EE
L egislative Council

L C Paper No. CB(2)2155/07-08
Ref : CB2/PL/HS (These minutes have been seen
by the Administration)

Panel on Health Services

Minutes of special meeting
held on Thursday, 13 March 2008, at 10:45 am
in the Chamber of the L egidative Council Building

Members :  Dr Hon Joseph LEE Kok-long, JP (Deputy Chairman)
present Hon Fred LI Wah-ming, JP

Hon CHAN Y uen-han, SBS, JP

Hon Andrew CHENG Kar-foo

Hon Audrey EU Y uet-mee, SC, JP

Hon Vincent FANG Kang, JP

Hon LEUNG Kwok-hung

Dr Hon KWOK Ka-Kki

Dr Hon Fernando CHEUNG Chiu-hung

Members : Hon Albert HO Chun-yan
attending Hon LEE Cheuk-yan
Hon Bernand CHAN, GBS, JP
Hon Emily LAU Wai-hing, JP
Hon WONG Kwok-hing, MH
Hon LEE Wing-tat
Hon Alan LEONG Kah-kit, SC
Hon WONG Ting-kwong, BBS
Hon TAM Heung-man

Members : Hon LI Kwok-ying, MH, JP (Chairman)

absent Hon Mrs Selina CHOW LIANG Shuk-yee, GBS, JP
Hon Mrs Sophie LEUNG LAU Y au-fun, GBS, JP
Dr Hon YEUNG Sum, JP
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Public Officers : Iteml|

attending
Dr York CHOW, SBS, JP
Secretary for Food and Health

Ms Sandra LEE, JP
Permanent Secretary for Food and Health (Health)

Mrsingrid YEUNG
Deputy Secretary for Food and Health (Health)2

Hon Mr Ronald ARCULLI, GBS, JP
Chairman of the Working Group on Healthcare Financing of
the Health and Medical Development Advisory Committee

Prof Gabriel LEUNG

Professor, School of Public Health,

The University of Hong Kong (Research Consultant for
Health Expenditure Projection Studies)

Clerk in . MissMary SO
attendance Chief Council Secretary (2) 5

Staff in : MsAmy YU
attendance Senior Council Secretary (2) 3

Ms Sandy HAU
Legidative Assistant (2) 5

Ms Camy Y OONG
Clerical Assistant (2)1

l. Briefing by the Secretary for Food and Health on Healthcare Reform
Consultation Document

At the invitation of the Chairman, Secretary for Food and Health (SFH)
introduced the Healthcare Reform Consultation Document tabled at the meeting.
SFH's speech is at Appendix 1.

2.  Permanent Secretary for Food and Health (Health), Prof Gabrie LEUNG
and Deputy Secretary for Food and Health (Hedth) 2 briefed Members on the
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following issues respectively with the aid of a powerpoint -
(@  servicereform proposas;
(b)  Hong Kong's projected future healthcare expenditure; and

(c) advantages and disadvantages of the six supplementary financing
options for healthcare.

Powerpoint presentation materials on the above arein Appendix I1.

3. Mr Ronald ARCULLI urged the public to enthusiastically discuss the
proposed options in the Consultation Document in the coming three months.
Mr ARCULLI pointed out that with the rapidly ageing population (the ratio of
workforce to elderly population in Hong Kong would decline from 6:1 to 3:1
within the next 20 years) and rising medical costs brought about by advances in
medical technology, it would no longer be a sustainable option to maintain status
guo to finance public heathcare solely through government revenue. Hong Kong
was now at a crossroads when it had to decide how its healthcare services and
market structure should be reformed to make the healthcare system sustainable and
more responsive to the increasing needs of the community.

Discussion

4, Mr LEE Cheuk-yan said that the middle-class would be the biggest loser if
supplementary financing was introduced, as to do so was tantamount to adding an
extra tax on this group of people. It was aso doubtful whether supplementary
financing would enable the middle-class to stay in, say, first class ward of private
hospitals. Dr KWOK Ka-ki also said that it was unfair to place the burden of
providing supplementary healthcare financing on the middle-class.

