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Second Reading of Bill

APPROPRIATION BILL 1990

Resumption of debate on Second Reading which was moved on 7 March 1990

MR. CHEONG:  Sir, in rising to support the Appropriation Bill 1990, may I first

associate myself with the Honourable Andrew WONG's tribute to the Financial Secretary.

Sir, many in Hong Kong would know or would be able to sense that we do face difficult

times ahead.  To be Financial Secretary or indeed to be any responsible officers

during these times is no easy task. Individual enthusiasm, hard work or even

brilliance is not enough to carry us through.  All of Hong Kong needs to work together

with understanding, humility and a unity of purpose to get us through these troubled

waters.  It is with this spirit in mind that I would like to offer some observations

for Government's further consideration.

My first observation relates to the economy.  Sir, ever since the economic

implications of the Chinese open door policy became better appreciated by the

international community, the economy of Hong Kong has been drawn closer and closer

to that of China.  Five years ago Hong Kong's economy was capable of taking a separate

course of action without being affected too greatly by what happened in China.  Now,

rightly or wrongly, various components of our economy have become so intermingled

with that of China that we cannot disregard the Chinese dimension in the future

development of our economy.

In the years 1986, 1987 and 1988 when China's open-door policy was taking hold

our rates of growth were stunning.  But with its austerity drive beginning in the

latter part of 1988 coupled with the aftermath of June 4, China's economy has gone

into a tailspin and we have had to revise expectations of our own economic performance.

The immediate future may not be bleak, but it is not cause for rejoicing.

China has now recovered, somewhat, its equilibrium.  We should not, we must not,

do anything in any way to jeopardize this.  Disequilibrium immediately means severe



adverse dislocations in our entrepot trade; in the activities of Hong Kong's vital

production support base across the border. Furthermore, disequilibrium means a big

drop in our retail business and in the number of tourists coming through Hong Kong.

In short, practically all economic activities in Hong Kong will be affected.  Hence

it would be quite correct and fair to deduce that the well-being of our citizens

depends to a large extent on the prosperity and stability of the mainland.  I would

urge all to recognize this reality.

In this context, recent moves by the United States politicians to use the Most

Favoured Nation Status as a possible sanction tool against China deserve our full

attention and concern.  If such moves were to become a reality, it will no doubt have

adverse impact on the Chinese economy.  This in turn would affect Hong Kong adversely.

However, what is more worrying would be the immediate adverse impact such a sanction

on China would bring to Hong Kong's export related economic activities.  My

estimation is that it will deal a deadly blow to our domestic export which valued

at $224 billion in the year 1989 and re-export which valued in the year 1989 $346

billion.  A conservative estimate that I make is that 20% to 30% of our total exports

($570 billion) -- that 20% to 30% is a $150 billion worth of trade -- will be adversely

affected.

Sir, if such would be the case, the knock-on effect on our economy will be so

great that Hong Kong will be liable to face the most severe economic depression we

have ever experienced for the past 20 years.  I shudder to think of the consequences

of such a scenario and therefore urge most strongly that the Government not only

monitor closely development in this area but should immediately develop a working

strategy to try to avert such a calamity from happening.

To the business community in Hong Kong, I urge that we should make our concern

known to our trading partners in the United States.  We should try to persuade our

counterparts in the United States to lobby their own politicians for Hong Kong's

cause.

To those Hong Kong people who clamour for and support United States trade sanction

against China, may I respectfully urge them to climb down from such senseless and

irresponsible bandwagon.  If these people are loyal to Hong Kong and if they are

really serious about caring for the interest of Hong Kong people, please act now and

urge their political friends in the United States Congress to abandon the move to

sanction China through the removal of the Most Favoured Nation status.  It is simply



unthinkable that anyone can claim to stand up for Hong Kong and work for Hong Kong

whilst at the same time supporting activities that will have such a huge adverse impact

on the economic well-being of Hong Kong people.

Sir, the aftermath of those June events in China also precipitated adverse

psychological effects on the people in Hong Kong.  Fuelled by uncertainties and more

unease over 1997, there have been more frustrations resulting in increased tendency

to emigrate as well as precipitating an increasing air of militancy in labour

management relations.  This is very unhealthy indeed for our society.  It is in this

context that I worry about the long-term inflationary and unsettling effects of the

recent spate of price and wage hikes.

In respect of the latest wage increases, whilst Government can argue that the

percentage increase for the public service is a direct result of the pay trend survey

which drew on the experiences of some 69 companies the past year, it has to be

recognized that the great majority of private enterprises are small size operations,

employing 50 or less workers. They do not have the cushion to absorb the increase

in cost and will have no choice but to raise prices to pass on the increases.  This

will certainly help to provoke inflation and therefore higher wage demands, possibly

sparking off an endless wage spiral.

Perhaps Government should review the pay trend survey methods and try to adopt

a more realistic sample in feeling the pulse of the various sectors of our economy.

Labour leaders too are advised to be mindful of the long-term detrimental effects

of excessive wage demands.  No place, however successful in the past, can afford to

price itself out of the market.  Current indications are such that Hong Kong is

running a great risk of pricing itself out of the market. We are especially vulnerable

because we have to compete in the world markets in both products as well as services.

Sir, I do not disagree that all sectors should have an opportunity to share in

Hong Kong's well-being.  Yet, Government should recognize that no economy can sustain

long-term progress without an adequate supply of resources.  Prolonged shortage of

any resources -- be it financial, infrastructural or human -- will not be conducive

to further long-term growth.

For the past five years, Hong Kong has enjoyed full employment, and has also been

successful in improving the general standard of living of all people in Hong Kong.

Long may this scenario continue as long as we can afford it. Unfortunately Hong Kong



is too externally oriented and our local economy is too small to be able to act as

the only sustaining force on the growth of our economy.  Thus, we have to be mindful

of our competitive edge in world markets.  Signs on the horizon are such that Hong

Kong is rapidly losing its competitive edge. Prolonged shortage of human resources

is taking its toll. Something needs to be done before it is too late.  I urge therefore

that Government reviews on an urgent basis the need for measures which can effectively

combat the ill-effects of such prolonged shortages.

Thirdly, during the run-up to 1997 the maintenance of our economic and business

environment is crucial.  To maintain a favourable investment environment in Hong Kong,

we should strive to uphold a simple taxation system and a reasonably low tax rate.

The Government's intention of maintaining a more realistic ratio between direct and

indirect taxation deserves our fullest support.  Yet, Sir, I urge that all existing

resources be fully explored before embarking upon the novel idea of a sales tax which

is retrogressive in my opinion and which will hurt mainly the ordinary people.

In the past two Budget speeches, the Financial Secretary spoke on the need to

broaden and stabilize the tax base as well as the idea of a sales tax. Discussion

on the subject has been going on for some time.  But so far what is meant by a broad

and stable tax base is at best unclear to the general public.

Broadening the tax base can mean more people falling into the tax net.  This can

be done by lowering the personal allowances for income tax to make more people become

taxpayers.  Naturally this will be unpopular.  But, equally, Sir, introducing a

sales tax may be just as unpopular.  Furthermore, the sales tax is an administratively

complicated alternative as well.

The implementation of sales tax in a place like Hong Kong, where the majority

of traders are medium to small size, is likely to be very costly.  Until effort has

been made to up-date the indirect taxes, I do not see any justifiable cause for making

more commodities taxable which would be the case with a sales tax.  It should be kept

in mind that over the years there has been neglect in maintaining the yields from

duties and general rates.  For example, revenue from general rates was $1.2 billion

in the year 1984-85 and only $1.5 billion in 1988-89.  The increase in revenue

throughout these years from general rates had in fact failed to catch up with inflation

in the same period.

Finally, Sir, another lesson driven home to us by recent events is the need to



uphold openness in Government.  If the Government expects Hong Kong people to trust

them, it should first take the people into its trust.  This means, in the first

instance, that people should be told as much as possible.  We should not, consciously

or otherwise, set precedents which will be followed in future to our detriment.

In this context I find it disconcerting that the billions of dollars set aside

for the Land Fund of the Hong Kong Special Administrative Region (SAR) Government

should continue to be set down as an expenditure item.  In effect this means that

with the stroke of a pen the Financial Secretary has possibly removed from future

legislative oversight this huge sum of money.  Sir, the principal task of this

legislature is to see that public funds are properly used.  By setting up the Land

Fund as an expenditure item, the money has theoretically been used and coupled with

current arrangements, the future legislature of the SAR in theory could be excluded

in overseeing its disbursements.  I am certain this is not the intention of both

Britain and China and urge that it should be made clear.  Secondly, I hope that leaving

out details of revenue estimates in the supporting documents of the Appropriation

Bill was an oversight rather than a deliberate attempt to withhold information for

Members' analysis and scrutiny.

In closing, Sir, as I have said at the beginning, our future is now irrevocably

tied up with that of the mainland.  We should stop thinking in terms of whether what

we say and do will please or offend China. The two components are so interdependent

that we cannot look at economic growth as separate entities.  We must do what we can

for mutual benefit.  Otherwise both will sink together and it is in our interest not

to see that happen.

