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TABLING OF PAPERS
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The following papers were laid on the table pursuant to Rule 21(2) of the Rules
of Procedure:
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Subsidiary Legislation/Instruments

Quarantine and Prevention of Disease Ordinance
(Amendment of First Schedule) Order 2003......

Prevention of the Spread of Infectious Diseases
Regulations (Amendment of Form)
Order 2003 ...

Maximum Amount of Election Expenses (Village
Representative Election) Regulation ...............

Electoral Procedure (Village Representative Election)
Regulation..............cooiiiiiiiiiiiiii,

Libraries (Amendment) Regulation 2003...................

Securities and Futures (Contract Limits and Reportable
Positions) (Amendment) Rules 2003................

Companies Ordinance (Exemption of Companies and
Prospectuses from Compliance with Provisions)
(Amendment) Notice 2003.............ccccvvennn...

Employees Retraining Ordinance (Amendment of
Schedule 2) (No. 2) Notice 2003 ...................
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91/2003

92/2003

L.N. No.
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83/2003
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Legal Practitioners (Amendment) Ordinance 2000
(42 of 2000) (Commencement) Notice 2003......

Barristers (Admission) Rules (L.N. 5 of 2003)
(Commencement) Notice 2003......................

Legal Practitioners (Fees) (Amendment) Rules 2002
(L.N. 6 of 2003) (Commencement)
Notice 2003 ...

Practising Certificate (Barristers) (Amendment)
Rules 2002 (L.N. 7 of 2003) (Commencement)
Notice 2003 ... i

Barristers (Advanced Legal Education Requirement)
Rules (L.N. 8 of 2003) (Commencement)
Notice 2003 ...

Barristers (Qualification for Admission and Pupillage)
Rules (L.N. 9 of 2003) (Commencement)
Notice 2003 ... e

mEEMNEEEE
WRITTEN ANSWERS TO QUESTIONS

BEAEHELZEEENEEE
Extension of Scope of Container Security Initiative

1.

year.
hours before cargoes are loaded.

MR HOWARD YOUNG: Madam President, it has been reported that the
United States Customs is considering extending the scope of the Container
Security Initiative (CSI) for ocean-going containers to air cargoes in October this
Under the CSI, freight details are required to be submitted at least 24
In this connection, will the Government

inform this Council:

(@) whether it has consulted the air cargo logistics industry on the above

extension;

87/2003

88/2003

89/2003

90/2003

91/2003

92/2003
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(b)  whether it has assessed the impact of the extension on the air cargo
logistics industry and the Hong Kong economy; if it has, of the
assessment results;

(c) whether it has any measures to help the air cargo logistics industry
to comply with the CSI and ensure that it will not hinder the
development of the industry; and

(d) whether it has examined if air cargoes may warrant different
treatment due to their fast moving nature; if it considers different
treatment is warranted, whether it intends to make representations
to the United States Government on behalf of the air cargo logistics
industry?

SECRETARY FOR ECONOMIC DEVELOPMENT AND LABOUR:
Madam President, the proposal announced by the United States Customs on
air cargo security is different from the CSI™*' and the 24-hour rule on sea
cargo™®® 2. This air cargo security proposal requires the submission of
electronic information on air cargo to the United States Customs eight hours
prior to lading the cargo onto aircraft in respect of courier shipments and 12
hours prior to lading in respect of other shipments. Apart from carriers, other
companies in the supply chain including deconsolidators, freight forwarders and
express consignment operators are also required to provide advance information
to the United States Customs, either directly or through carriers within the same
proposed time frame. The United States Customs have indicated that they are
considering views from different quarters and the relevant rule on the proposal
would be published by 1 October 2003.

Note 1 The CSI is a bilateral customs co-operation arrangement initiated by the United States Customs to

address the perceived risks of terrorist attacks through ocean-going containers destined for the United
States. The Hong Kong Customs and the United States Customs signed a Declaration of Principles
(DoP) on it on 23 September 2002. Under the DoP, the Hong Kong Customs and United States
Customs will exchange information and work together closely to facilitate the identification and
screening of high-risk containers. A CSI pilot scheme in Hong Kong is expected to commence in April
2003.
Note 2 Under the 24-hour rule, carriers or non-vessel operating common carriers of ocean-going containers are
required to submit detailed cargo information to the United States Customs 24 hours before lading the
related cargo aboard a United States-bound vessel at a foreign port. It is a mandatory requirement
promulgated by the United States Customs. The rule has been implemented since December 2002 and
strictly enforced since 2 February 2003.
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The Government recognizes the unique nature of the operations of the air
cargo industry, that they need to operate with speed and flexibility to meet the
shippers' just-in-time delivery requirements. Furthermore, the air cargo
industry is already subject to a number of security requirements including the
Regulated Agent Regime (RAR) promulgated by the International Civil Aviation
Organization (ICAO) which requires various parties in the supply chain to
implement measures to enhance air cargo security. The RAR implemented in
Hong Kong is in full compliance with the ICAO standards.

