New Opportunities for the
Guangdong-Hong Kong-
Macau Greater Bay Area

pwc ‘ﬁ' i#‘- :E‘["C.ii, WWW.pwcen.com



Content

Aiming for top global GDP ranking

Competitive Industries, Bright Prospect for Development

Concentration of Enterprises, Leading in Finance and
Technology

Great Plan Generates Great Opportunity

“ =" shapedworld-class city cluster with Hong Kong, Shenzhen
and Guangzhou as three core cities

Seamless connection between infrastructure facilities and public
services, rapidflowof productionfactors

Attractive shoppingand lottery services, integrated single tourist
destination

Promoting the competitiveness of the manufacturing sector,
cultivating high value-added industries

Enhancing cooperation while reducing competitionto build a
world-class financial and technological innovationcentre

Development of smart city and promotion of high quality
domestic products




*i‘i’g@

N, SR

On the occasion of the 20th anniversary of the return of Hong Kong to
China, during President Xi Jinping’s visit to Hong Kong, the National
Development and Reform Commission (NDRC), the People’s Government
of Guangdong Province, the Hong Kong SAR and the Macau SAR, jointly
signed the Framework Agreement on Deepening Guangdong-Hong Kong-
Macau Cooperation in the Development of the Greater Bay Area.

Earlier this March, Premier Li Kegiang proposed "to promote and deepen
the cooperation between Chinese mainland, Hong Kong and Macau, and to
formulate a plan for the development of a city cluster in the Guangdong-
Hong Kong-Macau Bay Area, give full play to the distinctive strengths of
Hong Kong and Macau, and elevate their positions and roles in China's
economic development and opening up.” Itis reported that the
Development Plan for the City Cluster in Greater Bay Area is formulated by
the National Development and Reform Commission (NDRC) and other
departments and will be announced in the near future.

Hong Kong’s Chief Executive Carrie Lam highlighted in her first Policy
Address that the Hong Kong SAR Government will actively participate in
taking forward the development of the Bay Area, so as to create favourable
conditions for diversifying Hong Kong’s industries, in particular for
promoting innovation and technology development. Moreover, the SAR
Government will further facilitate measures for Hong Kong people to
study, work, and start up and operate business, live and retire in the Bay
Area, thereby facilitating the flow of people, goods, capital and information
between Hong Kong and other cities in the Bay Area. The SAR Government
has renamed the Steering Committee on Co-operation with the Mainland
asthe Steering Committee on Taking Forward Bay Area Development and
Mainland Co-operation, highlighting its significance.

The central government attaches great importance to the development of
the Guangdong-Hong Kong-Macau Greater Bay Area (“the Greater Bay
Area”). The development plan is not only a local and regional strategy
between the two special administrative regions and several mainland cities,
it is also a long-term plan at the national level. So, what are the new
opportunities and improvements that such an important plan would bring?
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Guangdong Province hasalwaysled other provincesin termsoftotal economic sizein China.
In 2016, itsGDP reached RMB 7.95trillion, accounting for nearly 11% ofthe national
economic aggregate of RMB 74.41trillion. The GDP of HongKongand Macauwere about
RMB2.23 trillionand RMB 311.9 billionrespectively. Total GDP of Guangdong, Hong Kong
and Macau regionswasabout RMB 10.49trillion, equivalent to 14%ofthe nationaleconomic
aggregate. This is comparable to the world's tenth largesteconomy - Canada; and the total
populationofthethree places is close to 120 million, almost the same size as Mexicoor
Japan, theworld’'s 10thand 11th most populous country. Therefore, Guangdong, Hong Kong
and Macau takentogethercanbe “asrich asa country”in termsoftotaleconomic size and
population.

Areaand population (10,000) of the 9+2 cities in Greater Bay Area, 2016
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Accordingto estimates by China
Centrefor I nternational Economic
Exchanges, one ofthe country’s top
think tank, by 2020, the total
economic output of the Greater Bay
Areawill becomparabletothatof
the Tokyo Bay; by 2030the Greater
Bay Area’s GDP is expected to
amounttoRMB 30.4 trillion (USD
4.62 trillion), surpassingthe
economicsizeof Tokyo Bay Area

(RMB 21.3trillion, USD 3.24 trillion)

and the NewY ork Bay Area(RMB
14 .4trillion,USD 2.18trillion), to
becometheworld’slargest bayin
termsofeconomicscale.

The coreofthe Greater Bay Area is
the 11 (9+2) citieswithatotal
populationofabout 68 million,
namely Guangzhou, Shenzhen,
Zhuhai, Foshan, Huizhou,
Dongguan, Zhongshan, Jiangmen
Zhaoqing, and the two special
administrative regions, HongKong
and Macao.

The totaleconomic sizeand
populationofthe9 citiesin the
Pearl River Deltaaccounts for 85%
and 52%that of Guangzhou
Province, respectively. The ranking
ofthe 11 cities by total economic size
in2016areas follows:

1) Hong Kong RMB 2,232.6 billion
2) Guangzhou RMB 1,961.1billion
3) Shenzhen RMB 1,949.3billion
4) Foshan RMB 863 billion
5) Dongguan RMB 682.8 billion
6) Huizhou = RMB 341.2 billion
7) Zhongshan RMB 320.3billion
8) Macau RMB 311.9 billion
9) Jiangmen RMB 241.9 billion
10) Zhuhai RMB 222.6 billion

11) Zhaoging

RMB 208.4 billion

GDP of the Greater Bay Area9+2 cities and Guangdong Province, 2016 (RMB 100 million)
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The 11citiesinthe Greater Bay Area are divided
intothree levels by economic scale: Hong Kong,
Guangzhou and Shenzhen are in level 1, they have
a total GDP of morethan or closeto RMB 2
trillion, notinferior toany province ranksmiddle
in the national level. For example, in 2016, Shaanxi
Province ranked 15th nationwide with a total
economicoutputof RMB1.90 trillion. Level 2
includes Foshan and Dongguan, their GDP were
between therange of RMB 650 billion and RMB
850billion in 2016, equivalent to that of the Tibet
Autonomous Region, whichhasasmaller
economicscale; theannual GDP of other six cities
were between RMB 200 billiontoRMB300
billion, fallinginto level 3. The total economic
outputof Huizhou, Zhongshanand Macao was
close toRMB973.4billion, while Jiangmen,
Zhuhaiand Zhaoging amountedtoRMB672.2
billion.

