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DR RAYMOND HO: Madam Deputy, privatization involves the transfer of
property or economic activity from public ownership to private ownership. The
Hong Kong Special Administrative Region (SAR) Government's latest attempt in
privatizing its assets was the listing of the Link Real Estate Investment Trust
(Link REIT), but it was aborted by the legal challenge raised by a member of the
public. Other suitable candidates under consideration include the two railway
companies with their much-anticipated merger and the Airport Authority.
Besides listing public assets, privatization can also be disguised as private sector
involvement (PSI) or Public Private Partnership (PPP).

A PPP may take on different forms. According to the classifications
provided by the Efficiency Unit of the SAR Government on its webpage, we
have private finance initiatives (PFIs); joint ventures; partnership companies;
partnership investment; franchises; design and build; design, build and operate;
build, operate and transfer, and so on.
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There are many cited advantages of privatization. First, resources are
better utilized with the flexibility and ability of the private sector to perform
more efficiently. Second, the private sector can inject new thinking and
initiatives to enhance the quality and efficiency of public services. In fact, it
takes no pain in selling these good points to the people of Hong Kong, as most of
us appreciate the strengths of a free economy.

Personally, | can see the merits of privatization, provided that assessment
must be done on individual cases. Public and stakeholders® views must be taken
into account too. This explains why | have been pressing the Government for
privatizing selected public assets and adopting the PFI to encourage private
companies to initiate more new public projects which have not been included in
the existing facilities or may not be built by the Government on its own in the
foreseeable future. The latter condition | attach to the adoption of the PFl is to
maximize the benefits in terms of better capital utilization from the private sector
and more employment opportunities.

What | oppose most is the Government's attempts to use privatization as an
easy way out for its fiscal deficit problems without paying much attention to the
views of the other stakeholders, particularly the civil servants in the departments
concerned, and members of the public as a whole. | would like to substantiate
my point with the following examples.

The push for a PPP arrangement for the Sha Tin Water Treatment Plant is
a good illustration. In the course of my follow-up with the Government on the
subject, | have unfortunately got the impression that the Government has simply
evaluated the project on its own merit, without giving the slightest regard to the
worries of the stakeholders, which include the general public and the 4 000
existing staff in that particular instance. For the former, it is the quality of
water supply which is at stake while for the latter, their jobs.

Despite their worries about the impact of the abovementioned proposal,
members of the public were neither fully consulted nor informed of the latest
development. On the other hand, the Government's lack of transparency and its
failure in providing dialogue have caused distrust of and the lacking in
appreciation for the staff. The insensitive attitude of the Government has also
adversely affected the morale of the staff. Believe it or not, it took seven
months before the Secretary, Dr LIAO, agreed to meet the staff representatives
to discuss the subject.
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Similar unilateral approach has been taken by the Government in the West
Kowloon Culture District (WKCD) development. Public consultation was
launched after rather than before the Government had made up its mind and
made known its proposal on adopting the canopy design and the single
consortium arrangement. As a result, the subsequent consultation was at best
some kind of public relation exercise to keep down the dissenting views.
Instead of giving the public the answers, the so-called consultation has raised
more questions. The fact that the Government can go ahead with the project
without seeking funding approval from this Council has further added fuel to the
suspicion.

As | recall, at the special meeting of the Planning, Lands and Works Panel
held on 16 December 2004, | raised the following queries: (1) What are the
criteria to be used by the Government to evaluate the financial arrangements and
plot ratio of the screened-in proposals? (2) While we are in the process of
public consultation and are still not sure of the proportion of oriental and western
art or the types of art to be developed or staged in the project, how could the
Government come up with figures of the required amount for the developers to
provide assurances for future financing of cultural and art development? (3)
How to ensure that the revenues from property development will be able to
finance the operation of the WKCD and to sustain the required funding as the
former is susceptible to market fluctuations? My questions were met with a
long and complete silence before representatives from both the Government and
the three proponents struggled to come up with some lame responses. Indeed, it
Is the Government's traditional "I know the best" attitude which worries me
most. Moreover, we must also ascertain both the short- and long-term effects
of the proposed PPP, with particular emphasis on the reliability, viability and
sustainability of the proposal.

