “Southern Guizhou’s Labur Export Model — a survey from
Shanghai”(Hi[ssI R ~ %55 - ﬁ},ﬁ : “555"%3&376[ i e S AN Elfjﬁ%fg‘, »), Jin Qian Online, 3 July
2006, http://www.gog.com.cn/jq/j0603/ca991517.htm.
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wish to move to the cities, and lastly, keep abreast of changes in the labour
market™.

As a result of current labour shortages, intermediary labour service
agencies can derive profits from business enterprises requesting labour. At present,
enterprises in PRD and the Yangtze River Delta region are most worried about the
unstable supply of peasant workers. As a result of the rapid economic
development and the one child policy, young people especially those in the
wealthier coastal areas are usually unwilling to do frontline production jobs.
Competition for labour resources is therefore keen, and the labour market has
changed from a buyers market to a sellers market. In the past, labour suppliers
were keen to arrange for the transference of their labour resources. They were at
the mercy of the employers. Now, the situation has changed and big enterprises
are trying to set up their own labour agencies in order to secure a steady supply of
peasant workers. The enterprises are at the mercy of the peasant workers. This
change in the supply-demand relationship makes it possible for labour agencies to
charge fees from employers.

1.6 Implications for Hong Kong

1.6.1 Suppressing wages is not the solution

Investment from Hong Kong to the Mainland has increased since China
began its economic reforms open-door policy, and by the end of May 2006 actual
investment from Hong Kong to Mainland China stood at USD 266.4 billion. This
makes Hong Kong the world’s biggest investor in China. Just in the PRD region,
Hong Kong has invested more than USD100 billion. This represents more than
two-thirds of foreign investment in Guangdong. Furthermore, Hong Kong
enterprises employ more than 10 million people in this region®, and make good
profits from their investment. Most Hong Kong investors in the Mainland are

*Liu Yunan: “The gradual transformation of Sichuan’s labour exports, and government withdrawal in
favour of intermediary organisations” (%= §} : «p-’ [[55»%%;%@5%%3%@@ AL ?ﬁ'ﬁ:‘ﬁ”),
Pan-PRD Cooperation Net, 1* June 2006, http://www.pprd.org.cn/news/province/200606010007 htm.

# «Record of Hong Kong (F“, 7 §) , Liaison Office of the Central People's Government in Hong Kong
SAR, 8™ August 2006,
http://bigS.mofcom.gov.cn/gate/big5/hk.mofcom.gov.cn/aarticle/ddgk/zwfengsu/200608/20060802829567.
html.
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small- and medium-sized enterprises, engaged in the processing of manufactured
products. However, most of them were originally trading firms rather than
manufacturing firms.

These businesses operate by cheap costs. Apart from land cost and
taxation, the major item of production cost is labour cost. As described in the
above paragraphs, peasant workers in the PRD region are paid extremely poor
wages, overworked in hazardous conditions and forced to work overtime.
Employers sometimes even break the law in delaying wage payments and denying
workers their legitimate rights. These abuses occur in some of the Hong Kong
factories operating in the PRD region. The situation is so bad that “Hong Kong
enterprises in the PRD” are probably considered a derogatory term now. In fact,
according to the Labour Bureau of Zhongjiang County, Sichuan, when Hong Kong
enterprises in Fujian, Dongguan and Hainan came to Zhongjiang to recruit peasant
workers in 2004, no one applied for the jobs because of the notorious reputation of
Hong Kong employers. Instead, many of the peasant workers responded to a
recruitment call for construction workers from Beijing where the wage levels were
relatively higher™.

Competition between business enterprises intensifies every day as
economic globalisation accelerates. The hard truth is that if Hong Kong
entrepreneurs want to survive and expand on the Mainland and especially in the
PRD region they must upgrade their businesses. This means they have to invest in
research and development, upgrade their technology, improve their style of
management and well treat their labour. Suppressing wages is not the way out and
would only harm the enterprise in the long run.

Even if these Hong Kong enterprises were to move to the northern
mountainous areas of Guangdong, or further away to Jiangxi and Hunan, the
outlook is no more promising. The rural labour force in these areas is not abundant
but remains affected by the nation’s labour market. Local governments are still
constrained by national legislation and the Central Government’s policies on
minimum wages, environmental protection, energy consumption and land sales,
and cannot follow the development model of the PRD region 10 to 20 years ago.
Hong Kong enterprises can no longer follow the previous business model or
strategy, and upgrading is the only way out.

%6 «Serious peasant worker shortages in the southeastern coastal region, but Sichuan workers refuse to leave
their home province (Fj ﬁﬂiﬁ?@ BRI T R YN 'ﬁHT t11447) , South China Net, 17" September
2004, http://www.southcn.com/finance/financenews/guoneicaijing/200409170705.htm.
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1.6.2 Functions of the Trade Associations

Most Hong Kong investors in the PRD region are small- and medium-
size enterprises. They only have limited resources and capabilities, and must
therefore rely on the professional organisations and their respective trade
associations. These organisations can help collect relevant statistical data on
human resources requirements, such as the total number of workers needed by
jobs and skills, wages offered, etc. The information can then be conveyed to the
local labour suppliers, and used to exchange for information on labour supply.