Sir, I support the motion.

PROF. POON: Sir, this is my fifth budget speech and I would like to repeat once again

my concern of the lack of government investment in Hong Kong's future in the important

area of science and technology, and insufficient funding for research and development

(R&D).

This afternoon, I shall concentrate on three specific areas: firstly, the need

to develop the technological capability of Hong Kong in terms of "soft" infrastructure

of the society; secondly, the existing government participation in this area; and

thirdly, the setting up of a Science and Technology Council.



Soft infrastructure: technological capability

In his Budget speech, the Financial Secretary highlighted a rather unfavourable

scenario of Hong Kong industry, with comments such as "reduced overseas demand for

Hong Kong's products" and "the performance of our domestic exports in some of our

major markets was rather disappointing".  I am gratified to note that the Government

will "continue to develop and improve our services and the infrastructure necessary

to enable Hong Kong to continue its dramatic success story".  There is emphasis on

the "introduction of some new services" and "improvement to existing services"

including additional funding for the new tertiary institutions.  However, I cannot

help but have the feeling that the proposed Budget has neglected the important

development of soft infrastructure in Hong Kong.

Many Hong Kong people have the erroneous impression that the level of science

and technology in Hong Kong is comparable with that of advanced industrial countries.

However, nearly all higher technological products in Hong Kong are imported from the

advanced economies and the level of technological know-how and capability is

considered by many local industrialists to be lower than in the other newly

industrialized economies.  Most technological products can be purchased but

technological capability is not a commodity that can be bought over the counter.  It

takes time and considerable accumulated investment to develop technological

capability in terms of infrastructure of the society. Technological capability is

more than know-how and hardware: it also involves people and local institutions.

It should be realized that the products and benefits of technological development

are very long-range.  Because of this nature, the benefits of investment in

technological development may not be directly returned to the investor and will

usually accrue to a sector of the economy which includes the investor as a member.

Hence, in many countries, especially the newly industrialized economies, governments

have helped to develop technologies as necessary infrastructure for their societies.

It is generally agreed that Hong Kong will not prosper purely as a service centre

without a thriving manufacturing industry, since our economy is basically of the

"export-led" type.  The Government has decided to invest heavily in the "hard"

infrastructure of port and airport to maintain Hong Kong as a key communications

centre.  However, without the "soft" infrastructure of science and technology,

neither manufacturing industry nor services will be able to grow to such an extent



as to yield an adequate return on the "hard" infrastructure that is to be completed

in the medium term.  Apart from the fact that the influence of science and technology,

that is, S&T, pervades the economy, it also pervades our daily life.  Science and

technology is more than an economic activity; it is a major component of the

improvement in quality of life.  Like education, S&T should be viewed in the context

of helping to fulfil community needs and the social aspirations of Hong Kong people.

It should be part of our culture.

Government participation

Positive non-intervention was a successful policy in the past.  Until now the

Government apparently perceives that S&T development is little more than some basic

education and training in science and technology.  Now the private sector is

questioning the appropriateness of such a policy in the future.  Science and

technology is certainly a new dimension for government thinking.

Non-interventionism could be an excuse for zero action.  There is a fear of making

mistakes, although it is hidden from the present and will only be exposed in the future.

As a matter of fact, the Government has in the past intervened successfully and very

strongly in some areas of the economy. Because of the absence of a focus for S&T in

the government structure, the following problems have developed:

(a) Hong Kong lacks a coherent approach to S&T.

(b) The very limited efforts of Government and the private sector are fragmented and

unco-ordinated.

(c) Some important aspects of S&T are neglected and there are as yet no plans to

develop them.

Sir, S&T, like education, has to be a government responsibility because of the

basic, pervasive and long-range nature of its effects.  The non-existence or small

size of the domestic market for technology-related products and services means that

Hong Kong cannot rely on domestic market pull, but must choose an appropriate strategy

to build up our own technological capability.  This will not only enhance our

competitive ability, but will also attract advanced industrial countries to make use

of Hong Kong as an off-shore manufacturing centre with respect to their own industry.



A proposed fresh approach

In view of the importance of S&T for Hong Kong's future prosperity and the current

lack of a proper government structure to support the work, it is proposed that the

existing Advisory Committee on Science and Technology be replaced by a Science and

Technology Council.  This council is to be a statutory body with an executive arm

and to have the following terms of reference:

(a) to formulate and review science and technology policy;

(b) to oversee the promotion and development of science and technology;

(c) to act as the focus of co-ordination for efforts relating to science and

technology both within and outside the Government;

(d) to serve as a channel for consultation for the various stake-holders having an

interest in science and technology;

(e) to seek advice, through the aegis of committees and networks of experts, on

scientific and technological issues relevant to Hong Kong;

(f) to allocate funding and be empowered to disburse funds for the execution of plans

and programmes, especially in relation to the support of applied R&D  and  S&T

institutions;

(g) to pool efforts from private and institutional sectors to participate in and to

ensure sharing of responsibilities for development of S&T.

It is proposed that membership of the S&T Council be drawn from the private and

institutional sectors with a limited number of government officials.

Initial funding requirement for the S&T Council will be modest.  It will be

several years before major investments in S&T infrastructure could be made with

confidence.  Funding requirements are therefore most unlikely to compete seriously

with hard infrastructure requirements over the next five to eight years.

We can draw on the good experience and example of the Trade Development Council

of introducing a suitable levy system on industry to obtain the necessary funding



for such  development.  There will be little extra burden on the Government and the

sector which benefits will pay for the expenses. Furthermore, the proposed council

may also consider pooling together expertise from industry and the academic circle

to develop those most needed R&D projects.  Such projects can also be supported with

matching funds by the council with respect to the investment by the relevant

industrial sector.

Sir, in conclusion, one important factor to ensure that the concept of "one

country, two systems" will work after 1997 is to maintain Hong Kong's prosperity,

progress and usefulness with respect to its neighbours and in particular to China.

A prosperous and stable Hong Kong will benefit the entire international community.

The enhancement of S&T in Hong Kong will help to maintain its links with the western

world and enhance China's long-term respect for Hong Kong.

We must invest now to develop our own "soft" infrastructure.  It may take time

to gather experience and there may be some risk of not getting the best out of the

investment.  However, inaction or some passive and unco-ordinated efforts will be

even more risky in the long term.  A Science and Technology Council is therefore

proposed to be set up.  It will help the Government in conjunction with the industrial

sector to make certain decisions for the transfer and development of those S&T

capabilities most needed by Hong Kong at this moment as well as those needed in the

future.

With these remarks, Sir, I support the motion.

MR. TAM (in Cantonese): Sir, we have seen better days for the past several years.

It is now believed that days of austerity will be in store for the Government in the

next few years.  The Budget for this fiscal year has brought the Hong Kong public

certain degree of uneasiness.  Various projects such as the development of the new

airport and port facilities, the Metroplan, the increase of tertiary places,

environmental improvement schemes and improvements in transport facilities and so

on are all due to start.  However, whether Government has the necessary funds to cope

with these projects is a concern of many people.  The rapid growth of the public sector

and the spate of civil servant disputes have brought further worries to the public.

According to forecasts in the expenditure and revenue estimates, there will be a

year-on-year consolidated cash deficit even after budget revenue measures.  Thus

members of the public are worried that substantial deficits may be incurred.  With



the increasing growth in public expenditures, the public will have greater tax burdens.

These tax problems have put the general public in a quandary.  In tackling the issue

we need to think rationally before making comments.  Let me attempt to analyse the

following issues today.

I am not bringing up old scores here.  However, I consider that the Government's

current need for coping with so many large-scale, mammoth projects at one go is

attributed to its lack of a comprehensive concept in the overall development and

infrastructure of the territory in the past.  In fact, urgent needs for handling many

items of work were known long time ago, but regrettably the Government time and again

procrastinated in implementing these projects for financial reasons.  As a result,

substantive backlogs have accumulated to such an extent that it will not permit

further procrastination and that all these projects need to start at once, thus giving

rise to shortage of funds and even to an exigent situation that leaves the Government

with no room for manoeuvre.  I therefore hope that the Government will take account

of these experiences.  Many plans have been scheduled in the days ahead.  They

include the mammoth infrastructural projects, environmental improvement projects,

provision of additional places at the tertiary education level and so on.  Besides,

decisions have to be made on how to carry out other items of work such as backup

facilities for our industry.  Faced with these scheduled items and possible

programmes of work, the Government should expedite the drawing up of a practical and

feasible priority list.  Undeniably in view of the existing stringent financial

situation, some projects may have to be postponed; however, indefinite postponement

of these projects will cost Hong Kong dearly in its future development.  In such a

dilemma the Government should identify the programmes that need to be implemented

as soon as possible, and make proper arrangements according to their importance.

This is what a government with vision should do.

