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“contracting out”. The processis facilitated when the size of the market grows and
the transactions costs of doing business through the market are reduced. The
increasing complexity of business operations, rising cost of monitoring the
performance of employeesin large organizations, rapid rates of technological change
in increasingly specialized activities, and falling cost of information and
communication in the market place have all contributed to this process.

Any close examination of the service sector in Hong Kong reveals that it isa highly
heterogeneous industry. The rapid expansion of the services sector reflects a positive
dynamic market process at work. The rise of our “producer services’ sector has
been primarily to support the growth of the goods producing industries, which have
expanded overseas and across the border into the Chinese mainland.

Given the important role of intermediate services in the growth of productivity and
international competitiveness, the role of the government in promoting services are
the classical ones of provision of infrastructure investments; maintain an open,
competitive and transparent business environment; further deregulation, liberalization,
and privatization initiatives; and explore opportunities whereby economic efficiency
can be further enhanced through agreater reliance on private initiative and competitive
market procmesE

Table 1: Percentage Distribution of Value Added and Per sons Engaged
by Sectors

Value Added Persons Engaged
Sectors 1983 2001 1983 2001
Goods Sector: 325 135 450 117
Agriculture & mining 0.8 0.1 N.A. 0.0
Manufacturing 230 5.2 41.0 82
Construction, electricity & gas 8.8 82 39 34
Services Sector: 62.3 86.5 550 883
Distribution Services 245 341 219 388
Wholesale, retail, imports/ exports 16.3 238 175 315
Wholesale 15 12 29 2.7
Retail 39 25 8.0 85
Imports/exports 11.0 20.1 6.7 203
Transport and related services 6.3 77 34 5.6
Storage and communications 19 25 0.9 17
Storage 0.2 0.1 N.A. 0.2
Communications 17 24 NA. 15
Consumer Services 145 158 173 245
Restaurants and hotels 42 29 8.0 89
Restaurants 31 21 6.9 7.8
Hotels 1.0 0.8 11 11
Community & personal services 10.4 12.9 93 156
Producer Services 17.7 225 78 176
Financing services 6.5 10.8 35 5.4
Insurance services 0.8 13 0.4 11
Real estate 7.64 59 13 33
Business services 2.8 45 2.6 7.7
Alternative View of Services Sector: 676 865 550 775
“Consumer Services’ 295 340 N.A.  NA.
“Producer Services’ 325 439 N.A. NA.
Government Services 5.6 87 8.1 74
GDP 100.00 100.00 100.00 100.00
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With economic restructuring in Hong Kong, producer
(business) services sector has been identified to be one of the main
economic pillars of Hong Kong. It covers awide range of service
activities, including financial services, professional (business)
services, trade-related services and communication and media
services. Producer services is the most active and rapid growth
sector in most of the advanced economiesin the past two decades.
Being an intermediate service sector, producer services has close
relationship with all the other economic sectors, including intensive
linkage with manufacturing industry as well as intra-service
linkages. Producer services centres are usually regional or global
cities that have convenient transportation and communication
connections with their hinterlands and other parts of the world.
Generally, there are two kinds of producer services linkages -
internal linkages that are meeting local consumption and external
linkages that are serving business firms outside the local area.

The Pearl River Deltais developing very rapidly. Thereisagreat
demand for producer services in the delta because it mainly
concentrated in industrial development in the past and producer
services arerelatively undevel oped there. The delta needs producer
servicesto further advanceitsindustrial sector aswell as economic
development. With over 20 years of experience and with high
quality services and international connections, Hong Kong's
producer services can help the industries and producer servicesin
the Pearl River Deltato be further developed.

