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Senior Council Secretary
Legislative Council Secretariat
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8 Jackson Road

Central

Hong Kong

Dear Ms Szeto,

Panel on Financial Affairs
Follow-up to meeting on 6 June 2005

Thank you for your letter of 10 June, enclosing a list of
follow-up actions after the captioned meeting.

Regarding item 1 on the list, you might wish to note that the
Hong Kong SAR submitted our second report under the (International
Covenant on Economic, Social and Cultural Rights) to the UN in June

2003. A hearing was conducted at the 34™ Session of the UN
Committee on Economic, Social and Cultural Rights in April 2005. Our
report has been uploaded to HAB’s website (http://www.hab.gov.hk) and
the concluding observations by the UN Committee are enclosed at
Annex 1.

On youth employment matter, you might wish to note that
“Hong Kong’s Youth Pre-employment Training Programme” and “Youth
Work Experience and Training Programme” are cited in the paper
“Youth: the Pathways to Decent Work”, prepared by the International
Labour Office (under the UN) for the International Labour Conference
held in June 2005 in Geneva, as “national examples ...... that have had
an impact on the creation of quality youth employment.” (2.1 para.108).
Our programmes are classified as examples of active labour market
policies and programmes for enhancing youth employability through
integrating training, work experience and labour market services.
(2.1.1 para.160). The relevant extract from the paper is enclosed at
Annex 2.



Besides, the UN Secretary-General established a
High-Level Panel in 2001 to advise the heads of UN, World Bank and
International Labour Organization on youth employment policy, as well
as to mobilize opinion and action in favour of youth employment
worldwide. Dr Rosanna Wong, Executive Director of the Hong Kong
Federation of Youth Groups, was appointed in her personal capacity as
one of the twelve experts on youth employment in the High-Level Panel.
The Panel has held four meetings so far, and Hong Kong’'s youth
employment programmes were often positively commended and
referred to as successful examples of government action in enhancing
youth employment.

Regarding items 2 and 3, the Government Economist has
furnished the requested information at Annex 3. The Government
Economist has also taken note of item 4.

Please let us know if we could be of further assistance.
Thank you.

Yours sincerely,

(Shirley Yuen)
Administrative Assistant to
Financial Secretary

C.C.

GEcon (fax: 2527 5571)
AA/SEDL (fax: 2537 2751)
AA/SHWEF (fax: 2526 3753)
AA/SHA  (fax: 2526 4083)
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N\, Economic and Social gg\rl-ERAL

l\// Council UNEDITED VERSION

E/C.12/1/Add.107
13 May 2005

Original: ENGLISH

COMMITTEE ON ECONOMIC, SOCIAL
AND CULTURAL RIGHTS

Thirty-fourth session

25 April — 13 May 2005

CONSIDERATION OF REPORTS SUBMITTED BY STATES PARTIES UNDER
ARTICLES 16 AND 17 OF THE COVENANT

Concluding Observations of the Committee on
Economic, Social and Cultural Rights
People’s Republic of China (including Hong Kong and Macao)

(Note: this document only contains extracts of paragraphs
concerning the Hong Kong Special Administrative Region (HKSAR))

1. The Committee on Economic, Social and Cultural Rights considered the initial report of the
People’s Republic of China (including Hong Kong and Macao) on the implementation of the
International Covenant on Economic, Social and Cultural Rights (E/1990/5/Add.59) at its 6" to
10™ meetings, held on 27, 28 and 29 April 2005 (E/C.12/2005/SR.6-10), and adopted, at its 27th
meeting held on 13 May 2005, the following concluding observations.

A. INTRODUCTION

2. The Committee welcomes the submission of the initial report of the State party, which was
submitted on time and prepared in general conformity with the Committee’s guidelines. The
Committee also notes with appreciation the comprehensive written replies to its List of Issues.

3. The Committee welcomes the constructive dialogue with the delegation of the State party,
which included representatives of Hong Kong Special Administrative Region (HKSAR) and
Macao Special Administrative Region (MSAR). The Committee appreciates that the delegation
was composed of experts in the different areas covered by the Covenant.
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Part Two: HONG KONG SPECIAL ADMINISTRATIVE REGION

B. Positive Aspects

71. The Committee welcomes the information that the age of criminal responsibility has been
raised.

72. The Committee notes with appreciation the establishment of a Commission on Poverty to
devise in this connection, future strategies to combat poverty.

