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Electoral Affairs Commission (Electoral Procedure)
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Chinese Medicine (Fees) Regulation........................ L.N. 69/2000
Public Revenue Protection (Revenue) Order 2000........ L.N. 70/2000
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Other Paper

No. 8 — Report No. 34 of the Director of Audit on the results of
value for money audits — February 2000
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WRITTEN ANSWERS TO QUESTIONS
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Drug Abuse by Youngsters
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WMEFGERNEXMENENRN
Detention of Ex-prisoners Pending Deportation or Removal

3. MISS CYD HO: Madam President, regarding the detention of persons
without the right of abode in Hong Kong, will the Government inform this

Council:

(@)

(b)

(©)

of the number of such persons who were pending deportation or
removal after having served a sentence as at 1 March 2000,
irrespective of whether a deportation order or removal order had
been issued or against which an appeal had been lodged, together
with a breakdown of such figure by:

(1)  reason for detention;

(i)  legal basis of detention;

(iii) nationality of detainee; and

(iv) the lengths of detention (two days or less, three to seven days,
eight to 14 days, 15 to 30 days, 31 to 60 days, 61 to 180 days,

181 to 365 days, and over a year);

whether it will consider publishing the above information regularly;
if not, of the reasons for that; and

whether it will adopt measures to avoid any such detention in the
light of Article 9(1) of the International Covenant on Civil and
Political Rights, which provides that "'no one shall be subjected to
arbitrary arrest or detention"; if not, of the reasons for that?

SECRETARY FOR SECURITY: Madam President,

(a)

Detention of persons pending deportation or removal is governed by
section 32 of the Immigration Ordinance. As at 1 March 2000, 19
persons were detained pending deportation whilst 38 were detained
pending removal after having served a sentence.
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In all cases, the period of detention is limited to that period which is
reasonably necessary to effect the deportation or removal. Such
period may include the time taken to secure the necessary entry
facilities to countries to which the detainees are to be deported or
removed, and the time taken to await the result of
statutory/administrative appeals. In cases where the time taken to
challenge deportation or removal is substantial, consideration may
be given to releasing the detainees on recognizance pursuant to
section 36 of the Immigration Ordinance. The initial decision to
detain, rather than to release on recognizance, takes into account the
likelihood of the individual person's absconding and the security
risks posed to the society.

A breakdown of the 19 deportation cases by the nationality of the
detainees and the length of detention is as follows:

No. of cases Length of Nationality
detention (days)

5 3-7 Bangladeshi (1), Pakistani (1),
Filipino (3)

7 8-14 Nepalese (1), Filipino (1),
Vietnamese (5)

5 15-30 Nepalese (1), Bangladeshi (1),
Indian (1), British (1),
Vietnamese (1)

1 31-60 Nepalese

1 61-180 Nigerian
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(b)

(©)

A breakdown of the 38 removal cases by the nationality of the
detainees and the length of detention is as follows:

No. of cases Length of Nationality
detention (days)

31 2 or less Chinese (30), Filipino (1)

3 3-7 Chinese (1), Thai (1),
Filipino (1)

2 8-14 Malaysian (1), Mongolian (1)

2 15-30 Nigerian (2)

The above information is not published regularly but will be
provided on request. If there is a substantial demand, we will
consider releasing the information on a regular basis.

The circumstances in which detention may take place are specified
in relevant provisions of the Immigration Ordinance. Decisions to
detain are not arbitrary and are consistent with the International
Covenant on Civil and Political Rights. Safeguards are provided
under section 32 of the Immigration Ordinance against abuse of
power by specifying the lawful periods of detention and the level of
public officers to authorize detention.

Detention under section 32 is restricted to effecting the detainee's
deportation or removal. The length of time taken by the
Administration to effect removal or deportation has always been
subject to close scrutiny under our judicial system. Persons
alleging that their detention is unlawful may apply for a writ of
habeas corpus to the Court or apply for a judicial review.

EAHBWMAREEETRHRBIEE
Gambling Activities in Communal Facilities of PRH Estates

4 ZFEBREE: EF FARELSLMEEW ( "DNELEG" ) B2 H &
YT G B B A SRS
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Subsidies to District Council Members for Procuring IT Equipment
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HFEERETEETRAERNOBEILE
Lay Prosecutors Conducting Prosecutions at Magistracies

100 DR DAVID LI: Madam President, at the Ceremonial Opening of the
Legal Year 2000 held on 17 January this year, the Chief Justice called on the
Government to review the present arrangement whereby prosecutions at
magistracies are predominantly conducted by lay prosecutors trained by the
Department of Justice. In this connection, will the Government inform this
Council:

(@) of the entry qualifications of lay prosecutors;
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(b)

()

of the training provided for lay prosecutors before they take on
prosecution duties; and

whether the Department has plans to recruit new lay prosecutors
this year?

SECRETARY FOR JUSTICE: Madam President,

(a)

(b)

Entry Qualifications of Court Prosecutors

The minimum entry qualifications required for the post of Court
Prosecutors are as follows:

(1) a pass in two subjects in the Hong Kong Advanced Level
Examination and Grade C or above in three other subjects
including English Language (Syllabus B) in the Hong Kong
Certificate of Education;

(i) Grade E or above in Chinese Language in the Hong Kong
Certificate of Education;

(i) good spoken English and fluent Cantonese; and
(iv) at least one year working experience.

