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R
TABLING OF PAPERS

THI SRR E (EBEHA) B 21 HRE QMBI HEERK :
The following papers were laid on the table pursuant to Rule 21(2) of the Rules
of Procedure:

b & ik B SCE NS A
(2001 FEgME R (MERRIA) ) oot 70/2001
(2001 Frmk (EELLF) 2) ..o ... 71/2001
(2001 Fpgae sk (BECLAERAA) 2) ... .. 72/2001
(2001 FEptig sk CHRRBILELERR) <) ... .. 73/2001

(2001 FERsi T (RS —ELRB
BIRAT) 2) o 74/2001

(2001 ki (R L6 & K o 6 A 1 55 )

(BREHRAF) 2) oo, 7572001
Subsidiary Legislation/Instruments L.N. No.
Schedule of Routes (Citybus Limited) Order 2001 ....... 70/2001

Schedule of Routes (Kowloon Motor Bus Company)
Order 2001 ..oeeniiii e 71/2001

Schedule of Routes (Long Win Bus Company Limited)
Order 2001 ..oveniiii e 72/2001

Schedule of Routes (New Lantao Bus Company)
Order 2001 ..oveniiii e 73/2001
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Schedule of Routes (New World First Bus Services
Limited) Order 2001 ..ottt 74/2001

Schedule of Routes (North Lantau and Chek Lap Kok

Airport) (Citybus Limited) Order 2001............ 75/2001
HoAMh >
w125 — BUREHESE NN INEZTEZEFEEIRIE
HIEHETFEER®E
F13  — BELXEERREF®
1998-1999
F T4 — HitgEAEZFREEHREENCBEENGCREES
— NI NEEZEZFEFER
FI5H  — BEERRUNEEFEZELZAEY
2001 02 M B F RIS THE
Other Papers
No. 72 — AIDS Trust Fund 1999-2000 Annual Accounts together
with the Director of Audit's Report
No. 73 — Occupational Safety and Health Council Annual Report
1998-1999
No. 74 — Traffic Accident Victims Assistance Fund Annual Report
by the Director of Social Welfare Incorporated for the year
from 1 April 1999 to 31 March 2000
No. 75 — Securities and Futures Commission Approved Estimates of

Income and Expenditure for the financial year 2001-02
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WRITTEN ANSWERS TO QUESTIONS
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Supply and Demand of Housing
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Trade Effluent Surcharge for Restaurants
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Review of Government Financial Reporting Policy
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Assistance to Hong Kong Businessmen with Investments in Mainland
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Proactive Registration Campaign for the Elderly
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Unlicensed Travel Agents

18. MR HOWARD YOUNG: Madam President, regarding unlicensed travel
agents, will the Government inform this Council:

(@) whether it knows the total number of travel agents carrying out
travel service without a licence in the past three years;

(b) of the circumstances in which outbound group tours can be
organized by a person without a licence; and

(c) of the actions it has taken against unlicensed travel agents?
SECRETARY FOR ECONOMIC SERVICES: Madam President, my answer
to Mr YOUNG''s question is as follows:

(@) During the past three years from 1998 to 2000, the Travel Agents

Registry (TAR) received a total of 108 reports on organizations
suspected of carrying on business as a travel agent without a licence.
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(b) A person is required to obtain a travel agent's licence if he carries
on the business of obtaining for another person:

(1)  transportation of an outward journey departing from Hong
Kong; or

(i) accommodation outside Hong Kong for which payment is
paid to him by that other person.

However, a person will not be regarded as carrying on the business
as a travel agent under (i) if he is the operator of the carrier, or
under (ii) if the accommodation is intended to be occupied by the
same person in the same place for a period exceeding 14 days.

(¢)  Upon receipt of complaints/reports on alleged unlicensed activities,
the TAR will investigate the cases. For first time offenders, it may
issue an advisory letter to the person/organization, drawing its
attention to the relevant provisions of the Travel Agents Ordinance
and the penalty for carrying on business without a travel agent's
licence. The TAR will refer cases to the police for investigation
and possible prosecution if such activities continue. During 1998
to 2000, the TAR had referred a total of 24 cases to the police.
Four cases were successfully convicted with penalties ranging from
$2,000 to $10,000.

BEEREZEEIRERKEER
Examinations of Private Candidates in Science, Technical and Computer
Subjects
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BIEE OB TEEBENEIRERME
Expenditure and Claims Relating to Airport Core Programme Projects
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MR BERNARD CHAN: Madam President, this Budget may not be exciting or
radical, but I believe that it is appropriate for Hong Kong at this time. At a time
of economic uncertainty, we need stability and consistency, and this Budget
offers both.