73. The Committee welcomes the establishment of the Sexual Minorities Forum, a formal
communication channel between HKSAR and persons with different sexual orientation, and the
planned establishment of the Gender Identity and Sexual Orientation Unit within the Home Affairs
Bureau.

74, The Committee welcomes the extensive efforts taken by HKSAR, including sensitisation
campaigns, to combat prejudices and discrimination against persons with physical and mental
disabilities.

75. The Committee welcomes the enactment in 2002 of the Marital Rape Ordinance.

76. The Committee welcomes the enactment in 2003 of the Law on Prevention of Child
Pornography.

C. Factors and Difficulties Impeding the Implementation of the Covenant

77. The Committee notes the absence of any significant factors or difficulties preventing the
effective implementation of the Covenant in HKSAR.

D. Principal Subjects of Concern

78.  The Committee regrets that HKSAR has not implemented a number of the
recommendations contained in its concluding observations of 2001. The Committee wishes to
reiterate in particular its concern on the following issue:

(@) The present anti-discrimination legislation does not cover discrimination on the
basis of race, sexual orientation and age;

(b) the absence of a human rights institution with a broad mandate, while noting
HKSAR’s position that the Equal Opportunities Commission has comparable
functions;

(c) the lack of effective protection from discrimination and abuse in practice, of foreign
domestic helpers, affected by the “two-week rule”, upon expiration of their contract;

(d) the continuing spread of poverty and lack of effective access to social service which
affect the disadvantaged and marginalized groups;

(e) the exclusion of many individuals, including women who are homemakers, persons
with disabilities, and older persons, from the Mandatory Provident Fund Scheme,
due to their inability to make sufficient voluntary contributions;
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(f) the hardship arising from the right of abode policies in relation to permanent
residence and split families; and

(g) the persistence of inadequate housing in the form of cage-homes and bed-space
apartments, despite measures taken by HKSAR to provide alternative housing to
residents who choose to remain in such homes.

79. The Committee is concerned that, in the proposed racial discrimination law, the protection
afforded by this law will not cover migrants from the Mainland despite the widespread de jure and
de facto discrimination against them on the basis of their origin. The Committee is also concerned
that, according to the proposals made by the Hong Kong Home Affairs Bureau, the new law will
not affect the existing immigration legislation in HKSAR.

80. The Committee is concerned that HKSAR lacks a clear asylum policy and that the 1951
Convention Relating to the Status of Refugees and its 1967 Protocol, to which China is a party, are
not extended to HKSAR. In particular, the Committee regrets the position of the HKSAR that it
does not foresee any necessity to have the Convention and the Protocol extended to its territorial
jurisdiction.

81. The Committee is concerned that the wage disparity between men and women continues to
be a problem despite the position of HKSAR that the Sex Discrimination Ordinance provides
sufficient protection for women in the field of employment, in accordance with the principle of
equal pay for work of equal value.

82. The Committee is concerned that the social security system in HKSAR does not include
unemployment benefits.

83. The Committee expresses its concern about the particularly precarious situation of foreign
domestic workers, a majority of whom are from Southeast Asia, who are unpaid and are not
entitled to social security.

84. The Committee is seriously concerned that under the existing social security system, in
particular, the Comprehensive Social Security Assistance (CSSA), the levels of benefit are not
sufficient to guarantee a decent standard of living and that many low-income persons, in particular
older persons, are not covered by the scheme. The Committee is further concerned that new
migrants are unable to apply for CSSA due to the 7-year residence requirement.

85. The Committee expresses concern about reports of the high incidence of trafficking in
persons, especially women and children into HKSAR, mainly for the purpose of sexual
exploitation. The Committee regrets that it did not receive sufficient information regarding this
problem and the measures taken in this respect by HKSAR.

86. The Committee notes with regret that sufficient information was not provided on the extent
of poverty and social exclusion in HKSAR. The Committee is also concerned about reports of
increasing of poverty among the older persons, that the more so HKSAR is facing the problem of
rapidly ageing society.
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87. The Committee, while noting the generally high level of enjoyment to health in HKSAR,
remains concerned that the spending on public hospitals has been on the decline, resulting in longer
waiting lists for patients. The Committee is also concerned that under the current fee waiver system,
low income patients still do not receive the most appropriate medical care. The Committee further
notes with regret that many of the expensive drugs required by the chronically ill and the mentally-
ill patients are not subsidised, and are thus denied to these patients in practice.