Moreover, the trade associations can participate in labour force training
by developing training course content, pooling teaching resources and forecasting
future demand for various types of labour based on changes likely to take place in
the market. Some local enterprises in the PRD region have entered into
agreements with labour supplier provinces to have peasant workers trained by
their local governments. The local governments select the workers and send them
to vocational training schools in their districts. Upon completion of training, the
workers report directly to the enterprises that placed the ‘order’.
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2. Trends and Updates in the Four Provinces/ Region

2.1 Economic Performance of the Four Provinces/ Region

In the first half of 2006, the economic performance of Sichuan was quite
remarkable, especially in terms of industrial growth, urban investment in fixed
assets, retail sales of consumer goods, and import and export trade statistics.
Sichuan not only outperformed the other three provinces in the region, many
figures were also higher than the national average. Among all, the investment and
external trade figures were the most outstanding, increasing by as much as 40%.
However, Sichuan’s economy is facing some typical problems as the whole nation.
They include the following:

l.

Decline in the sales of manufactured products, resulting in an
increase in inventory.

Weak rural consumption. During the first half of the year, retail
sales of consumer goods in the rural markets contributed to less
than one third of the total sales, with a growth rate 2.6 percent
lower than in the urban areas.

The negative impact of “price scissors” on industrial
development. In the first half of 2006, increases in the prices of
raw materials left little room for profit-making, and negatively
affected the industrial development.

The arduous task of reducing energy consumption during
production. In 2005, the energy consumption per unit GDP of
Sichuan was 25.4% higher than the national average. Therefore,
it may be very difficult for the province to reach the target set in
the 11th Five-Year Plan to lower energy consumption by 20%
per unit GDP?".

27 «“Economic development picks up, but acute problems still remain — an analysis of Sichuan’s economic
performance in the first half year of the year GEFf#I[IRIL R - 275 LN — B4 5 PV [FEGE Ffﬁ'['ﬁ
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The performance of Guangxi’s industry was fairly good, but its
manufactured products sales were even poorer than Sichuan, dropping by nearly
4%, and there was a risk of oversupply. Guangxi also suffered from some major
economic problems. Firstly, production costs increased, and the prices of grain,
hogs and chicken fell much to the detriment of peasants and the further
development of agriculture. Secondly, price pressures squeezed profits in the
heavy industries. Thirdly, the growth of rural investments in fixed assets slowed
down and, finally, the growth rate of county economy also slowed down®®.

The province of Yunnan performed best in terms of sales in the
consumer markets. The first half of the year saw a steady growth in Yunnan’s
sales in the consumer markets, with total retail sales of consumer goods reaching
RMB 52.78 billion, 14.7% higher than the same period last year. What is more
striking is the simultaneous growth in both urban and rural areas, with urban retail
sales of consumer goods totalling RMB 28.32 billion, an increase of 15.9%
compared with the same period last year, and rural retail sales of consumer goods
reached RMB 24.46 billion, an increase of 13.4%".

Compared with the other three provinces, investment in Guizhou lagged
behind. Despite modest improvements in the industries, it remains highly reliant
on the five major industries of tobacco manufacturing, power generation,
chemicals, and non-ferrous and ferrous metallurgy. These industries are
susceptible to price changes and are especially vulnerable to wild fluctuations.
Nonetheless, tourism in Guizhou is flourishing, and the province is attracting both
foreign and domestic tourists with revenues increasing as a result.

15453 #7) ”, Sichuan Statistics and Information Net, 24" July 2006,
http://www.sc.stats.gov.cn/stats_sc/zxtjxx/200607240083.htm.

¥ “Guangxi’s economy grows by 13.6% in the first half of the year ( -5 & ’?‘} P ASHHETR 13.6%)”,
Guangxi Statistics and Information Net, http://www.gxtj.gov.cn/report/news_display.asp?sendid=10936.
* “Yunnan’s consumer market heats up, with total provincial retails sales amounting to 52.7 billion “ZH
i I[E[ﬂ Jt%%ﬁf 2 i FEAREEE 527 (R7) 7, Xinhua NetYunnan Channel, 28™ July, 2006,
http://www.yn.xinhuanet.com/newscenter/2006-07/28/content_763703 1.htm.
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Table 2.1: Economic Performance of the Four Provinces/ Region, January to
June 2006

