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LEGISLATIVE COUNCIL BRIEF

FREE TRADE AGREEMENT
BETWEEN HONG KONG AND CHILE

INTRODUCTION

At the meeting of the Executive Council on 28 Auge®12, the
Council ADVISED and the Chief Executive ORDEREDtttiee outcome
of the negotiations with Chile on a bilateral Fii@ade Agreement (FTA)
should be endorsed, the FTA plus the side instrametabour should be
signed, and formal notes should be exchanged witle ©n entering into
negotiations on an agreement on investment.

JUSTIFICATIONS
K ey outcomes of the negotiations

2. The FTA is comprehensive in scope and the comemts
therein are of high quality. Some commitments ggydmd those
undertaken by Hong Kong and Chile under the Workttl& Organization
(WTO), granting more favourable market access eatinent to one
another. Key outcomes of the negotiations and arpebenefits to
Hong Kong are summarised in paragraphs 3 to 19belo

(A) Tradein Services

3. We have achieved a balanced outcome on tradsemvices,
building on both sides’ commitments under the WTén&ral Agreement
on Trade in Services (GATS). Hong Kong servicevigers will enjoy
legal certainty in market access and national rmeat for a
comprehensive range of services in the Chilean etawkder the four
modes of supply namely cross-border supply (Mode 1), consumption
abroad (Mode 2), commercial presence (Mode 3), mmodement of
natural persons (Mode 4). Many of these prefeskm@tirangements go
beyond those committed under the WTO (i.e. WTOYlog Chile.

@) Detailed explanations of the four modes of sumblgervices are provided in thenex.



Some of them even go beyond Chile’s offers underah-going WTO
Doha Round of negotiations (i.e. Doha-plus).

4. Chile’s WTO-plus commitments in respect of Modes- 3
encompass sectors where Hong Kong has traditianahgths or has
potential for development. These include financiakrvices,

telecommunications services, various business cafyi tourism and
travel-related services, environmental servicesl s@rvices related to
innovation and technology. With the exception wfahcial services,
Chile’s commitments are essentially on par withcignmitments under
the Chile—China FTA Chile’s commitments to Hong Kong on financial
services are among the best for FTAs of a simi&ume that Chile has
concluded.

5. Hong Kong’s commitments to Chile cover a wideiety of
services, many of which are WTO-plus and in a feeas Doha-plus.
These commitments address Chile’s priority interestuch as in
architectural services, engineering services, atglial services, and
construction services. In respect of Mode 4, tommitments of the
two sides are generally comparable and are WTO-pllibey cover the
temporary entry and stay of business visitors (B& well as
intra-corporate transferees (ICT) in a wide rangeators.

6. Our commitments for Mode 4 by and large refldohg Kong’s
existing liberal regime on temporary entry of besi® persons. Similar
to the commitments we made under the WTO and thes Rilith New
Zealand (NZ) and the European Free Trade AssonigB&TAY States,
Hong Kong will waive the economic needs test (ENr entry into
Hong Kong for employment in respect of ICT from IE€hin specified
sectors. Our commitments on ICT are confined tmiose and
high-skilled positions (i.e. Senior Manager andGaest)® only.

7. Apart from market access commitments, the tveessihave
agreed on other general obligations to facilitatelé in services. In

@ For example, architectural services, integratedireering services, computer and related
services and services incidental to manufacturing.

@ Chile’s FTA with China does not cover financiahsees.

@ EFTA Member States comprise Iceland, Liechtenstéarway and Switzerland.

®) The test comprises the economic benefits test iteether the person can make a substantial
contribution to Hong Kong’s economy) and labour keatest (i.e. whether the person possesses
a skill, knowledge or expertise that is not readiilable locally).