88.  The Committee remains concerned about the low level of awareness of the general public
in HKSAR of sexual and reproductive health issues. The Committee also regrets that no
comprehensive sexual and reproductive health programme exists in HKSAR and that education on
sexual and reproductive health is not part of the school curriculum.

89. The Committee is concerned that insufficient measures have been taken to facilitate
enrolment in local schools of children of migrants from the Mainland and other foreign migrant
workers who do not have the legal right to remain in HKSAR.

E. Suggestions and Recommendations

90. The Committee once again urges HKSAR to implement the Committee’s relevant
suggestions and recommendations contained in its concluding observations of 2001
(E/C.12/1/Add.58), as well as the current ones, and to undertake whatever relevant concrete
measures may be necessary towards their implementation.

91. The Committee strongly urges the HKSAR to extend the protection afforded by the
proposed racial discrimination law to internal migrants from the Mainland, and to put a stop to the
widespread discriminatory practices against them on the basis of their origin. The Committee
further recommends that the relevant provisions of the existing immigration legislation governing
entry into, period of stay, and departure from, HKSAR are amended to ensure full conformity and
consistency with the new racial discrimination legislation.

92. The Committee recommends that HKSAR reconsider its position regarding the extension of
the 1951 Convention Relating to the Status of Refugees and its 1967 Protocol to its territorial
jurisdiction, and that it strengthen its cooperation with UNHCR, in particular, in the formulation of
a clear and coherent asylum policy based on the principle of non-discrimination.

93. The Committee requests that HKSAR provide in its next periodic report, the results of the
Equal Opportunities Commission Study on Gender-based Pay Inequalities and the measures to
follow up the findings of the study.

94, The Committee recommends that HKSAR consider extending its social security system to
cover unemployed workers through the payment of an unemployment benefit based on
contributions from employers and employees.

95. The Committee urges the State party to review the existing “two-week rule”, with a view to
eliminating discriminatory practices and abuse arising from it, and to improving the legal
protection and benefits for foreign domestic workers so that they are in line with those afforded to
local workers, particularly with regard to wages and retirement benefits. The Committee
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recommends that HKSAR enable domestic helpers to acquire pension rights through their inclusion
in the Mandatory Provident Fund.

96. The Committee urges the HKSAR to review the eligibility criteria for the CSSA so as to
ensure that all those in need, including low-income persons and families, older persons and new
migrants are adequately covered by the scheme to enable them to enjoy a decent standard of living.

97. The Committee requests that the State party provide, in its next periodic report, detailed
information on the problem of trafficking and commercial sexual exploitation of persons in the
State party and on measures taken to effectively address these problems. The Committee urges the
State party to ensure respect for the necessary procedural safeguards when deporting victims of
trafficking in persons, particularly when such victims are minors, and to provide them with the
necessary medical, psychological and legal support. The Committee requests HKSAR to report
back to the Committee in its next periodic report on the result of the study by the Commission on
Women on domestic violence.

98. The Committee urges HKSAR to strengthen its efforts to combat poverty and social
exclusion, in particular with regard to the disadvantaged and marginalise groups, and older persons.
The Committee also recommends the State party to adopt an official poverty line, which would
enable the State party to define the extent of poverty and to monitor and evaluate progress in
alleviating poverty. The Committee requests that the State party provide, in its next periodic report,
disaggregated and comparative annually-collected data on the number of people living in poverty
and on progress made in reducing the incidence of poverty, and the impact, if any, that the newly-
established Commission on Poverty has had on the issue of poverty in HKSAR.

99. The Committee urges the State party to continue its efforts to improve its health services,
inter alia, through the allocation of adequate and increased resources. The Committee
recommends HKSAR to consider revising the current subsidized drug list, to meet the needs of the
chronically-ill and the mentally-ill. The Committee encourages the State party to submit in its next
periodic report annually collected comparative statistical data, disaggregated by sex, age and
urban/rural residence, paying particular attention to the disadvantaged and marginalised groups.

100. The Committee recommends HKSAR to develop a comprehensive sexual and reproductive
health programme, including a public awareness-raising campaign about safe contraceptive
methods. The Committee also calls upon HKSAR to introduce education on sexual and
reproductive health in the school curriculum.