Furthermore, the implementation of these projects will have impact on the

livelihood of people from different sectors.  As it is inevitable that priority will

have to be accorded to different items of work, deferred implementation of some of

the projects may result.  Without full understanding of the whole selection process,

members of the public may become discontented and keep on putting pressure on the

Government, resulting in administrative difficulties.  Therefore, an open process

of policy formulation that allows public participation is essential.  In last year's

policy debate I already pointed out that whilst we concurred with the importance

attached to many infrastructural projects, in making a decision the Government should

make known to the public what other items of work would be affected consequent to



the implementation of certain projects, and what consequences would result if certain

projects were to be shelved so that the public could have an understanding of the

whole situation, or better still could participate in the selection process.  I

therefore take the view that in formulating a practicable plan the Government should

make the related discussions open.

What I have just said only concerns the capital expenditure of some mammoth

projects.  There are also the recurrent expenditures on the personal emoluments of

the Civil Service which the Administration has to meet.  Whether or not the Civil

Service is properly managed directly affects the effectiveness and efficiency of

policy implementation and the staff performance tells whether the Government gets

good value for the money it spends.  It follows that the recent civil servant disputes

have aroused the concern of quite a large sector of the community.  We should

understand that both intrinsic and extrinsic factors come into play in problems

relating to civil service disputes.  Hong Kong people attach great importance to

promotion prospects, but a large number of civil servants of various grades in the

Civil Service have reached the maximum points of their respective salary scales and

their chances of moving up one rung in their career ladder seem rather slim, thus

cultivating a sentiment of discontent within the Civil Service.

Moreover, the job security offered by their careers in the Civil Service is not

as strong as before.  In recent years the Government has been actively implementing

the privatization of public services in the belief that it will help reduce operation

costs.  However, in the course of these changes, the civil servants concerned may

face the possibility of transfers or even having to leave the Civil Service.  Prompted

by the sense of insecurity, civil servants step up their demands in asking for more

from the Government.  Such course of action is understandable.  Consequently, a

measure which originally aimed at reducing operation costs triggers off an increase

in costs.  If the need and difficulties of making advanced payments of pensions to

the civil servants are taken into account, we really cannot over-estimate the

so-called effectiveness of privatization.

On the other hand, the morale of our society is rather low these days and people

increasingly tend to focus on short-term objectives.  Such sentiments undermine

civil servants' confidence in and patience with the Government and affect their

consideration in striving for benefits.  Therefore, it is necessary to strengthen

the communication between the staff side and the Administration.  Although at present

there are many consultation channels for dialogue between the Administration and the



staff side, these channels are not fully effective and they need to be developed.

I also hope that both sides can come to grips with various knotty problems in a sincere

and rational manner so that problems can be solved without prejudice to the interests

of all, and the Administration will then be able to proceed with its work effectively.

Undoubtedly, government spending in future will be heavy.  The community at large

does not want to see the Government step up its expenditure without restraint and

end up in having deficits.  Since it is inevitable that future government spending

will be on the increase, I take the view that whilst the Government is requested to

be prudent in its spending, we need not stick to the budgetary guidelines of

maintaining a balanced budget, or even a budget with surplus.  Fiscal reserves are

meant for catering for emergency needs.  As fiscal reserves are derived from the

community, it is justified to have them spent on the community provided that deficits

will not recur year after year.

According to past experience, undue emphasis on a balanced budget will only impede

social development.  With revenue increases as a result of the booming economy in

the past several year, surpluses rolled in, enabling the Government to lower direct

tax rates which in turn led to a dwindling in revenues.  In this fiscal year, the

economy is slowing down and the revenue is expected to dip.  However, the Government

is required to face hefty public spending in the coming year.  With the limited amount

of fiscal reserves, the public finance is in a stringent position.  Accordingly many

members of the public take the view that if there had not been a number of taxation

concessions over the past several years, our current financial position would not

have been in such an embarassing state.  In view of the above, the Government is badly

in need of a review on its financial strategy and should consider emphasizing on a

long-term balance in the Budget rather than confining ourselves to an annual balance

in revenue and expenditure so as to enhance flexibility in government financial

policy.

In commenting on the Budget we cannot, of course, merely touch upon public

expenditure and ignore the revenue.  Just now when I was speaking on the principle

of overall public finance I similarly could not ignore the taxation policy.  Taxation

policy is an essential element in public finance.  In this year's Budget three

paragraphs have been devoted to the discussion on revenue strategies, and one of these

paragraphs focuses on discussing the ratio of revenue from direct tax and indirect

tax.  It is emphasized that the ratio should be lowered.  Whilst I appreciate the

Government's concern about changes in taxation structure, I really cannot concur with



the suggestion.

In formulating taxation system, we should consider not only its effectiveness

and impact on the economy, but also the principle of equity.  This is a common place

view, but all along the Administration has overlooked the impact of the taxation

system on the distribution of resources in society.  Removing the working wife

allowance in the combined taxation return of married couples is the case in point.

It is plain to see that indirect tax is a kind of retrogressive taxation in that it

will only result in the poor having to bear a greater burden of government expenditure

increasingly, thus aggravating the present situation of unfair distribution of wealth.

This is contrary to the principle of equity and is also one of the drawbacks of

increasing revenue from indirect taxation.

Furthermore, to increase indirect tax will also adversely affect commodity prices.

Since the publication of the 1990-91 Budget by the Financial Secretary last month,

the increase in indirect tax has brought about a chain reaction of upsurge in prices.

Increases that will produce the most serious effects are the increases in rates on

property and the fuel tax.  These tax increases will make their presence felt in the

livelihood of the general public and the spiralling rise of prices will add extra

burden on their living expenses.  Incidentally, if the Government still keeps on

raising the indirect tax, cost of living will be subject to inflationary pressure

in the next few year.

The Government is of the view that the present tax base is too narrow and too

vulnerable to economic fluctuations.  Hence it is necessary to increase indirect

taxation and to widen the targets of taxation to include more people into the tax

net.  But in the first instance, we have to realize that the so-called narrow tax

base in fact implies that a vast amount of wealth is held in the hands of a small

group of individuals and corporations.  This shows uneven distribution of wealth.

If this is the reason for increasing indirect taxation, it is nothing short of raising

more revenue from the poor which will in turn aggravate the situation of uneven

distribution of wealth.  Furthermore, some scholars have pointed out that there is

a close relationship between consumer spending and income earnings, and revenue from

indirect tax is also easily affected by economic fluctuations.  It is therefore

doubtful whether to increase indirect taxation will really stabilize the tax base

significantly.  Even if the tax base may be slightly stabilized with increased

revenue from indirect tax, the existing unfair taxation system will further produce

the effect of ripping off the poor to subsidize the rich.  In view of such possible



consequences, we can never agree that this policy is a wise one.

As a matter of fact, it is Government's ultimate aim to stabilize public finance,

but to stabilize public finance does not necessarily require the stabilization of

tax base; likewise, to stabilize the tax base does not necessarily require increased

revenue from indirect tax.  As I have mentioned earlier, if the Government adopts

a strategy of long-term balance in its budgets, it will not be required to aim at

formulating a balanced budget each year, or to worry about the stability of the tax

base.  Besides, we can stabilize the tax base by ensuring a steady revenue from direct

tax.  For instance, the fact that the existing tax band for salaries tax is too narrow

does not only overload the middle income group with too high a tax rate in real terms,

but also results in revenue from direct tax being highly susceptible to economic

fluctuations.  The Government should therefore broaden its tax bands to reduce

fluctuations in revenue from direct tax and to scale down the actual tax rate of the

middle income group.  Moreover, the tax allowances should be adjusted according to

inflation rate to ensure that the tax load of taxpayers will not be affected by

inflation, and to a certain extent, the tax base may be stabilized.

In fact, there are numerous ways to improve the existing taxation system and to

make it more adequate.  However, the Government lacks the courage to forge ahead with

a full review on the existing taxation system, but resorts only to patch-up measures

in solving problems.  In my opinion, in view of the necessity of adjusting public

finance to suit the needs in the coming years, the Government should take this

opportunity to set up a Tax Review Committee aiming at overhauling the taxation system

of Hong Kong with a view to coming up with a tailor-made taxation system which is

more compatible to the needs of Hong Kong.  Of course, there should be sufficient

representation from the grassroots level on this committee, otherwise such a review

of taxation will only become cosmetic and a matter of formality.  As for the issues

to be reviewed, the following three points should be included:

(1) the desirability of broadening the tax bands and scaling up the marginal rates

of the present salaries tax system and the detailed application of tax allowances

and their adjustments;

(2) the effect of the present taxation system on the transformation in the industrial

and commercial sectors;

(3) other possible sources of tax to raise additional revenue.