5. SFH responded that the middle-income group would be the biggest loser if
nothing was done to sustain the healthcare system to meet the challenges due to an
ageing population and rising medical costs brought about by advances in medical
technology. Although those with middie-income or above were the ones paying
tax to fund the public healthcare system, many of them were already purchasing
private health insurance or paying out of their own pockets to use services
provided by private healthcare providers because of the long waiting time for
many public healthcare services. Hence, the middle-income group in effect
received less under the present healthcare system. SFH further said that
supplementary financing arrangements could bring the middle-income group more
value-for-money healthcare services, more quality choices and more
comprehensive healthcare protection. The middle-income group could continue
to use highly-subsidised public healthcare services if they so choose, especialy if
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struck by catastrophic illnesses or requiring complicated surgery or treatments,
after the proposed healthcare reform.

6. Mr_ LEE Cheuk-yan noted from the materials provided by the
Administration that Hong Kong's overall public heath expenditure was projected
to increase from about $38 hillion in 2004 to about $78 billion in 2015. Mr LEE
enquired about the rationale for coming up with such projection.

7. Prof Gabriel LEUNG explained that the health expenditure projection was
conducted based on an adaptation of the United Kingdom Treasury's Wanless
projection method, which took into account rising medical costs due to advances
in medical technology and changes in the utilisation of healthcare services as a
result of demographic changes. The projection was based on data sources such
as the Population Projections published by the Census and Statistics Department
and the past trend of Hong Kong's health expenditure data from 1989-1990 to
2004-2005. The projected increase of overall public heath expenditure from
about $38 hillion in 2004 to about $78 billion in 2015, or from 2.9% of Gross
Domestic Product (GDP) in 2004 to 3.7% of GDP in 2015, was attributable mainly
to demographic changes particularly the rising share of elderly people in the
population, as well as medical inflation determined having regard to international
studies on the growth trend of health expenditure in advanced economies overseas
and past trend of health expenditure in Hong Kong.

8. Mr WONG KWOK-hing asked -

(@  why no mention was made in the Consultation Document on the role
of the Government and employers in making contributions to
supplementary healthcare financing; and

(b)  whether it was the Administration's intention not to take any action
to address the shortcomings of the present healthcare system
mentioned in the Administration’s presentation until supplementary
healthcare financing was introduced.

9. Responding to Mr WONG's first question, SFH said that the Administration
was open-minded on who should contribute to supplementary healthcare financing.
At this stage, the Administration would like to listen to the views of the public on
the concepts of the healthcare reform, as well as the pros and cons of the
supplementary healthcare financing options. As regards Mr WONG's second
question, SFH said that in order to take forward the initiatives set out in Chapters 2
to 5 of the Consultation Document for addressing the shortcomings of the present
healthcare system, it was necessary to reform the current healthcare financing
arrangements by introducing supplementary financing to provide a steady source
of supplementary funding to fully carry out and sustain these initiatives.
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10. Miss CHAN Yuen-han said that the Administration should come clean on
what it intended to do to sustain public hedthcare expenditure through
supplementary financing. Miss CHAN further said that before asking the public
for more money to finance public healthcare expenditure, the public must first be
convinced that the Hospital Authority (HA) was run in a cost-effective manner.

11.  SFH responded that the Administration had no hidden agenda on what it
intended to do to sustain public healthcare expenditure through supplementary
financing. The Administration's only strategy was to lay out al the options
which it had studied in a frank and open manner for public discussion and,
hopefully, through which would forge consensus among the public. SFH further
said that to ensure the appropriate use of resources and operational efficiency, HA
was subject to stringent internal and external audit. HA had been spending its
funding in a prudent and cost-effective manner, for instance, only 1.9% of its
budget was spent on central administration, but there was aways room for
improvement.

12. Dr KWOK Ka-ki urged the Administration to increase its expenditure on
healthcare, which currently only accounted for some 14.3% of recurrent
government expenditure and was on the low side in comparison with other
developed economies, to address the shortcomings of the present healthcare
system, before introducing supplementary healthcare financing.

13. SFH responded that in the process of developing Hong Kong's future
healthcare system, the Government's commitment to public healthcare would only
be increased and not reduced. The Government would continue to be the main
financing source for healthcare services. The Chief Executive had pledged to
increase government expenditure on healthcare from 15% to 17% of recurrent
government expenditure by 2011-2012. SFH further said that a large budget
surplus did not happen every year, and there was no guarantee that the surplus
situation would continue. Past experience had already shown that the financia
situation of the Government changed according to the economy. A one-off
budget surplus was not something that could be relied on to meet recurrent
healthcare expenses. The challenges faced by Hong Kong's healthcare system
could not be simply resolved by a short-term increase in funding. In addition to
increasing the resources for the healthcare system, there was also a need to
undertake reforms on healthcare services. The Administration had already
embarked on pilot projects for the various service reform set out in Chapters2to 5
of the Consultation Document viz: enhancing primary healthcare service,
developing an electronic database of patient records, strengthening public
healthcare safety net, and promoting greater public-private healthcare partnership.
To sustain the improvements in healthcare services and to enhance the health of
the community for the long term, it was necessary to introduce supplementary
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financing to provide a stable and sustainable funding source.