To examine the linkages of Hong Kong producer services with the
Pear| River Delta, a mailed questionnaire survey of producer
services firms in Hong Kong was conducted to members of the
Hong Kong General Chamber of Commerce. A total of 129 valid
cases were returned. According to the survey, local clients still
accounts for thelion share of their total markets (76.1%), followed
by the overseas market (11.3%) (Table 1). Clientsin the PRD
stands only third, accounting for 7.0% of the total clients. For the
clientsin the PRD, most of them were from manufacturing and
producer services. There are differences in linkages with PRD
firms among different types of producer servicesin Hong Kong
(Table 2). Trade-related services have the highest linkages with
manufacturing in the PRD (13.6%). It is much higher than the
other three types of producer services. PRD's producer services
clientsaccount for 8.3% of Hong Kong's communication and media
services, which is also the best among all other producer services.
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Management Consultancy’s Contribution to China’'s
Development

The scope of management consulting stretches out into every aspect of the
corporate world. There is much that management consultants can do for
organisations wanting to succeed in China. As China'sis one of the largest
and fastest growing economies on the planet at present (they rank 6th), mainland
willingness and anxiety to conform to international businessneeds and practices
following entry into the WTO is going to lead to a higher demand for Hong
Kong consultancy services. Hong Kong management consultants already have
extensive knowledge and network of market sectors such as Industrial,
Commercial, Development, Government and Banking, and, furthermore, have
extensive management know-how. These market sectorsin Chinawould have
great demand for services such as due diligence reporting, information systems,
financial management, automation, mergers and acquisitions, corporate
recovery, governance, market research, organization development, human
resources planning, and economic modeling. Needless to say, such demand
will grow steadily whilst China's economy will continue to progress.

Hong Kong and the Pear| River Delta

Nowadays, Hong Kong and the Pearl River Delta(PRD) areintrinsically linked,
and with good reason. Topographically Hong Kong is situated at the mouth of
the Pearl River and the area within China has devel oped remarkably rapidly in
the past twenty years. With 11 million workersin the PRD employed by Hong
Kong factory owners, and afew millions more working for various companies
from Taiwan, Japan, Korea and Europe, the PRD is the hub of light industrial
manufacturing. This provides enormous opportunities to Hong Kong
management consultants who well-know the investors and their management
in the territory and can help their operations and consequently enhance the
PRD economy to reach new heights.

In terms of the ease of commuting between Hong Kong and the PRD, thereis
aready avery efficient system of cross-border connectivity between Hong
Kong and the PRD with a 24-hour immigration hall at the crossing. But this
isjust the beginning. There are talks going ahead in Hong Kong at present
concerning the construction of a US$160 billion road bridge linking Hong
Kong with Macau and Zhuhai currently due for completion between 2007 and
2010. Further to this, it has also been suggested that by 2005 the subway
systems of Hong Kong and Shenzhen will be connected by one super network
thereby making traveling between the two cities easier than it has ever beenin
modern history.

Mega Road Map for Management Consultants

The prospects that China offers to Hong Kong management consultants are
not confined to the PRD. There are calls for their services from major cities
like Beijing, Shanghai, Yangtze River Delta, China's coastal areas and the
Central-Western region where enormous state projects are at hand. In these
places, there are available also amajor influx of foreign investment. Mainly
due to the niche of China knowledge, language proficiency, cultural ties and
the long developed network with outside world, Hong Kong management
consultants should be the first priority of call where the most appropriate
consulting service for Chinawould be the choice. As management consultants

are expertsin communication and usually have great mobility, they can reach
the farthest place in the Mainland where their services would be needed. Also,
by the nature of their business which operates on good international and China
linkages or in affiliation with strategic profession networks, Hong Kong
management consultants have little geographical or technical limitation to help
international operations landed in China.

Abundant Opportunities

Inthistime of global economic expansion and the lowering of trade barriers, it
iswell believed that Chinais the next country where economic growth can
only continue to develop. Hong Kong's management consulting services will
help investment in China and Hong Kong to chart the right path to success.
With the favourable conditions laid down by Closer Economic Partnership
Arrangement, the proximity to China, the long history that Hong Kong
businesses have had with our motherland and the fact that both places, Hong
Kong and Chinaare so fantastically dynamic, vibrant and conducive to business,
the experienced and knowledgeable Hong Kong management consultants will
look to lucrative opportunities with which their expectation of successwill be
closer to reality E]
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Producer priceindices (PPIs) for Hong Kong's manufacturing industries and
some selected service industries are currently compiled by the Census and
Satistics Department.