© Given that the commitments are confined to senimdt &igh-skilled positions, we do not
envisage the waiving of the economic needs tedthaite significant impact on Hong Kong'’s
employment market, in particular the low-skilledtee.
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particular, the rules and disciplines developed eanthe FTA will
improve transparency of domestic regulations arsdiienthat they do not
constitute unnecessary barriers to trade in sesvice

(B) Tradein Goods

8. Upon the FTA entering into force, for goods oraging from
Hong Kong, Chile will abolish import tariffs on anod 88 per cent of its
tariff lines, and will phase out the tariffs on atditional 10 per cent over
three years. The remaining 2 per cent, comprigorgexample, cereals,
sugars, articles of iron or steel, will continueo® subject to import tariff
because of domestic sensitivity in Chile. On Hdfgng’'s part, we
commit to binding our existing zero import tarifggime for all goods
originating from Chile when the FTA takes effect.

9. For the purpose of Chile affording preferentaiff treatment
to goods of Hong Kong origin, the two sides havemidated a set of
preferential rules of origin which include certéimlue-based” rules for
certain goods. These rules are among the mostifable that Chile has
adopted under its FTAs with other economies. TabenHong Kong
traders to apply the rules of origin agreed in i@\, the Secretary for
Commerce and Economic Development will add the EI/ASchedule 1
of the Trade Descriptions Ordinance (TDO) (Cap. )36% notice
published in gazette.

10. The FTA includes an article on protection afographical

indication (Gl). A Gl is a name which identifiegpeoduct as originating
In a particular territory or area, where a givemldy, reputation or other
characteristics of the product is essentially ladtiable to its geographical
origin. Well-known examples of Gl include “Champa and “Parma

Ham”. Hong Kong's commitments under this articlee aompatible

with our domestic regime.

11. As regards the use of trade remedy measuhesFTA includes
disciplines additional to the relevant WTO Agreetsewhich will better
safeguard Hong Kong's interest. As Hong Kong is aaser of trade

@ Under “Value-based” rules, goods may claim Hong ¢lanigin on the basis of the proportion
(which may be different for different categoriesgafods) of either the value added to the goods
in Hong Kong or the value of non-originating maaésiused in their manufacture, to the total
value of the goods.

® Trade remedy measures refer to anti-dumping, couwmiteng and safeguard measures.
Imposition of these measures by the importing eoonoould result in additional duties (being
one of the usual forms) on top of tariffs and ottlearges or other import restrictions on certain
imports.



remedy measures, the additional disciplines witl pmse any problem to
us.

12. Under the FTA, Hong Kong and Chile will co-ogter in the
areas of sanitary and phytosanitary meaSuaesl technical barriers to
trade€®, with the objective of reducing trade barriers dadilitating
bilateral trade as far as possible.

(C) Investment

13. The FTA contains a chapter on Establishienthich will
provide investors of both sides with legal certagioh national treatment
in respect of their investments in specified norvises sectord. These
commitments are WTO-plus and comparable.

14. To further enhance investment flows betweengHdéong and
Chile, both sides have agreed to negotiate a Sepagreement on
investment.  The negotiations will cover additionalements of
investment promotion and protection, including but limited to
non-discrimination, minimum standard of treatmeptotection from
unlawful expropriation, and protection of transfers

(D) Other Areasin the FTA

15. The FTA contains provisions to promote comjuetjtfacilitate

access to each other’s government procurement mad@hance
co-operation in customs procedures, and protecetiveonment. The

two sides’ commitments in these aspects are inwiitle relevant WTO
Agreements. The FTA also provides for an effectiefficient and

transparent process for consultations and forese#ht of disputes in
relation to the FTA.

©) Sanitary and phytosanitary measures are any meaapmied: (i) to protect human or animal
life from risks arising from additives, contamingntoxins or disease-causing organisms in their
food; (ii) to protect human life from plant- or aml-carried diseases; (iii) to protect animal or
plant life from pests, diseases, or disease-caumiggnisms; and (iv) to prevent or limit other
damage to a country from the entry, establishmespread of pests.

Technical barriers to trade include technical ragohs, standards and conformity assessment
procedures that may directly or indirectly affaeide in goods.