14. Mr Vincent FANG said that the Liberal Party was supportive of the
concepts of the healthcare reform, and hoped that more consideration could be
given to the middle-class when deciding which supplementary financing to
introduce. Mr FANG considered making public hospitals focusing more on its
priority services such as acute cases and the treatment of complex illnesses, while
leaving the private sector more room to develop was a move in the right direction
to address the current significant public-private imbalance in the healthcare system.
Mr FANG further said that the Administration should continue to increase its
expenditure on healthcare above 17% of recurrent government expenditure beyond
2011-2012 where possible.  Noting that the Financial Secretary had committed in
the Budget announced in February 2008 that he would draw $50 billion from the
fiscal reserve to assist the implementation of healthcare reform, Mr FANG asked
when such sum could be released to assist the implementation of healthcare
reform.

15.  SFH responded that setting aside $50 billion from the fiscal reserve to assist
the implementation of healthcare reform demonstrated the Government’s
commitment to share the responsibility for healthcare financing together with the
community, and to increase the resources available to individual members of the
community for healthcare. As the supplementary financing arrangements had yet
to be finalised, no decision had been made on the areas to use the $50 billion at
thisstage. Part of the $50 billion could however be used, for instance, to provide
each participant in a contributory supplementary financing scheme with individual
start-up capital, which should benefit the contributing middle-class.

16. Dr Fernando CHEUNG criticised the Administration for using a scare tactic
to make the public contribute money to supplementary financing, as evidenced by
the fact that the contents of the Consultation Document mainly focussed on the six
supplementary financing options. Instead of simply asking the public to
contribute money to resolve the shortcomings in the present healthcare system,
Dr CHEUNG was of the view that the Administration should find out how these
shortcomings had come about and formulate targetted measures to tackle them.
Dr CHEUNG said that it was unreasonable for the Administration to try to extract
more money from the public when the median monthly salary in Hong Kong was
only $19,000, and over 50% of the working population were earning less than
$20,000 a month. Dr CHEUNG further said that ageing population only
accounted for some 0.6% to 0.7% of healthcare expenditure in some overseas
jurisdictions, and use of advanced medical technology would not necessarily entail
higher medical cost.

17. SFH responded that there was no question of the Administration using a
scare tactic to make the public contribute money to supplementary financing.
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The projection of health expenditure set out in Chapter 1 of the Consultation
Document was based on established and objective statistics and data on both
demographics and health expenditure. The projection clearly pointed to the need
for supplementary financing source for healthcare to supplement government’s
funding to cope with increasing healthcare needs. The need to introduce
supplementary financing source for heathcare was a common phenomenon, an
issue faced by almost all advanced economies. SFH further said that discussion
on headlthcare financing had been dragged on for over 20 years. If no healthcare
financing arrangements were introduced when the economy allowed it, the
problem of inadequate funding would arise sooner or later. By then, Hong Kong
would be unable to sustain quality public hospital service. Neither could
additional resources be provided for the service reform. It was the public that
would suffer in the end.

18. MsEmily LAU said that with the large budget surplus and the even larger
surplus in the fiscal reserve, the Administration should not wait for the
introduction of supplementary financing arrangements in developing an electronic
platform for sharing of health record. SFH clarified that the Government had
committed to increasing funding for healthcare and the new money would be used
for developing the electronic record sharing platform as well as other pilot projects
for proposed service reforms which have already started.

19. Mr LEE Wing-tat said that to be equitable, the high-income group should
contribute more towards supplementary healthcare financing. Mr LEUNG
Kwok-hung expressed similar view. Ms Emily LAU also said that in order to
make the middle-class willing to contribute towards supplementary financing, it
was necessary to tell them what benefits that would bring them, and that both the
Government and employers should be required to contribute.

20. SFH reiterated that the Administration was open-minded on who should
contribute to supplementary financing, which should hinge on the choice of the
community reflecting its societal values.

21. Dr KWOK Ka-ki asked whether consideration could be given to requiring
employers to contribute two-thirds of the contributions towards the medical
savings accounts of their employers if medical savings accounts as supplementary
financing was adopted, as practised in Singapore.