All in all, I have attempted a systematic analysis on the general problems of

the present fiscal revenue and expenditure programmes of Hong Kong.  It is a matter

of paramount importance for the Government to manage its revenue and expenditure with

vision and insight in the overall development.  Only by so doing can our social

policies be implemented more effectively.  It is, however, regrettable that the

Government still lacks such insight in its public administration.  It is even more

regrettable that the Government still lays emphasis on increasing indirect tax.  On

a number of occasions in the past I have raised my objections to increasing indirect

tax, not only because of the number of disadvantages of the indirect tax mentioned

earlier on, but also because of the complacency of the Government in taking stop-gap

measures to patch up the existing taxation system.  What the Government has done is

merely an attempt to sidestep the obligation of overhauling the taxation system.

In view of the foregoing, I abstain from voting to show my regret.

MR. BARROW: Sir, in presenting this year's Budget, the Financial Secretary has faced

even more of a dilemma than usual in balancing the short-term aspirations of many

segments of our community with the need to ensure a solid foundation to the

infrastructure plans which are so vital to the success of the Special Administrative

Region (SAR) in the next century.  Overall, I believe the direction and strategy laid

out in the Budget are generally sound, and today I want to refer to three topics:

(i) inflation and the labour shortage, which is the number one issue,

(ii) infrastructure development, and

(iii) tourism and the promotion of Hong Kong as an international city.

Today a number of concerns beset Hong Kong and it is only realistic to note that

the circumstances of this Budget debate are rather different from those of last year.

However, just as at the same time last year, the solutions to these issues largely

depend on the continuing success of our economy -- which means the viability of the

territory as perceived by investors, and most of all, by the people of Hong Kong

themselves; Hong Kong's future and Hong Kong's economy can be thought of as almost

synonymous.



Whilst there has been criticism of the increases in some of the indirect taxes,

I acknowledge the problem confronting the Administration: revenue for the projects

we all consider essential has to come from somewhere.  I would suggest that the

current direct/indirect taxation balance has, however, probably moved as far as it

can and it is the right decision not to proceed with the wholesale tax, although I

note that this is to be kept under review.

Inflation

As the Honourable Allen LEE said yesterday, inflation is public enemy number one;

and I would therefore like to review the actions open to us.

First and foremost is our immigration policy which is the root of the problem

and on which a significant change of policy is essential.  Sir, it is the only real

means open to us to tackle the problem of inflation.  Shifting much of Hong Kong's

low-end manufacturing into southern China has been expedient and an important reason

for our continuing ability to compete on price in world markets while steadily

improving the living standards of our people.  But the down side has been the

sheltering of our economy from a number of mechanisms to which it would otherwise

have been exposed.  Most important have been avoiding the requirement to maintain

an adequate supply of labour and -- as a result -- the lack of self-correction in

the rate at which wages increase.  Hong Kong's industries should strive to remain

competitive by every means possible including -- for those able to do so -- making

good use of the production base in Guangdong.  But such low-cost cushioning is not

available to those operations that are confined to Hong Kong.  In particular, the

service industries are suffering as a result of the high wages and staff shortages.

Besides fuelling inflation this is having undesirable consequences for Hong Kong

as a whole -- for example, by decreasing our attractiveness as a base for foreign

multinational headquarters operations and by endangering our reputation for service

in tourism and other sectors.

We should now be prepared to take urgent action where self-correction is failing

to function.  The heart of the solution is a replenishment to the labour supply, which

would have a deflationary effect by lessening the wide gap that still exists between

supply and demand.  The workforce should continue to receive adequate wage increases

in keeping with a social policy for a steadily improving standard of living; but the

Administration must now allow the importation of both unskilled and semi-skilled



labour.  It is interesting to note at this time that the Singapore authorities have

recently extended their contract labour scheme to cover every sector, having

previously been restricted to shipbuilding, hotels, construction, and domestic help.

Even Japan, which has several thousand illegal foreign workers, and South Korea are

looking at schemes for foreign labour.

This subject was a major topic in the debate last year and, indeed, it was also

an issue two years ago.  A year ago, a well-argued case was put forward by a group

of trade and industrial organizations that a more flexible policy should be adopted.

I would urge the Administration to re-examine these proposals.  I would also like

to reiterate that what the private sector has been proposing is a controlled scheme

for imported labour.  No one is suggesting mass importation to match every single

vacancy.

It is however no use coming up with a complicated and bureaucratic scheme which

will not tackle the problem head-on.  I would urge the Government to ensure that any

new schemes are simple and workable.

At the same time, there should be more initiatives to encourage productivity,

such as special tax concessions for capital improvements aimed at greater automation.

There must also be further opportunities in the public sector for cutting back

staffing levels and increasing efficiency; the Administration has already been taking

action, and must continue to lead by example.  The Financial Secretary described

himself in this Chamber recently as a notorious shaker of bureaucratic trees -- I

hope he is fit enough to keep up the shaking with renewed vigour.

Infrastructure development

Turning to Hong Kong's infrastructure, I welcome the Port and Airport Development

Strategy (PADS) initiatives for the projects' practical contribution to the future

needs of the territory as well as for the self-confident spirit they demonstrate to

the world at large, and for their contribution to the strengthening of Hong Kong as

an international city. Incidentally, I was, Sir, on the West Coast of the United States

last week and I noted very wide interest in the plans, although there are some who

seem to view them as a public relations exercise. We must continue to get over the

message that the projects are being undertaken for sound economic reasons: the

economic disbenefits of inaction are enormous. I would also suggest that we avoid

focussing on the gross cost of all the projects, some of which may not be initiated



until the next century and we should instead focus on the constituent elements,

particularly those which are directly related to the airport.

We must, however, monitor the inflationary implications of the high level of

planned public spending, of which the PADS projects will be a major part.  It may

be that some elements of the plans unrelated to the airport can proceed at a slower

pace.  There must be even greater efforts to involve the private sector in significant

funding of every project in which it can feasibly participate.  Finding ways of doing

this should be another weapon against inflation, and it is one the Government must

use with enthusiasm.

I fully agree with the comments made yesterday by many Members in support of more

privatization.  The Administration should urgently explore which other areas of

existing infrastructure, or other sectors of the economy, could be considered for

privatization.  It would all help.

Tourism and promoting Hong Kong as an international city

Following the setbacks of 1989 we have begun to see an encouraging recovery in

the numbers of visitors, with expenditure forecast at $43 billion in 1990 compared

with $37 billion in 1989.  This is most welcome, given the importance of tourism in

our economy as a whole.  Underscoring the recovery are the signs that more regional

visitors are regarding Hong Kong as a destination in its own right, not merely as

a convenient stopping-off point for onward trips to China. There is, however, no room

for complacency as our long haul visitors from North America and Europe are not

returning in the same way as our regional visitors.

The efforts to promote Hong Kong must continue.  We must have the resources

available to market Hong Kong vigorously as well as to make visitors feel more welcome.

The decision to grant the industry a functional constituency is of course good news

to everyone involved in tourism and travel.

We must take care in exercising proper controls over immigration.  We must not

allow bureaucracy to become unreasonably heavy-handed, and there remains a need to

simplify procedures and ensure visitors feel welcome at Kai Tak.  The recent case

of the stranded visitors from Taiwan was regrettable and ought not to have occurred.

There remain also question marks over our treatment of visa applicants from Eastern

Europe and elsewhere and further actions are needed to put Hong Kong on the map for



legitimate visitors wishing to come here from anywhere in the world.

I have spoken before in this Chamber about the need to strengthen Hong Kong as

an international centre.  Some of the current problems I mentioned earlier --

inflation, high wages and scarce labour in particular -- are causing concerns amongst

our trading partners and the multinationals based here or contemplating moving here.

Their concerns are not helping Hong Kong's international image and Hong Kong's leaders

must respond by emphasizing at every opportunity the many advantages Hong Kong has

to offer as an international centre.  Vigorous promotion through the Hong Kong

overseas government offices should be stepped up, with professional help where

appropriate.

Above all, Hong Kong must commit itself to a course of action aimed at maintaining

the territory's status as an open, international city -- open to outside ideas,

influences and opportunities, as well as to even stronger growth.  Every one of us

-- in the public and private sectors alike -- must be on the lookout for anachronistic,

harmful restrictions, including the issue of over-regulation which has been receiving

a healthy airing in the media of late.  In this connection, I was delighted to learn

this week that the Medical Council is now demonstrating flexibility regarding a role

for non-Commonwealth doctors.

As another example, I must draw the Financial Secretary's attention to the threat

to Hong Kong's role as a regional financial centre following from recent judicial

decisions regarding the "sources" of profits for Hong Kong tax purposes. There appears

to have been a change of policy in this area, with transactions not previously taxed

now being subject to Hong Kong tax.  Two things are required -- a legislative roll

back of the court decisions and a change in policy by the Administration.  The

alternative may be an exodus to Singapore of regional headquarters.