“Establishment” refers to investments in the forwis (i) the constitution, acquisition or
maintenance of a juridical person; or (ii) the ti@a or maintenance of a branch or a
representation office, in non-services sectors, ther purpose of performing an economic
activity.

National treatment and other safeguards in resgfanvestments in services sectors are covered
by the chapter on Trade in Services.

(10)

(R

(12)



(E) Side Instrument on L abour

16. Alongside but separate from the FTA, Hong Kamgl Chile

have concluded a Memorandum of Understanding (MOW)Labour

Co-operation. Whilst respecting each other’s rigihit regulate and
implement its own labour laws and policies, the M@bvides a

formalised framework within which both sides canli@s$s labour matters
of mutual interest or concern through dialogue aaeébperation. The
MOU also sets out the shared understanding ofwbesides on not using
labour laws and policies for trade protectionistgmses. The MOU will

enter into force on the same date as that of tde FT

Economic and Srategic Value of the FTA

17. The FTA will help Hong Kong businesses tap Mlean

market, which offers potential opportunities asemerging market in
itself, as well as opportunities as a gateway éoShuth American region.
In particular, the FTA will assist our service piders by providing

secured market access and enhanced legal cemdinbn-discrimination
in Chile. The trade facilitation measures inclgditransparency
enhancing initiatives will help reduce transactioosts. Furthermore,
the conclusion of the FTA will generate on the paftthe Chilean
business community greater interests in and arbatigerstanding of the
Hong Kong market, potentially attracting more inwasnts from Chile to
Hong Kong. The FTA will therefore enhance tradel anvestment
flows between the two places, benefiting our econom

18. We estimate that Chile’s import tariff elimiimst commitments

under the FTA, upon full implementation, will resuh annual tariff

savings for Hong Kong of about HK$1.4 million. $hs not substantial
because the import tariffs currently imposed byl€hre already at a low
levef'®, and bilateral trade between the two places issignificant at

present.

19. Apart from direct economic benefits, the FTAscalcarries
significant strategic value for Hong Kong. It wakpand our free-trade
network to the American region, in addition to @xisting linkage with
the Asia-Pacific and European regions through oiksFwith Mainland
China, NZ and EFTA Member States. It will reinferthe signal to our
trading partners that Hong Kong is ready to fordeser economic
partnership through FTAs. This will facilitate oother bilateral and

@3 The simple average applied tariff rate of Chilé iser cent in 2010.



regional FTA initiatives.

BASIC LAW IMPLICATIONS

20. The proposal is in conformity with the Basion,-@ncluding the
provisions concerning human rights. Negotiationsl @onclusion of
FTAs is within the high degree of autonomy of theng Kong Special
Administrative Region (HKSAR) as provided for undeticle 151 of the
Basic Law. The Article provides, inter alia, thlaé HKSAR may on its
own conclude and implement agreements with forestptes in the
economic, trade and other appropriate fields.

FINANCIAL AND CIVIL SERVICE IMPLICATIONS

21. Additional resources, if any, required for thgplementation of
the FTA, including that related to the relevantoeoément activities, will
be absorbed by existing manpower resources of antev
bureaux/departments.

ECONOMIC IMPLICATIONS

22. Signing the FTA with Chile has positive economnplications
for Hong Kong as it will help foster closer econorties between the two
places. In broad terms, the FTA will provide Hokigng with better
access to the Chilean markets which may potentslye as a gateway
to the South American markets, and hence createe nbwsiness
opportunities beneficial to Hong Kong’s long-tersoaomic growth. It
will also help strengthen Hong Kong's role as atenmational trade,
commerce and investment centre.

SUSTAINABILITY IMPLICATIONS

23. The FTA with Chile will bring more and betteccass to the
Chilean markets, create more business opportunibtesHong Kong

businessmen and increase trade and investment fi@wgeen Hong
Kong and Chile. This will in turn bring benefits bther trade related
sectors in the Hong Kong economy, including insaearbanking and
securities and related services. All these woubtp ito sustain the
economic development of Hong Kong and reinforce gddfong’s

position as an international trade, economic amanicial hub.