At present, there are 113 Court Prosecutors. Most of them (about
77%) are degree holders: 21 have obtained law degrees, and 56
have obtained other degrees. In addition, 22 Court Prosecutors are
studying for law degrees. Ten have been admitted to the Bar.

Training provided for Court Prosecutors before they take on
prosecution duties

Court Prosecutors are trained for the job. Before they take up
prosecution duties, Court Prosecutors are required to attend a nine-
month full time training course on criminal law, court procedure
and presentation of evidence in court. In the course of the training
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(c)

B2 1% B 3T A%

programmes, sample charges are considered and mock trials
conducted, to be followed by one month's attachment to the court
under supervision of qualified counsel. At the end of the course,
they are required to pass a written as well as a practical examination.
Failure in either examination would result in their appointment
being terminated.

In order to provide an effective and high quality service to the public,
Court Prosecutors have to attend training seminars and refresher
courses to update their knowledge and to improve their skill in
advocacy.

Is there any plan to recruit new Court Prosecutors this year?

No. The Department of Justice does not have any plan to recruit

Court Prosecutors this year.

BEERRRAER

Potentially Dangerous Facilities in the Vicinity of Schools
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Overcharging of Fees by Kindergarten Operators
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Low Water Pressure of Potable Water Supply in PRH Buildings
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Accountability of the Commissioner of ICAC
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MR JAMES TIEN: Madam President, this year, the Financial Secretary has
given Hong Kong the right budget, a conservative budget for fast changing times.
We need such a budget to give us stability and continuity as we adjust to the new
economy.

A year ago, the Financial Secretary presented a bold budget. It was full
of initiatives like the Cyberport and Disney theme park. We needed such a
budget then to lift our confidence during the Asian financial crisis. We needed
it to tell the world that we will bounce back.
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The latest economic figures show that the confidence boost is working.
We are bouncing back. Unemployment is falling. The gross domestic product
is rising along with consumer spending.

Our economy is different now than it was 30 months ago when the Asian
financial crisis struck. Back in 1997, we lived off banking, retailing and
servicing China. Now suddenly, we are converting into e-commerce. Online
companies are sprouting everywhere. Our people are proving that they are
creatures of opportunity. They never miss a chance. We have got information
technology (IT) capitalists everywhere. Even our favourite critics, Mr WONG
Yok-man and Mr Albert CHENG, have started their own dot coms. Perhaps
having joined the ranks of employers and capitalists, they will not be as critical
on the Liberal Party.

The Financial Secretary has mentioned that there are now new structural
changes to the economy. Hong Kong has always evolved and adapted to such
changes. Our people thrive on the challenge. The spirit is alive now as it ever
was, and it is encouraging. It proves that our people have rejected the
unionists' line that you should not work for what you get but shout, demonstrate
and ask us to legislate for it.

Madam President, about 50 years ago, when my parents first brought me
to Hong Kong, land was cheap and so was labour. They and others like them
built factories. They struggled and made a living. I would think that
enterprising people like them made the Hong Kong miracle. In the 1970s, those
people diversified into the real estate and in the 1980s, they moved into the new,
booming financial and servicing sector.

At the start of year 2000, dot coms are attracting the same sort of
entrepreneurs. IT is not just a craze, but a fact. Many of these startups may
go under, but enough will continue. The law of the survival of the fittest
applies.

My glimpse into the future is a very challenging one. We all have to
understand the dynamics and prepare for the impact. E-commerce will reduce
the need for big shop space and it will let businesses and consumers compare
prices and trade through broad band Internet. It will save time and money and
it will cut out some of the middlemen who add cost, but it will also ruin those
who cannot keep pace. A new "lifestyle" will emerge and there will be new
ways for the Government to raise revenue or to lose it if nothing is done.
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I agree with the Financial Secretary who has decided to bring the
Information Technology and Broadcasting Bureau under his command. He
must come to grips with what the Internet means for the treasury. From now on,
he and his successor and financial chiefs around the world will have to learn new
ingenious ways to bring the IT industry into the tax net.

This brings me to the point of taxation. The Financial Secretary is clever
for postponing his plans for a retail sales tax and a land departure tax. He has
only asked for a consultative study into these and other possible new taxes. He
can wait because the economy is recovering and there is no pressure. The
deficit this financial year is only $1.6 billion instead of the earlier cry-wolf
forecast of $35 billion, and it could well turn into a surplus before this financial
year is done.

Madam President, unlike the Honourable Jasper TSANG, I think Hong
Kong has a very narrow tax base. Only 37 % of our working people pay salaries
tax, whilst in the United Kingdom, 91 %, in Australia, 89 %, in Canada, 94 % and
in the United States, 68 % of the employed pay salaries tax. Some 17 % of those
taxpayers in Hong Kong pay 80% of that tax, and just 0.3% of the 3.5 million
working people pay the full rate of 15%. Professionals and businessmen also
pay a lot of so-called "user pays" fees and charges. Relying on so few for so
much is dangerous and it is also unfair.

Some propose a tax reform. I propose a tax review. Such a review has
to consider how many more people should be paying tax and what the tax should
be.