Since the announcement in January 2003 of the United States Customs
proposal for advance submission of air cargo information, we have been
consulting closely with the local industry and have held two meetings with them
together with the relevant bureaux and departments. The affected sectors of the
industry include carriers, freight forwarders, air cargo terminal operators,
logistics companies and shippers. Their views are that the United States
Customs proposal does not take into account the unique nature of the air cargo
industry and the high standard of security which the industry has already
complied with. The proposed timeframe within which advance information has
to be submitted to the United States Customs will push back considerably the
cut-off time for acceptance of cargo shipment and render the air cargo industry
unable to provide time critical delivery services. This will in turn affect the
whole supply chain, increase inventory and storage costs and affect the flow of
trade and goods. The United States is the major market for Hong Kong's air
cargo exports. In 2002, the value of total air cargo exports from Hong Kong to
the United States amounted to HK$86.4 billion, accounting for 22.2% of our
total exports by air. Hence, the Government recognizes the potentially
significant impact of the United States Customs proposal on Hong Kong.

Apart from holding consultation meetings with the local industry, we have
also arranged for the United States Government representatives to meet the local
industry representatives on this United States Customs proposal. We have
already co-ordinated a written submission from the local industry representatives
and forwarded it to the United States Government. The Hong Kong Economic
and Trade Office in Washington D.C. is also assisting in presenting the local
industry's views to the United States Government. We will continue to consult
the local industry and assist them in lobbying the United States Government for
the local industry's views to be taken into account when they revise the proposal.
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Default Cases in Loan Schemes for Tertiary Students
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Fringe Benefits for Civil Servants

3. MR ABRAHAM SHEK: Madam President, depending on their rank,
length of service, terms of appointment and other requirements in the Civil
Service Regulations, civil servants enjoy a number of fringe benefits, including
medical and dental care, education allowances, housing, leave passage and
pensions. To tackle the fiscal deficit, the Government has committed itself to
reducing the operating expenditure and set an expenditure savings target of $20
billion to be achieved by the 2006-07 financial year. In this connection, will the
Government inform this Council:

(@) whether the Administration plans to introduce measures to further
encourage civil servants to purchase their own flats in the private
property market in order to reduce its spending on housing benefits;

(b) of the rationale for providing leave passage for the spouse and
dependent children of a directorate civil servant who joined the
Government before 1 June 2000; and

(c) in view of the above expenditure savings target, whether the
Administration plans to conduct a comprehensive review of the
current fringe benefits package for civil servants; if it has, of the
details of the plans?

SECRETARY FOR THE CIVIL SERVICE: Madam President,

(@) It has been our policy objective to replace the provision of civil
service housing benefits in kind with the payment of housing
benefits allowances with a view to containing the Government's
expenditure on such benefits. In line with this policy objective and
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(b)

(©)

to encourage home ownership, we introduced the Home Financing
Scheme(HFS) in 1990 to replace the non-time-limited Private
Tenancy Allowance and Non-departmental Quarters for civil
servants offered appointment on and after 1 October 1990. Civil
servants offered appointment before 1 October 1990 are given an
option to join the HFS by relinquishing their eligibility for other
housing benefits including Private Tenancy Allowance and Non-
departmental Quarters subject to meeting the eligibility, terms and
conditions of the HFS. In June 2000, we introduced the Non-
accountable Cash Allowance Scheme for eligible new recruits in
place of the HFS and other housing allowance schemes. The new
scheme allows the claimant flexibility to use the allowance for home
purchase, rental payment or other purposes.

The provision of leave passage for the spouse and dependent
children of eligible officers as fringe benefits started some years ago
for overseas terms officers to enable them to maintain home ties.
With the approval of the Finance Committee in 1981, the provision,
which was in line with the practice in the private sector then, has
since been extended to directorate officers on local terms. This
provision has ceased for officers offered appointment on or after 1
June 2000, following a review of the employment package for new
recruits.

It is stated government policy to keep our civil service management
system under review and to make improvements from time to time
to ensure that the continued provision of the allowances is justified
and is in line with present day circumstances. Given the
Administration's commitment to achieving significant economy in
the Government's operating expenditure in the next few years, we
have recently undertaken to carry out a comprehensive review of
civil service allowances, including allowances payable as fringe
benefits. The purpose of the review is to examine all possible
options of reducing expenditure, having regard to legal and other
considerations. Our objective is to achieve substantive savings in
government expenditure on civil service allowances in the next few
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years. We are now considering the priorities and the timeframe of
the review. We will report to the Legislative Council on our
specific proposals and on subsequent progress of the review in due
course. We will consult civil servants fully in the review process,
and adopt the principle of lawfulness, reasonableness and fairness in
taking forward the matter.
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Corporatization of Commercial Business of Housing Authority
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Sale and Purchase of Duty-not-paid Light Diesel Oil
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DR DAVID LI: Madam President, our Government is living beyond its means.
Public spending will account for 22.3% of Gross Domestic Product (GDP) in
2003-04, up from less than 18 % six years ago. This year, the Government will
run a fiscal deficit of more than 5% of GDP. There are alarming figures.
They demand strong action.

