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The economy of Hong Kong sees a
significant growth this year. The GDP
grew by 4% year-on-yearin real termsin
the first half of 2017, which is far higher
than the 1.4% of growth registered in
the same period last year and 2% in
2016. Driven by stronger domestic
demand and improved
performance, it is predicted that the
positive  growth momentum  will

exports

continue. Yet the growth is expected
to moderate in the second half of this
year amid a higher comparison base.

The overall investment spending and

private  consumption  expenditure
strengthened to show significant
growth. The steady pick-up in visitor
numbers and an increase in cross-
border financial activities and regional
trade flows also provided additional

boost to the overall exports of services.

Total exports of goods grew visibly by
74% year-on-year, which is far higher
than that of the -0.5% for the same
period last year and the 1.8% growth
for 2016. A steady growth is observed
in the exports of goods from Hong
Kong to major markets in the world.
Not only is there a growth in exports
volume to the United States and the
European Union, that to mainland
China and Japan has also witnessed a
sharprise of 6.6% and 9.8% respectively
from last year.

The great improvement of the external
trade reflects that the world economy
looks well in its way to a faster and
firmer recovery. A steady improvement
is seen in the economy of the United
States, the Eurozone and Japan. The
growth momentum of the Mainland
economy has also been stronger than
earlier expected. The GDP growth rate

increased to 6.9% in the first half of
this year. Its economic structure is also
better, with the contribution of service
sector and consumption expenditures
accounting for 54.1% and 63.4% of GDP
respectively. At the same time, the
export of goods of mainland China
also sees a year-on-year increase of
8.5%, after experiencing two years of
negative growth.

The official PMI and the Caixin
Manufacturing PMI for most of the
months of this year stands above the
50.0 reading firmly. The same index
even rose up to 524 in September,
breaking the record since April 2012.
Although the PMl fell to 51.6 in October
and the GDP grew 6.8% in the third
quarter, which was a tad lower than
that of the previous quarter, it is still
predicted that the GDP growth rate for
the whole year and 2018 will maintain
between 6.5% and 6.8%.

With  the
developed countries continuing to

economy of major

expand moderately and that of new
developing markets growing steadily, it
isexpected that the global recovery will
continue and at a faster pace. However,
although the risk brought by Brexit
and other political factors in Europe
has largely diminished, factors such as
heightened geopolitical tensions in
various regions and a possible rise in
protectionist sentiment and unstable
Sino-US relations may alter the global
economic outlook in the near term.

The US dollar has fallen steadily this
year, indicating that the dollar is losing
ground among global currencies. On
the other hand, a relatively weak Hong
Kong dollar under the linked exchange
rate system should render support

to Hong Kong's trade performance.
Should this trend continue and barring
any significant negative shocks from
the external environment, Hong
Kong's exports will likely achieve a high
single-digit growth in 2017 and 2018.

On the domestic front, the market
sentiment is rather bullish amid
the robust domestic demand. The
government  continues to  push
forward infrastructure projects and
construction projects for public and
private buildings, contributing to
the steady growth of investment
expenditure. In addition, local labour
market is also in a good condition,
with the overall unemployment rate
decreasing to a low level of 3.1%.
Together with the wealth effect
brought by the boom of the asset
market, it is predicted that domestic
demand will continue to hold up well.
It should however be noted that the
prices of the stock market and property
market keep hitting high records. We
need be prepared for a sudden fall and
its impact on the ecomony.

Against the backdrop of stronger
export and sturdier domestic demand,
Hong Kong economic outlook is
cautiously optimistic. The real GDP
growth for this year should be able
to hit 3.5%. The growth in 2018 may
slow to 3% to 3.5% due to a higher
comparison base, but that will still
exceed the 3% annual growth rate as

predicted by the government.