Right now, we already have an erratic consumption tax. Like the retail
sales tax, a consumption tax is only imposed when the person consumes. For
example, the Government levies a very heavy 60% motor vehicle first
registration tax. You only pay when you buy a car, so the first registration tax
is actually a car sales tax. The Government imposes a liquor import duty of
30% to 100%. You only pay when you buy liquor, so this is actually a liquor
sales tax. The Government also imposes a stamp duty on property transaction
of 2.75% t0 3.75%. You only pay when you buy a property, so this is actually
a property sales tax. The Government imposes 0.225% stamp duty on stock
market transaction. You only pay when you buy shares, so this is actually a
share sales tax.
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I think the Government should be fair on taxes. Fair means being
consistent and logical. The above-mentioned examples are neither consistent
nor logical. It is simply up to the Government over these many years to charge
whatever rate on whatever item that they, at that time, feel like it.

Madam President, Hong Kong now has the second highest per capita
foreign exchange reserves in the world. Still, the Financial Secretary often
pleads poverty. Still, he works hard trying to think up new taxes. If one looks
at the budget forecasts for the past 10 or even 20 years, one will find that these
are always off the mark, but always on the winning side for the Government's
coffers. One cannot help calling them "cry-wolf" budget forecasts. How can
our people take the Government seriously when it now again says that it may go
broke?

Madam President, the Liberal Party has reservations about the much-
talked about land departure tax. But we are not completely against it. The
Financial Secretary should not have designed a land departure tax but a land
departure fee with the proceeds going to cover the costs of immigration and
customs checks. Such a fee agrees with our "user pays" principle.
Consideration should be given to waiving the fee for daily users, such as students
as well as bus and truck drivers. If the Financial Secretary puts the levy in that
context, we might consider it.

I also do not buy the argument that our Government is going bust after
only one big deficit of $23 billion last year. Nor do I believe that our
Government will not be able to raise money from its present tax structure. For
the past couple of years, the property market has been flat. The poorer than
expected returns in land auctions suggest to the Government that it cannot tap
that resource of revenue any longer. I think this assumption is wrong.

Hong Kong has a scarcity of prime development real estate. This is not
going to change. The Census and Statistics Department estimates that our
population will reach 8.2 million by 2016. This is a conservative estimate since
our population is already near 7 million. The extra people will need space —
for housing, shopping, playing and leisure. There will always be demand for
property. Private developers will, for years to come, pay the Government huge
premiums for land and swell the Government's coffers. This is especially so
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now when so many home buyers have lost confidence in government built
housing due to recent problems of mismanagement and possible corruption in the
Hong Kong Housing Authority and the Housing Department.

Madam President, the Government should be less worried about finding
more revenue and more about cutting expenditure. Around two thirds of
government spending goes into staff costs. If less money goes towards hiring
redundant civil servants, then more is left to take care of our people. This is
better than raising tax any day.

The Financial Secretary is for a cosmetic civil service review. I am for
its reform. This is exactly the opposite position to what I take on taxation.
The reason is simple. Our taxes need minor tinkering. Our Civil Service
needs a major overhaul.

The Financial Secretary is proud of the cost cutting by government
departments. He plans to cut spending through the Enhanced Productivity
Programme. The aim is to reduce the number of staff in the Civil Service by
10 000 up to the year 2003. But I think we can do a lot better than this. We
should replace many more of them by computers and automation. We can do it
with faster voluntary retirement. We will have to do it, because the
Government cannot go on ignoring the world trend of leaner, meaner and better.

In recent years, the Government has been playing around with staffing
numbers. In reality, the Civil Service has been growing faster than it admits.
The Government has been putting civil servants into statutory bodies, which
quite a few of us call "quangos". These employees continue to get civil service
pay and benefits. Such pay and benefits are roughly 30% higher than those for
similar private sector jobs. I have said it before and I will say it again: Hong
Kong can afford civil servants job security or high pay, but not both, nor can we
keep on letting the Government disguise its works through the quangos. The
actual Civil Service employs 198 000 people. The subsidized organizations
employ 140 000 people. Some of those duties overlap and the rest of Hong
Kong people are paying for it.
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The Financial Secretary is keen on limiting the Government through
transferring work to these subsidized organizations. He is not keen on my
suggestion that more government services should be privatized. This has
resulted in areas of overpaying, overstaffing, over-hiring and, at the same time,
underachieving. Out in the real world, you perform or you perish. In the
Government, you get promoted until you retire.

Madam President, the Financial Secretary is bullish about employment.
He is optimistic that the job market can heal itself. He mentions the United
States where the IT revolution has in turn created new jobs for trucking and
storage.

Future job growth will be IT-related. Hong Kong is in the same strait as
a lot of developed societies. We have an excess of low skilled workers but we
do not have enough technological talent. Our education system is not producing
enough. The obvious answer is to recruit or lure imported talent.

But the unionists and their allies in this Council balk at the idea. They
think that we must protect all jobs for locals. They have made it so hard for
companies to hire from outside Hong Kong, especially from the Mainland.
They say that we should retrain our own unemployed. However, not everyone
can be retrained for IT.

Since the Financial Secretary has mentioned the United States as an
example, I will do the same. During President Bill CLINTON's recent visit to
India, the Cable News Network (CNN) noted that the United States would
import 30 000 high-tech workers from India this year. The Americans are
bringing in these people for reasons of prosperity — not just for high-tech

companies, but for the whole economy.