22.  SFH responded that it would not be feasible for Hong Kong to adopt the
Singapore healthcare financing system in its entirety, as the healthcare system of
the two places were different. For instance, public medical services in Hong
Kong were 97% subsidised, whereas those in Singapore were a most 80%
subsidised.
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23. Mr LEE Wing-tat was of the view that one maor reason why the
middle-class would be reluctant to contribute, say, 3% to 5%, of their monthly
salary to supplementary financing was because many of them had already insured
themselves and/or had been provided with insurance protection by their
employers.

24.  SFH responded that if mandatory private medical insurance was to be
introduced, a transitional mechanism might be put in place for those who had
aready taken out health insurance themselves, or for employers who had provided
medical insurance for their employees, so that they could migrate their existing
insurance schemes to the mandatory private health insurance scheme regulated by
the Government. Generally speaking, the terms under mandatory private health
insurance scheme should be more favourable to the insured and the premium
should be lower. However, if there were existing insurance schemes, including
those taken out by employers to provide medical benefits to their employees that
provided better terms than the mandatory one, exemption or other transitiona
arrangements could be considered.

25. Mr Alan LEONG said that in order to convince the public to accept
supplementary healthcare financing, the Administration should provide
information on how much it could achieve the initiatives set out in Chapters 2 to 5
of the Consultation Document to address the shortcomings in the present
healthcare system based on the current financing arrangements, and the additional
amount it would require to complete the remaining work of each of these
initiatives.  Noting that the split between public and private heathcare
expenditure was 57% and 43% respectively, Mr LEONG asked how this would be
changed following the introduction of supplementary healthcare financing.

26. SFH responded that he could not provide the information requested by
Mr LEONG at this stage, as more time was needed to work out such. SFH
however pointed out that not much could be achieved to address the shortcomings
in the present healthcare system through the implementation of various service
reforms if no supplemental financing was introduced to provide a stable and
sustainable financing source for sustaining the reform for the longer term.

27. Mr Albert HO expressed disappointment about the lack of detailsin the six
supplemental financing options.

28.  SFH explained that as healthcare reform was a highly complex issue which
involved many different aspirations, values and decisions of the society, a
two-stage consultation approach was adopted to engage the public in taking
forward the reform. During this first stage consultation, no particular option was
recommended. Instead, public views would be sought on the key principles and
concepts of the service reform proposas, and the pros and cons of possible
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supplementary financing options. On the basis of the views received during the
first stage consultation, detailed proposals for the reform, including those of
supplementary financing arrangements, would be formulated for a second stage
consultation.

29. Ms Emily LAU hoped that more details could be provided by the
Administration during the first stage consultation, so that more focussed
discussion could be made.

30. Miss Mandy TAM queried whether a three-month first stage consultation
period was adequate. Miss TAM also found the Administration's plan of cutting
Salaries Tax by 1% in the next financial year on the one hand and seeking public
views on introducing supplementary healthcare financing on the other
incomprehensible.  Miss TAM then asked about the measures which would be
taken to address the uneven distribution of workload between the public and
private sectors in the healthcare system, and whether consideration could be given
to granting tax incentive to people who purchased their own medical insurance.

31. SFH referred Members to the possible measures to address the uneven
distribution of workload between the public and private sectors in the healthcare
system set out in Chapter 3 of the Consultation Document. As regards granting
tax incentive to people who purchased their own medical insurance, SFH said that
it was not feasible to simply provide tax incentives without some form of
regulation over the varying existing schemes in the marketplace, many of which
were rather inadequate in their coverage. However, the Administration would be
prepared to consider such if there was a medical insurance scheme which could
provide adequate safeguard to a large number of insurees.

32.  Mr WONG Ting-kwong asked whether the Administration was willing to
consider other supplementary financing options, in addition to those set out in the
Consultation Document. SFH replied in the positive.

33. Miss CHAN Yuen-han said that the Administration might not need to
introduce supplementary financing if primary care was enhanced and
public-private imbalance in the healthcare system was rectified. In response,
SFH said that healthcare reform could not be conducted piecemea to achieve the
desired effect.

Any other business

34. Members agreed to hold another meeting in March 2008 to further discuss
the Consultation Document with the Administration.
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35.  There being no other business, the meeting ended at 1:10 pm.

Council Business Division 2
Legidative Council Secretariat
4 June 2008
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