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Greater Bay Area: Connectivity fostering innovation

Shen Minggao

SAC 1o S0260519010002 From the Shenzhen Special Economic Zone to the Greater Bay Area: a transition from

SEC CE no: high-speed growth to quality growth The Guangdong-Hong Kong-Macau Greater Bay
no: ATQ771 D . A . . .

minggaoshen@gfgroup.com.hk Area (GBA) initiative marks a milestone as significant as the Special Economic Zone laid out

+852 3719 1055 in the early 1980s, and the Pudong New Area in the early 1990s. 2019-2035 will be a crucial
period for China to shift its economy from rapid growth to high quality growth, from
industrialization to modernization, and from a developing economy to an advanced one. The
integration of the GBA is one of China’s major development strategies for the coming 15
years.

GBA lags behind world-class bay areas, but this suggests huge potential A high-
income economy is defined by the World Bank as a country with a gross national income
per capita of over US$12,056. In 2017, the GBA had a higher GDP per capita of US$22,000,
but this is just 40% of the Tokyo Bay Area, one fourth of the New York Bay Area, and one
fifth of the San Francisco Bay Area.

Region could benefit from economies of scale and urbanization The GBA has a
population of nearly 70m, 1.6/3.4/8.9 times that in the Tokyo Bay Area/New York Bay
Area/San Francisco Bay Area, which could mean it is able to benefit from substantial
economies of scale. As seen in other countries, the higher the urbanization ratio, the more
concentrated the population. In the US, 48% of the population live in the regions surrounding
the top-three city clusters, while the ratio in China is just 28.3%. As such, the GBA is likely

Contact (Hong Kong) to see its population double in the future.

Chen Jianghui L. . . .
georgechen@gfgroup.com.hk GBA strong in innovation upgrades and connectivity Guangdong province has the
+852 3719 1030 world’s fifth largest manufacturing industry, making it the “factory of the world”. The province

also enjoys leading advantages in terms of upgrading its manufacturing, with 14% of China’s
engineers and 13.3% of China’s R&D investment in 2017, both higher than the proportion of
its GDP during that year. In the GBA, openness and connectivity will mean reform and
innovation. Going forward, well-controlled cross-border capital flows will be needed to meet
the demand for global allocation of assets and resources.

Original Chinese Report
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Potential breeding ground for world-class companies, new trading hub and resource
2019-04-24 allocation platform 1) World-class enterprises are set to emerge in the area with the
allocation of regional resources optimized via connectivity. Meanwhile, traditional
competitive industries such as consumer, retail, healthcare and downstream manufacturing
are likely to see higher concentrations. Midstream manufacturing could thrive on the back of
economies of scale. Innovation upgrades and new business types could provide space for
quality growth. 2) As China transfers its low-end manufacturing toward Southeast Asia, the
GBA could rise as a new trading hub. 3) When the region develops its economy to a certain
stage, cross-border capital and resource allocation will be required to make the GBA an
important platform for global investment and asset management.

Risks Slower-than-expected progress for the initiative.

Please be sure to read the disclosures at the end of this report carefully. This is a translation of a report originally written in Chinese. The Chinese version shall prevail in the
event of any discrepancy between the two versions.
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Figure 1: China’s strategic regional development plan
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Source: Public information released by the government, GF Securities Development & Research Center

Table 1: Major bay areas around the globe, 2017

The GBA Tokyo Bay Area San Francisco Bay

Area New York Bay Area

GDP (US$100m) 15,134 19,000 8,375 17,177
% of national GDP 124 43.3 6.3 8.86
GDP growth (%) 7.0 3.6 4.8 3.3
Population (m) 69.6 44.0 7.8 20.3
% of national population 5.0 29.7 2.4 6.2
Area (km?) 55.9 13.5 17.9 34.5
GDP per capita (US$10k) 2.2 5 1.3 8.5
Population density (10k/km?) 125 279° 44 59
GDP per unit area (US$100m/km?) 270.7 1407.4° 467.9 497.9
Proportion of tertiary industry (%) 65.6 82.3 82.8" 89.4"
No. of headquarters for Global 500 companies 20 38 12 23
World ranking of its container terminal Shenzhen (3)

Hong Kong (6)

Guangzhou (7)
World ranking of its international airports Hong Kong (8) Tokyo (4)
- Passenger volume Hong Kong (1) Tokyo (5) New York (22)
- Cargo volume
Stock exchange ranking Hong Kong (5) Tokyo (3) New York (19)

Shenzhen (8)

Source: BEA, CEIC, HKTDC, GF Securities Development & Research Center
*Data for 2016

Please be sure to read the disclosures at the end of this report carefully.
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Table 2: Data for countries and regions with major bay areas

Mainland China Hong Kong The US Japan
Minimum wage (2017, US$) 1,988 9,245 15,080 14,773
10-year treasury bond rate (%, 2017) 3.23 1.83 2.76 0.001
Total tax rate (% of commercial profits, 2017) 64.9 22.9 43.8 46.7
% of outstanding direct financing (2015) 41.9 - 72.4 58.2
% of new direct financing (2015) 26.4 - 44.0 19.7