Highly skilled and highly paid people do not take jobs away from locals
who are not qualified for these occupations. They create jobs and wealth for
many locals who, otherwise, do not have the menial jobs to do. What has been
happening in the United States will be happening to Hong Kong, too. If we
slam the door on these people, we slam the door on our own people, on their own
future and on their future job prospects. That is wrong and immoral. But
unfortunately, that is what our unionists want.
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Finally, Madam President, the Liberal Party supports the Motion of
Thanks. We think that a conservative budget this year would give us time to
mull over the need for any new taxes and the impact of IT. We believe that the
Financial Secretary is wise not to rush into decisions. Our job now is to
contribute our views to the drafting of future budgets that will also be right for
future times.

DR DAVID LI: Madam President, this is the fifteenth budget that 1 have
commented on in this Council. I believe that it may be the most significant one.

This Budget may be summarized in two sentences. First, there is no need
to make substantial changes to taxes and spending at this time. And second,
there is probably a need to make significant changes later, and this will be
reviewed very seriously.

The Finance Functional Constituency strongly supports this approach. In
particular, we warmly welcome the Financial Secretary's decision to establish a
serious review of our overall fiscal system. We urge all concerned to be
creative, bold, and imaginative.

This is a golden opportunity to wipe the slate clean and build for ourselves
a new fiscal system. A fiscal system that gives more encouragement to
enterprise than any other in Asia. Such a system must be simple. It must be
fair and equitable to every member of our community. And it must consistently
balance the budget, while keeping the overall tax burden low, as stated in the
Basic Law. It must replace volatile sources of revenue with stable ones. It
must produce revenues in a far more transparent and predictable manner.

Personally, I believe that this could well include a consumption tax of
some sort. And I urge the Government to exercise leadership in explaining how
a broader tax base can benefit every member of our community.

At the same time, I hope that we can broaden our thinking. I would like
the review process to ask, "How can we make the Government fit the revenues?"
Not the other way around. In other words, how can we make the Government
smaller?
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The Financial Secretary told us three weeks ago that his plans to reduce the
size of the Government were already "enterprising”. And he told us that 10 000
civil service positions will be phased out in three years. I believe that we need
to be much more enterprising than that. It is not simply a question of staff
numbers. It is about the overwhelming presence of the Government in large
parts of our economy. Big government suppresses enterprise. And it reduces
the freedom of choice.

In Hong Kong, the Government owns half of all our housing. It provides
most of the medical care. It provides, or at least tightly controls, most of our
schools. If we aspire to be a world city, alongside New York and London, we
need to ask if this is necessary. In America and Britain, they are privatizing bad
schools, they are privatizing public housing, they are even privatizing prisons.
It is true that we need to find better ways to raise revenue. But let us also ask
how much of that money would be used more wisely if it was left with the people
who earned it.

Madam President, the Finance Functional Constituency wishes to
contribute to this fiscal review process. One specific suggestion that we have at
this stage is not a new one.

We, in the banking industry, have been arguing for many years in favour
of tax relief for general provisions for bad and doubtful debts. We continue to
believe that the current system is unfair and penalizes prudence. And we urge
the Government to consider giving tax relief on such provisions — as in Japan,
South Korea, Taiwan and Singapore, among many others. I also believe that
the Administration should consider a reduction in estate duty. In order to
escape estate duty, people move funds to offshore centres. And I believe that
this represents a loss of business for our financial industry.

We believe that there are many ways in which a revised fiscal system can
help to enhance Hong Kong — as a leading financial centre, and for all who live
and work here. We, in the financial industry, look forward to offering many
such ideas on how this can be achieved.
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In this context, I would like to take this opportunity to welcome the
Financial Secretary's remarks three weeks ago about our financial infrastructure.
Moves to develop a multi-currency capital market and a leading regional debt
market deserve praise. I am also pleased to learn that the Administration plans
to consider the introduction of deposit insurance and the establishment of a
central credit bureau. And I welcome the moves to make our investment
promotion activities more effective.

Madam President, may I conclude by restating the support of the Finance
Functional Constituency for this Budget.

We are in total agreement with the Financial Secretary's decision to leave
taxes and spending as they are for the time being. And we warmly welcome the
decision to conduct a serious, objective review of our entire fiscal system.

We believe that this is an exciting opportunity to make Hong Kong an even
better environment for business and for all the community. And I urge all those
concerned to examine more than just the Government's cash flow. I would urge
them to ask what the Government itself should, and should not, be doing.

As our Financial Secretary said three weeks ago:

...... investors and entrepreneurs understand markets far better than

"

...... private initiatives are a surer way to build Hong Kong's prosperity
than any bureaucrat's blueprints".

Those are indeed wise words. They should be printed on government
stationery, next to the message about recycling papers. Let us bear those words
in mind as we review our fiscal system. We have a golden opportunity to create
the best system of government funding in the world. Let us take this
opportunity. And let us do it boldly.

Let us do it with two aims in mind.

- First, an economy that is in the hands of the private sector, unless
state involvement is unavoidable, and
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- Second, a government that comes down in size to match revenues,
not revenues that grow to match government.

Let us not simply ask how much revenue that the Government needs. Let
us ask how much Government that Hong Kong needs.