Eolly £

Dr Eddy S H Li cBs Jp
President
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Chief Executive Mrs Carrie Lam published her first Policy Address last month.
Among which, its section on tax reform is considered to be one of the most
remarkable highlights of the Address. It is suggested that the current profits tax
system in Hong Kong is to be changed to a two-tier system, reducing corporate

profits tax rate for the first HKS2million of profits to 8.25%, instead of 10% as
proposed in her election manifesto. R&D expenditure will also enjoy a

bigger tax reduction. The business sector welcomes these measures, on

the grounds that they would benefit most small-to-medium sized enterprises
and promote innovation and technological development.
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The new measures reduce the tax burden on SMEs and start-ups
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Indeed, economies

around the globe, especially those in

many  major

Europe and the United States, have all
been slowly lowering the profits tax
ratein the past decade, in the hope that
this would enhance the competitive
edge of their local enterprises to
foreign investors. According to the
Co-
operation and Development (OECD),

Organisation  for  Economic
the average corporate profits tax rate
of its 35 member states decreased
drastically from 32.5% in 2000 to 24.7%
in 2016. Among which, the giant seven
(G7) industrial nations also exhibited
similar efforts in reducing the tax rate
for their local enterprises, with their
average tax rate decreasing from 40.5%
in 2000 to 30.2% in 2016 (Chart 1).

[E1: 20002016 F EEFEARN R EFISRRERE

Chart 1: Trends of Tax on Corporate Profits in Developed Countries

During 2000 and 2016

2000 2004

HIEAR K544 (OECD) BUERE -
Source: OECD Data

2008
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Apart from lowering the overall

company tax rate, offering tax
concessions and incentives to targeted
industries is another tax reform
measure that is commonly adopted
by various governments around the
globe. For example, China has lowered
its tax rate for approved high-tech
enterprises from 25% to 15%. At the
same time, companies are now entitled
to a pretax deduction of 1.5 times
for their actual research expenditure.
Similarly, Singapore has also adopted
tax relief measures to stimulate the

growth of its potential industries.

Strengthening support for “vulnerable”
enterprises is also another common
global taxation trend in recent years.
Among the member states of the
OECD, the United States, Canada,
France, Australia and Japan have
implemented lower tax rate for small
enterprises (Chart 2), with Australia
changing its corporate profits tax to
a two-tier system in 2015, allowing
companies earning less than AUD
2 million to pay 28.5% only for their
profits tax. In 2016, the country further
lowered its tax rate for small enterprises
by 1%,and also extended theapplicable
threshold for enterprises with annual
business turnover less than AUD 10
million. On the other hand, Korea and
Taiwan have been implementing a
progressive tax system. Another Four
Little Dragon nation Singapore also
offers a partial waiver for corporates for
the first SGD 300,000 of their taxable
income. Newly established companies
are fully exempt from tax for the first
SGD 100,000 of profits, with the
following SGD 200,000 dollars subject
to a tax deduction of 50%.
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Donald Trump’s tax reform plan stimulates another wave of tariff reductions

Tax measures to support SMEs
The “Corporate Income Tax Law”
of the PRC implemented in 2008
suggested that small-scale enterprises
with meagre profits can enjoy a
reduced tax rate of 20%. The law
also offered a higher tax reduction
rate for enterprises which taxable
income is lower than a certain level,
halving the taxable income of these
corporates while allowing only 20%
of this half of the income to be taxed.
Since 2017, mainland China has further
lowered the applicable threshold
of these tax concession measures,
raising the upper limit of the annual
taxable income for eligible companies
to RMB 500,000, allowing more small
and low-profit enterprises to be
benefited from these measures. At the
same time, China has also raised the
pretax deduction rate for the research
expenditure for small-to-medium
high-tech enterprises from 50% to
75%.

When Trump became the President
of the United States last year, he

vowed to implement tax reduction
measures and simplify the tax system
of the country. In the subsequent
April, he announced an outline
for his “tax reform plan”. Among
which, the part where the federal
government drastically reduces the
corporate profits tax rate from 35%
to 15% is considered as the most
remarkable. Though the feasibility of
his suggestion is doubtful, it would be
bound to stimulate another wave of
tariff reductions.