The Government will face the same questions in exploring the feasibility
of applying the PPP arrangement to Harbour Area Treatment Scheme (HATYS)
Stage 2. It is a two-phase project with a $20 billion price tag, which will
provide additional facilities to convey all sewerage from the harbour area to the
Stonecutters Island for treatment. Members of this Council must recall that a
total of $8.3 billion, as against the original budget of $6.3 billion, has been spent
for Stage 1 of HATS (it was called Strategic Sewage Disposal Scheme or SSDS).
Its effect is doubtful because the treatment cannot even reach the standard of
secondary treatment. Previous experience tells us that the Government must
not rush to the conclusion. It should study various options before proceeding
with Stage 2 of HATS.
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Learning from the lesson of the WKCD as well as The Link REIT, the
Government should provide more transparency in its decision-making process of
privatization projects, so that the projects can proceed with all the support from
the public as well as this Council. It should take into account the views of the
stakeholders and evaluate both the economic and social consequences of these
projects which, as suggested in my amendment will be extended beyond
corporatization to include various forms of PPP being considered for various
public services, such as water supply, transport, social and medical services.

Madam Deputy, | so submit. Thank you.
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MR ABRAHAM SHEK: Madam President, being a staunch advocate of "big
market, small government,” | support the idea of privatization in principle. It is
my belief that privatization, if properly implemented, can be beneficial to the
community at large. It promotes efficient use of public resources and enhances
asset value, while offering an opportunity for Hong Kong citizens to share the
city’s wealth and assets. Unfortunately, the Government's privatization plans,
with all their good intentions, have instead resulted in much discontent in various
social strata. Perhaps it is time that the Government embarks on a major
reflection on why and how it should proceed with its privatization programme.

The main problem with the privatization plans is that the Government is
sometimes so eager to fill its coffers with the proceeds from privatization sales
that it forgets its responsibility to manage and safeguard the greater public
interest. For example, the way it handled The Link REIT listing certainly left
much to be desired. The goal of wealth creation and redistribution was
completely defeated by problematic asset valuation and unclear subscriber
policies. Moreover, there are other criticisms that too much of the privatization
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programme is conducted behind closed doors of the bureaucratic machinery.
To date, the Government has not even released a list detailing all the potential
privatization projects or their priorities, even though its ambitious plan to sell as
much as $112 billion worth of assets in the following five years was announced
in 2003. It is no surprise that demand for the Government to re-evaluate the
rationale and direction of the entire plan is mounting.

At this point, I urge the Government to take heed of what is being said in
today's motion debate, and to fully assess the whole privatization programme.
Time is needed to readjust relevant privatization policies, to make them more
coherent and responsive to concerns about cost-effectiveness, asset valuation,
investment return, regulation, legality and the impact on users and employees
affected by privatization. It may also consider setting up ad hoc committees
comprising cross-sector representatives in order to engage wider participation
and facilitate discussions.

Of the many issues which need to be addressed, one which is causing
grave and wide concern is — what level of investment return should be
considered reasonable for the privatized entities after their listing. Making a
decision on this issue will go a long way in dictating what fees are to be set for
the essential services which our public have the right to enjoy. Affordable price
adjustment mechanisms have also yet to be formulated for assets which occupy a
monopolistic position and affect large numbers of users, like the airport and the
railways.

Another important issue is the Government's land subsidy to those
privatized entities. Both the Airport Authority (AA) and the two railways are
commercially operated infrastructural projects. While they remain
wholly-owned government assets, indirect land subsidy could be understood as a
way to assist their finances, to overcome the problem of funding gaps, as well as
to safeguard public interests. But when they become privatized, like the MTR,
the practice would not really be acceptable. We cannot have valuable land
transferred into private hands through any means other than open, competitive
bidding. There is an urgent need to revisit this financing mode which is
tantamount to backdoor transfer of scarce resources.
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Moreover, there is a need to regulate the AA and the railway corporations*
participation in their non-core businesses. With such huge stocks of "free™ land
under their control, the AA and the two railways have increasingly ventured into
property development, estate management and even owning exhibition venues.
In 2004, over half of the MTR's revenue came from property development.
How much of these profits are being used to subsidize its fares? The answer is
very simple — minimal. Regulating the scope of their business remains a
privatization issue which needs to be resolved. Privatization must be for the
benefit of the people in the immediate and longer terms.

Madam President, the process of privatizing public entities is still in its
infancy, despite the fact that Hong Kong is a capitalistic free economy. So far,
the Government has sold $15.5 billion worth of housing loans to the Hong Kong
Mortgage Corporation, and has successfully introduced a $6-billion bond
programme for tolls and bridges which has raised the necessary funds without
sacrificing assets. The balance of $90 billion worth of assets is still in the
pipeline for privatization. In addition, Dr the Honourable Raymond HO has
rightly suggested that there are other controversial forms of privatization
brewing in other sectors, such as the contentious plan to privatize water supply
under a Public Private Participation approach. This involves reallocating
massive amounts of public resources. After the disastrous halt of The Link
listing, it is appropriate that the Government should further reassess the need and
priority of its privatization programme of public assets.