Madam President, I take great pleasure in supporting the motion.
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MR EDWARD HO: Madam President, after the storm of the Asian financial
crisis that hit Hong Kong, with a dramatic twist, the Financial Secretary's first
Budget for the new millennium brought renewed hope to the people of Hong
Kong. From a widely expected large deficit, projected at $36 billion, a
technically balanced budget was achieved with a deficit of no more than $1.6
billion. The Financial Secretary and his colleagues in the Civil Service must be
congratulated for this fortuitous turn of fortune. The unprecedented and
spontaneous applause that the Financial Secretary received at the end of his
speech ought to assure a smooth passage of the Budget through this Council.

The turnaround of fortune must have vindicated the Financial Secretary's
decision to incur into the stock market in August 1998, a decision that was
supported by the Liberal Party, but was to come under tremendous fire from
many political parties and some international financial and political observers.
The various tax concessions and rebates given in 1999 no doubt also contributed
to the economic revival of Hong Kong.

This year, the Financial Secretary rightly proposed no increase in taxes,
and no new sources of taxation, allowing Hong Kong's people to catch a short
breath of air before they, as the English title of the Budget Speech suggests,
"scale new heights". Over the past two years, businesses in the private sector
have had to resort to drastic cost adjustments in order to survive, and to face
ever-increasing competition locally and from other territories. In an open
market economy, this was a painful but necessary process for both employers
and employees. The Financial Secretary's aim to scale new heights by
"enhancing productivity to create wealth", which is the Chinese title of his
speech, is in the right direction.

The Government's determination to reform the Civil Service should be
supported. After the euphoria of this year's surprise Budget, it is projected that
there will be several years of operating deficits to come. Whilst the
Administration is looking into the suitability of introducing new types of broad-
based taxes, it must also look into how it can cut cost, how it can be more
accountable to the public, how its money is spent, and how its cost for providing
services is comparable to that of the private sector. Members of the Liberal
Party fully supported the privatization of the Mass Transit Railway Corporation.
We hope that the Government will continue to explore corporatization or
privatization wherever it is feasible. There is no stricter discipline for a
government agency than when it is brought into competition with the open
market.
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Madam President, I commented on town planning, the environment, urban
renewal and conservation in last year's debate in the Council. All of these
topics still concern us very much today. On town planning, I am encouraged to
see that the Administration has been much more aware of the need to consult the
public before it proceeded too far with large scale development projects, such as
the Central and Wan Chai Reclamation Phase 3, and more recently, the
consultation on urban design issues. Whilst development must continue to cope
with rising demand of our expanding population and economy, clearly both the
Administration and the public now realized that a balance has to be found, as we
can no longer take for granted that uninhibited and random planning and
development would not cause irreversible damage to the environment that we
live in. On this, we are waiting impatiently for the Government's
implementation of a policy on sustainable development.

Just yesterday, air pollution index was recorded as an all-time high at 162
in Central. The problem of air pollution has plagued us for too long. Much
more government action is necessary, both locally as well as through co-
ordination with the mainland authorities, for positive improvement to the
deteriorating quality of our environment. It is no longer sufficient that we have
an Environmental Protection Department that sees its main role as a regulator
and law-enforcer. Now that it is a department of the Environment and Food
Bureau, rather than as a part of the then Planning, Environment and Lands
Bureau, I am even more concerned whether its focus will be narrower than
before.

In order to bring about real and accelerated improvement to our
environment, I call for a strong institutional arrangement within the Government
to co-ordinate the different policy bureaux and departments that have, within
their policy portfolios, impact on the environment. Most obvious would be the
Planning and Lands Bureau, the Environment and Food Bureau, the Works
Bureau, the Housing Bureau and, most importantly, the Finance Bureau which
controls the purse string.

There has to be a top-level co-ordinator, a Super Policy Secretary within
the Government, to direct these relevant bureaux and their departments to
actively pursue the improvement of the environment. In addition, strong co-
ordination and direction from the top must be backed up by adequate financial
resources so that action plans can be implemented as quickly as possible.
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The present pace of many of these plans are progressing much too slowly due to
lack of adequate financial support from the Government. The conversion of
taxis to liquefied petroleum gas is a clear case in point. It is no doubt that my
colleague, the Honourable Mrs Miriam LAU, would have more to say on that.

Madam President, I moved a motion in this Council in November 1998 on
air pollution. I am glad that the Administration is now looking into some of the
proposals that I made: proposals such as pedestrian zones, electric trolley buses
and exploration of alternate and environmentally friendly fuels for vehicles.
However, all these are moving much too slowly. Nothing has passed the
"looking into" stage. The environment cannot wait, it is time for commitment
and action.

I now turn to another subject that is of current concern, that of public
housing quality, the building industry and professional services. All three are
subjects that are closely linked together.

I have argued for a more rational system for consultant engagement on
many occasions before. Recently, a study of 15 years' changes in Australia
showed that the move to consultant selection based on lowest fees have increased
building costs and time. Building contractors priced their tender prices higher
to allow for reduced services from consultants. Thus, it was not only false
economy to base selection of consultants on fee levels, but had ultimately
affected the efficiency of building and quality. For these reasons, many
governments in Australia, the United States and the United Kingdom have
abandoned fee-tendering and adopted a Qualification Based Selection (QBS)
System for consultant selection. In the United States, it is mandated by law that
QBS must be used in appointing architects and engineers for all federally funded
projects.