What is PPI?

Producer prices are actual transacted prices of outputs of local producers, net
of any discounts, premiums, rebates or alowances given to buyersbut including
surcharges. PPl is a measure of the average change in prices received by
producers of goods and services. The PPI of aserviceindustry in respect of a
reference quarter measures the output prices received in the reference quarter
in respect of the services delivered by that industry compared with the base
period.

Readers may note that Consumer Price Index (CPI) covers both services and
commodities. However, CPI for service items differs from PPl for service
industries. CPI for aserviceitem measuresthe changesin the cost of purchasing
that service by households; and is compiled for services generally consumed
by households. On the other hand, the output of service industries can be an
input to other industries or consumed by households. Also, the outputs of
some service industries are not usually consumed by households (e.g. freight
transport services), while some services predominantly cater for needs of visitors
(e.g. hotel services) and are hence not covered in the CPI system.

PPI can be used as adeflator of output series for discounting the effect of price
changes so as to measure the changes of local output in real terms. This
facilitates the assessment of productivity growth in an economy. It also serves
as an economic indicator for monitoring the price movements of local outputs.

Compared to tangible goods, service products are much more difficult to be
defined clearly, particularly in industries like insurance, business agency and
professional services. Many complexities are involved in defining and
delineating the various types of services and in measuring their respective price
changes. Thisis particularly so for sectors like banking and insurance, where
the producers often do not impose charges and fees on their customers explicitly.
In some other sectors, the producers usually produce “one-off” outputs and
may not regularly repeat exactly the same assignment or service. Changesin
quality are also less discernible. Thus PPIsfor such service industries are not
available.

Method of Data Collection

PPIsin respect of selected service industries of Hong Kong are compiled mainly
from data on prices of service products collected through the Quarterly Survey
of Service Industries (QSSI). This survey also collects business receipts data
for compiling the quarterly businessreceiptsindices of serviceindustries, which
measure changes in the value of local services output.

For some service products where price data are currently collected through the
CPI system, relevant price data are extracted from the CPI system instead of
collected through the QSSI.

Movement of PPI

PPI series of 11 selected service industries are currently published. They
include:

« hotels and boarding houses

« telecommunications

« miscellaneous communication services
e air transport

* land transport

« maritime transport

* storage

« rental of machinery and equipment

« real estate maintenance management, brokerage and agency services
« stock, commodity and bullion brokerage services

« legal, accounting, auditing and bookkeeping services

Table 1 presents the series of PPl in respect of the above 11 service industries
from the first quarter of 2002 to the second quarter of 2003.

Amongst the 11 service industries, PPl in respect of two industries showed
increase as compared with the base year 2001, viz. miscellaneous
communication services (7%) and maritime transport (4%). Theincreasein
PPI in respect of miscellaneous communication services was mainly dueto the
upward price adjustment in international courier services. Theincreasein PPl
in respect of maritime transport was largely due to the strong demand in sea
cargo forwarding services as aresult of rise in export trade.

Tablel Producer Price Index of Selected Service Industries, 2002 to Q2 2003
(Quarterly average of 2001 = 100)

2002 2003

Selected Service Industries Ist  2nd 3rd  4th | 1st 2nd

quarter quarter quarter quarter | quarter quarter®
Hotels and Boarding Houses 954 980 939 1082| 969 87.7
Telecommunications 847 819 795 794|781 720
Miscellaneous Communication| 100.4 100.4 105.0 109.6|107.5 107.4
Services®
Air Transport 982 969 100.2 1059| 999 96.3
Land Transport 985 980 981 978 | 978 958
Maritime Transport 956 96.6 99.3 96.6 |100.8 1039
Storage 929 908 89.7 919 | 924 0914
Rental of Machinery and 940 874 877 896 | 855 86.0
Equipment
Real Estate Maintenance 989 985 975 950 | 931 909
Management, Brokerage and
Agency Services
Stock, Commodity and Bullion| 100.1 99.2 984 985 | 962 94.1
Brokerage Services
Legal, Accounting, Auditing 989 987 990 985|982 980
and Bookkeeping Services
Notes: (1) Mainly compriselocal and international courier services.