T(()jtgiiilaelrl é&;)loe(sj:f Val?ﬁzjﬁiﬂ}eld of Sales of Industrial Urban Investment External Trade
(RMB 100 Million) (RMB 100 Million) Products (RMB100 Million) (USD 100 Million) Urban
Compared disposable
Province/ Compared Compared with the Compared Compared income
Region with the with the Same with the with the per capita
Same Same Period of Same Same -
Total . Total . Total . Total . Total . in May
Period of Period of Preceding Period of Period of (RMB)
Preceding Preceding Year Preceding Preceding
Year Year (% Year Year
Points)
Nationwid o
e 36,448 13.3% 39,680 17.7% 97.47% -0.12 36,368 31.3% | 7,958 23.4% 903
Guangdon o
g 4,434 15.6% 4,868 18.5% 96.92% -0.88 2,585 18.5% | 2,329 24.5% 1,188
Sichuan 1,590 14.5% 1,250 24.1% 96.61% -1.07 1,736 38.8% 48 39.2% 711
Guangxi 775 13.8% 512 22.8% 92.91% -3.85 737 38.2% 29 20.5% 813
Yunnan 528 14.7% 559 14.9% 97.20% -1.02 732 28.9% 28 23.4% 789
Guizhou 528 14.7% 317 17.6% 95.27% -0.51 419 21.0% 7 8.4% 730

Note: Statistics from each province are preliminary data, which may be subject to changes, and
may vary from those published by the National Bureau of Statistics later on.
Sources:
Website of National Bureau of Statistics, http://www.stats.gov.cn/tjsj.
“Economic development picks up, but acute problems still remain — an analysis of
Sichuan’s economic performance in the first half year of the year GEZypr[I1JUE 5 :)"’F"{
g e — = = Pyl F‘ﬂl‘l‘ﬁilﬂ 73 ¥7)”, Sichuan Statistics and Information Net,
24™ July 2006, http://www.sc.stats.gov.cn/stats_sc/zxtjxx/200607240083.htm.
Guangxi Statistics and Information Website, http://www.gxtj.gov.cn/.
“Yunnan’s consumer market heats up, with total provincial retails sales amounting to

1.
2.

52.7 billion (G=FHIfTT i (B = ijﬁwﬁﬂaﬁ_ 527 f£1)”, Xinhua Net Yunnan
Channel, 28" July 2006,
http://www.yn.xinhuanet.com/newscenter/200607/28/content 763703 1.htm.

“In the first half of the year, Guizhou’s GDP grew by 11.8%, and total tourism revenue
amounted to 12.2 billion (H4 = F‘ 1”1 GDP =< 11.8% Felsls > 122 {£)”, Xinhua
Net Guizhou Channel, 18" July 2006, http://www.gz.xinhuanet.com/xwpd/2006-
07/18/content_7546890.htm.

“Table of import and export value of provinces and major cities, January to June 2006,
Website of Finance Division of Ministry of Commerce, 28" July 2006,
http://gcs.mofcom.gov.cn/aarticle/Nocategory/200607/20060702745498.html.
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2.2 Trends and Updates on Sichuan

2.2.1 Economic Performance of Sichuan

In the first half of 2006, the economy of Sichuan was characterised by
the following features:

1. Industrial development picked up speed as a result of the
implementation of the “Strong Industrial Province” strategy, and
the number of newly established enterprises kept increasing. The
first half of the year saw total industrial value-added reach RMB
142.7 billon, an increase of 20.8%, and this drove up GDP by
7.4%, with a contribution rate as high as 56.0%. Meanwhile, the
value-added of the whole secondary industry reached RMB 171.0
billion, a rise of 19.4%, increasing economic growth by 8.41%.

2. General demand was still vigorous. In the first half of the year,
investment in the whole province underwent strong growth, and
consumption saw a steady increase, while internal and external
trade developed in a balanced way. The economy developed
rapidly, thanks to the ample power driven by the so-called “Three
Wagons”.

The first half of the year saw investment demand in the whole province
increase steadily, which continued to be the main force pushing forward the
economic development. Total investment kept growing, and stood at 198.0 billion,
37.7% higher than the same period of the preceding year, 7.9% higher in growth
rate, and 7.9% higher than the national average. Of this, investment in primary,
secondary and tertiary industries increased by 37.6%, 43.1%, and 34.3%
respectively, representing a more balanced industrial growth. All in all, total
investment for the first half of the year contributed 55.8% to economic growth,
and drove up GDP by 7.4%.

Consumption demand continued to expand steadily as in previous years.
In the first half of the year, total retail sales of consumer goods was RMB 159.0
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billion, 14.5% higher than the same period of the preceding year, and 0.7% higher
in growth rate than the first quarter. Total consumption in the first half of the year
increased economic development by 5.8%.

External trade also expanded. In the first half of the year, the total
volume of Sichuan’s external trade reached USD 4.79 billion, 39.2% higher than
the same period last year, and the highest in the western region. Exports were USD
2.75 billion, 30.8% higher than the same period last year and imports were USD
2.04 billion, 52.3% higher than the same period last year. One particular feature
was the high number of foreign-funded enterprises coming to invest in Sichuan.
116 of the World’s Top 500 enterprises have settled in Sichuan, of which 41
directly invested in the province™.