Some members of the community would like to see higher public spending.
However, government expenditure already accounts for more than 21% of our
gross domestic product. This is acceptable, during a slow and uneven recovery
from a recession, but we cannot afford to let it creep higher and higher, year
after year.

I have mentioned before in this Council that Hong Kong almost seemed to
be drifting towards some sort of socialism.
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The Government provides half of our people with housing. It provides
most of our children with a tightly regulated education. The Secretary for
Health and Welfare is determined to give us a nationalized health care system,
providing 95% of all hospital care. The Government is the biggest employer,
and offers salaries that much of the private sector cannot compete with.

Higher government spending means bigger government. Bigger
government means less room for market forces to work. It means less freedom
of choice for people, and, of course, higher taxes.

Another complaint about this Budget is that it increases some fees and
charges. However, it is important that we stick to the "user pays" principle.
Without that principle, we have a system where users are subsidized by non-
users. That may mean the poor subsidizing the rich. And it may reduce
people's incentives to use government services efficiently.

For example, if the fees for driving licences or parking meters do not rise,
non-drivers are effectively subsidizing drivers. How can that be justified?
This is especially the case where fees have not been increased for 10 years, and
have fallen significantly in real terms.

Some people were upset that there was no increase on tax relief on
mortgages. Yet again, this is a subsidy. Why should people who do not have
a mortgage subsidize those who do? This is probably another case of the poor
subsidizing the rich. I cannot understand why people who claim to support the
poor are in favour of such policies.

It is also important that duties on tobacco, alcohol and other items remain
at a reasonably consistent level in real terms. Remember, if revenue does not
come from those areas, it must come from somewhere else.

Some people have also criticized the Government for not dipping into the
reserves as an apparently painless way of boosting spending. The reserves are
far larger than they need to be. I wonder how effectively that money could have
been invested by the people who earned it. But it does not follow that the
Government should start spending it.
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We must ensure in the long term that our outgoings do not exceed our
income. It is a basic principle of good housekeeping, and, of course, it is
required by the Basic Law. If we get into the habit of living off our savings, no
matter how enormous they are, we are asking for big trouble one day.

The Budget also proposes that local companies should be able to hire
mainland professionals more easily. Under the current system, companies can
easily bring in professionals from anywhere in the world, except our own
country. And mainland-related expertise is at least as important — probably
more important — as American, Japanese or European know-how.

I find it amazing that people are so upset about such a suggestion. Can
you imagine people in New York resisting graduates from the rest of the United
States coming to work in their city? Or people in London protesting about
professionals from other British cities moving in? We need the best people that
we can find from everywhere in the world, or Hong Kong will become
insignificant.

Finally, the Financial Secretary has been criticized for pointing out that we
may need a broader tax base. In my view, this has nothing to do with the
current budget deficit. Even without the deficit, the Government should be
aiming to widen its sources of revenue. Up to now, the Government has been
sucking in half of its revenue through a relatively small part of the economy, that
is, the property and land sector.

This distorts our economy and makes particular business and personal
costs very, very high. But it is not just a threat to our continued economic
development. It threatens the development of a pleasant environment, because
the Government uses land in such a way as to maximize its revenues rather than
create a liveable city. And it threatens our political development. We need
citizens who can see the taxes they are paying, so they will not vote for people
who tell them that money grows on trees.

Madam President, I generally approve of these budget proposals. With
education receiving the biggest share of spending, and social welfare receiving
the greatest increase, we can say that the Government has set its priorities right.
With most taxes are left at their current levels, we can say that the Government is
careful in managing spending.
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Furthermore, some concepts that will make an important difference to our
long-term future have been endorsed in this Budget, such as closer links with the
Mainland, and the principle of "polluter pays" in applying fiscal policy to
environmental issues.

It may not be exciting, but it adds up to a balanced and fair budget.
Thank you.

DR DAVID LI: Madam President, I have been disappointed at the reaction to
the Budget speech. The speech was one of the most important statements from
the Administration in recent years on Hong Kong's way forward.
Unfortunately, this aspect has been largely ignored.

Under the theme "Strategies for Development", the Financial Secretary
outlined a plan to establish Hong Kong as a centre for high value-added services.

The Financial Secretary spoke of China's entry to the World Trade
Organization (WTO). He noted that we do not enjoy preferential trade
treatment from the Mainland. If we do not act to create benefits for ourselves,
we will lose out, maybe not tomorrow, or next year. But surely and slowly,
Hong Kong will lose out.