101. The Committee urges HKSAR to amend its legislation to provide for the right to education
of all school-aged children in its jurisdiction, including children of migrants without the legal right
to remain in HKSAR.

102. The Committee encourages HKSAR to ensure that human rights education is provided in
schools at all levels and to raise awareness about human rights, in particular, economic, social and
cultural rights among state officials and the judiciary.
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129. The Committee requests the State party to include in its second periodic report on the
implementation of the Covenant all available information on any measures taken and progress
made, particularly with regard to the suggestions and recommendations made by the Committee in
the present concluding observations.

130. The Committee requests the State party to widely disseminate the present concluding
observations among all levels of society, and in particular, members of the judiciary, law
enforcement officials and non-governmental organisations. It also encourages the State party to
engage non-governmental organisations and other members of civil society in the process of
discussions at the national level prior to the submission of the second periodic report.

131. The Committee requests the State party to submit its second periodic report before 30 June
2010.
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according to local needs and circumstances, on the basis of occupational areas defined in
the directives. *

170. In South Africa, the new learnerships are a flexible form of apprenticeship. They
have, in common with apprenticeship, the addition of workplace leaming to the
programme and a practical assessment of competence. Replacing the narrow, craft-based
apprenticeships of the past, leamnerships can take place in different work contexts — the
public sector, enterprises, or universities. They combine theory with practice, are broader

in scope, and cover a vast array of qualifications. Therefore, they appeal to different
learners. %

171. A few countries, such as India and Pakistan, apply compulsory apprenticeship
training schemes. Employers’ training responsibilities are recognized legally. In India,
the apprenticeship training scheme (the Apprentices Act, 1961) is an important source of
skilled workers in the country. Employers are obliged to engage a certain number of
trade apprentices based on the number of employees and type of industry. Enterprises are
required to impart on-the-job training while theoretical instruction is offered in state
training centres. In 2000, some 17,800 establishments engaged some 165,500
apprentices (150,000 in 1996) covering some 254 industries (218 in 1996) and 138
designated trades (130 in 1996). On completion of training, trade apprentices have to
pass the All India Trade Tests conducted by the National Council of Vocational Training
(NCVT). Apprentices receive stipends, paid by the employer, which increase with each
year of training. There are also apprenticeships for engineering and technology graduates
and for students graduating from the vocational stream of general education schools
(“technician (vocational) apprentices”). In addition, the Apprentices Act encourages
employers to offer places to people representing disadvantaged groups. In 2000, the
statistics for graduate, technician and technician (vocational) apprentices were broken
down as follows: scheduled castes accounted for 7 per cent of places, scheduled tribes

1 per cent, minorities 7 per cent, physically disabled persons 0.14 per cent, and women
20 per cent. !

tanprogramme:designiand implementation Helps ensure. effectisieness: -~

172. In Singapore, the Skills Development Fund has actively encouraged employers to
enrol their employees in non-formal, recognized basic education programmes that are
administered by the Institute of Technical Education. These include the Basic Education
for Skills Training (BEST) Programme, which provides basic literacy and numeracy
traiming, and the Worker Improvement through Secondary Education (WISE)
programme for adults to improve their competency in English and maths. ¢

173. In Thailand, many government departments, state and private enterprises, NGOs
ard schools run non-formal education programmes lasting from three months to one vear,
which target students who have completed primary education but have no secondary

¥ [LO: Learning and training for work in the knowledge society, op. cit.

% A. Bird: MNational monograph on technical and vocational training in South Africa, 2001. See
http:/fwww ilo.org/public/english/employment/skills/recomm/publ/006 .htm , accessed in March 2005.

8 Ministry of Lab(;ur, India; Arnval Report of the Directorate General of Employment and Training (2000);

S.K. Batra and A. Chandra: Focational education ard training for employment in India (New Delhi, ILO/SAAT,
1998).