The overall economy size of thethree
large citiesin level 1isten times that of
the lastthree cities.

Thellcitiesarein different stages of
growthregarding GDP per capita.
However, this brings opportunities for
developmentifwe seethings from
another angle. For example, GDP per
capita of Macau, the highest of the 11
cities, isalmost ten times that of
Zhaoqging.

Asisshown, GDP per capita of Macao
and Hong Kong are equivalentto that of
a developed country, while Zhaoqing
and Jiangmen, though have higher GDP
per capita above the national average,
are still considered as ‘developing
countries’, farbehind Shenzhen and
Guangzhou.

GDP per capita in Greater Bay Area, 2016 (RMB/person)
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Geographically, thellcitiesaredivided
intothree parts: coastal areas in the west,
the eastand thenorthern land. The
eastern parthasgreat advantages bothin
termsof population and economicscale.
Shenzhen, Dongguan, Huizhou and Hong
Kong SAR, four cities in the eastern coast,
claim 48% of the population and 56% of
the economicscale of the Greater Bay
Area. By contrast, Zhuhai, Zhongshan
Jiangmen and Macau SAR in thewestern
coast, represent 15% of the population and
12% of theeconomic scale of the Greater
Bay area. Guangzhou, Foshan and
Zhaoging, whichare locatedin the
northern part, account for 37% of the
popu lation and 12% of the economic scale.

Moreover,duetothelarge differencesin
the economicdevelopment, thellcities
v ary greatly in theamountof foreign
directinvestment. Hong Kongisthe
world's leading free portand financial
centrebacked by the motherland.
Therefore, alarge number of foreign
capital gathered hereover theyears.
Com pared withHong Kong, Macau has
a smaller population and economic
scale, yetitsforeigndirectinvestments
exceedsGuangzhou’s, and issimilar to
Shenzhen. Topromoteequitableand
vigorous growthin the region, surplus
foreigndirectinvestments from Hong
Kong and Macau can bedivertedto
other citiesin the Greater Bay Area
through certain institutional reforms.

Foreigndirectinvestments in Greater

Bay Area(RMB 100 million)
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* Statisticsof foreign direct investmentsin Macau were updated to 2015 when publishsed.
Source: Municipal bureausof statistics, Wind Info; Factiva (exchange rate: closing price of HKD and MOP against RMB on 30 December2016);

PwC analysis
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The Greater Bay Areaisnotonly
economically large, but also has a number
of dom inantindustries with distinct
com petitiveness globally or nationally.
Theseare thekey factors driving the
regional economic developmentplan.
Looking at the number of large
enterprises,we willknow the truly
com petitiveindustries, while from the
number of thesmall and medium sized
enterprises, other advancing industries
canbe easily deducted.

Based on three-sector theory, the
proportions of primary, secondary and
tertiary industry of Guangdong Province
in 2016 were4.6%,43.2% and52.1%,
com pared to that of the national average
which were4.8%, 38.7% and 56.5%
respectively.

Hong Kong and Macau are exceptions,
astheserviceindustry accounts for 90%
and thereare almost no primary
industries. Among the 9 citiesin Pearl
Riv er Delta, Guangzhou has the highest
proportion of services of 68.6%,
Shenzhen 60.5%, followed by Dongguan
53.2% and Zhuhai50.1%. Other cities
have higher proportion of secondary
industry other thanservices. Besides,
Agricultureaccounts for a higher
proportion in Zhaoging, which is 15.4%,
w hile Jiangmen 7.8% and Huizhou
5.1%.

The manufacturingvalueadded (MVA)
in GuangdongProvince amounted to
RMB 2.88 trillion in 2016 with

com puter, communicationsand other
electronic equipmentproduction leading
other sectorswith MV Aworth RMB 762
billion.

While eight sectors have reporteda total
outputvalueof morethan 100 billion

y uan, electrical machinery and
equipment manufacturing with the
outputvalueof RMB282.5 billion comes
in second. Clothing and apparel, coupled
with textile industry, achieved the output
v alueof nearly RMB 167 billion, slightly
m ore thanautomobile manufacturing,
ranked third.

Industry compositionin Greater Bay Area, 2016
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Guangdong Province's Top 8 manufacturing segments in terms of scale, 2016

Top 8 manufacturing segmentsin termsof scale Industrial value added (unit: RMB 10,000) % of manufacturing
Computer, communicationsand other electronic equipment 76,200,185 26.47%
E|ectnca|machmeryandequment .................................................................................................................... 28236674 ................................................ 981%
AUtomOb”e ............................................................................................................................................................... 16645145 ................................................ 578%
Meta|ware ................................................................................................................................................................. 14176171 ................................................ ;1. 92%
chem|ca|matena|sandproducts ......................................................................................................................... 14123693 ................................................ ;1. 91%
Nonmeta|||cm|nera|s .............................................................................................................................................. 13118959 ................................................ ;1. 56%
Rubberandp|ast|cs ................................................................................................................................................ 12392492 ................................................ ;1. 30%
Text||eandappare| ................................................................................................................................................. 10448079 ................................................ 363%
Manufacturing aggregate 287,918,581 100%
Total of Guangdong Province 319,173,876 N/A