Table 2.2: Major Economic Indicators for Sichuan, January to June 2006
January to

Tune Compared w.ith

Item (RMB 100 the Same Period
Million) of Preceding Year
GDP 3,727 13.3%
- Primary industry 545 5.0%
- Secondary industry 1,710 19.4%
- Tertiary industry 1,471 10.1%
Budgetary Government Revenue 295 27.3%
Industrial Value-added 1,427 20.8%
Total investment in fixed assets 1,980 37.7%
Total retail sales of consumer goods 1,590 14.5%
Total value of external trade (USD 100 million) 48 39.2%
Urban disposable income per capita (RMB) 4,757 9.8%

Source: “Economic development picks up, but acute problems still remain — an analysis of
Sichuan’s economic performance in the first half year of the year GE2¥I[I1JUAE H :):"’ﬁ (g
LY — 2 D[RR Fﬁl‘[ﬁiﬂ 53#7) », Sichuan Statistics and Information Net, 24™ July 2006,
http://www.sc.stats.gov.cn/stats _sc/zxtjxx/200607240083.htm.

3% Same as footnote 27..
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2.2.2 Updates on Sichuan

Sichuan’s Development Strategy

In the first half of 2006, the industrial value added of Sichuan amounted
to RMB 142.7 billion, an increase of 20.8%, and its industrial enterprises achieved
net profits of RMB 20.45 billion, an increase of 32.8%. Industrial investments
reached RMB77.49 billion, an increase of 42.6% compared with the same period
in the previous year, and industrial construction accounted for more than 50% of
the total construction works to commence®'. These encouraging figures are the
results of Sichuan’s strategy to become a ‘strong industrial province’.

In May 2006, the provincial government of Sichuan formally released a
policy document entitled *““Decision on Implementing the Strategy of Strong
Industrial Province”. The document put forward the concept of a ‘strong
industrial province’ as its essential development strategy, which outlined
Sichuan’s plans to develop itself into a resources development base and a strong,
modernised industrial province. The document claims that weak industries have
become the main factor constraining economic development. Therefore, Sichuan
needs to develop large and robust industries in order to propel development™. The
overall targets for the province in the next Leap Forward are as follows: 1) ensure
that the province’s industrial production ranking will go up from 12 to at least 10
by 2010 ; 2) raise the ratio of industrial value added to GDP from 34% in 2005 to

41.6%, amounting to over RMB 500 billion, with an average annual rate of
increase exceeding 15%.

Sichuan’s industrial development strategy is different from that of the
eastern coastal provinces. Sichuan is responding to industrial changes taking place
in China whereby industries are asked to support agriculture, and cities asked to
support the rural countryside, instead of the other way round.

3! «“Analysis of Sichuan’s economic performance for the first half of the year, and forecasts for the third
quarter (P9[]# 2006 F 2 = 5EYESEN [ 55 7R = % A FEH]) 7, China Finance Net, 2™ August 2006.

F
32 Tan Jianggi: “Sichuan releases its ‘Decision on Implementing the Strategy for a Strong Industrial
Province ™ (FH 5+ P18 5 WSS (&) FIF=1EN”), Sichuan Daily, 1 1" May 2006.
33 Tan Jianggi: “Sichuan will be in the Top-10 Chinese Industrial Provinces by 2010”(F1 "% : “2010 & 4
J|[#r2y = B 3 917), Sichuan Daily, 13" May 2006.
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Sichuan is a big province characterised by a huge population and a big
agricultural sector. However, only large and strong industries can provide the
necessary material foundation and financial guarantees for developing the
countryside®®. Sichuan is putting a lot of emphasis on the development of its
industrial economy at the county level. In the hilly areas of Sichuan, the
agricultural products processing industries, mainly food and textile processing,
contribute more than 70% of the industrial output®.

The county economy determines the employment conditions of most of
the rural population. Therefore the primary objective of the county economy in
Sichuan is to make peasants richer, provide employment and help solve the “three
rural problems”. In 2005, industries increased their value added by more than
RMB200 billion, and Sichuan was the eleventh most prosperous province in the
nation, and the most prosperous in the western region. Subsequently, it can be
said that the authorities have formulated the prerequisite base for turning Sichuan
into a strong industrial province™.

Since 2006, Sichuan has put forward a series of industrial policies to
further strengthen its industrial activities. These include:

l. Promoting capitalization of natural resources and improving the
performance of superior industries.

2. Developing large enterprises and industrial clusters.

3. Strengthening innovation through self-reliance and changes in
the model of industrial growth.

4. Strengthening the state-owned economy and develop the private-
owned economy.

3% Zhang Zhongwei: “Speech delivered at the Provincial Conference for Implementing a Strong Industrial
Province (U=l 1fE * “7t = T FIH T (B %fﬁlfﬁ%ﬁﬁ”), Sichuan Daily, 5™ April 2006.

3> “Efforts to speed up the progress of industrialisation — developing a strong industrial county strategy (1)
(5 BRI (S ST W ISP AR (— ) ), Sichuan Daily, 24" July 2006.

36 «Sichuan’s industries are improving (P4 [~ % &7 ] 3fJ3f1)”, Sichuan Daily, 23" March 2006.
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Further liberalising policies governing internal and external
investors in order to attract more investment’’.

In order to achieve this, the following measures and targets will be
introduced:

The nurture of superior industries

This emphasises the nurture of four superior industries including
high and new technologies, superior resources, equipment
manufacturing, and agricultural products processing. These four
industries represent 71.8% of the total industrial value in the
province, which is expected to increase to 80% in 2010.