% 1LO: Learning and training for work in the knowledge society, op. cit.
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education. Pre-employment courses include basic skills training in electrical, automotive
and comstruction technology and an industry-training component. In 1995, the two
government departments. responsible for major non-formal education programmes
enrolled some 375,000 students. However, these programmes do not allow progression
in the formal education system. &

174. Box 2.7 describes an educational incentive for girls, young women and men in
Somalia.

Box 2.7
Reaching out to disadvantaged youth

The Somali Educational incentives for Girls and Young Men (SEIGYM) in Somalia,
supporied by the Africa Educational Trust (AET), uses vouchers to encourage
disadvantaged youth to gain essential reading and work skills. Technical and vocational
training institutions invariably demand that entrants have school qualifications. The
vouchers allow disadvantaged youth to pay for literacy and numeracy training before
they go on to skills training for employment. More than 5,000 disadvantaged girls, young
women and young ex-militta men have been given literacy, numeracy and/or vocational
training. SEIGYM uses a variety of providers of non-formal education and fraining for
carpenters, driving instructors, painters, tailors and nurses. Vouchers are redeemable
through AET only if it has inspected the provider and certified its standard of training.

Source: J. Oxenham et al.: Strengthening livelihoods with fiteracy, study underiaken for the World Bank (2001).
See hitp:/iwww.iiz-dvv.defenglisch/Publikationen/Weltbank/inhalt.htm , accessed in March 2005,

175. Mali’s Ten-Year Programme on Education (PRODEC) is supported by the Project
for Consolidating Vocational Training (Projetr de consolidation de la formation
professionnelle/PCPF), created by the Malian Government with the support of the
‘World Bank. Implemented in 1997, it is aimed at assisting the transformation of
technical and vocational education by assigning it the responsibility for job-related
training. The approach gives priority to the demand for training arising from the
manufacturing sector {(businesses and crafts) and has three elements: improve the public
training “supply” by supporting Business Training and Support Umts (UFAE)
contribute to the regulation of the training market by providing assistance to the Fund for
Supporting Vocational Training and Apprenticeship (FAFPA); and mobilize resources
and energy to support grass-root initiatives.

176. In Bangladesh, various forms of traiming for self-employment are provided to
young people in rural areas. Approximately 341,677 youths have entered self-
employment out of a total of 555,004 youths, who received training from as many as 30}
training centres run by the Department of Youth between October 2001 and March 2004,
These centres offer training in pisciculture, poultty rearing, beef fattening, livestock
rearing, food processing, kitchen gardening, handicrafts and leather work. At the Upazila
or district level (the first level of referral in the primary health-care system), are 475
mobile training centres. Under the Ministry of Labour and Employment, 15 technical
training centres and the Bangladesh Institute of Marine Technology offer training to
15,000 trainees each year. Three more development projects are under way to set up

& [L0O: Learning and training for work in the knowledge sociery, ibid.

8 D. Atchoarena and P. Esquieu: Private technical and vocational education in sub-Saharan Africa: Provision
patierns and policy issues {Paris, International Instinne for Educational Planning/UNESCO, 2002), pp. 177-175.
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20.more technical training centres. When these projects are completed, as many as
40,000 young people will have received training in various skills, %

177. In the Republic of Korea, to further develop the vocational ability of youths,
tailored vocational training concentrated on knowledge-based IT industries is being
offered to unemployed college graduates. In addition, training focused on manufacturing
businesses, such as shipbuilding and auto mechanics, is being offered to unemployed
high-school graduates. As a solution to labour shortages in SMEs and youth
unemployment, a Youth Employment Package Project is being implemented, which aims
to strengthen the linkage between customized vocational training and employment
services for SMEs on an industry-specific basis.

178. The Confederation of Swedish Enterprise (CSE) aims to educate young people on
the importance and value of entrepreneurship. It arranges an annual career theme day,
focusing on motivating, inspiring and helping young people to see their own future role
in the labour market. Around 40,000 high-school students aged 17-18 attend these theme
days. CSE has published a guide that is distributed to all 18-year-olds, inchuding

mnformation about what an employment agreement should cover, how to start a company,
and advice on how to negotiate wages. ¢’

179. In Australia, the Traineeship Programme initiative was established in 1998 to

‘assist young people, especially those at high risk of long-term and frequent

unemployment, in acquiring work experience and training leading to qualifications.
Apprenticeships, traineeships and job placements were organized for over 70,000 young
people from 1998 to 2004. The scheme addressed skills shortages by providing subsidies
for private sector apprenticeships and traineeships in the relevant skills areas. Its success
has led to the Government undertaking the Breaking the Unemployment Cycle Initiative

2004-07, including a Trainees and Apprentices Programme and an Education and
Training Pathways Programme. %

2.2.3. Labour market information and services

58

180. Public employment services (PES) are central to ensuring that young jobseekers
have easy access to the information they need in seeking jobs suited to their skills,
abilities and interests. In recent years, employment services have developed and changed,
to better cater to the diversity of need among young jobseekers. Innovations include the
increasing availability of “self-service” options such as one-stop shops; computerized
data which jobseekers can access themselves, somectimes through the Internet;
computerized aptitude and interest programmes which jobseekers can use in identifying
their work targets; and support services available to those facing particular difficulties.
Many of the recent national initiatives include career development and guidance as an

8 ILO: Symposium on globalization and the future of youth in Asia, op. cit.
& 1.0: Svmposium on globalization and the future of youth in Asia, ibid.