Source: CEIC, World Bank, People’s Bank of China, GF Securities Development & Research Center

Figure 2: GDP per capita in Guangdong, Hong Kong and Macau Figure 3: Economic structure in Hong Kong, Shenzhen and
(USS) Guangzhou (2017, %)
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Figure 4: GDP per capita and consumption per capita in the US, Figure 5: R&D staff in China, Germany, the US and Japan (10 k)
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Figure 6: The number of engineers in Guangdong as % of the whole

Apr 25, 2019

Figure 7: R&D investment in Guangdong as % of the whole country
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Source: CEIC, GF Securities Development & Research Center

Figure 8: R&D investment by major provinces and cities
(Rmb100m, 2017)

Source: CEIC, GF Securities Development & Research Center

Figure 9: GBA: innovative institutions by industries (2014-1016)
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- Electrical machinery and equipment manufacturing
= Computer, communication and other electronic
equipment
= Higher education institutions
= Information transmission, software and IT services
= Chemicals
Scientific research and technology services
= Rubber and plastic products
= Commercial services
= Agriculture and animal husbandry

* Medicine, medical research and manufacturing

V = Special equipment manufacturing
= Electric power, heat production and supply
= Transportation
= General equipment manufacturing
Textiles and apparel
- Metal products

= Construction decoration and others

Other manufacturing
= Oil and gas exploration
= Civil engineering

- Real estate

Source: CEIC, GF Securities Development & Research Center

Source: GDI, GF Securities Development & Research Center
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Figure 10: Top 20 cities by new economy sector output (July 2018-January 2019)
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Source: Caixin, GF Securities Development & Research Center

Figure 11: US: Population in the regions surrounding the top three Figure 12: China: Population in the top three city clusters as % of
city clusters as % of total population (2010, %) total population (2017, %)
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Source: CEIC, GF Securities Development & Research Center Source: CEIC, GF Securities Development & Research Center
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Figure 13: Urbanization ratio in China and Guangdong (%) Figure 14: G20: Urbanization ratio and consumption growth (2016)
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Table 3: Locations and industries of Fortune Global 500 (2017)
No. of companies %
Industry Total us China us China
Healthcare 27 15 2 56 7
Retail 17 11 2 65 12
Food, beverage and tobacco 16 9 0 56 0
Food and drug retail 20 0 25 0
Transportation and logistics 19 3 32 16
Media 3 3 0 100 0
Financial 118 27 26 23 22
Technology 44 14 13 32 30
Telecommunications 18 4 3 22 17
Chemicals 7 2 1 29 14
Household consumption 3 1 0 33 0
Apparel 1 0 50 0
Aviation and national defense 14 6 6 43 43
Commercial services 3 0 0 0 0
Catering and hotels 0 0 0
Trade 28 8 9 29 32
Industrial goods 15 4 6 27 40
Auto and auto parts 34 2 7 6 21
Materials 16 0 7 0 44
Energy 83 14 22 17 27
Engineering construction 13 0 8 0 62
Total 500 132 115 26 23

Source: Fortune, GF Securities Development & Research Center

Please be sure to read the disclosures at the end of this report carefully.
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Figure 15: No. of global top-100 consumer retailers (2015) Figure 16: No. of global top 250 retailers (2017)
= Middle East and Africa

45

39 = China
40
35 Japan
30 = Other Asian Pacific regions
25
= France
20
15 Germany
8 8
10 T 4 = UK
5 I I I I 3 3 2 2 2 2 2 2 2
0 I B B o o 0 0w 0 m = Other European countries
O @ & @ QO D0 9 D WA 2 QA W@ S
o Q@‘\Q o C}\\Q 5,Z,Q'z’ @Q;Pc’ '\\,bﬂ‘é Q}\fé\ %\@\ Q)(b"’ @szp ) é‘(\ \OK\Q'\§'6Q Latin America
& & O S . US
N
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Figure 17: Guangdong'’s industrial GDP as % of national industrial Figure 18: Guangdong: industrial value added by sector, 2016
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Rating definitions

Company ratings

Buy Stock expected to outperform benchmark by more than 15%

Accumulate Stock expected to outperform benchmark by more than 5% but not more than 15%
Hold Expected stock relative performance ranges between -5% and 5%

Underperform Stock expected to underperform benchmark by more than 5%

Sector ratings

Positive Sector expected to outperform benchmark by more than 10%
Neutral Expected sector relative performance ranges between -10% and 10%
Cautious Sector expected to underperform benchmark by more than 10%

Legal Disclaimer

This report has been prepared by GF Securities Co. Ltd or its affiliates. GF Securities Co. Ltd and its affiliates are referred to as “GF Securities”
hereinafter. According to the laws, regulations and regulatory requirements in different countries and regions, this report is distributed by the
subsidiaries/operating bodies of GF Securities with relevant lawful and compliant operation qualifications in these countries and regions.