We heard much about our dire fiscal position in the lead-up to the Budget.
We were alerted to a tax rise. We knew that we would have to dig deep into our
pockets. In return, we were led to believe that the Government would make a
concerted effort to reign in public spending. Did this Budget deliver?

Let me say that this Budget represents a good beginning. High public-
sector salaries are being addressed, in a way that maintains the morale of the
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Civil Service and avoids disruption of services. These are important
considerations, given the frailty of our economy. Furthermore, the size of the
Civil Service is being contained, through both a hiring freeze and a voluntary
retirement programme. The Financial Secretary has also pledged to increase
efficiency in the Government. These are all welcome initiatives.

There are also a number of imaginative new proposals in the Budget. 1
am gratified to see that the Financial Secretary has taken on board the suggestion
that I made in my response to the Budget last year, to raise the tax allowance for
charitable donations. This is an excellent measure, one that will bring lasting
positive benefit.

May I propose that next year, the Financial Secretary can go one step
further: Allow donors to claim a deduction of 120% of the amount of any
donation to a registered charity or approved educational institution. This will
help to promote a culture of giving, encourage private support of worthy causes,
and reduce the burden on the public purse.

My constituency and I were also very pleased to see the Financial
Secretary take the farsighted step of providing favourable tax treatment to the
trading of debt instruments and offshore funds. These measures will help foster
the growth of Hong Kong as a global financial centre, and earn returns many
times over through improved economic activity.

However, while recognizing the value of these important steps, my
constituency and I remain far from satisfied. We are alarmed that this Budget
does not contain firm measures to reduce the role of the public sector in our
economy.

The Financial Secretary informed us that the Government has set a target
to reduce operating expenditure from his original estimate of $220 billion in
2006-07 to $200 billion. We are led to believe that the impressive sum of $20
billion will be slashed from public spending. But that is not the case. Public
spending stood at $200 billion last year. It will stand at that same $200 billion
in 2006-07. While we pay very real taxes, the Government will cut make-
believe dollars.
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Where is the promise to share the burden of returning Hong Kong to fiscal
responsibility? Where are the bold measures to implement the slogan "small
government, big market", which featured so prominently in the Budget and in
the policy address?

The role of the Government in our lives has grown, even as the
Administration proclaimed its belief in private enterprise and individual initiative.
What we need is a thorough rethink of the Government's proper role. I am still
waiting to hear how "small government, big market" will be achieved in practice.
I am certain that it will not be achieved by new spending programmes, no matter
how well-intentioned. I am certain that it will not be achieved by raising taxes.
I am concerned that, when announcing the tax rises, the Financial Secretary
made no commitment to uphold our simple, low-tax regime. I am concerned
that he made no commitment to reduce taxes once conditions permit. I am also
very concerned about the way in which new taxes have been introduced.
Consider, for example, the increase in first registration taxes for motor vehicles.

Here, I must declare an interest as a Director of Sime Darby Berhad,
owner of the licensed agent for BMW in Hong Kong, and as member of the
International Advisory Board of DaimlerChrysler.

The increase in first registration taxes is not a mere adjustment in the tax
rate. This is a punishing increase, one which will have a severe negative impact
on turnover in the trade. Dealerships will close, and staff will lose their jobs.
Is this a tax measure, or a clumsy attempt to restrict car ownership? Certainly,
the banking industry, which counts hire-purchase financing for motor vehicles
among its core businesses, would like to know.

The tax-paying public has shown that it is willing to make sacrifices. Itis
willing to do its share. But public support will disappear quickly if the
Government does not demonstrate a willingness to carry the greater burden.
The public will not be satisfied until public spending is pared to the bone.

Hong Kong's fiscal deficit reached $70 billion last year. The new tax
measures announced to date are expected to generate $14 billion in new revenue.
A further $6 billion will be raised through as yet undisclosed taxes. Where will
the remainder come from? Growth, we are told. The Financial Secretary says
that growth will generate the extra revenue, and our fiscal shortfall will
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evaporate as a result. But what assurance do we have? Compare, for example,
the Budget's medium-term forecast with the hard facts.

The Financial Secretary projects that the Hong Kong economy will grow at
3.5% per year in nominal terms over the entire 2004 to 07 period. Yet, our
economy has not seen such growth since mid 1990s, an era our Government now
labels as "the bubble economy". Furthermore, the Government reminds us that
our old economic model no longer works. Our future lies with the knowledge-
based economy. Economic restructuring will be a long and painful process.
How do we reconcile these statements with the Financial Secretary's rosy
projections? By relying so heavily on growth to close the fiscal shortfall, the
Financial Secretary leaves himself open to the charge that he is simply playing
with numbers.

The message is clear. More must be done to reign in the size and cost of
the Government. Of course, services must be delivered more efficiently. But
more than that, my constituency would like to see this Administration ask itself:

- What is the Government's proper role?

- What services should be provided by the Government?

- How can we mobilize the private sector and reduce the size of the
Government?

- How do we implement "small government, big market"?

These are the questions that must be asked. These are the questions that
must be answered.

