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INFORMATION NOTE
Pork Supply to Hong Kong

1 Pork Supply to Hong Kong

1.1 There are three sources of pork supply to Hong Kong: the Mainland
and local pig farms are the first two sources of fresh pork supply to Hong Kong
whereas imported chilled/frozen pork is the third source of pork supply. For an
overview of the flow of pork supply to Hong Kong, please refer to Appendix I.

12 Regarding the supply of live pigs from the Mainland, the Ministry of
Foreign Trade and Economic Cooperation (MOFTEC) determines the annual quota
for pig export to Hong Kong each year and Ng Fung Hong is the only agent appointed
by MOFTEC to import live pigs to Hong Kong. In 2000, there were 1 858 862 pigs
imported to Hong Kong and 445 900 pigs supplied by local pig farmers. The ratio
between imported pig and local pig supply was therefore 81:19. For details of loca
and Mainland pork supply, please refer to Appendices |1 and I11.

1.3 At present, there are 659 meat importers importing chilled or frozen
pork to Hong Kong from the Mainland and other countries. Details of importation is
illustrated in Appendix IV. According to the "Notice on Handing Down the Export
Quota for Some Agricultural Products of Year 2002" promulgated by MOFTEC in
mid December 2001, the export quota and the appointed agent system for chilled and
frozen pork was abolished on 1 January 2002.

2. Licensing of Slaughter houses

21 Section 5 of Slaughterhouses Regulation (Cap. 132 sub. leg. BU)
stipulates that slaughtering of food animals for human consumption should be in a
licensed slaughterhouse. According to the Slaughterhouses Regulation, any person
who intends to operate a slaughterhouse must obtain a slaughterhouse licence issued
by the Food and Environmental Hygiene Department (FEHD). To apply for a
slaughterhouse licence, a person shall write and enclose three sets of detailed plans of
the relating premises to the Director of FEHD seeking his/her approval. Once a
licenceisissued, it shall be valid for a period of 12 months from the date of issue and
may be renewed upon payment of the prescribed fee according to the maximum
number of animals permitted to be slaughtered in the premises.
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2.2 The Slaughterhouses Regulation further stipulates that any person who
requires slaughterhouse services or desires to use the facilities of a licensed
slaughterhouse for the purpose of slaughtering shall write to the licensee. Except
there is insufficient accommodation available for food animals in the licensed
slaughterhouse, the licensee is not allowed to refuse to provide slaughterhouse
services or the use of facilities for slaughtering food animals. The licensee is also
not allowed to refuse admission of a food animal solely on account of its place of
origin.

2.3 At present, there are three licensed slaughterhouses located in Sheung
Shui, Tsuen Wan and Cheung Chau, with atotal daily throughput of about 6 311 pigs,
140 cattle and a few goats. The slaughterhouse in Sheung Shui is publicly-owned
and operated by Ng Fung Hong while the slaughterhouse in Tsuen Wan is privately-
owned and operated by a company with investment also from Ng Fung Hong. The
third slaughterhouse, which is in Cheung Chau, is publicly-owned and operated by
Cheung Chau Meat Merchant Association. FEHD is responsible for ensuring that
operations in slaughterhouses achieve the required environmental hygiene standards.
Qualified health inspectors are stationed at slaughterhouses to inspect food animals
before and after slaughtering.

3. Predatory Pricing - A Strategy for Monopolizing a Market

31 Monopoly is an economic situation in which only a single seller or
producer supplies a commodity or a service. For a monopoly to be effective, there
must be no practical substitutes for the product or service sold, and no serious threat
of the entry of a competitor into the market so that the seller or the producer is able to
control the price.

3.2 Among the means by which a firm may become and reman a
monopolist, one or more of the following elements are of great importance:

(@) thecontrol of amajor resource necessary to produce a product;

(b) the possession of technological capabilities which alows a single
firm to produce at alower cost than other firms;

(c) the exclusive control over a patent on a product or on the
processes used to produce the product;

(d) theaward of the sole right to produce a commodity or servicein a
given area; and

(e) through a variety of strategic decisions, such as controlling
essential inputs or adopting predatory pricing (which is explained
below).
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3.3 The theory of predatory pricing can only be practised by large
businesses. The predator, which is a dominant firm, offers its customers a massive
discount on a product. The firm may lower its price at a level, which is below the
average cost of its competitors for a sufficiently long period of time. Under the
above circumstances, competitors do not have any choice but to bring their prices
down so as to attract more customers, or else they will lose al of their market share.
However, lowering their prices to a level below average cost will eventually lead
them to bankruptcy due to losses are incurred on each unit sold. In the end,
competitors are forced out of the market. After all of the competitors have left the
market, the predatory firm will raise its price, compensating itself for the losses
involved while engaging in predatory pricing, and earns monopoly profits thereafter.

34 One incentive for a firm to adopt predatory pricing is that there is an
expectation of making up for present losses (or foregone profits) by future gains.
Only large businesses are able to outlast their competitors because they may have
greater cash reserves, better financing or cross-subsidzation from other markets or
other products.
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Flowchart of Pork Supply to Hong Kong
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Appendix 11

Flowchart of L ocal Pork Supply

Local pig farms.

'

Transportation of local pigsto
slaughterhouses where meat traders
engage in bidding them.

:

Tattooing of live pigs ready for
slaughtering.