A governing strategy of new leaders
Changes in government are seen in
the United States and many other
major economies in the past two
years. Many new leaders of these
governments took tax reduction as
the focus of their election manifesto
or a strategy to demonstrate a new
governing style. For example, after
Teresa May became the UK Prime
Minister, her cabinet indicated
multiple times that the corporate
profits tax rate would be reduced
from 20% to 17% in 2020. Similarly,

Macron, the President of France has

also planned to reduce the corporate
tax rate from 33% to 25% in 2022.

Not only were the tax reduction
measures of these countries driven by
"peer pressure’, there are also deeper
consideration behind these moves.
On one hand, after the financial
tsunami in 2008, many wealthy
countries had introduced quantitative
easing on financial market, thereby
safequarding their economies from
receding in the long term. However,
the impact of these measures on
economic growth is diminishing in
the recent years, causing more of
these countries to turn to lower the
tax burden of their enterprises to
enhance their competitive edge.

On the other hand, many developed
countries have also been cultivating
a new round of technological
and industrial revolution. Take the
manufacturingindustryasanexample,
many countries are undergoing
the process of “re-industrialisation”
and these governments provide
many types of tax concessions to
attract local and overseas entities to
invest in local industries and also to
foster innovation among high-tech
enterprises and start-ups, in the hope
that they would lead a new economic
revolution.

It's time for tax reform

It has been 41 years since Hong Kong
conducted a comprehensive review
of its “Inland Revenue Ordinance”
in 1976.  Although the SAR had
offered tax concessions to a number
of industries in the past, there are
still a lot of voices demanding a

comprehensive tax reduction policy.
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Not only does the policy address
respond to requests from the
industries, it also conforms to
international trends. To implement a
two-tier tax system is to lower the tax
rate of the first HKS2 million of profits
of corporates from 16.5% to 8.25%,
while continuing to adopt the old
tax rate for the remaining profits. It is
expected that small-to-medium sized
enterprises and start-ups would be the
major benefactors of this measure. Mrs
Carrie Lam also announced tax breaks
for companies that invest in R&D. For
the first HKS2 million, companies can
get a 300% tax reduction and for
expenditure beyond the HKS2 million
benchmark, there will be a 200% tax
reduction. It is predicted that the
government would forego HK$5.8
billion in tax revenue each year, which

E2: BTmARHERFAFRNES
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is an amount insignificant to the
treasury of the government. These
measures however, would be able to
benefit at least 80% of the corporates
across industries. The usefulness
of these measures should not be

underestimated.

A broader vision is needed

Undoubtedly, the tax measures were
a "bold” move. They take a more
proactive approach than those in the
past in maintaining the competitive
edge of Hong Kong amid the global
tax reduction trends, offering a more
sustained support for new industries.
We hope that Hong Kong’s tax reform
this time would would not be the end
of the journey. More forward-looking
tax reform measures are expected in

the future.

HHARER S P B

Chart 2: OECD member countries adopting two-tiered profits tax system
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Hong Kong always ranks high in

global foreign direct investment
inflows.  On the other hand, Hong
Kong's  manufacturers  operating

outside Hong Kong are deriving
a huge demand for the service
industries in Hong Kong, showing that
manufacturing sector continuesto play
a significant role in promoting Hong
Kong's economy. Businesses outside
Hong Kong however, encounter many
taxation issues. For example, the tax
reduction issues involving intellectual
property rights and the leasing of
plant and machinery used outside of
Hong Kong as stated in the 39E and
16EC section of the “Inland Revenue
Ordinance” has remained unsettled.