Souce: StatisticsBureau of Guangdong Province; PwC Summary

Industrial value added of the 9 cities in Pearl River Delta, 2016 (RMB 100 million)

Industrial value added of the 9 cities
accountsfor 81% of Guangdong Province
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Source: StatisticsBureau of Guangdong Province, municipal bureausof statistics, PwC Summary
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Althoughsomesegments haveadded

v alues of lessthan RMB 1 00 billion, they
haveoccupieda large market share and
havegreatinfluencein theglobal or
national market. For example, in 2016, the
addedvalue of furniture manufacturing
wasclosetoRMB5 O billion, together with
RMB 2 3 billion from relevant timber
processing and products made of wood,
bamboo, cane, palm fibreand straw,
reachingasumof RMB 73 billion.
However, furniture in Guangdong Province
accounted for about 30% of the country's
total production and 35% of the total
export, maintainingits leadingposition in
thisrealm for years. According to the
Planning on Guangdong Furniture Ex port
in the Next Five Years (2015-2019), by
2019, the valuefrom itsfurniture export
willbeUSD 27.5billion, 40% increase from
USD19.65 billionin 2010.

Among the 9 cities in the Pearl River
Delta, Shenzhen has thelargest

m anufacturing sector with the industrial
addedvalueof RMB719.9billion;

follow ed by Guangzhou and Foshan with
RMB 487 .8 billionand RMB 471.9 billion
respectively. Morethan 80% of the

m anufacturing industry in Guangdong
Province is concentrated in the 9 cities of
the Pearl River Delta. Although thisis
unfavourable tothe overall balance of
Guangdong’'s regional economy, the cities
are endowedwith unigue advantages of
com plete infrastructure including
airportsand large ports.

Cargo handling capacity of large ports in the 9+2 cities (10, 000 tons)
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Source: Regional bureausof statistics, Hong Kong Marine Department, PwC Summary
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Apartfrom theobvious advantagesin

m any areasof the manufacturing
industry, the Greater Bay Areahasavery
prosperous tourism industry
characterised by big market sizeand large
numbers of visitors, which shows a bright
prospect. For instance, in 2016, airport
throughputsin Hong Kong, Guangzhou
and Shenzhen were upto 70.52 million,
59.78 million and 41.97 million
respectively. Although some passengers
were only there to transfer, theamount
of them was still huge, which provides
great business opportunities and
limitless tourism potential.

Relying on the unique characteristics of
Hong Kong and Macao, the Greater Bay
Areaisintheleadingposition regarding
the number of tourists and tourism
income.

According tothe 2015/2016 annual
report by Hong Kong Tourism Board,
totalarrivalsin Hong Kong reached
59.31 million in 2015, including 26.69

m illion overnightarrivalsand 32.62

m illion same-day arrivals. T otal tourism
expenditure associated withinbound
tourism reached RMB 2,804.1billion
(HKD332.29 billion) while overnight

v isitors'per capita spending was RMB
6,104 (HKD7,234). However,the
number of visitorsto Hong Kong in 2016
decreasedslightly com pared with 2015.
Statistics from the government of Macau
haveshownthat, there were30.95

m illion inboundtourists in 2016, of

w hich 15.7 million were overnight

v isitors; in 2016, the total consumption
of tourists and consumption per capital
reachedRMB43.1billion (MOP 52.66
billion)and RMB 1,391(MOP 1,701)
respectively. Majority of the visitors were
from mainland China, accounting for
66.1% of the total. At the sametime,
Macau’s tourism-related lottery industry
generateda revenueof RMB182.6
billion (MOP 223.2 billion) in 2016.

Taking thellcitiesin the Greater Bay
Areaasa whole, therewere morethan
400 million domestic and foreign
touristsin 2016. Theoverall tourism
revenue reached RMB 1.06 trillion. If the
lottery industry in Macauwas included,
the overall tourism revenuewas closeto
RMB 1.24 trillion. The 9 cities in the
Pearl River Delta received morethan
300 million domesticandforeign
tourists in 2016, generatinga total
revenue of RMB732.8 billion. Take a
look at thosecities one by one, the
number of visitorsand tourism revenue
of Hong Kong, Guangzhou, Shenzhen
and Macau, are much higher than other
cities.

Passenger throughput of main airports in Greater Bay Area, 2016 (numberof people)
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Hong Kong
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41,971,500
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*Statisticson Foshan and Macau airportswere updated to 2015 when published.
Source: Airports, bureausof statistics, aviation administrations; PwC Summary
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Tourism in 2016 HongKong  Macau 9citiesin Guangzhou Shenzhen Zhuhai Foshan Dongguan Huizhou Zhongshan Jiangmen Zhaoging
Guangdong

Inbound tourists 5,931 3,095 3,210 862 1,171 492 N/A 400 N/A 62 223 N/A

(in10,000)

Domestic tourists N/A N/A 28,522 5,079 4,525 3,409 4,570 3,392 4,713 1,056 1,778 N/A

(in10,000)

Total revenue from 2,825 412 7,328 3,217 317 625 445 364 247 410 286

tourism (RMB100 1,417

million)

Note: For Foshan and Huizhou, there were no separate data regarding inbound and domestic tourists, therefore we classifiedthe total to the domestic tourists; only total
revenue was available in Zhaoqing; total tourism revenue of Shenzhen was estimated based on historicaldata of the past three years and the annual growth rate.