'

Conducting screening test of pigs ready
for daughtering by Agriculture, Fisheries
and Conservation Department (AFCD).

I

Pigs are slaughtered at slaughterhouses.

]

Food safety control of slaughtered pigs by
Food and Environmental Hygiene
Department (FEHD).

I

Distribution of pork to retail outlets by
meat traders.

:

Pork ready for sale to consumers while
FEHD monitors food safety at retall
outlets.

At present, there are around 305 pig farmsin Hong
Kong. In 2000, there were 446 000 pigs in Hong
Kong.

Pig farmers either delegate meat traders to put
their pigs on bidding in Sheung Shui
Slaughterhouse or sell their pigs to meat traders
directly. At present, there are around 150 meat
tradersin Hong Kong.

A system introduced in August 1998 to label live
pigs. The label can be used to trace pigs back
to the producing farm.

A system introduced in August 1998. By using
rapid test, AFCD staff screen out pigs fed with
clenbuterol.

Tsuen Wan Slaughterhouse, Sheung Shui
Slaughterhouse and Cheung Chau Slaughterhouse.

FEHD Inspectors inspect pigs and pig carcasses and
offal.

At present, there are 639 market stalls and 587 fresh
provision shops (including supermarkets) selling
pork.

Sample inspection.
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Appendix I11

Flowchart of Mainland Pork Supply

In accordance with the Regulations on Quota
Administration adopted in the mid 1950s, the Ministry of
Foreign Trade and Economic Cooperation of People's
Republic of China (MOFTEC) determines the annual
guotafor pig export to Hong Kong each year.

v

MOFTEC allocates quotato suppliersin different
provinces/cities/autonomous regions.

v

MOFTEC appoints an agent in Hong Kong for
the import of pigs.

v

The appointed agent applies to the Agriculture, Fisheries and
Conservation Department (AFCD) for the import of pigs.

v

Importation of pigs.

v

Inspection of imported pigs by the Food and Environmental
Hygiene Department (FEHD) at food control checkpoints.

v

Transportation of imported pigs to slaughterhouses where
mest traders engage in bidding them.

The export quota for big live pigs and middle
size live pigs in 2002 are 1 550 000 and
280 000 respectively.

In 2002, export quota for big live pigs and
middle size live pigs are alocated to suppliersin
15 and 11 provinceg/cities/autonomous regions

respectively.

Since the mid 1950s, Ng Fung Hong has been
appointed as the only agent to import pigs from
the Mainland.

Ng Fung Hong applies for a Permit from AFCD
to import pigs.

Since 1962, there have been three daily express
trains to ensure the provision of livestock to
Hong Kong.

At the food control checkpoints, the import
permit and health certificate issued by Chinese
competent veterinary authority will be checked.

There are around 150 meat traders in Hong
Kong. They bid pigs at daughterhouses
operated by Ng Fung Hong or its associated
company.

v
. . . . A system introduced in August 1998 to label
Tattooing of live pigs ready for slaughtering. live pigs. The label can be used to trace a pig
v back to the producing farm.

Conducting screening test of pigs ready for slaughtering A system introduced in August 1998. By using
by AFCD. rapid test, AFCD staff screen out pigs fed with
¥ clenbuterol.

: Tsuen Wan Slaughterhouse, Sheung Shui
Pigs are slaughtered at daughterhouses. Slaughterhouse and Cheung Chau
v Slaughterhouse.
Food safety control of slaughtered pigs by FEHD. FEHD Inspectors inspect pigs and pig
carcasses and offal.
A 4
Distribution of pork to retail outlets by meat traders. At present, thgre are 639 market stal I.S and 5.87
fresh provision shops pork (including
v supermarkets) selling pork.
Pork ready for sale to consumers while FEHD monitors Samplei i
food safety at retail outlets. pienspection.
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Appendix IV

Flowchart of Chilled/Frozen Pork Supply

Companies registered with the Food and
Environmental Hygiene Department (FEHD) as
meat importers.

i

Meat importers apply to FEHD for an import
licence for each consignment.

i

Importation of pork.

l

Inspection of imported pork by FEHD at food
control checkpoints.

l

Storage.

h 4

Distribution of pork to retail outlets by importers.

l

Pork ready for sale to consumers while FEHD
monitors food safety at retail outlets.

At present, there are 659 local importers registered
with FEHD as chilled/frozen meat importers.

For each consignment, registered importers apply for
an import licence from FEHD. For recognized
countries, a valid health certificate on the consignment
issued by the competent authority recognized by the
Director of Food and Environmental Hygiene should be
attached with the application. For non-recognized
countries, importers are required to apply for an import
licence for atrial shipment.

Chilled/frozen pork is transported to Hong Kong via
seg, land and air.

When the consignment arrives at an imported food
control checkpoint, FEHD Inspectors check the import
licence and health certificate and collect sample for
food safety test when necessary.

Imported frozen pork is stored in registered cold
storages. Imported chilled pork may be distributed
directly to retailers. At present, there are 36 cold
storages in Hong Kong.

At present, there are 238 market stalls and 966 cold
stores selling chilled/frozen pork in Hong Kong.

FEHD Inspectors not only collect imported pork
samples for food safety test, but also check whether
retailers have properly observed the required condition
for storage and sale of chilled/frozen pork e.g. required
temperature.
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