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IIAC Paper No. 10/2002
INFORMATION INFRASTRUCTURE ADVISORY COMMITTEE

Measures to Support 

the Development of Hong Kong’s IT Industry

Purpose


This paper gives an overview of the existing measures adopted by the Government to support the development of Hong Kong’s IT industry, sets out new initiatives, and invites comments from Members on what further measures should be pursued to support the industry under the objective to drive Hong Kong’s development as an information hub in Asia.

Background

2.
The local IT industry is an important segment of our economy.  The development of new, leading edge IT applications and services and their availability at affordable prices in the market will help our businesses enhance efficiency and productivity, thus maintaining our overall competitiveness in today’s increasingly globalised economy.  IT is indeed a key enabler for all industries and the major driver for future economic growth.  The Government is committed to supporting the development of Hong Kong’s IT industry under our Digital 21 IT Strategy.  The support measures we have adopted can be broadly classified into five areas, namely, expanding business opportunities, improving quality of service and building capability, financial support, infrastructural support and provision of IT manpower.

Existing Measures

I. Expanding Business Opportunities

Government’s IT Investment and Outsourcing Strategy

3.
The Government has been making substantial investment in its IT infrastructure and systems, not only to enhance operational efficiency and improve services to the public, but also to, through outsourcing of the IT projects to the private sector, create a market of sufficient size to encourage the development of the local IT industry.  In 2001, over 80% of our IT projects were outsourced. In the current financial year, we have earmarked $1.75 billion to meet our capital expenditure in IT projects.  This represents an increase of 12% as compared with the approved provision for the last financial year.  These figures in a tight budget year reflects our strong commitment to sustain a continuous roll-out of Government IT projects.  We will press on with our E-government strategy.  We will continue to adopt a vigorous outsourcing strategy, and this applies not only to new development projects but also maintenance work currently handled in-house.

4.
Where circumstances permit and without affecting Government operation and efficiency, we will roll out projects of a suitable size that will encourage the participation of small and medium enterprises (SMEs) in the industry.  One good example is that we recently broke up the IT Professional Services Arrangement of the Information Technology Services Department (ITSD) into separate parts and categories so that the agreement is now taken up by 12 different contractors, and over 60 sub-contractors, many of which are SMEs.  The agreement, with an estimated draw-down value of around $660 million over a 30-month contract period, should help encourage the development of the local IT industry.

IT Promotion in the Business and General Community

5.
IT is the main impetus for efficiency and productivity enhancement.  To assist our businesses, in particular SMEs, in IT adoption, we have worked together with industry support organisations to provide a wide range of support services such as -

· providing training and organising sector-specific seminars with the Hong Kong Productivity Council (HKPC) to enhance SMEs’ understanding of the use of IT in their respective sectors;

· organising or sponsoring seminars to promote mobile multi-media, value-added and content services;

· publication of reference materials (such as successful cases of e-commerce adoption) for distribution to the business community; 

· provision of advisory services on IT adoption to businesses by the HKPC through its DigiHall facilities; and

· IT assessment service for SMEs provided by the HKPC.

6.
The Government has also adopted various policies and measures to raise awareness and promote IT in the community.  Major measures include the launching of the “IT Hong Kong” Campaign to raise general IT awareness, the provision of free IT Awareness Programme which have benefited more than 50,000 citizens, provision of around 5,000 public computers with Internet connection for free use by the community, and the launching of “IT Easy Link”, which provides free enquiry service to the public on the use of IT.
7.
We have achieved a good record of technology diffusion in the community: 61% of our households have installed personal computers, 49% of our households are connected to the Internet, 86% of persons aged 15 and above have used e-business services, and more than 50% of our businesses have adopted some form of e-business. The wider use of IT in the business and general community will generate more business opportunities for the IT industry, which in turn supports its further development.

Exploration of New Markets

8.
To assist our businesses, including the local IT industry, to tap the Mainland and other overseas markets, the Hong Kong Trade Development Council (HKTDC) provides a comprehensive range of business information services via its portal - tdctrade.com.  To foster business partnership with overseas enterprises, the HKTDC has provided a matching service.  This includes an Internet matching service through tdctradepartners.com and it covers a broad spectrum of business partnerships, ranging from agency or distributorship, to licensing and other forms of collaboration.  
9.
 The HKPC also provides marketing, research and partnership services to the software industry through its Software Industry Information Centre and the Asian Solution Centre.
10.
The Government has signed MOU on IT co-operation with 11 countries
 which are advanced in the use of IT.  These MOU have helped raise the profile of Hong Kong in the international arena, and enhance collaboration between the IT industries of Hong Kong and our signatory partners.  We have been making use of these MOU to help the local IT industry tap overseas markets, broaden their business networks and identify strategic partners.