High and new technologies industries mainly include electronic
data-processing and Chinese medicine.

The manufacturing of products (both new and standard products)
in the superior resources industry will need to adhere to strict
international standards. This should have the effect of decreasing
energy consumption by 20%.

Equipment manufacturing industries will need to develop cleaner
and more efficient electricity generating equipment and parts,
heavy machinery, high-speed heavy duty train locomotives, and
to expand the automotive industry.

The ratio of the value of processed agricultural products to that of
agricultural products should reach 1.5 to 1. The target ratio of
product change after processing is 50%>".

37 «Sichuan’s Conference on Developing a Strong Industrial Province was closed in Chengdu (P4/[[ ¥~
§Ei T ["F:nFﬁl =7 F‘}ﬁﬂﬁ;ﬂ%})”, Chengdu Daily, 1% April 2006.
% “How the future of Sichuan’s industries was shaped (& [ffif:p/[[ 7 f5 ), Sichuan Daily, 26"

July 2006.
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2. The development of large enterprises and industrial clusters

= Between 2006 and 2010, Sichuan intends to develop a number of
important enterprises with an annual sales exceeding RMBI10
billion. The “10 billion industrial parks” project also seeks to
develop during 2006-2010 industrial parks with an annual added
value of over RMB 10 billion, whilst the “100 x 100 million
investment projects” will support in each year the
implementation of 100 large industrial projects with an
investment amount of more than RMB 100 million.

* The development of technology and manufacturing bases in the
following areas: Chengdu-Deyang-Mianyang New and High
Technological Base, a cluster of manufacturing cities in southern
Sichuan, and the Panxi Resource Development Base, the
Chengdu-Chongqing  economic  corridor; the  Qin-Ba
mountainous green economic corridor; the western Sichuan
economic belt; the Chengdu technology area; the Chengdu
economic development zone; the Mianyang science and
technology industrial park area; and the construction of 44
provincial industrial parks, and formulated a batch of county
featured industrial clusters™.

Each Chinese province has its own unique characteristics and is
equivalent in size and population to many small countries around the world.
Subsequently, the developmental strategies of provinces are similar in scale to
many national strategies. Sichuan has developed an industrial development
strategy based on its comparative advantages. It intends to continue developing the
electronic information industries but will also concentrate on its county economy.
The county economy plays an important role in the domestic economy of Sichuan.
Its level of industrial development has direct and significant influence on the
advancement of industrialization of the whole province.

In 2005, Sichuan’s GDP exceeded RMB 700 billion, representing a total
5-year growth rate of 69.8%. During the same period, the industrial value-added

3% “Sichuan integrates its four superior industries (J)*V | ]?Zﬁ FEALPUNT HESER H)”, China Industrial
Post, 13™ March 2006.
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doubled the increase in GDP. In 2005, Guangdong GDP exceeded RMB 2,000
billion, and was one-tenth of the national GDP and three times as large as that of
Sichuan. This disparity was the result of a disparity in industrial production. The
industrial value added of Guangdong was four times greater than that of Sichuan.
However “the biggest disparity”, was found at county level®’. The economic
strategy of Sichuan's county territories is based on local resources, pursuing local
employment and continued economic growth, and is very different from the
Guangdong model of foreign enterprises engaged in ‘enclave production’.

In fact, the economic development model of the eastern coastal
provinces is not applicable to the whole nation, and behind the scenes it exacts a
high cost. These costs include super-national treatment to foreign investors, low
local wages, resources exploitation and environmental pollution. The regulations
introduced by the 11" Five—Year Plan are intended to reverse this situation.

Many Hong Kong investment in the PRD region are small- and
medium-sized enterprises involved in processing trade.  However, these
businesses have been characterised as high energy consuming and polluting and
are also tainted with smuggling and tax evasion. These businesses do not take into
consideration the need for coordination with the local or national economy.

China and Hong Kong often emphasise the importance of
complementary development models but Sichuan’s investment model does not
have a role for Hong Kong entrepreneurs if all they can offer is the role they
played in the development of the PRD region. The Hong Kong business enterprise
1s not easy to move to Sichuan inland, even not welcome in the future.

According to Sichuan’s economic fundamentals and the trend of
industrial development, Sichuan will not refuse export-oriented and processing
trade sorts of production. However, this does not mean that Hong Kong businesses
can take this role. The areas active in international trade basically are the coastal
areas or areas convenient in transportation, because of low transportation cost and
short shipping cycle. Sichuan is located in China's southwest or middle area. It is
not near the coast, and its land transportation is not convenient. Highway
transportation to Hong Kong and the PRD region takes three to four days and is
expensive. Therefore, Sichuan must develop export industries that can produce
small, high value added products suitable for air shipment such as high-tech

40 Same as footnote 35.
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electronic products, but this is not an area in which Hong Kong entrepreneurs
excel. Moreover the logistics needs of Sichuan’s heavy chemical and equipment
industries are different from the types of industries that Hong Kong logistics
companies usually caters for.