Source: Statistics Bureau of Guangdong Province, Municipal bureaus of statistics, PwC analysis
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Concentration of Enterprises,
Leading in Finance and Technology
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In additionto manufacturingand tourismindustries, the Greater Bay Arealeadsthe nationin insurance, finance,
technology, real estate development, automobile and home appliance manufacturing, etc.,and some of the industries
even outpace theirglobal counterparts. The strength of these industries is reflected in the development scale of local
enterprises. Forexample, 15enterprisesfromthe Greater Bay Area were listed in the Fortune 500012016, witha total
revenue amountingto RMB 6.45 trillion. Hong Konghasseven Fortune 500companies, the mostcompared to other
cities in the Greater Bay Area. Shenzhen has five enterprises on the Fortune 500 list and their total revenue ranksthe
firstintheregion. Thereare two Fortune 500companiesin Guangzhouandonein Foshan.

Revenue of Fortune 500 companies in Greater Bay Area, 2016 (by location of headquarters)
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Source: Fortune; Factiva (exchange rate: closing price of USD against RMB on 31 March 2016); PwC Analysis

Revenue of Fortune 500 com panies in Greater Bay Area, 2016 (by industry)
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Comprehensive companies: Jardine Matheson,Noble Group,ChinaResources
Source: Fortune; Factiva(exchangerate: closingprice of USD against RMB on 31 March 2016); PwC Analysis
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Apartfrom Fortune 500 companies,
Forbes Global 2000 companies
headquartered in the Greater Bay Area
reflect moreinformation. Hong Kong,
followed by Shenzhen, has the largest
number of enterprises in terms of higher
m arket value. Asa rising star, Shenzhen
showssolid overall economic strength.
How ever, com pared with Hong Kong and
Shenzhen, other cities in the Greater Bay
Areafall far behind regarding the number
of largeenterprises.

In general, industries in the Greater Bay
Area, which possess the largest number of
Fortune 500 and Forbes Global 2000
com paniesand superior overall strength,
are real estate development, finance and
insurance, aswellas technology and the
Internet.

In respect of real estate development,
Hong Kong enterprises have started
early and accumulated a lot of
experience. Coupledwiththeir active
exploration into the mainland market in
recentyears, they have been flourishing
in the market;in addition, a number of
real estate enterprises in Guangzhou
and Shenzhen haveachievedgreat
performance nationwide due totherise
of the mainland market. The real estate
industry of the Greater Bay Areaasa

w hole hasan outstanding performance.
Theseenterprisesset up their
headquartersin the Greater Bay Area
and have contributed greatly to the
development of local economy. Though
the majority of theirbusiness are
operated throughout the country, they
arenotthe coreforcetosupportand
enhance theeconomic transformation
and upgradingof thearea.

Finance andinsuranceare Hong Kong’s
traditional areasof strength. According
to The Global Financial Centre’s Index
(GFCI) released by Z/Yen Group, a
British think tank, HongKong is the
world's fourth largest international
financial centreand Shenzhen ranked
22nd in 2017.

Beingthe hub of a number of strong
financial and insurance enterprises,
securities trading in Hong Kong and
Shenzhen arealsoin the forefront of
the worldin terms of marketvalue. In
the future, financial cooperation in the
Greater Bay Area,perhaps HongKong
and Shenzhen alone, will resultin great
strength, scale and potential. And the
prospectswillbe beyond imagination.

Market value of Forbes Global 2000 companies in Greater Bay Area, 2016 (by location of headquarters)
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Source: Forbes, Wind Info, PwC Analysis; Factiva (exchange rate: closing price of USD against RMB on 22 April 2016)
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Asthe representative of the region in
scienceandtechnology, the Internet,
com puters, communications and other
electronic equipmentmanufacturing,
enterprisesin Shenzhen notonly defeat
their domestic counterparts, butalso
leading theworldin many areas. As

m entioned, Guangdong has been a key
m anufacturing baseto the world's

com puters, communications and other
electronicequipment. Takeoneofthe
leading companies Huawei as an
example,notonlyisitadrivingforce
pushing the manufacturing industry toa
higher level, butalso narrowing thegap
regarding innovation, research and
developmentwith other multinational
corporation. With the rapid development
of China's Internet, famouscompanies
like Tencentand others are leading the
world in many areas.

Top 12 Fortune Global 2000 com panies in Greater Bay Areain termsof market value, 2016 (by industry)

3
2 2 O
raa\
U
3,383 2,913 2,882 2,414 1,548 1,314

000D BD

Real estate Software Insurance Diversified Public  Banking TransportationConsumer ComprehensiveAutomobile  Food, Retail
and services financial utility durables and beverage
business and clothing componentsand tobacco
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Source: Forbes, Wind Info, PwC Analysis; Factiva(exchange rate: closing price of USD against RMB at 22 April 2016)
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NDRC, the People’s Governmentof Guangdong Province, the Hong Kong SAR and the Macau SAR, jointly signed on 1 July the
Framework Agreement on Deepening Guangdong-Hong Kong-Macau Cooperation in the Development of the Greater Bay Area,

w hich stipulatesthat priorities for future cooperation mainly include: 1. Prom oting the interconnection of infrastructure facilities; 2.
Furtherimproving marketintegration; 3. Building an international technological innov ation centre; 4. Constructing amodernindustrial
sy stem featuring sy nergetic development; 5. Jointly establishing a superior life circle suitable for living, businessand tourism.

The agreement,undoubtedly, is of great im portance for guiding the plan for the future development of the Greater Bay Area. It is
expected that more detailed action plan will be introduced in the Plan for the Development of the City Cluster in the Guangdong-

Hong Kong-Macau Greater Bay Area, which is now under research and formulation. Besides, based on the aboveresearch, we
believe thatthefollowing aspects should be considered and focused on:

“="shapedworld-classcitycluster with Hong Kong, Shenzhenand
Guangzhou as three corecities

Afteryearsofdevelopment of the
GreaterBay Area, the core positionof
Hong Kong, Shenzhenand Guangzhou
ismore prominent,andtheir
economic strengthis evenly matched.
On this basis, citiesin the Greater Bay
Areahavebeenforminga“ =" shaped
world-class city cluster with close
cooperation,andaevenbetter
strategic positioning will be achieved
inthe future. The“ ="shaped city
clusteris an outstanding feature even
inthe world,fortherearenosuchbig
threecities so closeto each otherat
homeandabroad.