With these remarks, | oppose the motion.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 26 were present, six were in favour of the amendment, 16 against
it and four abstained; while among the Members returned by geographical
constituencies through direct elections, 27 were present, seven were in favour of
the amendment, eight against it and 11 abstained. Since the question was not
agreed by a majority of each of the two groups of Members present, she
therefore declared that the amendment was negatived.
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Dr Raymond HO rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 24 were present, six were in favour of the amendment, 13 against
it and five abstained; while among the Members returned by geographical
constituencies through direct elections, 26 were present, six were in favour of the
amendment, eight against it and 11 abstained. Since the question was not
agreed by a majority of each of the two groups of Members present, she
therefore declared that the amendment was negatived.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 25 were present, six were in favour of the motion, 18 against it
and one abstained; while among the Members returned by geographical
constituencies through direct elections, 27 were present, eight were in favour of
the motion, 15 against it and three abstained. Since the question was not agreed
by a majority of each of the two groups of Members present, she therefore
declared that the motion was negatived.
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MR BERNARD CHAN: Madam President, the Honourable SIN Chung-kai's
motion urges the Administration to draw on more of the Exchange Fund's
investment income in order — and | quote — "to increase government revenue".

This assumes that it is a good thing to increase government revenue. In
fact, many people would say the opposite. They would say the Government
spends too much money already, and should be taking in less revenue, not more.

However, whether you agree with that or not, we should not view the
Exchange Fund's investment income as a fiscal free lunch, or a source of easy
funds.

There are good reasons to maintain a substantial sum of funds in reserve.
Like any organization or individual, the Government needs some funds simply to
look after the day-to-day cash flow. In Hong Kong's case, the reserves also
play a role in maintaining exchange rate stability.

Also, we need reserves in case of an emergency, or an unexpected period
of economic downturn. As we have seen in recent years, reserves can act as a
welcomed buffer when revenues decline. Without the reserves at times like
that, the Government would have to choose between cutting public services or
going into debt.

Obviously, it is possible to go too far and to have too much in the reserves.
| know some of my colleagues here believe that we have reached this stage
already. The optimum amount for the reserves is debatable.
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But the basic reason for the Exchange Fund is prudence, and we should
take a prudent approach towards how we use it. We should try to ensure that
government revenue from investment income is sustainable and stable. We
should keep government expenditure in line with economic growth — and resist
the temptation to spend money just because it is there. Most of all, Madam
President, we must make sure, above everything else, that we have enough
reserves to look after our people’s interests in an unexpected downturn or other
emergency. Thank you.
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MR ABRAHAM SHEK: Madam President, at the Panel on Financial Affairs
meeting on 17 February this year, the Honourable LEE Cheuk-yan and the



rE — 20066 A1 H
152 LEGISLATIVE COUNCIL — 1 June 2005

Honourable Emily LAU called for some of the surplus accumulated from the
Exchange Fund to be transferred to the Government's General Revenue to meet
additional expenditures and benefit the public. Then, in a budget debate in this
Council in April and at the Panel on Financial Affairs meeting on 6 May, some
colleagues raised the same request again. Therefore, it is no surprise that the
Honourable SIN Chung-kai is now requesting a review of the methodology for
sharing the Exchange Fund's investment income with a possible view to inflating
government revenue and hence increasing expenditure.

This suggestion would obviously be a quick antidote to help balance the
budget deficit which Hong Kong has been suffering for the past few years.
With such extra money to fund our ever-increasing government spending, the
pressure for tax increase would be relieved. Constraints on expenditures on
education, welfare and health care services, as well as civil service programmes
can be removed. Obviously, it appears that this idea will benefit everyone in
the community, but if one has a clear understanding of the functions and
operation of the Exchange Fund, one would realize that this is not what it seems
to be.

The Exchange Fund is not just another ordinary investment fund. Its
prime objective is to fully back our monetary base. The Government
transferred part of its fiscal reserve to the Exchange Fund in order to avoid
derogation of the reserve arising from exchange risks and to centralized the
management of the Government's financial assets. These assets, owned by the
people of Hong Kong, produce an annual dividend which goes to the budget.
The current arrangement under which the fiscal reserves share the same rate of
return achieved by the entire Exchange Fund each year was introduced in 1998.
Over the years, this arrangement has on average generated a greater rate of
investment return than the investment benchmark of the Exchange Fund. In
2004, the investment return for the fiscal reserves was $14.5 billion, which was
$2.2 billion higher than the "target™ set in the 2004-05 Budget. Considering the
results, one should adopt a cautious policy of "if it ain't broken, don't fix it". |
consider that the present system is serving Hong Kong well.