¢ Confederation of Swedish Enterprise: at their web site: http://waw.svenskinaringsliv.sefindex_english.asp ,
accessed in March 20035,

% Queensland Government: Breaking the unemplioyment cycie. See Htrp:.’/www.trainandemploy.qld.gov.auf
client/about/programs_strategies_policies/femployment_programs.htm |, accessed in March 2005,
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integral part of the range of services provided, reflecting the recognition that labour
market information is a key factor in creating the right pathways to youth employment.

181. A survey conducted by the World Association of Public Employment Services
(WAPES) in 2002:03 showed that public employment services in at least 36 countries
(75 per cent of the 60 country respondents) operate special employment programmes for
youth, in addition to the universal or mainstreamed labour exchange and career
information/guidance services provided to jobseekers in general. 6

182. In 2001, the United Kingdom introduced Connexions Direct, an advisory and
support service for young people aged between 13 and 19 to guide them through the
options and opportunities available. ’° Building on the work of careers and youth
services, Connexions Direct aims to monitor young people and alert personal adwvisers to
early difficulties. The service is managed locally by Connexions Partnerships that bring
together all the key youth support services. Young people are actively involved in its
design and delivery so that it can better address their needs and goals.

183. In Canada, Job Futures is an innovative tool developed by Human Resources
Development Canada to provide up-to-date detailed labour market information, focusing
on the link between the educational system and labour market outcomes. In addition to
facilitating occupational choices, Job Futures also makes a valuable contribution to
education and training decisions, such as choosing the level of education or field of
study. A varant of the tool is used in Australia and New Zealand and introducing a
service based on this model in Azerbaijan is proposed as part of its poverty reduction
strategy. Another useful facility is the Job Bank, an electronic listing of jobs, work or
business opportunities provided by employers from all over Canada. This information
can be accessed from free public Internet sites provided in human resource centres,
public libraries and community centres. '

184. Box 2.8 shows labour market services in the Republic of Korea responding to
unemployed youth.

Box 2.8
One-stop labour market services

~Inthe Republic of Korea, a one-stop service system is currently being established

to provide job referral, job counselling and job guidance services through Youth
Employment Support Rooms at the Employment Security Centres throughout the
country. Short-term jobs are provided to youth who are unlikely to be employed in the
immediate future through participation in the Vacancy Seeking Programme, which allows
unemployed youth tc work while seeking longer term job offers.

Source: Republic of Korea Country Paper presented at the Symposium on Globalization: and the Future of
Yauth in Asia, Tokyo, Japan, 2-3 December 2004, paper forthcoming on ILO web site www.ilo.org/youth .

185, Examples of initiatives in different countries to promote the employability of
young people and support them in getting jobs are numerous. But there are relatively few
examples of systematic monitoring and evaluation exercises which set out to identify

good practice and lessons learned and which draw conclusions to inform policy and
programme decisions.

& hr_rp:l/www.ilo.org/pub]ic/cnglish/employment/skillsldovm]oad/pesprogram.pdf, accessed in March 2005,

" Government of United Kingdom, Department for Education and Skills: http://www.dfes gov.uk/consuliations/
downloadableDocs/38_2.pdf, accessed in March 2005.
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2.3. Summary: Key lessons

60

186. There are some important lessons that can be drawn for consideration by policy-
makers from the national responses to the factors affecting youth employment.

Youth employment issues are being integrated into national development plans
such as poverty reduction strategies, regional and national employment strategies.
These initiatives are adopting macroeconomic, structural and social policies and
programmes to promote broad-based growth. Countries are including short-,
medium- and long-term actions. Evidence suggests that national initiatives
targeting youth focus mainly on youth unemployment, rather than working
conditions.