More specifically, the “ =" shaped city
clusterrefersto:1)HongKongas the
core, including Macau, Zhuhaiand
Jiangmen. Since HongKongand
Macau, both asspecialadministrative
regions,

Zhaoqging

hav e always been closely connected.
Zhuhaiis close to Macau, while
Jiangmenoccupied largearea,sothe
completionofHong Kong-Zhuhai-
MacauBridgewillgreatlyshorten the
traffictime. 2) Shenzhenas the core,
including Huizhou, Dongguanand
Zhongshan. The opening of Shenzhen-
Zhongshan Bridge in the future will
vastly facilitate the integration of the
two cities. 3) Guangzhou as the core,
including Foshanand Zhaoqing. The
size and population of Guangzhou
outpace those of Hong Kongand
Shenzhen, so it would be suffice for
Guangzhoutoonly connect Foshan
and Zhaoging.

Huizhou

Dongguan

Zhongshan
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The city cluster'sadvantageis to keep
the existing development pattern
while maintaining the special
characteristicsofeachoneofthe
cities, highlightthe leadership of
Hong Kong, Shenzhenand
Guangzhouas threecorecities, and
promote the development of other
cities,soas to make the Greater Bay
Areaaworld-classcity clusteras early
as possible.

In the meantime, we should take
advantage ofthe opportunity for
planningthe development of the
Greater Bay Area---enhancingthein-
depthandclose cooperation between
Hong Kong and Shenzhen, Hong Kong
and Guangzhou. Asa matter of fact, in
Chinese,“ ="caneasilybeturnedinto
“+”(‘trumpcard’ in English) , which
couldindicate that the great power
from theintegrationofthethreecities
will lift the developmentofthe
Greater Bay Areauptoa higherlevel.



Seamless connection between infrastructure facilities and public services, rapid

flow of production factors

With thecompletion of a series of
infrastructure projects, the Greater
Bay Areawillenjoy greatly improved
trafficconveniencein thefuture;
how ever, improvements are still
neededin many areas. For example,
“The failure to achieve smooth
connection in the areas of education,
m edical care, finance and social
security hindered therational
allocation of resourceswithin the
Greater Bay Area,” saidwell-known
scholarZheng Yongnian, addingthat
“The Greater Bay Area is nota patch
on theEU in terms of integration,
such as the labour market, staff

m obility, customs passmanagement,
and scientific research cooperation .”

Theseissuesareworth pondering, and
thesefactors may seriously hamper
futuredevelopment of the Greater Bay
Areaifwedonotproperly handlethem.
All parties concernedshould take the
opportunity and jointly formulate the
developmentplan.

In the future, ifthe Greater Bay Area
still can’t be comparabletothe EU after
internal integration, and the situation of
“separate development, redundant
construction and low degree of
integration between cities” continues,
the resultswill beforeseen because the
difference in the principle of "one
country, two systems” in China.

Therefore, apartfrom the close
connection of infrastructure facilities, it
isworthnotingofthewaystoconnect
publicservicesamongcities, soasto
accelerate therapidflow of production
factorsas quickly as possible over the
nextfew years, and to finally establish an
integrated single market in the Greater
Bay Area.

Attractive shopping and lottery services, an integrated single tourist destination

Asmentioned above, thellcitiesin the
Greater Bay Area received morethan
400 million domestic and foreign
tourists, andregistered an overall
tourism revenue of morethan RMBone
trillion in 2016. But the major cities were
almostindependent from one another in
terms of tourism destination. Sowe can
say thatan integrated single market has
not yetestablished. For example,
according to the official statistics
released by Hong Kong and Macau,
same-day tourists in thelocal accounted
for half of the total number of tourists
(which, of course, included some tourists
from Mainland China headingtoand
returningfrom the Pearl River Delta on
the sameday). In order toachieve an
increasedtourism revenue, we needto
attract tourists to stay overnightor even
sev eral nights in the local or within the
Greater Bay Area. If faster
interconnection among cities through
infrastructure facilities canbe achieved
in the future, peoplecould reachmajor
tourist sites of the 11 cities within two to
three hoursoreven less, thus forming an
integrated market, available tothe
tourists staying five to seven days.

Thiswill attract more domestic and
foreigntourists and they will stay a few
m ore days in the Greater Bay Area.
Therefore, tourism revenue will be
substantially increased.

Except for faster interconnection among
cities throughinfrastructurefacilities,
we needtoavoid homogeneous

com petition among the tourist sites,
enhance complementarity and optimise
touristexperience. In addition, we can
establish a Tourism Development
Commission, led by the central
governmentor NDRC or the National
Tourism Administration, soasto
promotea unifiedand coordinated
integration of tourist market.

Meanwhile, 11 municipal governments
should regularly promote exchanges of
ideasamongthe major tourism
enterprises; plan andcarry out business
with anaimtopromotetourism
integration; encourage qualified large
enterprisestooperateacross Hong
Kong, Macauand Guangdong; engagein
M&A andrestructure; andleverage
m arket forces to facilitate the tourism
integration.
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In addition, thereareabundant tourism
resourcesin the Greater Bay Area, such
aslottery in Macau, and itsdistinctive
southern European architecture; the
renowned “Shopping Paradise” Hong
Kong, itsgorgeous night scene and

m etropolitan scenery; Diaolou
(watchtower) in Jiangmen; local cuisine
in Guangzhou and Zhuhai the so-called
‘Garden City’. All these are very
attractivetodomestic and foreign
tourists. What's more, cities in the
Greater Bay Area are adjacent to the
coast,and many precipitous mountains
standin the region, so thegovernments
can jointly formulate policies to improve
the air andwater quality in the Greater
Bay Area and develop uniqueeco-
tourism. In addition toimproving the
living environment, diversified tourism
should alsobedeveloped intheregion,
and theone-hourlifecircle will be
achieved in the future thankstothe
convenient traffic.