11.
The Government and the HKTDC have also actively organised/participated in local IT exhibitions and conferences, and organised/participated in various trade delegations comprising representatives of the local IT industry to attend major overseas and Mainland IT events.  The aim is to raise the profile of the Hong Kong IT industry internationally and facilitate networking between the local IT industry and its potential partners.  Examples of these activities include -

· the Hong Kong Information Infrastructure Exposition and Conference (II Expo) co-organised by the Government and the HKTDC, which has been held annually since 1998 to showcase local IT applications and innovations and generate business opportunities for the IT industry.  The Expo has now developed into a regional IT event and II Expo 2002 has a record 350 exhibitors (including 126 exhibitors from the Mainland and other places) and 85 000 visitors, of which over 51 000 were trade visitors; and 

· the delegation led by the Secretary for Commerce, Industry and Technology to attend the major IT show “Softworld” in Canada earlier this month.
12.
In addition, the HKTDC, HKPC and various IT industry bodies also organise trade delegations or study missions to the Mainland and other countries to establish networks for the local IT industry with its overseas counterparts and explore business opportunities. We also organise and receive incoming IT delegations from other places to Hong Kong with the same objectives.

II. Improving Quality of Service and Building Capability
Improving Quality of Service
13.
In this increasingly competitive market where the IT industry faces not only keen competition locally but also internationally, we have to excel in our IT products and services in terms of service quality standard.  To this end, the HKPC has provided quality assurance services for the local IT industry including quality planning, quality audit, project management and IT quality management strategies and planning.  Its software process improvement services are based on international standards such as ISO 9000 and the Capability Maturity Model (CMM).  It has also partnered with international institutes to organise training courses and run examinations on software quality and software process improvement. 

14.
Separately, the SME Development Fund has approved the provision of funding support to various IT industry bodies, industry support organisations and academic institutions to promote quality certification programmes such as CMM to help SMEs in the IT industry to strengthen their capabilities and raise their service quality standard.  This will enhance the competitiveness of the local IT industry. 
Promoting IT Excellence

15.
The Government actively supports the holding of local and international award schemes that promote IT excellence.  Not only will this help cultivate an innovative culture in the local IT industry, our participation in international award schemes will also promote the image of Hong Kong’s IT industry and showcase our innovations and capability to other participating economies.  The Government has provided funding support for the Hong Kong Computer Society to organise the annual IT Excellence Awards, and took part in a delegation to attend the Asia Pacific Information and Communications Technologies Awards held in Kuala Lumpur, Malaysia earlier this month.  The entries from Hong Kong have won four awards.  Our Electronic Service Delivery Scheme also won the internationally renowned Stockholm Challenge Award in 2001 and this has substantially raised our position in E-government development in the international arena.

III. Financial Support
SME Funding Schemes
16.
The Government has set up four SME funding schemes with a capital amount of $1.9 billion to assist SMEs in purchasing equipment including computer hardware and software to enhance their operation, provide financial support for training employers/employees of SMEs and carry out export marketing activities, and support projects undertaken by industry-related bodies which will enhance the competitiveness of SMEs in general or in specific sectors.  As at 31 August 2002, over 1 900 applications related to IT under the four schemes have been approved.  In particular, the SME Development Fund has approved a total of 23 IT-related projects with funding support of over $20 million. 

Innovation and Technology Fund 

17.
The $5 billion Innovation and Technology Fund (ITF) seeks to finance projects that contribute to innovation or technology upgrading in the industry, as well as those that contribute to the upgrading and development of the industry.  Many of the projects funded are IT-related.

18.
Indeed, the ITF issues technology themes to solicit research and development project applications in order to establish a more focussed overall research direction.  Many of these themes are IT-related, e.g. “Electronic Commerce Using the Internet”, “Secure Internet Communications over a Wireless Network” and “Transport Logistics”.  As at 31 July 2002, the ITF has supported 99 IT projects, with funding amounting to $186 million.
Applied Research Fund

19.
The Applied Research Fund (ARF) is a venture capital fund managed by private sector venture capital firms to encourage technological ventures.  The Government has injected a total of $750 million into the Fund.  IT is a major investment sector of the ARF.  As at 31 July 2002, over $230 million has been made available for funding 19 cases in the area of IT.

20.
Following the re-organisation of the Government structure under the new accountability system, with the merger of the “Commerce and Industry” and “Technology” portfolio under the Commerce, Industry and Technology Bureau, we expect that the above-mentioned funding schemes can be more efficiently utilised to support the growth of the local IT industry. 