The Financial Secretary spoke of a new era of communication between
Hong Kong and Guangdong, a great two-way flow of goods, services and people.
He said: "We must grasp this opportunity to become the World City of Asia and
a first-class international financial centre, providing an unrivalled breadth and
depth of financial and high value-added services. "

In this context, he announced the scheme to allow mainland professionals
to work in information technology and financial services disciplines. We need
these people. We need qualified people for our current needs. But what is
more important, we need qualified people for what we want to become. If
Hong Kong is to compete with London and New York as an international
financial centre, we must be better than they are. First and foremost, we must
be the centre of choice when mainland firms want to raise capital.
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At present, we cannot compete in terms of size, or liquidity, or the range
of products offered. We compete by knowing the market and its requirements
better than our rivals, and by acting more quickly. Remaining competitive is
not easy now. It will be more difficult in future, as Shenzhen and Shanghai
grow.

Hong Kong is well placed to combine the best of both worlds, drawing the
finest talents from London and New York, Shanghai and Shenzhen. That is our
unique advantage.

Restricting entry of mainland professionals will harm our ability to
compete. We will fall behind unless we act, and we must act now. We cannot
stand still. China's entry to the WTO will force change upon us.

I have been disappointed that so few have taken up the Financial
Secretary's challenge to the community to "accept that the polluter must pay to
clean up his mess". Members of the Finance Functional Constituency have
voiced strong support for this proposal. Hong Kong must improve its
environmental reputation in order to attract top talents. We owe it to ourselves
to open this debate, and to make the required decisions.

The Financial Secretary made a number of proposals which found favour
among members of the Finance Functional Constituency. He announced that
the Secretary for Financial Services will draw up a plan, in consultation with our
industry, to foster the introduction of new financial and securities products.
This will enhance Hong Kong's role as a centre for raising capital, and we look
forward to continuing efforts in this regard.

The Financial Secretary also announced that he would examine ways to
improve the transparency and accountability of the Hong Kong Monetary
Authority in managing the Exchange Fund. This, again, is most welcomed.

There is very strong support for the initiatives on corporate governance.
Setting and maintaining the very highest standards will strengthen our financial
markets, and deepen international participation.

The Financial Secretary spoke of the progress to date in setting up a
Commercial Credit Reference Agency (CCRA). Many in the Finance
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Functional Constituency champion the speedy introduction of the CCRA. The
CCRA will increase transparency and make it easier for well-run small and
medium enterprises (SMEs) to borrow. With access to capital, these companies
will be better able to take advantage of the opportunities offered by China's entry
to the WTO. That, in turn, will benefit the whole community.

On the issue of SME financing, may I say that the banking sector would
welcome a continuation of the Special Finance Scheme for SMEs.  The original
scheme, which ran from August 1998 to April 2000, was very well supported by
the financial community, with 78 banks and other financial institutions
participating. Almost 12 000 companies were benefited.

The recent sharp downturn in the United States economy will impact Hong
Kong's exports and re-exports, and many SMEs will find it difficult to redeem
the loans as they come due. I have to underline and emphasize, now is not an
appropriate time to wind down the Scheme.

The Working Group on Small and Medium Enterprises Financing will
report by mid-year with specific proposals to further promote bank lending to
SMEs.

In a preliminary report to the Legislative Council Panel on Trade and
Industry, the Convener of the Working Group, Mr CHAN Tze-ching, informed
Members that there was already a shift away from asset-based financing to
lending on the basis of track record and business prospects.

The banking sector is looking forward to early implementation of the
recommendations of the Working Group, so as to expand lending to SME:s.

I believe that the Financial Secretary was right to refrain from making
major changes to the tax system at this time. As he pointed out, the Advisory
Committee on New Broad Based Taxes and the Task Force on Review of Public
Finances are now studying this issue, and it would have been wrong to pre-empt
their work by introducing changes now.

The Finance Functional Constituency does, however, have a number of
proposals that should be examined by these two advisory bodies.
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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
covering general provisions for loans. We believe that the current system is
unfair and inequitable, and it penalizes prudence. We urge the Administration
to consider seriously giving tax relief on such provisions, as in Japan, South
Korea, Taiwan, Singapore, and among others.

I also believe that the Administration should consider abolishing 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 sector.

The Budget contained two initiatives on training, first, an increase in the
personal income tax deduction for self-education expenses, and second, a $300
million fund to subsidize training for SMEs.