Thank you, Madam President.
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MR BERNARD CHAN: Madam President, our Financial Secretary's first
Budget, one year ago, was in some ways disappointing. It did not tackle any of
the big challenges that the Government faces because of its high spending and
low revenue. It did not please people who were impatient for swift change.
But this timid approach was understandable. The community was not in high
spirits. It would have been politically difficult to take radical measures to raise
revenue and cut spending. It could even have damaged our economy to make
drastic changes. So he took the easy way out. With such huge reserves to
draw on, why not?

The Government was lucky. The timid, lazy way out was probably the
right way to go, politically and economically — thanks to those huge reserves.

For his second Budget, our Financial Secretary has become slightly bolder.
He is still basically taking the easy way out, and relying mainly on our reserves
to fill the gap between income and spending. But he is proposing some
increases in revenue, and some cuts in expenditure. Compared with the size of
the deficit, the numbers are perhaps marginal. But he is sending out a message.
And judging from protests in this Council, in the media and on the streets, the
message is being heard.



Iy — 2003F 48 2H
LEGISLATIVE COUNCIL — 2 April 2003 49

The message is that changes have to come. At some stage in the future,
major changes to the way the Government raises revenue and spends money are
inevitable. Opposition to these changes is equally inevitable.

I would encourage the Administration not to be timid about this, but to
carry on sending out these messages, even though the audience does not want to
hear them. The Government must continue sending the message that we need a
broader-based source of tax revenue.

We used to have broad-based, invisible tax. It was so invisible that it did
not even have a name. Essentially, it was land premiums and other property-
related revenue. You paid it in your rent, your mortgage, or you simply paid it
whenever you bought goods and services from people paying rents and
mortgages. Everyone was paying it in some form, without realizing it. We
need a replacement for that, and the only practical way to raise a large, stable
flow of income is a sales tax of some sort. The Financial Secretary should be
congratulated for making that clear in his Budget speech.

The Administration should send out two other messages.

The first message is to itself — the Government is too big, and too active.
Article 5 of the Basic Law says that the socialist system shall not be practised in
Hong Kong. But our officials make many decisions on the allocation of
resources that could be left to the private sector and free markets. They call it
"encouraging” technology or "supporting” small and medium enterprises. But
it is costing taxpayers' money, and it is ignoring the disciplines and incentives
provided by market forces. It is probably hurting the economy, putting good
money to bad uses.

And our public-sector workforce is, without a doubt, too large and costly.
I fully appreciate the Government's desire to maintain good morale in the Civil
Service, but there must be limits to this. There is a relatively small number of
poor performers in the Civil Service, and there are people with no useful work to
do. The procedures involved in making civil servants redundant are far too
lengthy and difficult. The result is a government that is becoming a burden on
the community. I would also like to point out that in the insurance industry,
weeding out poor performers is good for morale, not bad.
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I would like to mention here the Financial Secretary's proposal to make the
Insurance Commission an independent agency. Some people in the insurance
industry are a little bit suspicious of this idea — they are afraid that such a new
agency will rent luxury offices, hire hundreds of expensive staff, and pass the bill
onto them. The current Insurance Commission is fairly lean and mean, and it is
important that it stays that way. Whether it is independent of the Government is
perhaps less important.

The second message is to everyone in the community — if you want good
quality services, you have to pay for them. Alternatively, if you want low taxes,
you cannot expect a wide range of services to be available to large numbers of
people at virtually no cost.

This is especially important in view of our ageing population, which will
put more and more pressure on health and welfare services in the future. We
cannot go on having half the population in subsidized housing, and over 90% of
our hospital treatment provided virtually free of charge. In future, subsidies
will need to be concentrated where they are most needed. But that raises
difficult questions.

To many people, the Comprehensive Social Security Assistance (CSSA) is
a handout. People complain that it goes to newly arrived mainland immigrants,
or it keeps people from finding jobs. In fact, over 60% of recipients are elderly
or handicapped.

We need to ask ourselves — who deserves assistance? Should the
Government find a way to separate aid for the young and able-bodied from the
help given to the old and infirm? And we need to ask how much assistance is
appropriate. Should the CSSA be a pension plan? Or should it provide the
elderly with food and shelter to survive, but no dignity or comfort?

Whatever happens, it is inevitable that in future, many people will need to
look after themselves a bit more. The Administration should be honest about
this.

I can understand the Financial Secretary, and our Chief Executive, being
nervous about sending out messages of this sort — spelling out the need for a
broader-based tax, a leaner public sector, and fewer subsidies.
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However, if it is any help to them, they might want to know that my
colleagues in the insurance industry are certainly quite willing to hear these
messages. [ have asked my constituents this year to give me some pretty
detailed feedback on the Financial Secretary's Budget proposals and the
Government's overall fiscal policies. There are very clear and consistent
themes coming from my electors.

Number one — they do not mind paying something extra in tax. They
understand the need for more revenue. They would obviously prefer to see
salaries and profits tax stay down. But they are willing to play their part.

Number two — they are very unhappy at what they see as wasteful, big
government. They feel very strongly that the Government should behave more
like the private sector in such areas as personnel, outsourcing, office
accommodation and so on. They believe that the Government should start
cutting its costs sooner rather than later.