Promoting the competitiveness of the manufacturing sector, cultivating high

value-added industries

Asm entioned before, the Greater Bay
Area, with largeeconomic size, is one of
the mostdeveloped placesin China, but
they alsofacethechallenge of sustainable
development. Many areas of the

m anufacturing sector are still at the lower
end of the value chain, and the
proportion of businesses with high added
valueissmall.

For example, the Pearl River Deltaisan
im portant manufacturing base for mobile
phonesandaccessoriesin the world. The
Operation of Electronic Information
Industry in 2016, issued by the Ministry
of Industry and Information, indicated

that the output of mobile phones
produced in Chinafor 2016 amounted
to 2.1 billion, and the output of
Guangdong reached 0.96 billion. There
are notonly many local mobile phone
brandsin the Pearl River Delta, butalso
m any OEMs for international brands.
However, enterprisesin theregion
generally lack coretechnology,sothe
internationally-renowned local brands
areraretosee andthe whole sector
staysinthe endof thevalue chain with
little profit being made.

If a scientific program in linewith the
m arket development rules can be
formulated, the transformation and
upgrading of the mobile phone industry
willbeaccelerated.

Research shows, Chinese iPhone manufacturer gets only 3.6% of the profit,

w hichis quite low.

Source: Wall Street Journal

Japan

° [ | Germany

Korea

us
China
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The program is expected to cultivate
sev eral international ly-renowned local
m obile phone brands and master more
core technologies. One practical
program thatmay work isthat the local
governments coordinate the major
enterprisesand establish a fund,
together withfinancial institutions, so
astoacquireoverseas maturecore
technologies or world-famous brands.
On the other hand, local governments
can makeinvestmentsto mobilisethe
enterprisesand research institutions
(including universities) in the Greater
Bay Area, or even gather domestic and
foreigntop researchforcestoone
platform,inabidtocrackdown on
som e key technologies, hence
promoting the development of the local
m obile phonesector.

Therearemany other advantageous

m anufacturing sectors other than

m obilephonein the Greater Bay Area.
Nev ertheless, only a few brands can
boast their advanced technology , high
addedvalue, and an international
reputation. Therefore, how toachieve
transformation and an upgrading of

m ore sectorsis notonly relatedto the
futureeconomic prosperity of the
region, butalsoa major problemtobe
solv ed at the national level. Guangdong
hasbeen thefrontier of national reform
and opening up. If the upgrading and
transformation regarding the

m anufacturing industry can be achieved
in the process of developing the Greater
Bay Area, it will definitely be of great
interests for now and future.

Enhancing cooperation while reducing competition to build aworld-class
financial and technological innovation centre

In an eraof economic globalisation, itis
an imperativeto developworld-leading
industries to stay ahead of com petition.
The finance (including insurance), the
Internetandthetechnology sector in the
Greater Bay Areamay betheonly ones
thatareglobally com petitive. If
cooperation among Guangdong, Hong
Kong and Macau can bestrengthened,
the position of the Greater Bay Area, as
the world-leading financial centre and
internetandtechnology innovation
centre,willbeenhancedand secured.

Hong Kong has evident advantage in
finance, mainly duetoits social and
economic sy stems andthe rapid
economicdevelopment of Mainland
China. Shenzhen, however, has

advanced Internetand technology, as
thecity isintheforefront of reformand
openingup,aswellasarapidprogress
in the finance sector. Therefore, itis

v ital to enhance cooperation and reduce
com petition in respect of finance
amongstthethreecities. Thisis exactly
w hy the plan for the development of the
Greater Bay Area is formulated with the
involvement from thecentral
government.

Moreover, asfinance and technology are
two highly developed sectors, they are
m uch more in need of professionals
from allover the world. Hong Kong,
with low individual income tax, good
English

21

environmentand superior medical and
edu cation services, is easy toattract
world-class talents comparedto other
citiesin theGreater Bay Area.
Consequently, itisextremely important
toencourage international high-end
talents tosettle in theregion toenjoy
free flow of work without any restraint.
Additionally, flow of high-end talents
m ay beattracted by simplified tax
policies. Guangdong, Hong Kong and
Macau belong to different tax zones, so
the three local governments canjointly
develop tax preferential policies
regarding corporate operation and flow
of talents toencourage theexchange of
high-endtalents.



Development of smart city and promotion of high quality domestic products

1. Developmentof smartcity: 2. Promotion of high quality 4. Combination of the Chinese
Similarto other countriesin the domestic products: There are and Western medicine: Hong
world, Chinaisin search of ideal m any high-quality industrial products Kong hasaworld recognised
sm art cities. Com pared withthe rest in the Greater Bay Area. Hong Kong pharmaceutical testingstandards,
of the country, the 9+2 citiesare canserveas the inspector and thePearl River Delta has
better developed and have greater im plementing quality testingin plantationsfor traditional Chinese
demands. Smart cities utilise high accordance with theworldwide m edicine. Cooperation between the
technologies for a wide range of standards, give ratings to products two places could promote a set of
areas, including e-commerce, from the area, and utiliseits internationally-recognised
environmental protection, new international trading network to standards for traditional Chinese
energy, innovative transportation promotethose productstotheworld. m edicine. In addition, Guangdong's
and road us_age models, shari_ng 3. Cross-regionelderlycare: The bone-setting practices iswell-
economy, big data, block chain and issue of aging population is escalating known throughoutthe country,