#  Provisional figures

On the other hand, producer prices for the remaining nine service industries
showed declines in the second quarter of 2003 compared with the base year
2001. Notable declines were observed in telecommunications (28%); rental of
machinery and equipment (14%); and hotels and boarding houses (12%).

The significant decrease in PPI in respect of telecommunications was mainly
attributable to price cuts for mobile phone services, international calls and
internet servicesin response to keen competition. Also relevant was the lower
prices of mobile phone sets and related items.

PPI in respect of rental of machinery and equipment dropped during the period
amidst a subdued business climate and keen competition across the market.
The notable decline of PPI in respect of hotels and boarding houses was mainly
attributable to significant price cut in_hotel room tariffs upon the impact of
SARS in the second quarter of 2003.
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Economies Q402 Q103 Q203 Q402 Q103 Q203
1. Labour Force Total employed persons ('000) Unemployment rate (%)
Japan 63307 62 207 63590 52 55 5.6
Republic of Korea 22326 21633 22303 3.0 31 34
Singapore N.A. N.A. N.A. 42 45 45
USA 136 656 137431 137 637 59 58 6.2
Hong Kong* 3270 3247 3223 72 75 8.6
2. Sectoral Employment (%) Manufacturing Services
187 19.0 184 65.5 65.5 65.6
Republic of Korea 19.0 193 19.0 63.6 64.8 63.1
USA 110 109 10.7 79.0 78.6 78.4
Hong Kong* 57 55 54 84.3 84.8 85.4
Year-on-year rate of change
3. Gross Domestic Product (GDP) in real terms (%)
Japan +2.3 +2.9 +2.1
Republic of Korea +6.8 +3.7 +1.9
Singapore +3.0 +1.7 -4.2
USA +2.9 +2.0 +2.5
Hong Kong +5.1 +45 05
4. External Trade Trade balance - goods Trade balance - services
China, mainland of (US$100 Mn) 103.6 -10.3 55.3 N.A. N.A. N.A.
Japan (BnYen) 3,092.8 2,515.0 2,848.9 -1,518.0 -1,006.5 -825.9
Republic of Korea (US$ Mn) 3,865.3 1,226.1 5,697.2 -2,138.7 -2,573.8 -1,623.0
Singapore (S$ Mn) 10,199.3 11,301.6 10,646.6 945.3 2,019.4 1,499.7
USA (US$Bn) -132.2 -136.0 -138.0 16.1 144 146
Hong Kong (HK$ Bn) 56 -16.0 98 52.1 40.7 315
Year-on-year rate of change (%)
5. Financeand Consumer Prices Lending rate (%) in Consumer Price Index
China, mainland of 531 531 531 -0.6 +0.5 +0.7
Japan 138 138 138 -05 -0.2 -0.2
Republic of Korea 6.59 N.A. N.A. +3.3 +4.1 +3.3
Singapore 535 5.30 530 +0.1 +0.7 +0.2
USA 425 425 4.00 +2.2 +2.9 +2.1
Hong Kong 5.00 5.00 5.00 -2.9 -2.0 -25
Notes: 1. ‘N.A. denotes not available.
2. Statistics on labour force, employment and gross domestic product for the mainland of China are available on ayearly basis.
3. Statistics on employment for Singapore are available on ayearly basis.
4. For Hong Kong, the rates of change in consumer prices shown above are based on the Composite Consumer Price Index. It
has been rebased with new expenditure weights.
5. Some figures for periods before Q2 03 are revised based on updated data available.
# With the availability of the results of the 2001 Population Census as up-to-date benchmark population data, the figures have been revised.
Sources:  General Administration of Customs, People’s Republic of China
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