Given the pressing need to upgrade our skills, and the dislocation in our
community caused by rapid change, the Finance Functional Constituency
believes that much more needs to be done in the areas of training and continuing
education.

With improved access to training, our whole working population will have
a stake in our evolving economy, upgrading both their skills and their incomes.
Without such access, many will rightly complain about being left behind.
Indeed, we are hearing their voices right now. We should also examine the tax
treatment of employee share ownership plans. Share granting and share option
schemes are a form of long-term incentive, tied to company performance.

Unlike major overseas centres, the current focus of remuneration in Hong
Kong is on short-term incentives. A change in tax policy to favour employee
share ownership plans would have a positive impact on the long-term
competitiveness of Hong Kong companies.

We are well and truly at a crossroad. I congratulate the Financial
Secretary for devoting so much of his Budget speech to "Strategies for

Development", and for putting the issues on the public agenda.

Madam President, I take pleasure in supporting the motion.
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THE PRESIDENT'S DEPUTY, MRS SELINA CHOW, took the Chair.
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MISS MARGARET NG: Madam Deputy, on the face of it, the Financial
Secretary's Budget is unremarkable. As such, it was welcomed by many
people.

Yet, I confess that the more I examined the context against which the
Budget must be seen, namely the current and forecast economic situations of
Hong Kong, the more worried I became.

It is now clear that Hong Kong is facing a crisis in education and
manpower. Yet, in spite of our huge fiscal reserves, the Financial Secretary is
so obsessed with leaving a safe margin for balancing his books that he adamantly
refuses to touch any of it to help. Instead, he insists on cutting funding for the
University Grants Committee (UGC), forcing the universities to rein in first year
first degree intake, and to reduce staff and staff expenditure, thus putting at risk
the quality of teaching.

Madam Deputy, university education is a subject very dear to my heart
because, first of all, this is what we owe to the people of Hong Kong, that to the
extent that we can afford, we should give our children the best education
opportunities, so that they will be equipped for a better life. And almost just as
important, having more and more of our people well-educated is what will give
Hong Kong as the whole a better chance to survive in the stormy seas of
globalization. In the context of "one country, two systems", it is what will
guarantee Hong Kong's long-term autonomy, and the contribution we can make
to a more vibrant, free and excellent China.

If this is all too idealistic, then let us look at the intensely practical facts
and figures of supply and demand of manpower.
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The Financial Secretary has himself told us in his speech three weeks ago
that by 2005, there will be a shortage of some 120 000 workers with higher
education qualification. Officials have referred us to a manpower survey
published last November. The conclusion of that survey is that, for the next
five years, demand for workers with degree and post-secondary education
qualifications will grow by 4.8% and 7.2% respectively per annum, but supply
will only grow by 3.6% per annum.

The mismatch in supply and demand will result, says the report, in
shortfalls of 85500 and 31400 respectively in 2005, or 16% and 6%
respectively of manpower supply. At the same time, there will be a surplus of
workers at lower secondary education and below amounting to 136 700 or 11%
of manpower supply.

The report warns us, "Unless we are able to address this mismatch, we
may not be able to take full advantage of the new job opportunities that may arise
and this may also affect Hong Kong's progressive transformation into a
knowledge-based economy". At the same time, the surplus at the lower-skill
end will mean massive unemployment.

This is the Government's own report. Madam Deputy, how can we bear
to see so many opportunities bypassed, and so many people head towards
unemployment and poverty? Have we not seen enough of it in the last three and
a half years? How can we explain to our people, that although prosperity is
now returning, because of our own failure, the new jobs available will have to go
to other better qualified people imported from other parts of the world?

In another manpower survey for the information technology sector
commissioned by the Government, it is estimated that we shall be short of some
3 700 to 14 000 professionals by 2005, and some 7 000 to 50 000 professionals
by 2010. On that basis, the Financial Secretary is introducing an Admission of
Mainland Professionals Scheme.

I have nothing against opening our doors to mainland talents and
professionals. I am all for welcoming more mainland graduates or even
undergraduates to our universities. Academic and cultural exchange will only
enrich us. Pluralism is our creed. But to allow Hong Kong's standard to fall
behind, hoping to fill the vacuum thus created by people to be imported as
mercenaries, is not to be countenanced.
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The 1996 UGC report has already warned the Government that the quality
of mainland graduates may well become more attractive to Hong Kong
employers, and the chief deterrence is only their unavailability then and the slight
advantage of multilingual ability and multicultural outlook of our own graduates.
Is the Financial Secretary unmoved by these warnings?