S(_) c_)n. Thed_evelopmentofsmart in China. It isashared concern for the Wh.ICh boasft excellenttreatment.
cities can bringabout development Greater Bay Area and other cities This technique can surely makeup
of v arious industries. Take Shenzhen across the country. To deal withthe for the lack of Western or thopaedic
and Hong Kong for example, issue, the 9+2 citiesshould take doctors. Itis recommended to
technology companies, techn_lcal lessons from foreign cases and Jol nt!y builda Chinese medlcmg
talents and largesum of capitals can for mulate a forward-looking policy at hospital or school for bone-setting
prowde_s_uff!uent resources toall early stage. For example, cities in the pra_ctlces,gathe_r _themastersto_
sm art cities in the Greater Bay Area. Greater Bay area with r elatively low train more traditional bone-setting

doctors, andintroduce this superb
Chinese medical treatment to the
world. Themedical and
pharmaceutical industry canalso
coordinatewith tourism andelderly
care industries, soas to promote
the development of multiple service
industries in the Greater Bay Area.

Gov ernments of the 9+2 citiesare cost of living can attract retirees from
encouraged todiscuss withand othercitiestomovein, or even attract
collectopinionsfrom hi-tech elderly citizens of higher-level from
com pany leadersin the region, ina all over the country for longor

bid tojointly build ideal smartcities. seasonal residence. Zhaoxing

Zhongshan, Zhuhaiand some other
citiesin the Greater Bay Area have
idealliving environment, low cost of
living, making them suitable for the
development of high-end elderly care

services.

City Population aged abov e 65 (in 10,000) Percentage
Hong Kong . ae 16.2%
Macau 634 98w
‘Shenzhen 837 3.37%
Huizhou 116 6.55%
Zhuhai 08 6.65%
‘Guangzhou 10682 7.90%
Zhongshan 1839 5.73%
Foshan so46 6.79%
Jiangmen s148 11.39%

Source: Official statistics, government portal website, PwC Analysis
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Economic data overview of the Greater Bay Area

Guangdong

Province Guangzhou Shenzhen Foshan Jiangmen Zhaoging Huizhou Dongguan Zhongshan

Size 1,106.30 3050  179,700.00* 7,434.40% 1,997.30* 1,732.33* 3,797.72* 9,505.42* 14,891.00% 11,346.00* 2,460.00* 1,783.67
(square kilometre)

Total population 734.67 64.49 10,999.00 1,404.35 1,190.84 167.53 746.27 454.40 405.96 477.50 826.14 323.00
(in 10,000)

permanent

résidents

GDP(RMB 100 22,325.77 3,119.39 79,512.05 19,610.94 19,492.60 2,226.37 8,630.00 2,418.78 2,084.02 3,412.17 6,827.67 3,202.78
million)
GDP per capi
(RMB/person)

Export value 32,184.05 87.49 41,587.66 5,431.92 16,488.64 1,897.11 3,262.45 N/A N/A 2,074.94 6,887.79 1,851.49
(location of

commodity

operation)

(RMB
import value 35,953.00 621.37 24,767.33 3,546.02 11,174.17 999.76 1,075.89 N/A N/A 1,129.23 5,097.54 499.15
(location of

commodity

operation)

(RMB 100 million)

Foreign direct 7,508.75 448.11* 1,621.46 395.92 467.52 159.38 102.22 33.06 25.69 79.38 272.64 32.92
investments

actually used

(RMB 100 million)

Total retail of 3,916.25 500.82 34,739.10 8,706.49 5,512.76 1,016.13 3,017.76 1,159.06 731.98 1,227.88 2,470.78 1,205.84
consumer goods
(RMB 100 million)

Tertiary industrial 0.1:7:93* 0:8:92* 5:43:52 1:30:69 0.03:40:60 2:48:50 2:59:39 8:47:45 15:48:37 5:54:41 0.3:47:53 2:52:46
structure

Industrial value N/A 52.79 31,917.39 4,877.85 7,199.47 1,043.23 4,718.72 1,041.82 952.73 1,762.18 2,878.23 1,385.88
added (RMB 100

million)

*. Dataof 2015 **; Data of 2014

Source: Statistics Bureau of Guangdong Province, municipal bureaus of statistics, Wind Info; PwC Analysis;
Exchange rate: closing price of HKD and MOP against RMB on 30 December 2016
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Key infrastructureprojects in Hong Kong and Macau

Estimated
investment

Name

Project

Progress

Time of completion

On 7 July 2017, the main
project was completed

Guangzhou-Shenzhen
section of the Guangzhou—
Shenzhen-Hong Kong
Express Rail Link opened
in December 2011. Hong
Kong section is currently
under construction.

Expected opening date:
26 December 2017

Estimated to be
completed in Q3 2018.
90% of the main project
has been completed.

Estimated to be
completed in 2024

Hong Bridge Hong Over RMB 89.7 billion Boost the economic development of Hong
Kong Kong— (HKD 100 billion) Kong, Macau and the western region of
Zhuhai— Pearl River Delta and reduce cost and time
Macau of communications between Hong Kong
Bridge and western region of Pearl River Delta
Railway Guangzhou Guangzhou-Shenzhen The total length is 26 km. Upon
-Shenzhen-  section: RMB 20.5 completion, trav el time from Hong Kong to
Hong Kong  billion; Hong Kong Beijing and Shanghai will be shortened to
Express section: RMB 80.7 about 10 hours and 8 hours, respectively.
Rail Link-  billion (HKD 90 billion)
Hong Kong
section
Airport Three- More than RMB 126.9 The dual runway system is about to be
runway billion (HKD 141.5 saturated and therefore needs to be
system billion) expanded.