The strong financial position of the Exchange Fund allows the Hong Kong
Monetary Authority (HKMA) to maintain monetary stability here. For this
reason, no Financial Secretary has ever allowed any of the Fund's earnings to be
transferred to the Budget. Over the years, the Fund has accumulated a massive
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internal surplus. At the end of 2004, the size of the Exchange Fund stood at
$1.0619 trillion, with an accumulated surplus of $423.4 billion. In my view,
keeping the Fund at such substantial level is not an act of over-conservatism on
the part of the Government. The money is of paramount importance in
safeguarding the exchange value of Hong Kong's currency. It also helps to
maintain the integrity of our monetary and financial systems. Volatility in the
global financial market can be devastating. During the Asian financial crisis in
1998, Hong Kong spent US$9.5 billion of its US$98.1 billion reserve to defend
the Hong Kong dollar and maintained its peg at $7.8 to US$1. Given the
increasingly volatile global financial market and the fact that Hong Kong is a
very small but externally oriented economy, there is a need to further strengthen
our defence against speculative attacks on our currency when external shocks can
be absorbed by a sizeable Exchange Fund.

Madam President, | firmly support the HKMA in adopting a prudent
approach of accumulating a hefty Exchange Fund surplus. On the Exchange
Fund's balance sheet, the fiscal reserves are regarded as a liability, whereas the
accumulated surplus is a fund equity. The use of the Fund is governed by the
Exchange Fund Ordinance. Section 3(1) of the Ordinance stipulates that the
Fund "shall be used primarily for such purposes as the Financial Secretary thinks
fit affecting, either directly or indirectly, the exchange value of the currency of
Hong Kong and for other purposes incidental thereto.”" Later, in section 3(1A),
it specifies that the Fund may be used when the Financial Secretary "thinks fit to
maintain the stability and the integrity of the monetary and financial systems of
Hong Kong." In November 2002, the HKMA affirmed its stance that it was not
possible to use any asset of the Exchange Fund to meet operating and
contingency requirements of the Government regardless of the size of its
accumulated surplus, because such purpose did not fall within those specified in
sections 3(1) and 3(1A) of the Ordinance.

Nevertheless, section 8 of the Ordinance allows the Financial Secretary,
after consulting the Exchange Fund Advisory Committee, and with the prior
approval of the Chief Executive in Council, to transfer from the Fund to the
General Revenue any sum which he feels would not adversely affect the
Exchange Fund's ability to fulfil any of its purposes under sections 3(1) and
3(1A). Of course, there is no way to devise a formula for determining an exact
amount which can be transferred safely or an appropriate level which the
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Exchange Fund should be maintained. But any transfer would be unadvisable.
It may adversely affect public confidence in, and market perception of, the
Government's ability to maintain monetary and financial stability. In addition,
Hong Kong's credit rating may be downgraded when financial commentators
take a negative view about Hong Kong's vulnerable position to speculative
attacks. The accumulated surplus of the Exchange Fund which amounts to
$423.4 billion may appear to be colossal in the eyes of a layman. It is also true
that our monetary base is more than adequately covered. However, | wish to
remind our colleagues that total deposits in our banking system now amount to
$3.8 trillion equivalent, of which more than half are denominated in Hong Kong
dollars. By comparing these figures, we can conclude that it is prudent for us to
maintain the Exchange Fund. Thank you.
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TR KHWGBET -

(RERT)

FEMEE R T ERILAAERR -
Ms Emily LAU rose to claim a division.

EFREBBWMEEERLLRR - B RREGERREEL 3 pERET -

ERE  BHAEMBRR -

TR FESMUEHEANRR - MR AHE > REFEERR - LERER -

e E #5 :
Functional Constituencies:
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.%%é HESRHE  REEHA  SRBHE BEEHRE  HELH

|

CEEEEE  FIHNEE  BMEBRRENERTEEEK

I

T EE
Geographical Constituencies:
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EREEMKHEEEERELNFEE - H 21 AWK > 21 KB m&H
SEEBEERELANEE - F 23 AME 19 ANBK > 3 AXRE - HRFEE
EEMHA s EREE A DEFHER - R EEMEE ENEEERSE
oo

THE PRESIDENT announced that among the Members returned by functional
constituencies, 21 were present and 21 were in favour of the motion as amended;
while among the Members returned by geographical constituencies through
direct elections, 23 were present, 19 were in favour of the motion as amended
and three against it.  Since the question was agreed by a majority of each of the
two groups of Members present, she therefore declared that the motion as
amended was carried.

TXEE
NEXT MEETING
IR RBIEGMIKG - AGE 200546 H 8 HEWI= 7 11 BjEd -

TEEFR TF CHF 57T 7K E -
Adjourned accordingly at three minutes to Seven o"clock.