Conclusion

Sir, I would describe the economic prospects for Hong Kong in 1990-91 and beyond

as full of hope despite the concerns.  Careful handling of the economy is needed now,

perhaps as never before.  The Administration must continue to create an environment

in which our own people can have the confidence of succeeding within Hong Kong, as

we develop our economic interdependence with southern China.  It must be sensitive

to the way others see us so that outsiders will want to trade with us, and to come

here and work with us.  This Budget is the product of an economic strategy which,

in my view, needs urgent adjustment -- with regard to inflation -- if such aims are



to be realized.

Hong Kong is now much more political than it used to be -- and it is understandable

that this should be so -- but we must not lose sight of what Hong Kong is best at

-- keeping business strong, keeping the economy strong, for the benefit of all the

people of Hong Kong.

In conclusion, Sir, in reinforcing my point on bureaucracy, perhaps I could quote

from Lao Tzu's Dao De Ching,

"When the Government is too intrusive,

  People lose their spirit.

  Act for the people's benefit,

  Trust them.  Leave them alone."

With these words, Sir, I support the motion.

MR. PAUL CHENG: Sir, regardless of our differences of opinion, we must acknowledge

with thanks the efforts put forward by the Financial Secretary, the Secretaries, the

department heads and the unsung backroom staffers who surely sacrificed many nights

and weekends in preparing the 1990-91 Budget.  Putting together a complex, far-

reaching programme, such as this, must have been a most challenging and difficult

exercise -- particularly against a current background of declining economic growth.

Whilst I welcome the new organization for presenting the Budget estimates

logically with convenient arrangement of Budget categories and the efforts made in

providing Members with the Budget information earlier than the practice in the past,

I must still question whether or not the budgeting process we currently follow should

not be reviewed.

The process as it stands now certainly does not allow Members the opportunity

to provide strategic inputs before the figures are put together.  The special Budget

meetings before this debate encourage Members to "nit-pick". The Budget process does

not foster a careful, thoughtful measure comparing your October policy address, Sir,

with overall financial planning.  It does not test strategies for policy

implementation against resource allocation.  It can easily cause us to "miss the

forest for the trees"; and it certainly does not test our vision.



Clearly, Hong Kong has had an impressive historical record of stability and

prosperity with continuous economic growth.  However, recent events coupled with

increasing militant labour demands and territory-wide anxiety over an economic

downturn are powerful indicators that prudent management alone may not be enough.

We need to urgently develop a longer-range strategic plan.  The Medium Range Forecast

produced by the computer is simply too hypothetical. Human judgment and assessment

of what Hong Kong needs and where we want to be in the future are crucial to ongoing

social and economic prosperity.

Frankly, I have felt this pressing need each time I participate in the work of

the Finance Committee.  I feel it now as I think of the central theme throughout your

October policy statement -- a charge to build confidence here and abroad in Hong Kong's

future.  It is only right that we ask the question, "Does this Budget lay the best

foundation to achieve that?"

Certainly OMELCO's hard work on the nationality package and on developing a

polished, public statement on "Strengthening Hong Kong as an International City"

supports this important policy.  I wish the Budget process had enabled me to arrive

at a clearer picture on where our financial planning is leading us.  Do our financial

priorities support our priorities for building confidence in Hong Kong?

Although there was a profuse use of the word "strategy" throughout the Financial

Secretary's speech, I found my own understanding of what strategy entails is a bit

more definitive and visionary.  Communication of strategy should result in the

listeners' going away with an understanding of priorities.  I believe this is left

unclear with this Budget process.  I would urge that we consider changing the process

to allow us to devote the valuable time we spend in special Budget meetings to be

spent on an exchange of strategic views -- rather than on the usual line-by-line

"dickering".

The education programme area provides a good example of what can be problematic

with the current review process.  How do we assess resource allocation for education

in addressing the brain drain?  I think it is vitally important to support all efforts

on improving and expanding tertiary education and on ensuring we have world-class

universities in place.  This is one long-term measure to confront the brain drain

problem and to provide for an educated, informed populace who can contribute to

self-government.  But we need more.



Short-term and medium-term planning as a part of strategy in support of your broad

policy to build confidence suggests that adult education is a priority as well.  We

need to support the people who are already working.  We need to support them through

adult education, training and retraining programmes, and programmes that bring

educationalists and businessmen together to provide for an informed, productive

community.

Unfortunately, these things are not a part of the education programme area under

the Budget format; and we are faced with a Budget process that is unhelpful in giving

us a reading on whether or not we are providing sufficient resources to successfully

implement this policy.  The process directs the attention of individual Members to

meticulous and dedicated scrutiny of figures that are scattered as sub-headings under

several different budgeted programme areas.  This is why I ask that the Budget process

enables Legislative Council Members to provide constructive input on strategy, rather

than being limited to a line-by-line review at the tail end of the budgeting process.

Similarly, strategic input is important to building confidence within the

business community as a crucial part of the overall confidence-building policy.

Currently, Hong Kong enjoys worldwide business confidence; but it is "shaky", and

it is being eroded as events in China and Eastern Europe unfold and as our Asian Pacific

neighbours continue to grow at the fastest pace in the world.  The proposed Budget

misses the strategic implications of this erosion and provides inadequate funding

for the Administration to take a co-ordinated view that will circumvent negative

impact on Hong Kong.

Notwithstanding the important focus of improved social services, we must also

appreciate that business is essential to social stability as well.  For example, it

is short-sighted to fall back on shallow perceptions that look at business as greedy

and that ambitious plans for infrastructural development really benefit business far

more than the masses of ordinary folks.  We all need to be employed so that we can

all prosper, and so business and business confidence is important to each one of us

on a very personal level.

Moreover, the implications go beyond the need for increased expenditure in this

area.  They threaten to have a far-ranging effect on the revenue side. Should we lose

our businesses, then our primary base of taxation goes; and if taxation goes, then

so does our funding.  Despite valid worries over inflation, which we all share and



which so many of my honourable colleagues have already addressed, I believe that a

good step was taken in this year's Budget in bringing about a relative shift from

direct to indirect taxation.  While I am not a proponent of wholesale tax at this

stage, I do support the commitment to look for more ways to widen the tax base.

Having said this, I call again -- as I did last year -- for a review on the whole

issue of generating revenue.  A tax review committee would go beyond examining the

tenability of a wholesale tax.  That would be just one of many options.  We are

looking to devise a revenue strategy here and that means setting guidelines for future

tax policies.  Once more, these policies should safeguard the positive aspects that

make Hong Kong a desirable place in which to live, work, and invest.

As for inflation, the only way to solve inflation is to relax our policy on the

importation of labour.  We must not allow this issue to fall between Finance and

Policy Branches.  I realize this is not a simple issue to tackle but we must find

a way.

I would like to go back to my point of expenditure in the area of trade and industry

as a means of building confidence in Hong Kong's future.  Over the past several months,

I have communicated to the Administration my strong belief in the need for a

professional, well-co-ordinated campaign that improves Hong Kong's image abroad.

Hong Kong's image in the world, Sir, was another major policy area in your October

address; and I quote:

"But images are often created by events beyond our control.  When the name of Hong

Kong is mentioned nowadays, far too many people probably think either of 1997 or of

Vietnamese boat people.  We must do what we can to project a more balanced and more

positive image of this exciting city. We must emphasize the progress we have made,

in every field from the economy to housing.  We must draw attention to the attractions

of Hong Kong today, for its own people and for those from overseas.  And we must,

above all, tell the world what we are doing ourselves to build for our future."

Sir, I know you will again be making a trip to New York next month to promote

Hong Kong.  We are fortunate in having you as our ambassador, but this is not enough.

Nor is opening a few more overseas offices sufficient.  We need to put some serious

money behind a well-co-ordinated communications programme to remind investors that

we have been promised 50 years of capitalism beyond 1997, that mortgages run well

beyond 1997, that we are working on ambitious infrastructural plans to ensure our



leading position as an international business centre.  We must vigorously defend our

market share as the location of choice for investment in selected industries and as

a regional headquarters location for international companies.  Prevention is better

than cure.  The stakes are very high.

Along the same line, I have been pleased with efforts to define Hong Kong's

participation as a separate economic entity in global trade.  The recent

establishment of a Hong Kong Committee for the Pacific Economic Co-operation

Conference (HKPECC) is forward-looking and is but one of many objectives that the

Trade Department and the Industry Department are undertaking to attain their

strategic goal to ensure Hong Kong's continuing world economic competitiveness.  We

must also ensure that we are putting adequate resources in countering mounting

pressure to take the Most Favoured Nation status away from China. Repercussions on

Hong Kong could result in a debacle.  We know that our image overseas has been

tarnished.  It is, therefore, a time to act -- and not a time to conduct more surveys.

Let me take a moment to elaborate further on the importance of the Budget in laying

a sound foundation for Hong Kong's prosperity which is as much dependent on social

stability as it is on economic prosperity.  I suggest that nowhere is this more

apparent than in the work of our civil servants.  Another important area of strategic

budgetary planning relates to the handling of the Civil Service and the resources

necessary for administering it well:

(1) The 1989-90 strategy to tighten control of recurrent expenditure by reducing the

base for future expenditure was a skilful management decision that calls for

continuing careful scrutiny as we move ahead in the new Budget year.