Number three — they resent the fact that so many people are paying no tax
at all, yet are entitled to subsidized health care, housing and other services.
They are happy to see public funds being spent wisely on education. And they
are happy to see funds go to the elderly poor. But they are actually quite angry
that so many subsidies go to so many able-bodied, working people who pay no
tax.

Number four — they want to see a broader tax base, and they are very
much in favour of some sort of consumption tax.

The Government might not think that the Insurance Constituency, with just
a few hundred people, is worth listening to. But I believe that the Government
should listen to these comments. These views were largely unprompted, yet
they were overwhelming. In some cases, 80% or more of the responses were
saying the same thing. And I do not believe that these views are confined to
managers in insurance companies. I strongly believe that this is the voice of the
private-sector middle class. They are willing to play their part. They are
willing to contribute. But they feel that there is a burden. And they believe
that they are carrying most of that burden.

This brings me to the overall issue of fairness.
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There was a time when everyone in Hong Kong was happy just to be here.
People were living in shanty towns. They worked seven days a week. They
knew some people had Rolls Royce cars and had meat on the table every day.
But they were not jealous. It just made them more ambitious.

Well, those days are over. Nowadays, people are cynical if the Chief
Executive's granddaughter is kept away from school because of the pneumonia
outbreak, and other children have to go to school. People get upset if their
mainland wives cannot come to Hong Kong, but a senior official's wife can.
People are angry when wealthy members of the Executive Council complain
about the new tax on luxury cars.

Rightly or wrongly, people are starting to resent privilege and wealth.
People in power, and people with wealth, need to be sensitive to the friction that
is growing between different parts of the community.

Fairness, as I have just said, means a lower burden on the middle class, a
broader-based tax system, and a more selective and targeted welfare system.
But fairness also means that the rich and the powerful must be seen to play their
part. When the Government says that everyone must be prepared to make
sacrifices, it must mean "everyone".

Madam President, I look forward to future and more effective action to
reduce the burden as much as possible, and to spread the rest of it fairly. Thank
you.
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DR RAYMOND HO: Madam President, in the Budget speech delivered by the
Financial Secretary last month, Mr Antony LEUNG highlighted the seriousness
of the deficit problem. Within the framework of the Government's three-
pronged approach, namely to boost the economy, cut expenditure and raise
revenue, he proposed a number of measures to tackle the deficit problem.

Overview of the Budget

I agree that our fiscal deficit as high as 5.5% of Gross Domestic Product is
unsustainable. However, I do not see the reasons why the Government must
achieve fiscal balance by 2006-07. To observe this rigid fiscal deficit reduction
timetable, the Financial Secretary will have his hands tied. Why do we need
this objective? When did we establish this target? Have we had any public
consultation? Have we had any consensus?

To attain this goal, he introduced a number of measures which include
increases in taxes and reductions in public expenditure. However, I am
doubtful if they are the best prescription for Hong Kong as we are suffering from
persisting deflation and high unemployment. Some of these measures will
definitely accelerate the deflationary spiral rather than curb it.
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Indeed, the Government's obsession in deficit reduction has made the so-
called three-pronged approach a hollow one. The proposed increases in salaries
tax and pay cut of civil servants are dampers rather than boosters to our economy.
These measures will further deflate our economy with the subsequent reduction
in individuals' spending. It is highly likely that the vicious cycle will set in and
send our economy further downward along the deflationary spiral. Even if the
fiscal balance can be achieved by 2006-07, our economy will pay a very high
price. The cost may even be higher if we take into consideration social and
political factors.

Instead of adopting fiscal measures, such as substantially raising taxes and
cutting expenditure, that are detrimental to the recovery of economy, the
Government should give priority to revitalize the economy. Issuance of bonds
will allow us a more flexible alternative to solve our fiscal deficit problem
through the revitalization of the local economy. For this purpose, funds so
raised must be channeled into specific purposes or projects, for instance,
investment in infrastructure, that will create more employment opportunities and
facilitate economic recovery. Once our economy is on the rise again, the fiscal
deficit will be eliminated, and so will the debt.

As long as the amount of debt to be raised is within an acceptable level, it
is very unlikely that the market confidence in Hong Kong's public finance will be
undermined. The Government should consider seriously issuing bonds to
finance short-term fiscal deficit.

Now, I would like to offer my views on some selected areas:
Investment in infrastructure

I welcome the Financial Secretary's reiteration in the Budget that an
average of about $29 billion annually for infrastructure works is earmarked over
the next five years, similar to that for the past few years, that is, $147 billion in
total. 1 hope that Mr LEUNG's latest commitment in investment in
infrastructure will bring some kind of closure to the discussion on cutting
infrastructure spending.

Much to my delight, Mr LEUNG is also receptive to my suggestion on
adopting the private finance initiatives (PFIs). The Government is going to
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introduce a list of recreational and cultural facilities projects worth about $2.5
billion for private sector participation on a trial basis.