Sichuan is a big province with huge population, and the processing trade
industries can solve the employment problem. But transportation in Sichuan is
quite inconvenient, and the “big import, big export, both ends facing outward”
model of processing imported materials is not quite suitable for Sichuan. In
particular, considering the need for quick response in export trade, Sichuan and
Hong Kong are too far away to do well. For the benefit of the local economy,
Sichuan is more inclined to develop processing industries that utilize local
resources, such as intensive processing of non-staple agricultural products and
natural resource products. But these kinds of processing are not the strengths of
Hong Kong business people. Indeed, Sichuan’s strategy of developing itself into a
strong industrial province does not include the item of processing trade industry,
there is no government policy supporting this industry.

Sichuan’s huge population forms a sizeable market and as long as
Sichuan sticks to its local market, and retains its position in China’s national
market, this will stimulate economic growth. Sichuan is willing to participate in
international markets with its electronics information industry based on new and
high-technologies, but this is not what Hong Kong entrepreneurs excel at.
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2.3

2.3.1

Trends and Updates on Guangxi’s Autonomous Region

The Economic Performance of Guangxi

In the first half of 2006, the economy of Guangxi was characterised by

the following features:

The manufacturing industry developed rapidly, and became the
engine of GDP growth. The total industrial value-added rose by
18.9%. The secondary industry contributed to 55.1% of the GDP
growth, of which the manufacturing industry accounted for
50.3%, far exceeding the 5.9% contribution of the primary
industry and the 39.0% contribution of the tertiary industry‘”.

Border trade performed remarkably well, especially imports.
During the first half of the year, Guangxi’s small-scale border
trade (which is termed “border trade” for short) amounted to
USD 460 million, 63.2% higher than the same period last year.
Of this, imports accounted for USD 270 million, doubling that of
last year, and exports accounted for USD 190 million, growing
by 27.3%. Compared with 2003 before the launch of the China—
ASEAN “Early Harvest Program”, imports increased
significantly by 1.2 times. Meanwhile, the volume of border
trade accounted for 15.9% of Guangxi’s total external trade,
4.2% higher than the same period last year. Of Guangxi’s
imports and exports, border trade accounted for 20.2% and 12%
respectively. Border trade grew by 42.6% in total, with imports
and exports 76.5% and 10.5% respectively higher than that of
last year*”. The extremely high border trade growth rate has come
about because of a 50% cut in tariffs.

Rural consumption increased, narrowing the gap between the
growth rates of urban and rural areas. Rural consumption grew as

*! Same as footnote 28.

2 “In the first half of the year, Guangxi doubled its small-scale border trade, but the rate of increase in
exports slowed (-4 = ‘lf“li%iﬁl’ﬁ e B[ lfﬁiﬁ s (] R 177%)”, Website of the National Bureau
of Statistics of China, http://www.stats.gov.cn/tjfx/dfxx/t20060724 402339627 .htm.
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a result of the introduction of supportive preferential polices at
the beginning of this year. These polices had a beneficial effect
on agriculture and peasants in Guangxi saw their incomes
steadily rise. During the first half of the year, retail sales of
consumer goods at or below the county level reached RMB 31.47
billion, 13.4% higher than the same period last year. The steady
increase in urban incomes kept urban consumption growing
rapidly, with retail sales of consumer goods standing at RMB
46.06 billion, 14.0% higher than the same period last year. The
gap between growth rates in rural and urban consumption
narrowed to 0.6%, which is 1.0% lower than the same period of

. 4
the previous year™.

Table 2.3: Major Economic Indicators for Guangxi, January to June 2006

January to June Compared with the Same

Item (RMB 100 Million) | Period of Preceding Year
GDP 2,012 13.6%
Primary Industry 247 6.1%
Secondary Industry 904 18.1%
Tertiary Industry 862 11.7%
Budgetary Government Revenue 276 22.2%
Industrial Value-Added 512 21.8%
Total Investment in Fixed Assets 766 41.7%
Total Retail Sales of Consumer Goods 775 13.8%
Total Value of External Trade (USD 100 million) 29 20.5%
Consumer Price Index (%) 101 0.7%

Source: Guangxi Statistics and Information Net, http://www.gxtj.gov.cn/.

2.3.2 Updates on Guangxi

2321

Developing Guangxi’s Superior Featured Industries

At the end of June 2006, the Office of the Western Region Development
Leading Group of the State Council, National Development and Planning
Commission, together with five other state bureaux, released the policy initiative

# “In the first half of the year, Guangxi experienced steady growth in its consumer market ( -2 ’?{, il
Té'f"ﬁ#[ﬂ |37 AR )7, Guangxi Statistics and Information Net,
http://www.gxtj.gov.cn/report/news_display.asp?sendid=10929.
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on “Fostering the Development of Superior Featured Industries in the Western
Region™.