(2) Concurrent with the normal expectation of expanding the Civil Service

establishment when new services are implemented, we must make every effort to cut

back on archaic adherence to regulations and bureaucracy that is no longer necessary

so that efforts to contain growth remain in force.

(3) In view of continued industrial action from civil service sector, Government must

examine the Master Pay Scale and alternatives to it. Grade relativities is one

particular aspect of this that must be addressed.

(4) With the morale of our Civil Service in question, a fresh look at incentives for

productivity must be taken.  Equal opportunity for promotion to policy-making levels



is essential.  Upgrading technological support will also signal our belief that these

people deserve to be supported to the maximum in their work.

(5) Corrective measures must be found to address growing wastage and poor response

to recruitment campaigns for certain posts.

(6) More emphasis on human resource management must be taken to include improved

leadership and staff consultations.

Basically, all of these recommendations for the Civil Service are a way of

investing in our people, Sir, another important policy area cited in your October

address.

Recently, more attention has been given to our need for strong leadership. So

far, as leaders, we have allowed the people of Hong Kong to focus on looking for

lifelines outside of Hong Kong instead of fostering their confidence in our abilities

to lead them in continuing prosperity.  Good leaders have vision and are able to

communicate that vision to others.  Every good manager worthy of his salt recognizes

the need to be successful at motivating his people to share the firm's vision and

give their best efforts in contributing to attain it.  We should achieve such a shared

vision for the people of Hong Kong.  We are in dire need of leadership by example.

Can we provide such leadership by starting with the Civil Service?  Let me call

on the Civil Service to demonstrate leadership by example through self-restraint.

I call upon them to break the vicious circle that has begun on demands for major salary

increases, inflationary pressure and industrial action.  Both the public and private

sectors must now team up to overcome our short-term problems in order to achieve our

long-term vision.

We all need to pitch in not only to keep Hong Kong clean but to also keep us

competitive in an increasingly competitive world market.

Sir, with these observations, I support the motion.

MR. TIEN:  Sir, the Financial Secretary has offered us a welcome picture of an economy

coping and in full control.  He has simply made a virtue out of necessity.  So, for

example, it was both "good" and "bad" that our rate of economic growth had markedly



slowed down (14% in 1987, 2.5% in 1989). We were informed by the Financial Secretary

that a period of consolidation was "not unwelcome".

The Budget was presented in a largely optimistic vein.  Indeed, the figure of

our per capita GDP is now past US$12,000.  A very creditable figure, and amongst the

highest in the region.  However, this proud figure, although able to satisfy the ego

of our government on statistics, is, on the other hand, beginning to price our products

and our services out of competition.

The Budget: problem areas

My reading of the Budget is concentrated on the high inflation rate of some 8.5%.

Since Honourable Members here have expressed their concern and since inflation cannot

be wished away, something has to be done about it.

Given the concern for inflation, it is all the more surprising that the Civil

Service should enjoy the privilege of the excessive wage increases just recently

announced.  The increase of 15% plus one increment on the master pay scale of about

4% takes the pay increase figure all the way up to 19% for a lot of civil servants.

Still, all the major civil service unions are not satisfied.  They want 2% more,

claiming it is a matter of fighting for the principle of adhering to the pay trend

survey.  Is this the real sentiment of the 190 000 strong civil servants or is this

just the civil service union leaders jockeying for positions for the 1991 direct

elections to this Council.  Whatever the true reasons, to the ordinary citizen this

increase is staggering.  No automatic increment follows for private sector

employees.

In the private sector, the forces of market supply and demand play an important

role and there are no protected areas.  Since civil servants are never affected by

the swings of the market which can be victim of so many factors -- be it cyclical

reverses or capricious reactions, there is no reason to further reinforce an iron

bowl which is by definition unassailable.

I believe also that Hong Kong needs a leaner and more efficient Civil Service

-- one that would take better advantage of modern technology to reduce head counts

and thereby allow the flow-back of much-needed manpower into the private sector to

ease the labour shortage and in turn help curb inflation.



Last year I pointed out that a proposed increase of 7 200 posts in the Civil Service

would lead to a "considerable strain upon the supply of available labour". I am most

encouraged to learn that the government has taken a healthy lead to reverse this trend

by abolishing 9 000 unfilled vacancies.

If the Civil Service were to automate more the streamlined machinery of government,

it will also be realizing a doctrine it has always peddled to the private sector

whenever we have called for a solution to our labour shortage problem.

As there has been no notable increase in the population, a reduction in the Civil

Service count to the 1987-88 level should not be considered unacceptable. This should

help stem the vicious circle of an expanding Civil Service leading to further labour

shortage in the private sector leading to further wage increases and hence resulting

in inevitable inflation for the entire economy.

The labour shortage scenario has not changed since last year.  We are still

suffering from a labour famine.  In fact it is more entrenched and consolidated. The

government scheme for a limited amount of labour importation has been half-hearted

and unsatisfactory.  The alloted quota of 3 000 imported workers were not all taken

up and less than 2 500 were accepted for processing.  The actual number working in

Hong Kong now is about 1 600.  A much larger number than this is needed.  The

Government must be more sincere and dedicated in its attempt to tackle this very

serious problem.

The Government does not realize that a stingy labour import program in fact hurts

the same workers which it intends to protect.  Manufacturers frustrated by the

Government's inability to solve this problem have simply moved their factories out

of Hong Kong.  Once a manufacturer's first move meets success, the trend becomes

irreversible.  The manufacturer no longer feels the need to pay top dollars to keep

his workers.  He will merely continue to shift his production elsewhere.  That is

why the manufacturing sector's wage increase has fallen behind that of other sectors

in recent years.

Perhaps we can look to our neighbour Singapore for inspiration.  It has taken

characteristically bold steps and this in the face of equally strong labour opposition.

The Singapore Government has recently taken measures to counteract the unemployment

rate of 2.2% by allowing a hefty 10% import labour quota per sector.  In order that

we may continue to maintain our competitiveness in industry against the other little



dragons, we should seriously consider implementing a similar scheme as that of

Singapore, and I hope, with the same degree of urgency.

Sir, let me broaden the concept.  Our problems are not merely those of a labour

shortage in the straightforward sense.  Indeed we have a shortage of human resources.

Other than workers, we are also short of trained personnel in the hotel industry,

in public accounting, data processing and financial services -- to name but a

selection.  The human resources turn-over rate is some 45% in these areas.

This shortage is exacerbated by the plans of so many of these people to emigrate.

The serious point however is that in a recent survey of businessmen, two-thirds

of those polled felt that their staffing levels were likely to be reduced. When asked,

only one businessman out of four was more concerned about the political uncertainties

than the nagging question of labour shortage.

The Financial Secretary is reported as feeling "more and more excited" about the

new airport.  I hope he can transfer his excitement to informing us from whence the

labour is likely to emerge to build it.

Sir, the only way to curb inflation in Hong Kong is to curb excessive wage

increases.  The only way to curb excessive wage increases is to have more available

manpower.  The solution to inflation is a well planned import labour programme.

Sir, this brings me to the next question of public sector expenditure.  The

"welfare state" principle is in my view alien to the spirit and tradition of Hong

Kong people until recently when politics in the form of preparing for direct elections

come into the picture.  Given our renowned spirit of self-reliance and free

enterprise, we should beware of going down the path of subsidized welfare where the

few are expected to subsidize the many.

Public sector expenditure is rising faster than our growth rate, with effects

that can only be a matter for grave concern.  There are two bigs which we should avoid

-- big spending and big bureaucracy.

The Financial Secretary tells us that he is no friend to big spending and big

bureaucracy.  However, we have a pronounced tendency towards the former and, a



consequent danger of embracing the latter.  This year's Budget or total Consolidated

Account Expenditure is $90 billion compared with $73 billion in 1989, an increase

of $17 billion or 24%.

If this is not big spending and big bureaucracy, the public might well ask -

- what is?

Let us put all this in another perspective.  In the 1960s welfare spending in

the budgets of a number of western countries was not very much more than what we are

spending proportionately on welfare today in Hong Kong.  By the 1980s, these same

countries were spending 45% of their budgets on welfare services. By 1990 this figure

was 50% and rising, especially in Sweden and the European Economic Community

countries.

Should Hong Kong maintain its present rate of increase in its social welfare

expenditure, by the turn of the century, we will be as bogged down as Europe is today

by its social welfare burden.

The Financial Secretary is committed to restraint.  He is also on record as

refusing to spend his "pot of gold" just because he has it -- to use his words from

his speech last year.

If the choice however is between spending the "pot of gold" on physical,

wealth-creating enterprises such as the new airport and port development or on welfare

my vote goes to the former.  Spending on the new airport and port development will

bring in income for our next generation; whereas spending on welfare is spent.