IV. Infrastructural Support
21.
We have opened up all sectors of our telecommunications market under our liberalization policy.  This has encouraged private sector investment and the development of an advanced telecommunications infrastructure.  We have a mature and sophisticated mobile market, providing the best platform for mobile operators and enterprises to develop and test out new mobile applications.  Our mobile operators are leaders in introducing innovative services and applications (for example, we are the first in Asia to introduce multi-media messaging services (MMS) and amongst the first in the world to introduce corporate clients one-stop mobile e-mail access services).  We awarded four licences for the third generation (3G) mobile services in 2001, and spearheaded the open network requirement to introduce competition at content, application and service level.  We expect that 3G services would be rolled out next year.  Broadband services, whether by wireline, cable modem or wireless means, are innovative and available at well affordable prices, which in turn stimulate penetration.  Our current external connectivity, at 900 Gbps, is the second highest in Asia.  With increasing competition, consumers and businesses have benefited from the provision of innovative and quality services at affordable prices.  This has laid a solid foundation for our IT industry to grow.

22.
To provide a clear legal framework for the conduct of e-business, the Electronic Transactions Ordinance (ETO) was enacted in January 2000 to give electronic records and digital signature the same legal status as that of their paper-based counterparts.  We have also built a local public key infrastructure (PKI) which is now supported by four certification authorities recognised under the ETO that issue digital certificates to the community for the conduct of electronic transactions in a secure manner.  To promote further use of the Internet, we have also facilitated the establishment of the Hong Kong Internet Registration Corporation to provide flexible, market-oriented Internet domain name registration service.

23.
To lead by example in the adoption of e-business, we launched the Electronic Service Delivery (ESD) Scheme as a key E-government initiative in December 2000.  The ESD integrates public and commercial services in a customer-oriented way and more than 130 interactive and transactional online public services are now offered through the portal.
24.
Apart from the above, the Government has also undertaken a number of infrastructural initiatives to provide the necessary support for innovation and technology to flourish.  These are briefly described in the ensuing paragraphs.

Cyberport

25.
The Cyberport project, announced by the Government in March 1999, is designed to be an important IT infrastructure to create a cluster of like-minded companies and professional talent in an urban area close to the University of Hong Kong.  The Cyberport is a comprehensive development scheduled for completion between 2002 and 2004 by phases to provide altogether over a million square feet of office space to accommodate over 100 IT-related companies of different sizes and at different stages of development.  These are companies specialising in IT applications, information services and multimedia content creation.  They will stand to benefit from a state of the art infrastructure, enormous bandwidth, a wide range of shared facilities, a cybercentre providing retail, food and entertainment facilities and a 5-star deluxe hotel managed by Le Meridien.  The Cyberport will be set within a carefully landscaped low-rise campus-like environment which is conducive to stimulating innovative thinking and unleashing of creative synergy.  The Cyberport is also an ideal place to nurture professional talent. The University of Hong Kong will set up a Cyberport Institute in the Cyberport in 2003, in cooperation with leading IT companies (such as Cisco, Hewlett Packard, IBM, Microsoft and Oracle ) to provide market driven training programme for local talents.

Hong Kong Science and Technology Parks Corporation

26.
The Hong Kong Science and Technology Parks Corporation is established to offer one-stop infrastructural support services to technology (including IT) based companies and activities.  It provides a comprehensive range of services to cater for the needs of the industry at various stages of development, including -
· nurture of technology start-ups through the incubation programme; 

· provision of premises and services in the Science Park for applied research and development activities.  IT/ telecommunications is one of the four clusters which we will focus in the Science Park; and

· provision of land in the industrial estates for production activities.
Applied Science and Technology Research Institute

27.
The Hong Kong Applied Science and Technology Research Institute Company Limited (ASTRI) is set up to carry out research and development work which will be transferred to the industry for commercialisation, with a view to upgrading the technological level of the industry and creating new technology-based industries.  ASTRI’s initial technology areas focus on photonics, integrated circuit design, wireless communication and software.

28.
With the merger as described in paragraph 20, we expect that there will be stronger collaboration between the above-mentioned institutions to create synergy.