Seamless transfer between Macao LRT
and Guangzhou-Zhuhai Intercity Mass
Rapid Transit. It covers the north of the
Canal Dos Patos, Gongbei Subdistrict,
Xiangzhou District, Zhuhai, the east of

Y uehai International Garden, the west of
Macao border and the south of Zhuhai
Railway Station, cov ering more than

Guangzhou
-Macau
New
Channel

40,000 square meters, with a building area

of 65,000 square meters. The highest of
the joint inspection buildings in Zhuhai and
Macao reaches19 floors

Estimated to start in Q3
2017

RMB 3.3 billion
(MOP 3.8 billion)

Ferry
Terminal

Taipa Ferry
Terminal

It will help to expand the new shipping
network of Macau and Pearl River Delta
cities

Construction began in 2005

and was scheduled to be
completed in 2007

Expected to be
completed by the end of
2017 as the construction
scale expands

Key infrastructureprojects in Hong Kong and Macau

Project Name Focus
Arport “5+4" backbone Guangdong Province will focus on building "5 + 4" backbone airport, namely, to build the five airports in the Pearl River
airport Deltaregion including Guangzhou Baiy u International Airport, Shenzhen Bao'an International Airport, The Pearl River
Delta New Trunk Line Airport, Zhuhai Jinwan Airport and Huizhou Airport, and four airports in the east, west and north of
Guangdong, including Jiey ang Chaoshan Airport, Zhanjiang Airport, Meixian Airport and Shaoguan Airport.
High- "Five vertical and The total length of railway operation in the province will reach 5,500 km. The focus is to build a "five vertical and two
Speed two horizontal" high-  horizontal" backbone network cov ering 2,000 kilometres of high-speed railway in operation, and to make high-speed
Railway speed railway railway s av ailable in all cities of the province and connect to neighbouring provinces (districts) on land.
network
Port Large port with Dev elop a cluster port with port groups in the Pearl River Delta as the core and those at the east and the west of

throughout over 100
million tons

Guangdong as wings to build the "21st Century Maritime Silk Road" national gateway . Ports with througput over 100
million tons in the province hav e increased to eight, and the annual capacity of port goods has reached two billion tons.
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Key projects of the 9 cities of Guangdong Province for the 13th Five-Year Plan

Project Estimated Investments during the Number
investment 13th Five-Year Plan period of
(RMB 10,000) (RMB 10,000) projects
Guangzhou Airports and 7,861,654 17 Expansion and feacilties development of Baiyun Airport, project of
supporing business aviation serwice base, process transfomation, integrated
facilities information building. etc.
Nav igation 3,344,439 2,810,615 18 The third and fourth phases of the Nansha port area of Guangzhou
project port, the first-phase project of Nansha port complex, etc
Railway project 36,400 31,340 9 Jiangmen-Shenzhen section of Shenzhen-Maoming Railway,

Guangzhou- Shantou Hi h Speed Railwa

Intercity railway 27,979,900 16,989,300 15 Guangzhou—Foshan Jlangnen -Zhuha Intercity Rallway, Intercuy Rail
project Transit in Pear River Deta from Xintang via Baiyun Airport to
Guangzhou north section

Rail transit 41,898,008 23,165,640 26 Guangzhou+oshan section of Guangzhou-Foshan rail transit, multiple
project railway s and extensions
Nansha new 1,700,000 1 Expected to be in operation in 2019, which will be able to
cruise terminal accommodate the world's largest cruises and with the completion of
suppotting facilities, it will be the Guangzhou's maritime international
gateway .
Shenzhen Integrated 107,920,000 46,600,000 173 Longgang modem trams and other rail transit prgects, Shenzhen-
transportation Huizhou highway expansionprojects, etc.
Zhuhai Integrated 4,000,000 1 Guangzhou-Foshan-Jiangmen-Zhuhailntercity Railway
transportation
Jiangmen  Highway 6,450,000 Jiangmen section of Guangzhou-Zhongshan-Jiangmen Highway and
ZhangshanKaiping Highway, Jiangmen Avenue, Taishan-Kaiping
Expressway
Rail transit Jiangmen-Maoming section of Shenzhen-Maoming Railway (to be
completed), Jiangmen-Shenzhen section (o be activated),
Guangzhou+Foshan-Jiangmen-Zhuha intercity railway, Nansha port
railway
Transportation 760,000 Jiangmen Station of Integrated transport hub of PearlRiverDelta West
hub and public transit hub of Binjiang new city, High-tech district, Longwan,
etc.

Airports and
supporting
facilities

ist phase of
Guangzhou-Foshan-Zhaoging Highway, Zhaoging section of Shantou-
Kunming Highway, etc

Zhaoging Roa

Main airport in the Pear River Delta that serv es m||||ons of people from
Huizhou, Shanwei, Heyuan and east Shenzhen, and functions as
Shenzhen’s second airport

Railway Newly built large railway hub-Huicheng South Station and Huizhou
North Station

of Songshan lake, lver-Crossmg channel of
Wanjiang, Shenzhen-Dongguan-Huizhou cross-border road

Bridge 1,118,000 Humen 2nd Bridge (contruction started in 2013, estimated to operate in
2019)
Intercity railway Guangzhou-Dongguan-Shenzhen Intercity Raiway, Dongguan-

Huizhou Intercity Railway, Foshan-Dongguan Intercity Railway,
Zhongshan-Humen-Longgang Intercity Railway and Dongguan-
Shenzhen Rapid Transit

Guangdo ng Est| mated 245,563,005* 141,785,453
Province total
investment*

* Investmentsduring the 13th Five-Year Planperiod are included inthe total investment where the estimated investmentisnot disclosed.
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