Hong Kong is fast becoming a place where the appetite for public sector

expenditure cannot be satisfied.  And yet we are not satisfying anybody.  More

demands have led to greater discontent.  We have public sector strikes, threats and

a falling-off in standards.  It almost seems as though pouring money into the public

sector merely sets off new problems.  We cannot find a single public sector activity

where all is well.  Complaints, dissatisfaction and strikes are the order of the day.

Firemen, nurses, doctors, teachers are all discontented.

Sir, let me now turn to the question of who is to pay for our future welfare plans.

Here, the Financial Secretary quite properly draws attention to our excessively

narrow tax base.  Direct tax accounts for an increasingly uncomfortable proportion



of our total revenue, up to almost two-thirds in the coming year.

Indirect taxation must be in effect increased in fair and due proportion.  The

30% increase in fuel tax and the 25% increase in property rates is the first step

in the right direction towards the widening of our narrow tax base.  I hope that this

will lead to the gradual introduction of a wholesale tax, and I emphasize the word

gradual, which the Financial Secretary has been publicly agonizing over for several

years.

In the meantime, those who bear the main burden of paying direct taxes are busy

leaving town.  They have little confidence over the 1997 issue, or over unreasonable

wage demands.  They are also frustrated by a lack of management to run businesses.

The lack of balance between direct and indirect rate of taxation is thoroughly

disturbing.  In Germany and the United Kingdom the ratio of direct to indirect tax

is about 54:46.  In Hong Kong the ratio is about 65:35. Furthermore, those who pay

direct taxes here are those most likely to emigrate. I refer to managers,

professionals and entrepreneurs.  By 1997, if this ratio remain at 65:35, one wonders

where the direct tax will be coming from.

I realize that the desire to soak the rich is popular with the democrats. Under

direct election, the votes of the taxpaying businessmen will be negligible versus

the non-taxpaying grassroots.

Surely it is time for Hong Kong to learn the lesson that you cannot kill the goose

which lays the golden eggs and in Hong Kong there are only 75 000 golden geese.

Of the 980 000 taxpayers, only 75 000 pay tax at the top rate of 15% this year.

These relatively few taxpayers contribute about $6.7 billion or 57% of the total tax

yield.  Too many people in Hong Kong receive a great deal in welfare without paying

very much towards such benefits.

Conclusion

Sir, this is a Budget for the future, which, I hope, will become increasingly

green.  I ask the Financial Secretary to support the effort of industry to clean up

the environment.  Here, however, I am not asking for money.  Here, again, the problem

is in large part a problem of manpower.



Government has requested assistance from the Hong Kong Productivity Council to

help industry on environmental matters.  Such help can only be forthcoming if

adequate trained manpower can be found for the purpose. Pollution control requires

not only equipment; it also requires manpower.

Entrepreneurs in the manufacturing sector such as in metal-plating electronics,

dyeing and finishing are experts within their own fields but not in pollution control.

Their willingness to invest in equipment in the fight against pollution is currently

hampered by their inability to find qualified personnel to use them.  While these

equipment lie idle, their infractions are then still dealt with by fines which leaves

the pollution problem unsolved.

In order to secure such manpower, we need what I might call green graduates.  The

tertiary education sector needs to increase its supply of persons who can effect the

green revolution which industry so badly requires.

I would also suggest that the polytechnics should mount short diploma-granting

courses on environmental science to allow us to retrain some of our existing staff

to enable them to tackle the pollution problems in industry.

So far it has been a question of too little, too late.  Again, as in the case

of imported labour, a greater sense of urgency is required.

Sir, the industrial investment picture in Hong Kong is not as rosy as some

honourable Members have indicated earlier -- that of the claimed low tax of 15.5%.

Although some countries, such as Thailand, Malaya and Indonesia have a higher tax

rate than ours, their governments offer incentives such as tax exemptions for the

initial few years of operation.

For example, Singapore recently introduced a new scheme whereby international

companies using Singapore as a regional headquarters pay only 10% tax on their profits

derived from this region.

Sir, finally, I repeat this is a Budget for the future.  It locks us into a

commitment to build a huge public works project.  I have no quarrel with this.  I

do however question the never ending compulsion to spend the taxpayers' money.  The

Financial Secretary should listen to his peers (Piers!).  We urge caution and

responsibility, and we hope that he will pay early attention to redressing the balance



between those who provide for, and those who benefit from, the many advantages of

living in Hong Kong.

Sir, with these remarks, I support the motion.

DR. LEONG: Sir, allow me to thank you and Members of this Council for letting me jump

the queue, as it were.  I shall try not to be long with it.

The 1990-91 Budget, in my opinion Sir, falls far short of being jubilant.  In

fact, it could even be described as a disappointment. It is disappointing because

it lacks foresight; it is disappointing that many suggestions made by honourable

colleages of this Chamber last year were not even considered, let alone implemented.

Allow me therefore to start by pondering over some general issues before

concentrating on funding relating to medical and health matters.

As a start, Sir, the widening of the indirect tax net can well be construed as

Government robbing the man on the street en masse in disguise.

Such measures would, in turn, lead to spiralling inflation. This is a stark

departure from the conventional inflation-succumbing budgeting approach.

Government seemed to have pulled back the controversial sales tax for the time

being, to avoid any likely scathing retorts which might turn into a political storm.

One could not help but suspect that going after indirect tax is an intended

bridging-over to an eventual introduction of sales tax some time in the future.

It is more than obvious that Government is putting infrastructural development

on top of everything else. On paper, the airport-related projects are glamorous and

seek to paint a rosy picture for the future of Hong Kong. No doubt, these engrossing

and glossy projects would, to a certain extent, help boost the flagging confidence

of Hong Kong after the incident of June 4.

But Government would be all in after huge resources are being dragged onto these

king-size projects. This would result in a tightening control of public expenditure

and emaciate any genuine improvements in other services such as education, social

welfare, medical and health over the years to come.



` And eventually, it is the common people that suffer. For any meaningful upgrading

of public services would not be in sight in face of Government's tightening-the-

purse-string policy. Their quality of life, instead of progressing forward, would

be retrogressive.

Sir, what we need is a government that cares about the well-being of her people,

a government that caters for the daily needs of every man in the street.

Sir, people are Hong Kong's only asset and I, like my honourable colleague Mr.

James TIEN, am for the issue that a fair share of welfare is most essential for each

and every one of them.  I consider that a fair share should be given to all

irrespective of whether they are golden or clay geese.  If I could quote from MILTON,

a famous English poet, from his poem On His Blindness, and I quote: "They also serve

those who stand and wait."

An uninspired medical budget

I would like to turn to say something on what I call an uninspired medical budget.

Once again, Sir, as in previous years, the Financial Secretary has uninspiredly set

aside 8% of the total government expenditure for health care services.

This close-fisted policy has prevented any genuine improvement to the quality

of health services in Hong Kong.

The question lies, regrettably, in the reluctance of Government to sincerely face

up to the present health quandary and to assess the likely adverse consequences.

Government has adopted a half-hearted attitude of which the Provisional Hospital

Authority (PHA) report is a vivid example.  For years the staff and the public have

been lured to the belief that the Hospital Authority (HA) will be the elixir for all.

One would have thought that the Administration would do her best to ensure that

as many staff as possible will opt to change to HA to make it a success.

But instead, the response of the Administration to the PHA report gave no

indication whatsoever of such an attitude.  Almost next to zero was offered to staff

as bridging-over terms for those who may opt to change over to the HA. This the



Administration achieved, as if by magic, by twisting around and retaining the Hospital

Services Department.

Whilst such a move may free the Adminsitration from providing abolition terms,

it jeopardizes however the success of the future HA, as any new organisation will

never succeed in its endeavour if its staff still belong to the old employer.

How can we justify to the public that the taxpayers' money spent from the days

of engaging a consultant firm five years ago to produce the Scott's Report to the

establishment of the PHA secretariat is not wasted?  How can we not feel aggrieved

for the time and energy contributed by PHA members when their efforts will dissipate

into oblivion?  How can we appease the public when their hope for a better hospital

and medical service will be a dream that may never come true?

Such uncertainties, coupled with the continued exodus trend of medical

practitioners, give us no reason to be optimistic about the provision of a desirable

medical service.

Sir, this is a burning issue that needs to be addressed at once before it is too

late.

Recommandations fell on deaf ears

In the last debate on the Appropriation Bill 1989 exactly one year ago, many

Members of this Council including myself had mentioned the irony of unfair inclusion

of medical expenses incurred by civil servants in the total public expenditure on

the medical and health budget.

A rough estimate has it that some $1,300 million was needed to provide medical

services for civil servants and their dependants. This amounted to some 23% of the

total public medical budget.

Similarly, sentiments were expressed concerning the need for proper dental care

for all population in the territory other than civil servants and their dependants.

For this year, about 48% of the $215 million on public dental expenditure is

catered for civil servants and their dependants while there is only $10 million, less

than some 5% of the total dental expenditure, for emergency treatment for members

of the public.