Countries that have implemented macroeconomic policy frameworks focusing on
employment generation have expanded youth employment opportunities. Effective
linkages between macroeconomic and social policy, including education, are
important. Continuous efforts to increase aggregate demand and stabilize and
encourage economic growth are recognized as well as their need to be associated
with micro-level policies targeting young women and men.

Countries are focusing on sectoral development to create employment for their
young citizens; some have been able to combine this with training, which has
potential for longer-term benefits. The sectors being promoted are country-specific.
Involvement of the social partners in sectoral planning is beneficial.

Countries are introducing legislation and regulations that deal specifically with
youth employment or prohibit discrimination on the basis of age, or promote the
establishment of enterprises. Labour inspection is an essential aspect to ensuring
the rights of young workers and the quality of their working conditions.

Employment-intensive programmes are creating both short-term and permanent
jobs. Often, these programmes are accompanied by training. To date, they are often
not systernatically integrated into overall investment policies at national level.

Many countries are striving to create more jobs for youth through support for

entrepreneurship training and the encouragement of youth lending strategies,
Incubators and cooperatives.

Youth employment strategies that have had positive results focus on a spectrum of
factors (skills development; work experience; the provision of labour market
services) involve a range of relevant government departments, work in conjunction

with employers’ and workers’ organizations and other agencies and include
marginalized youth.

Active labour market policies and programmes are being implemented to create
Jobs for young people and/or to increase their employability. In some cases these
are successfully used to address the particular needs of disadvantaged youth.

The dual system combining school-based education with work-based training and
apprenticeship continues to be an effective leamming model. Social partner
involvement in programme design and implementation helps ensure effectiveness.

Targeted training programmes to enhance youth employability are under way in a
number of countries, often in combination with employment services and
placement opportunities. Successful practices in this regard have been established.
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LegCo Panel on Financial Affairs
Meeting on 6 June 2005

List of follow-up actions

Briefing by the Financial Secretary on Hong Kong’s latest overall
economic situation

ltem 2

(@)

(b)

(©)

The data required for compiling the overall labour earnings are
derived from the payroll enquiry of the Labour Earnings Survey
(LES). The specific payroll statistics used for working out the
year-on-year change in the fourth quarter of 2004 are given below:

Average payroll per person engaged in all sectors covered
Fourth quarter of 2003 $15,229
Fourth quarter of 2004 $15,130

Year-on-year % change in money terms
I.e. Q4/04 over Q4/03 -0.6%

There were two main reasons accounting for the decline in average
labour earnings between the fourth quarter of 2003 and the fourth
quarter of 2004. The first one is the increase in the number of new
entrants in the labour market. Whereas increases in wages among
existing workers along with the economic upturn were not yet
observed to any significant extent, the generally lower wages offered
to the new extrants had the effect of dragging down the overall
average figure. Secondly, there was a concurrent increase in the
proportion of workers engaged in part-time jobs. According to the
General Household Survey, the proportion of workers working for
less than 30 hours a week went up from 7.6% in the fourth quarter of
2003 to 9.4% in the fourth quarter of 2004. This had a further
dampening impact on the average labour earnings.

The Census and Statistics Department does not have a regular survey
on wages of part-time workers. Nevertheless, the Department did
conduct a special topic enquiry on part-time employment during the
period from July 2003 to September 2003. Based on some broad
calculation, the employment earnings of part-time workers averaged
at about $52 per hour for that period.



Item 3

Reflecting the prominent role of Hong Kong as a business and
service hub in the region, offshore trade in Hong Kong has been growing
remarkably over the past decade and has become an increasingly
important growth driver of the Hong Kong economy.

Offshore trade covers the services of both merchanting and
merchandising for offshore transactions provided by Hong Kong
companies. In merchanting, goods are purchased by the Hong Kong
companies from and then sold to parties outside Hong Kong without the
goods ever entering and leaving Hong Kong. The Hong Kong company
takes ownership of the goods involved. In merchandising for offshore
transactions, the Hong Kong company provides services of arranging on
behalf of buyers/sellers outside Hong Kong the purchases/sales of goods.
The goods involved are sold by a party outside Hong Kong to another
party outside Hong Kong without the goods even entering and leaving
Hong Kong. Unlike merchanting, the Hong Kong company, in its
capacity as an agent or broker, does not take ownership of the goods
involved. Earnings from offshore trade include the gross margin from
merchanting and commission from merchandising for offshore
transactions.