On the other hand, major economies
around the globe are currently
working  on  tightening  their
regulations on cross-boarder tax
arrangement, base erosion and profits
shifting.  In the meanwhile, when
China pushes forward its “One Belt
One Road", Hong Kong manufacturers
have shown an increasing interest
in investing and opening factories
in nearby economies. Along with
the initiation of the “Guangdong,
Hong Kong, Macau Greater Bay Area”
development project, the pace of
economic growth and the regional
integration is expected to be fastened,
bringing new challenges to the
taxation system in Hong Kong. If the
government considers incorporate
the business activities outside Hong
Kong into its overall industrial policy in
the future, the taxation policies would

have to encompass a broader and a

more comprehensive vision.
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i,  EEFREZE (Manuka honey) 8%
EEATESL  reves . auesews . s

e & i )4\ B E%§$ﬁ°%ﬁﬁ’ﬁiiﬁtﬁ$
e RER 7 TR HRESBEENGEE

RETEER ﬂ%?‘?ﬁ?ﬁ%ﬁﬁﬁﬁﬁﬁﬁ’] EPNAPSFIES I TEETEHE) REFEE
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PIEYIRIZR S - 7(%?%E%§F§ﬂ5ﬂ$§é*7 s PEZUHUME  3-phenyilactic acid © 400 mg/kg
BT (M5+, 10+, 15+%) B HPHBHAEEEAIRBIE - 2 -methoxyacstophenons 1 mo/kg
2-methoxybenzoic acid %1 mg/kg
4—hydroxyphenyllactic acid 31 mg/kg

TR HEEEFRENERRTBEERREIE
FSBEHBERE  EPAEBETREEES P
U TS e e e b B e S 4 A e b S [E-ETEHDNA 5

R BEREARZREAEFL - FREREE TS (-3 7g/m)
BHFEETBI700MAS - BESRFBLY (%
B ESELOTEMGRDELIEN | SRS

A2 © DNAGIE

. T2IEfE BEFIEE

E_'_ \j:t F’ . R i
S—AHE ZtfE ZEREZENBEREU T
) o BREHEZEE -
ARlE TEIE) B2 HAFPRESEES (Ministry for T
Primary Industries, New Zealand) §52014F 2fRM%E 3—phenyllactic acid 20 Z < 400 mg/kg
AEEFBET TREFEE) - KBEIEZMRE 2’ —methoxyacetophenone 31 mg/kg
BB RN T EEFIEE ERN6EE 2-methoxybenzoic acid 31 mg/kg
& B2 MM E 2R MEDNAMEL (GEIKI) © 4-hydroxyphenyllactic acid °1mg/kg
Alst2 : DNARIE
Ra0E —EE A EIE1EREEEE] - AR AE T BETE ZEERIEMDNA <Cad6

(~ 3 fg/mL)
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CMA Testing
and Certification
Laboratories

B ' R RE oL

Serving You
More than a Lab

For the accredited activities under HOKLAS provided by us, please refer to HOKLAS direclory of aceredited laboratories at HOKLAS website, (Reg. no. .004)
R E e LI T WA F AR T ATl (HOKLAS) TavaERTHE, FT84 F MR A 5T (HOKLAS) B MES T MER AT B -  (EEMIRRES o0d) .

Hong Kong Head Office & ##8/\5]

CMA Industrial Development Foundation Limited HrithERGHEsT TEERESHREAE

Room 1302, Yan Hing Cir., 9-13 Wong Chuk Yeung St., Fo Tan, Shatin, N.T., Hong Kong

HEMFPEARNES 1M R 1302%

Tel TAE: (B52) 2698 8198 Fax [E3C{ML: (852) 2695 4177  E-mail FB{F: info@cmatesting.org

Shenzhen o BRI E Shanghai = & _Ei5H B4 5) o B850 R iR
Tel TAE: (86) 755 8835 0808 Tel TAS: (86) 21 6433 0500 Macaui®Fg Vietnamii# JapanH#&
Fax 3 {83 (86) 755 8835 1430 Fax E3C{®#: (86) 21 6431 6663 South Koreaf®@ Australisi®i#l DubaittiF

E-mail BFE8#: info.sc@cmatesting.org  E-mail B-TEH#: info.sh@cmatesting.org USAZHE UKER Germanyi#[E Francei#[