V. IT Manpower
29.
The Government is committed to developing a skilled and competent IT workforce to sustain the development of Hong Kong in the information economy.  We have launched a 5-year IT in education programme in primary and secondary schools with capital expenditure of $3.2 billion and annual expenditure of over $550 million.  About 25% of undergraduate students accepted by local universities study in IT-related disciplines.    We have also collaborated with the IT industry and the academic sectors in the provision of professional IT training to secondary students as extra-curricular activities, such as organising IT summer camps and adoption “train the trainer” approach to roll out training programmes in schools.   We have also just launched a pilot Secondary Schools IT Training Scheme whereby a total of 20 IT trainers will be recruited to provide extra-curricular IT training to F.4 to F.7 students.  
30.
We have also implemented measures which target university or post-secondary students. We have sponsored local universities to organize IT-related exchange programmes with overseas tertiary institutions this summer as a pilot project.  The Cyberport Institute, with the support of five founding Industrial Partners namely, Cisco, HP, IBM, Microsoft and Oracle, was inaugurated in June 2002 to provide market driven IT courses.  Its first Postgraduate Diploma in IT course is scheduled to roll out in October this year.  CIHK has also started its Cyberport Internship Programme for university students.  

31.
Apart from developing local talents, we also aim to attract overseas Hong Kong IT students to return to work in Hong Kong after graduation.  We have also launched a scheme to admit Mainland IT professionals as well as streamlined procedures to help facilitate local companies in recruiting overseas IT professionals to meet their operational needs.
New Initiatives

32.
As set out above, we have developed specific policy tools and measures to support the development of Hong Kong’s IT industry under our Digital 21 IT Strategy, ranging from stimulating and tapping business opportunities for the IT industry; promoting the use of IT in the business and general community; provision of quality assurance service,  support for research and development activities; promoting IT excellence; to provision of various kinds of funding support.  Some of these programmes are at their early stage of implementation and will require time for visible impact to be felt.  We will continue with our efforts.  

33.
However, with the current economic situation and following the bursting of the dot.com bubble, we appreciate the difficulties faced by the local IT industry and understand that the Government has a strategic role to play to support the industry.  We need to leverage on what we have already achieved to provide further impetus for IT growth.  We intend to undertake the following new initiatives to support the further development of Hong Kong’s IT industry.

I. Tapping Mainland Market

34.
China’s accession to the World Trade Organisation and the vigorous E-government initiatives undertaken by different provinces and cities in the Mainland present many potential business opportunities for Hong Kong’s IT industry.  Market analysts recently forecast that the IT service in the Mainland will register a 25% growth in 2002 to reach 50 billion RMB.  There will be a growth of nearly 30% annually in the years to follow, and the figure will reach 130 billiion RMB in 2006.  The Pearl River Delta (PRD) is naturally a main focus of our industry because of its geographical proximity to us.  The HKTDC will step up its promotion activities amongst government and private enterprises in the PRD. The Hong Kong Economic and Trade Office in Guangdong (GDETO), newly set up in July this year, would promote economic cooperation between Hong Kong and the PRD, strengthen business liaison between Hong Kong and Guangdong, and provide better support services for Hong Kong businesses in the PRD.  A priority work area of the GDETO is to assist Hong Kong’s industries to tap the Guangdong market.  We will work closely with the HKTDC and GDETO to provide more Mainland IT market information to the local IT industry, and organize business matching programmes between Hong Kong’s IT industry and the businesses/government authorities/industry bodies of Guangdong.  
35.
The HKPC will also explore business opportunities and alliances between Hong Kong and Mainland software industries.  In fact, the HKPC is going to team up with the Hong Kong Information Technology Federation and Guangdong Software Industry Association to organise a series of business forums in Guangzhou and Hong Kong.  This will provide a convenient platform for Hong Kong software enterprises to form partnership with Mainland software companies.  All these initiatives will help integration with the PRD so that we could leverage on the strengths in the Mainland to sharpen the edges of our IT industry. 

36.
The Beijing Olympics in 2008 also present enormous business opportunities.  Beijing has committed to implementing a US$34 billion multi-year infrastructure and environment improvement programme.  The design, construction and management of most of the Olympics-related infrastructure facilities will be put up for international bidding.  Although details of the IT-related projects have not yet been announced, our Beijing Office and the HKTDC have established regular contacts with the Organising Committee and Beijing Municipal Government to collect information about the progress of the preparatory work for the Beijing Olympics for dissemination to the relevant sectors in Hong Kong.  We have also, on various occasions, expressed to the municipal leaders Hong Kong’s wish and ability to participate in a wide range of Olympics-related projects and services, including those in the IT field.  