The main idea is to spur the Western Region to change from a resource-
based to an industry-based economy, to strengthen its capability of self-
development and to develop its economic strength. Guangxi’s key national
development projects are: the construction of an oil refinery and related industrial
base along the coast; the enlargement of the bauxite extraction industry and the
development of an aluminium processing base; the development of vertically
integrated lumber and paper industries; the development of a sugar industry
production base; the development of Liuzhou into an equipment industry and a
national research and production base; the development of the PRD — Guangxi
East- Guangxi North golden tourist area and the promotion of cultural tourism.

These industrial initiatives will have central policy support, and will
enjoy the benefits of preferential investment, including support from the central
budget fund, the long-term construction national debt fund, and preferential
financial services, etc*”.

The Central Government has changed its thinking with regard to the
development of the Western Region. Previous development polices emphasised
industrial transference from the eastern region to the west, to leverage on the
abundant cheap labour of the west. The Central Government is now focusing on
the abundant sources of natural resources of the western region and is asking the
local officials to develop new industries based on local characteristics or to make
improvements in the industry value chain.

Under the direction of this favourable policy, Guangxi is set to prioritise
the development of the following six advanced industries: energy and chemicals,
minerals exploration and processing, featured agricultural products, heavy and
large equipment manufacturing, and tourism. Compared with previous
development models which have emphasised labour intensive industries or the
industrialisation of the eastern coastal areas, this is a brand new model of regional
development which has been adjusted to reflect the latest globalised market
situation.

* Pang Geping, Lu Yaodong, “ Six Guangxi industries receive national support, and entitlements to seven
policy incentives™ (‘B ~ [EEFER ¢ “?ﬁ, Pt *Eﬁ:ij%[ﬁﬁ'%@ﬁﬁ o Tﬁﬁfﬁi’%ﬁ”), People Daily,
11™ July 2006, http://www.wenweipogx.com/show.aspx?id=4406&cid=9.
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2.3.2.2  Science and Technology of Guangxi and Its Industrial Development

On 14™ April 2006, the Guangxi Provincial Government put forward
“Guideline for Guangxi’s Science and Technological Development in the Medium
to Long Term (2006-2020), which outlined the direction of science and
technology over the next 15 years®. By 2020, Guangxi will devote 2% of the
region’s GDP to research and development, and the ratio of scientific
developments to GDP should exceed 50%. The details are as follows:

Table 2.4: Priorities for Advanced Technological Research and Development,
as outlined in the “Guidelines”

Prioritised Domains
(8 Items)

Major Items and Technologies
(11 Items)

Advanced Technological
Research and Development
(4 1tems)

Resource-oriented Industry

Production Technologies of New Materials
and Products

New Materials and
Technologies for Non-ferrous
Metals

Modern Agriculture

Digitalisation of Manufacturing Industry
and Advanced Manufacturing Technologies
of Mechanical Products

Technologies for Bio-based
Materials

Energy Conservation and
New Energy Sources

New-generation of Electronic Information
Products

Platform Technologies for
Genetic Improvement in
animals

Information Industry

Species Quality Innovation, Processing,
Storage and Transportation of Sub-tropical
Major Agricultural Products

Genetic Technologies for
Major Farm Crops

Advanced Manufacturing
Industries

Sustainable Efficient Utilisation of Marine
Biology Resources

Urbanisation and City
Development

Further Processing of Forest Products

Environment and Water
Resources

Creation of New Chinese Medicine

Public Health and Security

Improvement and Healthy Cultivation of
Major Livestock, Poultry and Aquatic
Products

Key Technologies for Biomass Industry

Functional Recovery of Fragile Ecosystem
and Environmental Governance

Construction of Platform for Science and
Technology System

* Guangxi Science and Technology Bureau: “Guangxi releases its ‘Guidelines on Guangxi’s Science and
Technological Development in the Medium and Long Term (2006-2020)" ” (?’4 R “?’4 [WIEIEAL
SRS LR (2006-2020 5 ) ),

http://www.most.gov/cn/dfkjgznew/t20060428 32761.htm.
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Guangxi's technology development plans echo those of the Central
Government in relation to selected industries, and closely follows the content of
the 11™ Five-Year Plan including its emphasis on “resource-conservation,
environment-friendly society” and “the modern countryside”. The Guangxi
Government has formulated thoughtful and comprehensive development policies
covering the economy, society and science and technology.

2.3.2.3 Implications for Hong Kong

It 1s apparent that, from the series of policy changes that the Guangxi
and Central Governments have made in recent months, the strategies for
developing industry as well as science and technology have changed significantly.
Guangxi intends to concentrate on the six advanced industries mentioned above
and it will not be taking on labour intensive industries transferred from the east.
For Hong Kong, these policy changes may weaken the economic and industrial
reciprocity between Guangxi and Hong Kong, resulting in the following
consequences:

. Hong Kong is an international export-oriented economy, with
international finance, logistics, and manufacturing-trading
services as its core industries. Hong Kong provides a bridge
between China and the rest of the world. However, when
Guangxi shifts its development orientation towards a domestic
and continental model, Guangxi residents or enterprises will be
able to develop a local economy on their own, and will not need
to rely on resources or services from outside the region. Even
though Guangxi finds it difficult to provide certain professional
services or support research activities, especially for those related
to international financing due to lack of local talent and
experience, Guangxi could hire international professionals or
attract foreign investors to the region. By integrating local
manufacturing sectors with international support, Guangxi could
develop local service industries instead of relying on cross-
border services from outside the region.