Madam Deputy, we have examined the UGC estimated spending. We
wondered why university places are being provided to only 17%, and then only
16% of the relevant age group in 1999, 2000 and 2001, in spite of the target of
18%, and in spite of the Chief Executive's stated objective that within 10 years,
60% of our senior secondary school leavers will receive tertiary education. We
were told by the Secretary for Education and Manpower that the target of 18%
can no longer be maintained. She said that even at 17% and 16%, we have
barely enough school leavers who meet the minimum university entry
requirements to fill the places provided.

It is shocking that our secondary school standards have fallen so low. We
really do not have a moment to spare to place our resources at the service of the
most effective improvement. We have the resources available. Should we
allow our children to grow up disadvantaged, just because we are afraid that
some day we may not be able to balance our books?

The near total silence on the policy about the fiscal reserves cannot be
explained by Article 107 of the Basic Law. We have been assured by the
Financial Secretary and the Secretary for the Treasury that there is sufficient
flexibility, and they do not feel unduly restrained.

Madam Deputy, at $442 billion, our fiscal reserves are huge by any
standard. = The Financial Times on 7 March has described them as
"disproportionately large" and a "mammoth amount". The uniform view of
economists is that the Government has to consider how the reserves should be
better utilized, for example, for a better funding for health care and education.
Indeed, in a seminar held shortly before Budget day, Professor Richard WONG,
the head of the Business School of the University of Hong Kong and a highly
regarded economist and trusted advisor of the Government, said that the central
question for the Budget is how the huge fiscal reserves should be utilized. Yet,
the Financial Secretary had all but ignored the matter. This may be a serious
failure which will cause Hong Kong's power of survival very dear indeed.
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Madam Deputy, I would like to turn to a different but not unrelated
question, that of the near monopoly of prosecution work in the magistrates'
courts by Court Prosecutors. Independent prosecution of a high standard is
central to the rule of law. We are told that of the 109 Court Prosecutors as at
February this year, only nine are qualified barristers, while 24 have law degrees.
The remaining 76 have no legal qualification. Maintaining such a system is
unjustified while qualified lawyers are in good supply.

Even from the expenditure point of view, such a system is hardly a bargain.
The information provided by the Department of Justice represents the cost per
court day as $2,933. But this is on the basis of the staff cost of 89 Court
Prosecutors divided by the total number of court days. This does not include
the staff cost of the 19 Court Prosecutors of more senior rank required to
supervise the 89. Once their staff cost is included, the cost per court day shoots
up to $4,250. The apparent "savings" from briefing out to a qualified barrister
or solicitor, that is $5,670 per day, evaporate if you consider the hidden costs of
office space, equipment incidental to the posts, and the lack of flexibility.

But, Madam Deputy, it is not just a matter of whether some money may be
saved. This is preoccupation with cost-saving to the neglect of principle and the
longer-term goal, including maintaining a strong legal profession in private
practice with high standard and wide experience, and a cross-fertilization with
government lawyers. This preoccupation is just wrong. Compared with
14 860 court days for Court Prosecutors, in 2000, only 660 court days — about
4% to 5% of magistrates' court prosecution — were briefed out to qualified
lawyers. About the same is estimated for 2001. The number of court days
have dropped by some 6 000 days from 1999 to 2000. The establishment, of
course, cannot be lessened. Court Prosecutors took over the prosecution of
certain categories of Independent Commission Against Corruption cases
formerly prosecuted by barristers. Thus we are putting the cart before the
horse. In the pursuit of illusory or marginal savings, the aim of upgrading legal
services is being relegated to second place.

The Financial Secretary talks at length about China's accession to the
World Trade Organization and the prospect of Hong Kong professionals moving
into the Mainland to take up job opportunities. The reality is, Madam Deputy,
that the Hong Kong lawyers will not be given any preferential treatment in the
Mainland. They will be competing with international as well as mainland
lawyers, and the things which will count are quality and the ability to deliver.
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This is the time to strengthen our legal education and training, and make more
opportunities available to practice, not to cut back and put an even greater and
heavier financial burden on the great majority of local lawyers who have been
struggling hard in the last three and a half years.

We must put our money into where our mouth is. The Financial
Secretary must back his vision with funding. He owes it to the people of Hong
Kong.

Thank you, Madam Deputy.
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SUSPENSION OF MEETING
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Suspended accordingly at twenty-six minutes past Eight o"clock.