ENVIRONMENTAL IMPLICATIONS

24. The Environment Chapter in the Agreement hasitipe
environmental implications for Hong Kong. The Clepseeks to
enhance protection of environment through encouogagisound
environmental policies and practices.

LEGISLATIVE IMPLICATIONS

25. Implementation of the FTA would require legisia
amendments as set out in paragraph 9 above.

PUBLIC CONSULTATION

26. We conducted a public consultation exercise tle FTA
negotiations between Hong Kong and Chile from Ddmam?011 to
January 2012 to help develop our negotiation pmsstiand better gauge
the local business community’s areas of intereg¥e have sought views
from major trade and industrial associations, msf@mal bodies and the
general public, and their feedback was positive.

PUBLICITY

27. Details of the FTA will be made public after idpKong and
Chile formally sign the FTA in September 2012. W issue a press
release after the signing of the FTA. A spokespersill be available to
answer media enquiries.

BACKGROUND

28. In July 2009, Hong Kong and Chile completed antJ
Feasibility Study on the possibility of commenciRJA negotiations.
The study concluded that the enhancement of thee teand economic
relationships between Hong Kong and Chile would ehav positive
impact on the economic relationship between thesmles. Hong Kong
and Chile commenced formal negotiations in Jang@@d?. After three
rounds of talks, the negotiations were concludedlofiugust 2012 in
Hong Kong. The FTA will enter into force on a ddatebe mutually
determined by Hong Kong and Chile.



29. Total merchandise trade between Hong Kong alnite Gvas
HK$7,058 million in 2011 while total service tradas HK$950 million
in 2010. On trade in goods, Chile ranked 29t#imong Hong Kong’s
worldwide trading partners and 4th among thoseatinLAmerica in 2011.
On trade in services, Chile ranked 32nd among H¢oigg’'s worldwide
trading partners and 4th among those in Latin Acaein 2010.

ENQUIRIES

30. For enquiries, please contact Mr Rick Chan, isast
Director-General of Trade and Industry Departman2398 5309.

Trade and I ndustry Department
7 September 2012

@4 The European Union is counted as one singleyefotitthe rankings.



Annex

EXPLANATIONS OF THE FOUR MODES OF SUPPLY FOR TRADE IN
SERVICES

Cross Border Supply (Mode 1)

The cross border mode of supply refers to the supply of service from the area
of an FTA party into the area of the other FTA party. If Party A of an FTA
makes commitment in respect of Mode 1, a service supplier of the other Party of
the FTA (i.e. Party B) can supply the service within the area of Party B to service
consumers in the area of Party A, without being physically present in the area of
Party A. An exampleisthe supply of service through telecommunications, fax or
mail etc.

Consumption Abroad (Mode 2)

The consumption abroad mode of supply refers to the supply of service in the
area of an FTA party to the service consumer of the other FTA party. |If Party A
of an FTA makes commitment in respect of Mode 2, a service supplier of Party B
can, within the area of Party B, provide the service to consumers of Party A who
are present in the area of Party B. An exampleisthe supply of tourism services.

Commercial Presence (Mode 3)

The commercial presence mode of supply refers to the supply of a service by
a service supplier of an FTA party, through commercial presence in the area of the
other FTA party. If Party A of an FTA makes commitment in respect of Mode 3,
a service supplier of Party B can provide the service within the area of Party A
through commercia presence in the area of Party A. This covers the presence of
juridical persons (e.g. corporations, joint ventures, partnership, sole proprietorship,
trust, association) as well as representative offices, branches etc.

Movement of Natural Person (Mode 4)

The movement of natural person mode of supply refers to the supply of a
service by a service supplier of an FTA party, through the presence of natural
persons in the area of the other FTA party. If Party A of an FTA makes
commitment in respect of Mode 4, service supplier of Party B can provide the
service within the area of Party A through the presence of natural persons. This
covers natural persons who are themselves service suppliers, as well as natural
persons who are employees of service suppliers (e.g. accountants of accounting
firms).
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