= In the future, Guangxi intends to focus on the development of
resource based industries, agriculture, energy conservation, new
energy  technologies, information  services, advanced
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manufacturing, new non-ferrous metals, bio-technology, genetic
engineering and related research. The present R&D direction in
Hong Kong is very different from that of Guangxi, and will
therefore reduce the complementary nature of industrial
development between Hong Kong and Guangxi.

. The policy promulgated by the Central Government on selected
industries in the western region is intended to help the local
economy, rather than developing links with the export-oriented
economy such as Hong Kong. The four southwestern provinces/
region are governed by the economic strategy of the western
region, and what happens in Guangxi will probably occur in the
other provinces of the western region. In other words, there will
be changes in the °‘quality and quantity’ of the economic
relationship between Hong Kong and the four southwestern
provinces/region.

. The fact is that China’s 11™ Five-Year Plan emphasises the
development of local economies. Developments in science and
technology will change industrial structures, and local economies
can utilise their own local resources to develop their economies.
In other words, Hong Kong must carefully study the direction of
industrial policy and scientific research in China and make
prompt adjustments to actively transform the industrial structure
of Hong Kong. Enterprises in Hong Kong must pay more
attention to China’s domestic market and orientate their business
away from the international markets to the Mainland market.
The Hong Kong Trade Development Council should urge their
Mainland offices to increase activities and the scope of market
information, so as to support Hong Kong enterprises entering the
Mainland market and developing localised manufacturing,
service industries and research capability.

. Scientific R&D investment in Hong Kong is very low, and stands
at less than 1% of GDP. Meanwhile every province of the
Mainland has increased its investment in R&D and stresses the
importance of scientific findings for the local economy. Even
Guangxi, a relatively backward region, plans to increase the ratio
of scientific research investment to more than 2% of GDP by the
year 2020. If Hong Kong continues to invest only small amounts
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in R&D, it is highly possible that Hong Kong’s technological
level will fall below the Mainland provinces. This will reduce
Hong Kong’s international competitiveness and affect links with
the Mainland economies. Therefore there is an urgent need for
Hong Kong to adjust its science and technology policies.
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2.4 Trends and Updates on Yunnan

24.1 The Economic Performance of Yunnan

In the first half of 2006, the economy of Yunnan was characterised by
the following features:

1. The growth rate of agricultural production was remarkably
higher than in the previous years. Statistics show that total
production of farming, forestry, animal husbandry and fishery
was RMB 37.28 billion in the first half of the year, 8.2% higher
than the same period last year and the agricultural value-added
was RMB 20.06 billion, 6.5% higher than the same period last
year. In fact, the growth rates for total production and value-
added hit a ten year record high*.

2. Yunnan’s industrial production grew modestly. The growth rate
was lower than the national average and the lowest in the four
provinces/ region. However it was still better than the 12.0%
growth rate during the first five months. The impact of high
prices for industrial raw materials was not confined to Yunnan
alone. Of the 38 industrial sectors of the province, five made
profits over RMB 500 million. These five were the Tobacco
Manufacturing Industry (RMB 4,896 million), Non-Ferrous
Metallurgical Smelting and Rolling Processing Industry (RMB
1,062 million), Raw Chemicals and Chemical Products (RMB
812 million), Mining and Dressing of Non-Ferrous Metal Ore
(RMB 773 million), Production and Supply of Electric Power
and Heat Power (RMB 716 million).

The profits of Mining and Dressing of Non-Ferrous Metal Ore
and Non-Ferrous Metallurgical Smelting and Rolling Processing

“ “Yunnan’s economic growth is fast and strong, and agricultural processing shows promise (- 75
SEF R B 4 R TYEE 4 )7, Xinhua Net Yunnan Channel, 24™ July 2006,
http://www.yn.xinhuanet.com/newscenter/2006-07/24/content_7594891.htm.
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Industry rose by 2.53 and 2.18 times respectively, due to the
sharp rise in the prices of non-ferrous metal products. Revenues,
total pre-tax profits and total profits for the aforementioned five
sectors accounted for 64.3%, 78.7% and 84.2% respectively of
the whole industry of the province. This helped play a crucial
role in improving the overall performance of Yunnan’s industry®’.
Despite this progress, the development of Yunnan’s industry may
not be as steady as it seems, since the prices of non-ferrous
metals are susceptible to cyclical changes, and may fluctuate
wildly due to speculation and changing international supply and
demand.

3. With regard to foreign capital, a total of 89 new foreign capital
projects were approved in the first half of the year, 32.8% higher
than the same period last year. Utilisation of foreign capital
through signed contracts reached USD 448.81 million, 239.5%
higher than the same period last year. The amount of foreign
capite}é used stood at USD 119.14 million, a record high in recent
years .

Table 2.5: Major Economic Indicators for Yunnan, January to June 2006

January to 