The Administration will tell you that consultant selection was not solely
based on fees, and that there is a 60% to 70% weighting on technical capabilities.
A study carried out by the Hong Kong Institute of Architects of eight samples of
fee submission on Architectural Services Department projects indicated that,
whether the ratio of technical to fee score is set at 50:50 or at 70:30, projects
have been awarded to the lowest fee-bidders. In other words, the present fee-
tendering system failed to ensure a selection process based on quality.
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Madam President, together with my colleagues in the professional
institutions, we have argued for a quality based selection system for many years,
especially with the Hong Kong Housing Authority (HA). Whilst I do not wish
to pass judgment on the Housing Department at this stage, as there are pending
lawsuits, it is clear that in the case of foundation construction, there has been a
lack of adequate professionals on-site supervision in the form of resident
engineers, as are common for private sector projects. Recent problems of
public housing quality possibly suggested that emphasis has been placed on the
lowest construction cost.

But this is just the symptom to much more fundamental problems affecting
the HA and the Housing Department. First and foremost, the portfolio of the
HA and the functions of the Department have, over the past decades, grown to
such a dimension that they are almost unmanageable. The HA is responsible
for policies and implementation of housing for almost half of Hong Kong's
population. The Housing Department, with a staff size of over 14 400 people
(as at August 1999), is the HA's executive arm as landlord, developer, consultant,
sales and rental agent, and estate manager. The Department sets its own rules,
and regulates itself. It is in itself an independent kingdom with a law unto itself.

With an organization of such a size and responsibilities, especially
involving professional matters, a crucial question must be asked: Does it have
the right leadership at the top? This is not meant to be a personal criticism of
the abilities of the incumbent Director. My aim is to open up once again the
debate of whether certain departments should be headed by professionals rather
than by Administrative Officers.

Madam President, I draw no conclusion from the history of the Housing
Department. It was headed by an architect and a surveyor consecutively from
1985 to 1996 with no major problems. My views are well known that, in
principle, I consider that professionals should lead departments that by nature
deal with professional and technical decisions. I have said before in this
Council's debate that that should be a key element in public service reforms.

The Financial Secretary proposed to set up a dedicated agency under the
Trade and Industry Bureau to develop a more proactive role to promote inward
investment. [ totally support that. But, the Government once again ignored
the importance of promoting Hong Kong's professional services overseas, and in
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the Mainland. This task is conveniently left to the Hong Kong Trade
Development Council whose main aim is to promote Hong Kong's products, not
services.

One of the main headings of the Financial Secretary's speech was "Making
the Most of Our China Advantage". To professionals in the Hong Kong Special
Administrative Region (SAR), we certainly look to the Mainland as a potential
market. Unfortunately, Hong Kong professionals do not have access to
information to business opportunities in the Mainland. Many public projects in
the Mainland are conducted through international competitions. The mainland
authorities neither consider the SAR as "international" nor "local". Thus, SAR
professionals are seldom on the invitation lists. We see many foreign architects
successfully participated and obtained commissions in many large-scale public
projects in the Mainland. I suggest that the Office of the Government of the
SAR in Beijing should be turned into an Economic and Trade Office. This will
do more for Hong Kong, and may earn them the support of building a
"Courtyard House" ("/g&ke").

The lack of active promotion on the part of the SAR Government for local
professionals has not enhanced their business opportunities. At the same time,
Hong Kong's open door policy and active inward promotion have reduced their
opportunities for services even in their own territory. Madam President,
nothing has changed. @Hong Kong people have to rely on their own
determination and resiliency to survive — words that the Financial Secretary
used in his Budget speech last year. They must sharpen their competitiveness,
but I hope that the Financial Secretary will include "professional services" in his
vocabulary when he spoke about promoting Hong Kong as an international
services centre.

With these words, Madam President, I support the motion.
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MR BERNARD CHAN: Madam President, despite all the threats and rumours
on new taxes and tax increases, the Financial Secretary has surprised us by
announcing a "happy-ending" Budget for the coming financial year. Members
of the public are all relieved that they need not dig deeper into their pockets to
pay for more taxes or any new taxes in the midst of the economic recovery.

Just days before the release of the Budget, reliable sources suggested that
there might be possible increases of some taxes, such as the profits tax, a big rise
of the annual motor licence fees, and the introduction of a land departure tax.
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Today, I am not going to comment on the tactics that the Government used
to release the Budget. I believe that officials know better the pros and cons of
these tactics. What I want to address here is that the so-called "happy-ending"
Budget has not really come to an end. There are numerous hidden problems.

Many of you would agree that our tax system remains narrow. Thanks to
the increase in the Hang Seng Index, our deficit has been reduced drastically as a
result of a windfall profit from the fiscal reserves invested with the Exchange
Fund. But shall we cross our fingers and hope that the Hang Seng Index will
continue to rise forever? This is simply impossible and irrational. Hong Kong
people should be aware and prepared to accept a widening of the tax base. This
is crucial in maintaining a long-term fiscal balance.

No one should enjoy free lunch at the expense of the public purse. It is
always of no dispute that the weak, the needy and the elderly should be protected
by the capable. But we cannot have ourselves blindfolded to the fact that only a
small proportion of population in Hong Kong is shouldering the burden for the
whole.