This is obviously a step in the right direction. But the Government
should widen the scope of private sector participation. The Government could
either grant the development rights to the developer submitting the plan or give it
credits in an open tender. Otherwise, there will be no incentive for private
companies to be creative or innovative. The provision of necessary incentives
to interested parties is particularly crucial in view of the slow economy.

Unfair tax burden to middle-income earners

The Government insists that the Budget is fair and well balanced.
However, the middle-income earners, and among them professionals constitute a
high percentage, think otherwise. They have to bear the brunt of the proposed
salaries tax hikes, though they are to be implemented in two equal phases in
2003-04 and 2004-05. The proposed tax hikes are particularly unfair to people
in the middle-income bracket group. For instance, a person earning $20,000
per month will pay 40% more in tax after the increases while a person with a
monthly income of $120,000 will only pay 7% more.

Indeed, the middle-income earners have been facing an array of problems,
namely, declining property prices, job losses or insecurity, and pay reduction,
since 1997. Even so, they are seldom in the receiving end of government
assistance. But when the public coffers are in red, they are asked to take an
unfair share in bailing the Government out.

Acceptable revenue raising measures

I object to the proposed increases in salaries tax as they are unfair to the
middle-income earners. Nevertheless, I agree with the proposed increases in
profits tax, property tax, air passenger department tax and betting duty. These
increases will generate additional revenue for the Government and help reduce
the fiscal deficit. In the same vein, proposed new taxes including boundary
facilities improvement tax and football betting duty should be introduced, the
sooner the better.
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Reduction in size and pay of Civil Service

The Budget confirmed that civil service pay will be cut by 6% in two
phases over the next two years. In order to reduce the operating expenditure,
the Government will reduce the civil service establishment by 10%. It will also
introduce a second round of the Voluntary Retirement Scheme and freeze civil
service recruitment.

Given the downsizing and pay cut of Civil Service, the Government must
take the necessary steps to ensure that the quality of public service will not be
compromised and no succession problems will be created within the ranks of
Civil Service as a result. The latter concern is particularly relevant to the
professional grades in the Government. On the issue of working out a pay
adjustment mechanism, the Government must allow full participation of civil
servants in the exercise.

Concluding remarks

Madam President, the Iragi War and the atypical pneumonia outbreak in
Hong Kong have already dealt severe blows to the local economy. If the
Government insists on achieving fiscal balance by 2006-07 by deflationary fiscal
policies, this will definitely push our economy further downward. We need to
recoup our courage and re-establish our confidence in striving for a healthier
economy. We need breathing space to create an upward spiral for our economy.
We must join hands together and work towards the same goal. We want strong
leadership. I therefore earnestly hope that the Government will reconsider its
strategy and explore the option of issuing bonds.

With these remarks, I so submit. Thank you.
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MRS SOPHIE LEUNG: Madam President, the Financial Secretary has
delivered his second Budget which primarily focuses on fixing our deficit, in the
hope of achieving a balanced budget by 2006-07. Despite diverse views about
this approach, I commend our Financial Secretary for the efforts that he has
made in drawing up this Budget.

However, it worries me that our prime focus is on the deficit. We might
have totally overlooked the causes of it. As much as the increase in taxation
and lowering of public expenditure help in balancing the books, they do not
address the underlying issue.

Thus, what causes our deficit today? The Financial Secretary has already
admitted that our deficit is partly due to economic restructuring, the public
generally feels that it is largely a consequence of unjustified over-spending, and
some economists attribute it to our low productivity compared to our neighbours.
Well, these views are all inter-related. Just imagine, our inflation rate between
1997 and 1998 averaged to about 8.8% per year. In an era of regionalization
and globalization, can any economic region sustain this level of turmoil, we ask?
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Instead of trying to realize what is really happening, we have gone losing
our confidence, disbelieving in ourselves, blaming whoever we can point our
fingers at, and totally gone "soft". We have a situation where our
competitiveness is quickly eroding. According to a widely-quoted-study on
Global Competitiveness by World Economic Forum, Hong Kong's global
ranking dropped from the seventh in 2000, to the thirteenth a year later, and
down further to the seventeenth in 2002.

Overcoming this requires efforts from everyone, including the
Government. It is unfair and undesirable to distribute responsibility to selected
groups as a result of some yielding to political posturing and others resorting to
bargaining. The more well-off may be able to afford a higher tax, the poor and
the needy may be able to survive with limited social assistance, but it takes
everyone in our society to work together as a united force to fight our way
through this economic restructuring.

Thus, what can we do to lift ourselves out of this situation? "Self-
construction" or "self-building" (5 5 # ) is a term that I learned at this
National People's Congress meeting held in the Mainland which I first attended,
and I think that it is just aptly to apply it to us here. If we adopt this self-
construction concept to enhance ourselves to better adapt to this rapidly changing
environment, to raise our productivity, to quickly improve our competitiveness
as compared to our neighbours and the outside world, we can make a serious
comeback.

Individuals could help by acquiring new knowledge and skills, to cope
with the new demands of technology and markets, thus improving our
productivity and hence this city's competitiveness. However, the answer does
not lie in seeking more government rescues for retraining programmes or
employment-seeking courses. Rather, it is individuals' commitment to self-
enhancement and a drive towards realization of one's full potential. Taking the
initiative to pursue lifelong learning is fundamental to capacity building for
economic competitiveness.