GF Securities (Hong Kong) Brokerage Limited (“GF Securities (Hong Kong)”) is licensed by the Securities and Futures Commission of Hong Kong to
conduct Type 4 Regulated Activity “Advising on Securities”. It is regulated by the Securities and Futures Commission of Hong Kong, and is responsible
for the distribution of this report in Hong Kong.

GF Securities Co. Ltd is qualified to conduct securities advisory business as approved by the Chinese Securities Regulatory Commission. It is
regulated by the Chinese Securities Regulatory Commission, and is responsible for the distribution of this report in China (except Hong Kong, Macau
and Taiwan).

Information about the qualifications of the research analyst(s) who is(are) the author(s) of this report as registered analysts with the Securities
Association of China and information about their licenses issued by the Securities and Futures Commission of Hong Kong are disclosed in the section
where research analyst names are shown.

This is a summary of a report originally written in Chinese. Please contact us for more information of the original report. The Chinese version shall
prevail in the event of any discrepancy between the two versions.

Important Notices

GF Securities Co. Ltd and its affiliates may be seeking or building business relationships with companies mentioned in this report. Therefore, investors
should consider the impact on the independence of this report by GF Securities Co. Ltd and its affiliates due to potential conflicts of interests. Investors
should not make any investment decisions based solely on the contents of this report.

The research analyst(s) primarily responsible for the content of this research report, in whole or in part, certifies that with respect to the company or
relevant securities that the analyst(s) covered in this report: (1) all of the views expressed accurately reflect his or her personal views on the company or
relevant securities mentioned herein; and (2) no part of his or her remuneration was, is, or will be, directly or indirectly, in connection with his or her
specific recommendations or views expressed in this research report.

The remuneration for the production of this report by research staff is determined based on various factors including the quality of research, client review
and workload, and it is also affected by factors including GF Securities’ overall revenue, part of which is generated from GF Securities’ investment banking
business.

This report is distributed solely to clients or designated institutions authorized by GF Securities, and is not distributed publicly. It can only be used by the
targeted recipients who have the obligation to maintain confidentiality. GF Securities does not view any persons who have received or read this report
through other means as its clients.

This report is distributed to a certain client based on the conclusion that this client is deemed to be able to assess investment risks independently, execute
investment decisions independently and assume corresponding risks independently.

The contents of this report is for reference only. Information contained or opinions expressed in this report does not constitute an offer or inquiry.
Customers should not substitute their independent judgment with this report or make decisions based on this report.

This report is published solely for information purpose and does not constitute an offer to buy or sell any securities or a solicitation of an offer to buy, or
recommendation for investment in, any securities. The research report is intended solely for use of the clients of GF Securities. The securities mentioned
in the research report may not be allowed to be sold in certain jurisdictions. No action has been taken to permit the distribution of the research reports to
any person in any jurisdiction that the circulation or distribution of such research report is unlawful. No representation or warranty, either express or
implied, is made by GF Securities as to their accuracy and completeness of the information contained in the research report. GF Securities accepts no
liability for all loss arising from the use of the materials presented in the research report, unless is excluded by applicable laws or regulations. Please be
aware of the fact that investments involve risks and the price of securities may be fluctuated and therefore return may be varied, past results do not
guarantee future performance. Any recommendation contained in the research report does not have regard to the specific investment objectives, financial
situation and the particular needs of any individuals. The report is not to be taken in substitution for the exercise of judgment by respective recipients of
the report, where necessary, recipients should obtain professional advice before making investment decisions.

GF Securities may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions from, the
information presented in the research report. The points of view, opinions and analytical methods adopted in the research report are solely expressed by
the analysts but not that of GF Securities or its affiliates. The information, opinions and forecasts presented in the research report are the current opinions
of the analysts as of the date appearing on this material only which may subject to change at any time without notice. The salesperson, dealer or other
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professionals of GF Securities may deliver opposite points of view to their clients and the proprietary trading division with respect to market commentary
or dealing strategy either in writing or verbally. The proprietary trading division of GF Securities may have different investment decision which may be
contrary to the opinions expressed in the research report. GF Securities or its affiliates or respective directors, officers, analysts and employees related
to research report business may have rights and interests in securities mentioned in the research report. Recipients should be aware of relevant disclosure
of interest (if any) when reading the report.

This Research report may contain and/or describe/present factual historical information on prices of Futures contracts (the “information”). Please note
that this information is solely for the purpose of forming part of the argument/grounds/evidence in our research methodology/analysis to support our
conclusion on our view of the relevant industry/company mentioned. It does not, by any means (express or implied) to be associated with or constituted
as SFC Type 5 Regulated Activity (Advising on futures contracts).

Disclosure of Interests
(1) GF Securities (Hong Kong) do not have any investment banking relationship with the companies mentioned in this research report in the past 12
months.
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