Reflecting the rising importance of offshore trade as a growth
driver to the Hong Kong economy, between 1995 and 2004, the growth in
exports of merchanting and trade-related services (in which offshore trade
constituted the bulk, of almost 90% in 2003), at 15.3% in real terms per
annum, outpaced notably the growth in re-exports, at 8.1% in real terms
per annum. This contrasted to their respective growth of 4.3% per
annum and 23.8% per annum between 1985-1995. Furthermore, it is
noted that the total sales value of goods involved in offshore trade has
exceeded the value of re-exports since 2002 when estimation on statistics
of the former are first available.



Structural shift in Hong Kong’s external trade
(change in real terms)

Exports of
trade-related services
(comprising mainly

Re-exports offshore trade)

(%) (%)
1985 24.7 9.7
1986 14.0 0.4
1987 45.9 5.2
1988 45.7 1.9
1989 18.6 7.4
1990 16.0 2.4
1991 26.6 -0.1
1992 28.3 2.1
1993 19.6 12.8
1994 13.8 8.2
1995 14.3 3.7
1996 7.5 314
1997 6.8 11.4
1998 -3.7 6.1
1999 5.4 8.3
2000 18.5 23.6
2001 -2.4 13.6
2002 10.9 12.7
2003 16.1 18.2
2004 16.3 14.3
Average annual growth rate :
1985-95 23.8 4.3
1995-04 8.1 15.3

Value of goods involved in
re-export trade and offshore trade

Re-export of goods Offshore trade
(HK$ million) (HK$ million)
2002 1,429,590 1,458,252

2003 1,620,749 1,666,605



Analysed by destination for goods sold under merchanting
arrangement, the Mainland was the largest destination, accounting for
37% of the total value of goods sold under such arrangements in 2003, as
against 44% for re-exports. The United States came next, with a share
of 18% (as against 18% for re-exports). This was followed by Japan, at
8% (6%), Taiwan, at 4% (2%), and the Republic of Korea, at 4% (2%).
Regarding the source of Hong Kong’s offshore trade, the Mainland took
up the major share, at 50% of the total value in 2003. This was similar
to that for re-exports, with the Mainland taking up 60% of the value of
re-exports in 2003.

It can thus be seen that offshore trade resembles closely that of
re-export trade in terms of both destinations and sources. Hence it will
be useful to look at the gross margin of re-exports and offshore trade
taken together. While the growth in gross margin from offshore trade in
value terms, at 12.6% per annum, outpaced the growth in gross margin
from re-exports in value terms, at 6.8% per annum over the past ten years
in tandem with the structural shift towards offshore trade, the combined
gross margin of re-exports and offshore trade still recorded very
significant growth of 8.2% per annum in value terms over the past ten
years.

However, it should be noted that owing to the different level of
involvement of the Hong Kong companies in offshore trade and in
re-exports, the trade margin of merchanting (8.5% in 2003) was only
about half of the rate of re-export margin (17.9% in 2003). The
commission rate of merchandising for offshore transactions was even
smaller (3.4% in 2003). It implies that Hong Kong would have to
channel larger volumes of offshore trade in order to maintain the same
value added to the economy as in re-export trade.

As to the impact of offshore trade on government revenue,
whether the offshore trade activities carried out in Hong Kong are subject
to Hong Kong profits tax is a hard, practical matter of fact and is
determined by the facts of individual cases. Hong Kong adopts a
territorial source principle of taxation in which only profits arising in or
derived from Hong Kong are taxed. Generally, profits of trading firms
are taxable where the contracts of purchase and sale are “effected” in
Hong Kong. However, as ruled in court cases, the totality of facts must
be looked at in determining what the taxpayer did to earn the profits and
where they were performed. Where the purchase and sale contracts are
“effected” does not merely mean where the contracts are legally executed.
It must contemplate the place where the actual steps leading to the



existence of the contracts, including the negotiation, conclusion and
execution of contracts, take place. For commission income, if the
activities of the commission agent are performed in Hong Kong, the
income has a source in Hong Kong.

Thus in general, trading profits and commission earned by Hong
Kong companies in offshore trade are taxable in Hong Kong if the
transactions are arranged by the Hong Kong companies in Hong Kong,
even though the smaller trade margin of offshore trade than re-exports
will imply less tax revenue to the government for the same value of goods
involved in the transactions.