37.
Our Beijing Office, the HKTDC and we will continue to monitor the progress of the preparatory work including IT-related projects, disseminate relevant information to the IT industry and assist it in capturing the business opportunities available.  Possible initiatives include organizing networking activities with potential procurers or briefings for the concerned authorities in Beijing to present the strengths of our IT industry.    
38.
The HKSAR Government is discussing with the Central People's Government the establishment of the Mainland/Hong Kong Closer Economic Partnership Arrangement (CEPA).  As agreed between the two sides, the CEPA should be mutually beneficial and the consultations should be progressive, starting with the less difficult areas.  On the IT and e-commerce front, our aim is to formulate together with the Mainland side a work programme beneficial to both sides.  We expect that the work programme would cover, inter alia, cooperation in the areas of e-commerce laws, e-commerce applications by businesses, e-commerce promotion, training, E-government and exchange of trade and market information.  

39.
These are our major initiatives targeting at the Mainland market.  We, however, will not lose sight of other overseas markets. We would also seek to foster tripartite partnership amongst Hong Kong, Mainland and overseas enterprises.  With our close relationship with the Mainland and knowledge about its market, we are the strategic partners of overseas enterprises, especially the SMEs, in exploring the huge Mainland market, especially in the IT/telecommunications field.  
II. Exploiting Government Software and IT Systems
40.       The Government has developed software and IT systems for internal use and for implementation of our E-government programme. These software and systems are of high quality standard and can be replicated for use in other markets which may have similar demands, e.g. various provinces and cities in the Mainland are developing their E-government programmes like Hong Kong.  However, at present the Government owns the intellectual property rights of these software and systems and there is no arrangement to sub-license them for use by other parties and for creation of new business opportunities for the IT industry.  We are now exploring the feasibility of allowing the contractors engaged to develop IT systems and software for the Government to share the intellectual property rights involved and sub-license/distribute such systems or software to other parties.  As the systems and software so developed and used by the Hong Kong Government would provide good track record and reputation, it would help the contractors to market them to their clients in other places and thus would create more business opportunities for the local IT industry.  
III. Further Improving Quality of Service and Building Capability
41.
The HKPC will establish a new Software Industry Resources Centre to provide one-stop service in terms of marketing, provision of information and process improvement for the software industry. It will introduce testing service for software products and help local software companies register their products for certification in the Mainland.  We will also work with the HKPC to explore with the Carnegie Mellon University (which developed the CMM software quality standard) to develop joint programme for training CMM lead assessors in Hong Kong and helping Hong Kong software companies to achieve CMM standard.  This will substantially strengthen the image of Hong Kong to solicit outsourcing work from overseas markets or for Hong Kong IT companies to take part in projects in Mainland and overseas market.  

42.
To help showcase Hong Kong’s IT excellence, we are now developing a web site featuring local IT innovations, covering our winner entries in various local and international IT awards.  This will give us a readily available and representative instrument for illustrating to our potential partners the quality standard of our IT work.

IV. Infrastructural Support
Smart ID Card

43.
We will roll out the new generation of smart ID card in mid 2003.  The smart ID card will have multi-application capacity and will provide the applications of digital certificate, library card and driving licence.  During the four-year ID card replacement exercise, the Hongkong Post Certification Authority (HKPCA) will offer one-year free use of digital certificate to smart ID card holders.  This will generate a critical mass of PKI users and build a population-wide platform for the further development of E-government and e‑commerce.

44.
We believe that the availability of this infrastructure will drive the development of more applications using digital certificates in the market, thus providing more business opportunities for the IT industry.  In this regard, the HKPCA issued in July 2002 an open tender inviting business proposals for partnering with the HKPCA to jointly develop business applications using digital certificates.  The HKPCA expects to finalise the applications by the end of this year.
Interoperability Framework

45.
To enable efficient collaboration between parties involved in e-business, it is necessary to make their computer systems communicate with one another. The Government is in the process of drawing up an Interoperability Framework to enable its systems to communicate with one another through a set of common standards and interface specifications.  The framework is also applicable when Government computer systems communicate with the public. The IT industry welcomes this initiative as application systems built according to the Interoperability Framework in public and private sectors will be able to interoperate with one another, saving cost of development and maintenance.
V.  A Focused Approach
46.
We also need to adopt a focused approach based on our strengths.  This will enable us to create greater impact in specific areas within a shorter span of time.  We have edges in areas like mobile contents and application developments, logistics, applications in financial services, E-government, etc.  We will focus our resources to drive development in these areas.  

Advice Sought
47.
We have set out existing measures and new initiatives to support the development of the IT industry.  We welcome comments from Members on what other measures should be pursued to support the industry under the objective to drive Hong Kong’s development as an information hub in Asia.
Information Technology and Broadcasting Branch

Commerce, Industry and Technology Bureau

September 2002
� 	These include Canada, the United Kingdom, Australia, Finland, Israel, India, South Korea, France, Germany, the Netherlands and Italy.