On top of knowledge and skills, entrepreneurial instincts and attitudes are
also called for in this dynamic economic environment. We need to approach
our work with a new dimension, an attitude similar to that of an entrepreneur, to
spot new opportunities, to embrace innovative ideas, to envision the impossible
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and to see it through with dedication and perseverance. With this mentality, we
equip ourselves better to combat all sorts of adverse situations, and to help those
who are in need along the way.

So much for individuals. The Government has its own part to play in the
economic restructuring. I think there is no dispute that we need a more efficient
and effective governance which shows a vision, conviction, and the ability to
implement change and bring about a vibrant investment climate.

It is encouraging to see the Budget suggesting a small government. The
170 000-strong Civil Service is far too enormous for our population which is
only about 7 million. Cutting down on manpower by 10% by 2006-07 will be
unpleasant definitely, especially to the staff who remain or those who have to
leave, but I believe that by doing this, our Government's structure will be
streamlined, or hopefully will be streamlined, and organization functions
redefined, for maximum cost-effectiveness that creates an investment friendly
environment.

Structure and organization help, but they only provide the "hardware". It
also takes the right "software" to stay efficient and effective. In saying this, I
am referring to the quality of people and in particular, people's mindsets.
These attributes can neither be reflected by the size of the Civil Service, nor the
amount of public expenses. However, they are key to a government that aims
to build Hong Kong into a regional metropolis. And I will elaborate on their
significance by citing a few obvious examples.

In our integration with the Pearl River Delta (PRD), it was not until last
year that our Government really set its mind to this policy direction, years after
local investors, like people in my industry, started making strategic moves into
the region. And yet our Government has been totally oblivious to such
transition. Provisions of infrastructure, cross-border passenger and traffic
arrangements still fall seriously behind the ever-increasing demand. What
needs to be done is done only when it is absolutely necessary.

Or, as the Chinese saying goes: "curing the head when there is a headache
and curing the feet when they are sore". Such a piecemeal and one-dimensional
approach may provide a quick fix for the time being for the killing pain, but it
falls short of being a strategy or a total solution to cure the illness in its entirety.
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More often than not, the pain will come back again in much greater seriousness.
It is pointless now to feel sorry for the time and opportunities that we have lost
which we so desperately need to build up our foothold in the PRD Region.

But I wish to highlight that a new mindset is in demand for the new
economic order or regionalization. It involves an extension of horizons into the
diversities of culture, technology, social and economic institutions. It also
requires a high level of economic sensitivity and swiftness in responding to
changes. Should our officials have displayed more of these qualities in our
economic integration with the PRD, I believe that we could have enjoyed a head
start in the economic rivalry and a better investment climate than we have today.

Our education system is to be blamed for our people failing to keep up
with the economy's demand. For decades, our education system has been
characterized by a highly bureaucratic culture, marked by tremendous efforts to
encourage quantitative targets and accreditation, and is set up with excessive
protectionism that shuts students off from the real world, not to mention the
teachers who are also well guarded against the quick pace of an ever-changing
environment.

In the real world, we have witnessed a huge transformation of our
economic landscape engineered by the power of knowledge in the last decade,
but changes in our education system do not reflect the same, neither in content
nor in speed. We have ended up with mismatches in knowledge, skills and
mentality between demand and supply. Worst of all, our youth is misled into a
false perception of our realities, causing frustrations and feelings of helplessness.
To bridge this gap, we need to revamp our education system without delay.

It makes me wonder if our Administrative Officer system is the best one to
use throughout our civil service system, especially at the uppermost decision-
making level. If we could instill this concept of self-construction (5 & ## 3%
within our civil service individuals as well as the system itself, we would see a
hope of much better governance.

Madam President, crisis management is about how to manage the
unexpected. It starts with minimizing uncertainties before the crisis hits.
When a crisis happens, it is a job of minimizing the impact and containing the
damage by implementing a crisis management plan. This leads me to wonder
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whether our officials have taken the initiative of assessing the health risk to a
globalized city such as Hong Kong, after the outbreak of bird flu a few years ago.
How aware and prepared are our officials on crisis management and its concepts?
How aware are they over their charges, or was it simply a "no news is good
news" situation or attitude? Inevitably, the price that we pay is Hong Kong's
reputation as an international city free of health hazards, an asset that attracts
investors both local and overseas.

The list will go on if I continue. What I want to show here is, there really
is a lot more that our Government should do to become efficient and effective, as
its policy decisions shape economic development and determine our economic
growth. In becoming efficient and effective, the Government also drives
everyone else in society to a higher standard of excellence, hence empowering all
to better look after our own living at a time of economic hardship.

Economic restructuring is an ongoing process, unlike our deficit which
may one day go away. It is time we stopped hoping for miracles to happen, as I
believe that the future is in our own hands, and we are all in the same boat. Let
us all stand up to the challenges by doing our own bit of self-construction, and in
so doing, motivate others to follow suit.