I appreciate the Government's prudent move to look into the entire tax
system instead of making premature assumptions that the deficit has already
become a permanent phenomenon. I support conducting a comprehensive study
to find out whether there are any long-term fiscal risks under the present tax
regime and looking at the suitability of introducing various types of broad-based
tax schemes in Hong Kong. In-depth findings and comprehensive studies are
indispensable to justify any possible reform to our tax system. We should let
Hong Kong people have a clear and full picture.

My office has conducted a survey to seek views from senior executives of
the insurance sector on tax reform. Results show that 62% of the respondents
agree that Hong Kong needs a reform in the tax system and 58 % say that Hong
Kong needs a wider tax base. 44% believe that the existing number of
taxpayers is too small compared with the entire population. When asked about
the introduction of a sales tax or land departure tax, 72 % say that land departure
tax, or land departure fee as the Liberty Party has suggested, will be most
feasible to broaden the tax base and to reduce deficits.
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Regarding the reduction of stamp duty on stock transactions, the
Government has made this timely bid to improve the competitiveness of the local
stock market. I believe that such a measure will be beneficial in promoting
Hong Kong as a financial centre as well as assist in reviving the local economy.
Although signs have shown that Hong Kong's stock market has been recovering
from its doldrums and continuing to thrive, we should always bear in mind the
inherent risks of this game and stay vigilant.

Madam President, I also welcome the Government's move to revamp the
Trade and Industry Bureau in order to address new needs of a fast changing
environment like Hong Kong. In addition to luring investment into Hong Kong,
I call on the Government to also consider setting up an authority to enhance our
competitiveness in doing business worldwide, particularly China. Many other
countries in Asia have already stretched out their arms to grab new, emerging
business opportunities in other countries as globalization prevails.

Furthermore, the Government's decision to leave profits tax unchanged at
16% is good to maintain Hong Kong's competitiveness in doing business within
the region and worldwide. The relatively low tax rate in Hong Kong will
benefit the small and medium enterprises having just recovered from the
economic downturn.

I also firmly agree with the Government's plan to establish a multi-
currency capital market as well as to consider measures to implement a deposit
insurance scheme. These moves will consolidate Hong Kong's credibility as an
international financial centre.

With the use of the Internet and many other upcoming, advanced
communication technologies, boundaries of nations will disappear in the near
future. Huge transactions can take place overnight, and flows of electronic
money can run in and out at any time as investors wish. Hong Kong must stay
ahead in responding to these challenges and never let fall our strongholds to
others. Our future success should not be only confined to this tiny piece of
land.

Madam President, my Honourable colleague, Mr LEE Cheuk-yan, has
just mentioned about the freeze on salaries of the employees. I would like to
make a comment here. As Asia is emerging from the recession that forced so
many companies to reduce or freeze salaries, both employees and employers are
looking for ways to get ahead. Soon we will see the introduction of employee
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share options scheme which may become very popular. That is because it can
energize workers while providing bosses with a low cost incentive to encourage
hard work, and to focus on shareholder value makes it especially attractive.
The issue is not one of fairness, but of survival.

Madam President, I support the motion.
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ENUNE: 314 U8 c

MISS CHRISTINE LOH: Mr Deputy, the Financial Secretary's Budget is an
election year budget. He avoids any issue which may be contentious, as he does
not want to quarrel with legislators. The Financial Secretary can sidestep issues
only because he still has a few cents in his pocket. But the day will come soon
when he has to consider and put hard proposal to us on tax reform. He is likely
to make his charge next year and the year after next when the election is out of
the way.

The Financial Secretary demonstrated exemplary skill in creating a bland
budget. He did not even bother to revisit key initiatives from last year, like
privatization. Perhaps now that the partial sale of the Mass Transit Railway
Corporation has gone through, there is less pressure to think through a
framework for future privatization.
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He has also chosen not to respond to growing concern in the community
over just how level the playing field is for various business sectors. His belief
that Hong Kong does not need a comprehensive competition policy and
regulatory structure is out of step with places which we want to compare
ourselves with, such as New York and London.

Overall, Mr Deputy, I find the Budget not much to write home about.

The Financial Secretary did of course promise a tax review. This does
not come a moment too soon. Furthermore, the Secretary for the Treasury is
already heading a task force to review the Government's financial reporting
policy. She could hardly do less when even the Director of Audit has called for
the adoption of an accrual accounting system. Tax and accounting experts have
called for these reforms for years. Why does it always take so long to deal with
what is so obvious?

As regards the tax review, I have already asked the Financial Secretary
privately to ensure that the review process has an open and public component.
This would have at least three benefits. Firstly, the public would have a chance
to understand better Hong Kong's extraordinary fiscal structure and what options
there are for long-term fiscal sustainability. Secondly, views beyond those of
officials and experts could be heard. And thirdly, the process itself could help
to create the community consensus necessary for change.

An official undertaking from the Financial Secretary in his response next
week on an open component for the review would be very useful.

Moreover, I hope that the review will include a study on how to raise
revenue with the minimum distortion to the economy. For example, the current
land supply and housing policies suffer from gross economic distortion with huge
hidden subsidies. The tax review should also ensure that the fiscal system is
used to encourage beneficial activities, such as employment, value-added, profits
and savings, while discouraging things like pollution and waste.