Thank you, Madam President.
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MS AUDREY EU: Madam President, I rise to explain why I will be voting
against the Budget. I do so for two main reasons.

First, I have utterly lost confidence in our Financial Secretary over his
Lexus incident. On Sunday, 9 March, when the news first broke, I was
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working at home. A reporter rang to ask if I had watched the Financial
Secretary's press conference where he admitted that he bought a car in January
this year before the hefty increase in the Budget for motor vehicle first
registration tax. She asked me if he was guilty of misconduct in public office.
At the time, I found that difficult to believe. I told the reporter that it was a
criminal offence and required a high standard of proof. But as events unfolded
in the next two weeks, my dismay grew. As a lawyer, I do not lightly make
accusations without factual basis or objective reasons. So let us look at the
facts.

On 14 January, the Financial Secretary chaired a meeting of the Budget
task force which discussed 18 new tax measures, some of which, including the
motor vehicle first registration tax, were singled out for further study. That
was a Tuesday. On 11 January, which was the Saturday before, and on 18
January, which was the Saturday after, the Financial Secretary went shopping for
his new car. He bought the Lexus on 20 January, within a week of the Budget
meeting. I find it utterly incredible that he could have forgotten about the
Budget measures when he was buying the car. The most charitable way of
looking at it is that, at the time, he did not realize that it was wrong for him to
make use of privileged insider information. That in itself shows that he is unfit
to be the Financial Secretary for, as such, he possesses immense pass, not the
least of which is being privy to valuable information, and he has to initiate
inquiries into insider dealings.

On 18 March, the Government has confirmed that at the Executive
Council meeting on 5 March, prior to the announcement of the Budget, the
Secretary for Health, Welfare and Food had declared his recent purchase of a
new car when he heard about the increase for the motor vehicle first registration
tax. Up to this day, there is no whisper of any explanation from the Financial
Secretary as to why he did not declare the purchase of his car then. If he had
not previously recognized his mistake, he must have realized it by then. Yet he
chose to keep quiet until the matter was exposed by the press on 9 March. And
even then, he told half truths in saying that the tax was only approved in
February after he had purchased the car. This is not the behaviour that we
expect from a principal accountable officer, let alone the Financial Secretary.

Madam President, there is another reason why I cannot support this
Budget. That relates to the $400 levy on foreign domestic helpers and the
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corresponding reduction in the maids' minimum salary. May I declare here that
I am an employer who will be subject to this levy. The Financial Secretary says
that this is not a Budget measure. Indeed it is not to be found in the Budget.
But that is exactly my complaint. Why is this not in the Budget? Why is this
$400 levy not a tax? The Financial Secretary says that since it does not go to
the general revenue, but only to a fund specially earmarked for the retraining of
employees, then it is not a tax. If we accept this kind of reasoning, any levy on
road users for a road building fund, any levy on parents for a school building
fund will not be a tax. This kind of devious argument simply infuriates me. It
is a tax and should be approved by the Legislative Council in accordance with
Article 73 of the Basic Law.

As for the corresponding $400 reduction in the maids' minimum salary, if
this is a bona fide reduction because of deflation, it should be properly dealt with
by the Secretary for Economic Development and Labour, Mr Stephen IP, and not
by the Chief Secretary for Administration as part of the population policy. In
any case, it is unclear how this $400 is to have any effect on population. It is
clearly part of a plan to increase revenue by taxing those with the least
bargaining power. Instead of being honest about it and putting all these fiscal
measures in the Budget, they are disguised as part of the population policy. I
can accept tax increases or levies but not trickery or administrative shortcuts. I
deplore a government and a Financial Secretary that stoop to this kind of level.

Madam President, there are other reasons why I cannot accept this Budget,
it is a shortsighted budget that concentrates on the deficit rather than revival of
the economy, the tax burden is inequitably concentrated on the lower and middle
classes, and it again fails to consider green taxes. But these other complaints
pale into insignificance when compared to the two main reasons that I have given.
My only regret is that I have but one vote. Voting once against this Budget
cannot adequately express the extent and strength of my anger. When the
Lexus incident first erupted, I felt sorry for Mr LEUNG. But I am afraid that
my sympathy has since evaporated. His bare face denial is treating us like
imbeciles and his insistence in remaining as Financial Secretary is treating us
with contempt. Some people say that the Lexus incident is a "small" matter. I
cannot agree. Integrity of the Financial Secretary is a matter of First Principles,
Madam President. Hong Kong deserves better than a Financial Secretary with
a cloud over his integrity. Anyone who thinks that the Financial Secretary
should stay belittles Hong Kong. It also makes a mockery of the accountability
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system. If he has any ounce of decency left, for his sake and for our sake, I
hope he gets this message loud and clear, please GO. As many of my
colleagues have said, Madam President, with the atypical pneumonia and the war,
the revival of the economy and the readjustment of budget assumptions may need
a serious rethinking, it is high time Mr TUNG should change his mind and give
us a new Financial Secretary.
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SUSPENSION OF MEETING
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Suspended accordingly at eight minutes to Nine o*clock.