In the area of civil service reform, the Budge is grossly deficient. The
promise to cut 10 000 jobs over three years is unimpressive. Natural attrition
and the current hiring freeze would take care of a large part of that commitment.
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The Financial Secretary and the Government as a whole has no stomach to
redress the imbalance between condition of employment in the public and private
sectors. The best that they came up with is another year of freezing civil
service pay when consumer prices dropped by an average of 4% in 1999. What
is more, the Financial Secretary forecast a continuous drop of the Composite
Consumer Price Index by an average of 1% this year.

Mr Deputy, you could not have forgotten the haste with which legislators'
pay and office expenses were cut by 5% last fall. We did not complain because
Hong Kong was in deflation. Thus, why are civil servants so privileged?

The Financial Secretary may argue that the Government has reduced new
entry pay. Since the Government is not hiring for now, that does not amount to
much in the near term, although it will have and in fact elsewhere, such as at the
universities. I argued in my shadow budget on 22 February that a 5% pay cut
across the board for the Civil Service would not be too much. I still hold this
view today.

It may well be that the Financial Secretary took heart from this Council to
do so little. It was shocking that members of the Establishment Subcommittee
initially refused to approve the proposal to reduce new entry pay. Other
political parties were also quick to say that they were against a pay cut for
bureaucrats. Was that another election year response?

After all, there are 198 000 civil servants. Let us say that each has a
close family member who is also a voter. That could well mean 400 000
potential votes lost. But that is not the end. The civil service pay scale affects
another 140 000 people working for subvented organizations. If each of them
also has one close family member who can vote in the September election, that
could be another 280 000 votes down the drain.

I would have thought that an election year should be a good time to point
out that Hong Kong has an overblown public service with pockets of serious
inefficiencies. The fact is that some 50% of government spending goes towards
public sector pay and related expenses. The system has become inflexible in
terms of pay and structure. I cannot come up with a better example of how the
system has gone off the rails than how much we pay for hawker control — a
staggering $770 million. If Hong Kong cannot trim the public sector, we will
continue to have recurrent operating deficits.
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It is often said that top civil servants still earn less than top executives in
the private sector. Even if you accept this argument, it does not justify the
other 90% of the Civil Service earning way above equivalent talent in the private
sector. It was also put to me that people join the Civil Service because they
want stability and are willing to forego opportunities in the private sector. This
is surely another spurious argument. First of all, not everyone in the private
sector earn fat packages, and indeed, many do not and have to face market
realities. Secondly, surely, in return for stability, the jobs should go at a
discount, not a fat premium.

Let me make one last point on this subject. The Government tells us that
it is concerned about Hong Kong's cost competitiveness. With a total
workforce of 3.5 million, and with some 500 000 employees of one sort or
another who have pay pegged to civil service salaries in one way or another,
reducing pay and benefits is important to lower overall costs. None of this is
rocket science. The private sector pay trend survey is going to be out in a
couple of months. How will the Government react to it if it shows lower
figures? I call upon the Chief Executive to have the courage to cut civil service
pay in his autumn policy address, and to devise a way to de-link civil service pay
from the subvented and academic sectors in the future.

Mr Deputy, the Financial Secretary has no innovative environmental
initiative. In a week when air pollution is abysmal, I would like to express my
outrage at the lack of real and urgent action. The Financial Secretary should
not be allowed to say that the environment is not his job, because it is. It is now
accepted in many parts of the world, with which we like to compare ourselves,
that fiscal policy is a powerful environmental tool. The sooner the Financial
Secretary, Finance Bureau and the Treasury understand this, the faster Hong
Kong can help the environment.

The Budget is willing to continue to give a concession on diesel duty to
help the transport trade and electric vehicles owners, of which they are very few.
Why not tax fuels according to their environmental impact? Why not give
incentives for the testing of alternative fuels and technologies? Why not give a
tax write-off for older, more polluting, vehicles? Why not give a budget to
government departments to use ultra low sulphur diesel for their fleets? Why
not propose a landfill charge which the Environmental Protection Department
desperately wants? I can go on and on.
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Perhaps I can ask the Financial Secretary to respond next week whether
the tax review will also include a study on how to use taxation as a tool for
promoting environmentalism. Members might think that I am asking for pie in
the sky. This view is commonplace in many other parts of the world. Indeed,
Hong Kong is distinctively backward on this.

I have already said that I think the Government has areas of serious
inefficiencies. I noticed among the small print that the Transport Department is
going to spend $7 million on a study to examine the operational feasibility and
financial viability of introducing a trolley bus system. But, I thought they had
already done that. Indeed, I threatened to go to the Ombudsman to get the
existing report. So, why do we need another study?

In another case, I noticed that the Director of Highways is going to spend
$87 million on the detailed study design of Route 7. Why is there a budget for
this item when we have yet to see an evaluation for a more environmentally-
friendly rail alternative?

Lastly, Mr Deputy, I remain extremely frustrated over the Government's
complacency over finding ways to clean the environment, and the Financial
Secretary's inability to make it a part of his job to use fiscal policies to provide
the right incentives for real transformation. Perhaps in his next budget, he
might do better.
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THE PRESIDENT resumed the Chair.
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SUSPENSION OF MEETING
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Suspended accordingly at twenty-two minutes to Nine o"clock.