I must emphasize here that I am not disputing civil servants should enjoy medical

benefits as such. What I am suggesting is that the expenditures should be recovered

from the respective government departments under staff costs, and the money so

recovered to be properly spent on the provision of services to the general public

for which the Budget is so allotted.  But alas, all these appear to have fallen on

deaf ears!

I have been stressing, time and again, that the development of a sound health

infrastructure is pivotal to the well-being of the community. For without health,

stability and prosperity would be nothing but just bubbles.

A revamp for health funding policies

To achieve a sound health infrastructure, we have to revamp the present funding

mechanism in health services and outright review medical economics for Hong Kong

community.

A problematic area in the annual Budget appears to be the mechanism by which the

resource allocation is decided or estimated.

As far as resource allocation is concerned, this appears to be purely done by

stale and stereotyped projections. That is, adding to last year's Budget the inflation

rate, stack up the money needed for new projects....And there you are, a Budget for

the next year!

In this year's Budget, there is a slight cut in percentage terms for health care

services. There is even a sizable increase in actual money terms.

The increase is obviously made to cater for new hospitals and other development

projects in the coming year. There is even a forecast for continual increase in

financial commitment for our health care services in the next few years. However,

this is where our optimism ends!

For such a shoestring Budget for an ailing system could only be sufficient to

keep our head above the water, leaving no extra dollar for any meaningful improvement.

In terms of the Gross Domestic Product (GDP), the percentage spent on public



medical services in the past 15 years had remained fairly stagnant -- fluctuating

around 1.2% for the public sector -- while those of the industrialized countries had

over the past decade soared  by four to five folds.

By 1993-94, the public medical and health expenditure will go up to 10% of the

public expenditure and 2% of the GDP.

But unfortunately after that, due to the restrictive approach in public spending,

the percentage of medical and health expenditure is unlikely to have any significant

increase, as Government is trying to contain the total public expenditure to within

17% of the GDP.

Perhaps it may be argued that since the percentage is pegged with the GDP, it

is thus increasing in accordance with the annual inflation rate and the rising needs

of the society.

Yet this increase is far from adequate in the field of health care. For medical

costs increase in an exponential direction. The meagre percentage leap following the

GDP annual hop would never be able to catch up with the costs!

Where are we now?

Hong Kong's medical system is very unique in that private and public sectors are

funded in two totally different ways.

Some 90% of the secondary and tertiary care facilities is government-funded and

only 10% privately funded. The facilities of the two sectors are governed by totally

different objectives and are subjected to different cost control mechanism.

The public medical services, which are centrally funded by the central government,

are hospital-oriented. Costing and resources allocations including staff costs are

controlled by the central government. This centralized funding mechanism may lead

to unnecessary bureaucratic red tape.

The private sector, on the other hand, is operating on a totally free market system.

Private practitioners can set their own fees and patients choose their own hospitals

and doctors.



For the patients, this has led to two extreme forms of payment -- either they

pay a trivial sum for staying in a public hospital which is currently $29 or they

pay an extremely high price for staying in a private hospital at their own expenses.

To date, only a small number of our population are medically insured.

The way forward

What then should be the way forward.  Three out of the four "Asian Small Dragons",

namely South Korea, Singapore and Taiwan, are moving towards a nation-wide medical

insurance scheme. Hong Kong is the only one lagging behind. Should we incorporate

similar national health programmes in Hong Kong?

In view of the comparatively large private market, should we encourage more

private insurance schemes?

Should we explore the possibility of a combined private/public insurance policy?

The concept of central provident fund has worked successfully in Singapore where

a Medisave system was introduced in 1985. In view of Hong Kong's changing political

climate which in turns affects its financial situation, should Hong Kong reconsider

the practicability of such a scheme?

Medical fees are rocketing sky high to a point that is beyond public affordability.

When will people be relieved of such out-dated funding strategies?

There is therefore a dire need for Government to find new approaches to fund our

health care services. But there is one condition. It should not go against low tax

system and that no one should be deprived of the best of medical care simply because

he or she is poor!

Is Hospital Authority a panacea?

Government has always held the view that the promised HA is a panacea and has

repeatedly thwarted proposals to improve the appalling hospital conditions and the

welfare of the staff ever since the establishment of the PHA. This view is of course

now open to doubt if staff are not motivated to accept the HA terms.



Yet, even if the HA is formed, it is but a managerial mechanism.  It will no doubt

cure most of the ills in public hospital management, but it is only part of the answer

to significantly improving the services.

To complement, a compatible policy branch is also necessary. I hasten to add that

I am in no way suggesting the current policy branch is incompatible.

But as recommended by the Scott's Report (in 1985) and the just published PHA

report, it is essential to strengthen the Health and Welfare Branch.

In view of the many committees formed or to be formed to tackle the many

forthcoming changes in the medical delivery system, extra manpower should be allowed

to undertake long-term planning work.

The Finance Committee has been recently requested to endorse the creation of an

additional Principal Assistant Secretary post to deal with the increasing workload

of the branch. But one official would never be sufficient to cope with the

insurmountable work.

The complexity of the many developments that have somehow come up in the field

of medical and health calls not only for a stronger policy branch in respect of

manpower, but in my mind also shows the need for medical professional input in high

level decison making to ascertain a more effective and practical machinery.

To make the "think tank" tick

The Administration has always been proud of her advisory bodies for they propose

and monitor policies at the highest level. Yet most of these bodies, and the Medical

Development Advisory Committee (MDAC) in particular, are served only by an overworked

and highly mobile secretariat. There is an indisputable need therefore for an

independent secretariat to do researches and papers. This would ensure that these

boards would get the maximum back-up in their work to make sure that their role as

''think tanks'', with recruitment of local talents to examine the policy and its

implementation, becomes realistic.

To end, I would like to put forward the following recommendations:

-- A policy review on the overall expenditure on medical and health services (both

public and private) should be conducted as a matter of urgency;



-- Additional avenues must be sought to support the "user-pay" policy of the HA

system and the future model of primary health care;

-- Nobody is devoid of the best of care simply because he or she is poor.

The above are endorsed by the medical profession.

With these remarks and reservations, Sir, I support the motion.

MRS. FAN: Sir, the Financial Secretary forecast 1990 to be a difficult year as compared

with the previous few years and 1991 is unlikely to offer high economic growth.  We

are therefore facing a couple of belt-tightening years.  It is during such times that

the decision on priority is so crucial and critical.  The priority for Hong Kong,

Sir, without any doubt, is to strengthen, or at the very least to maintain, itself

as an international trading and financial centre.  On this, I wish to make two points.

Firstly, the competitive edge of Hong Kong as a preferred place for doing business,

and secondly, the image of Hong Kong to investors and tourists.

At present, our competitive edge is being gradually eroded by the combined force

of high rental, spiralling wages, brain drain, and high staff turnover. Even with

our simple and comparatively low tax system, our efficient infrastructure and the

good communications network, some multinational corporations are still considering

other Asian cities as alternatives for their headquarters and main operational base.

The proposed 15% pay rise for the Civil Service, which is sure to be followed by the

subvented sector, plus the probable upward salary adjustments in the review exercise

of the civil service grades, will no doubt fuel considerable salary raises in the

private sector.  The Administration needs to monitor this trend very closely, be

fully aware of any competitive measures taken by other neighbouring countries to

attract investments, and ensure that we do not lose out due to internal over-heating

and inflation.

No less important is the portrayal of Hong Kong to overseas visitors and investors.

It is not enough to be seen simply as a successful trading centre. There is much more

to this city of ours.  It is vibrant, stimulating, dynamic and efficient. The people

are not only industrious, pragmatic, but also caring and sympathetic. These are the

real characteristics of our city and its people, and they should form an integral

part of our image abroad.  In my recent visit to the United States, I was given the



impression, on a number of occasions, that people overseas believe Hong Kong is doomed

by our association to China.  They have read various articles in newspapers and

magazines which led them to these conclusions.  While I have no doubt that the writers

of these articles accurately reflect their own personal feelings, however, the fact

is no one can possibly predict with any degree of accuracy what will happen in seven

years' time.  I believe some measures should be taken to counteract such negative

and lop-sided perception of Hong Kong.  As a first step, the Administration and the

quasi-governmental organizations with overseas offices should make a co-ordinated

and concerted effort in promoting Hong Kong.  I understand a start has already been

made, but more work need to be done on all sides.  Secondly, I suggest that the

Administration should consider seriously the possibility of a subtle compaign aimed

at getting the message "Hong Kong is the place to be IN in Asia" across to an

international audience.  I believe an effective publicity exercise overseas is in

need now because Hong Kong's image did suffer as an aftermath of Tiananmen Square

incident.

Coming back to the local scene, the growth in General Revenue Account expenditure

by HK$13 billion is alarming and cannot be taken lightly.  As the Financial Secretary

specifically pointed out, staff costs represent some 60% of recurrent expenditure,

and the prime target in control of overall growth in public expenditure must be the

growth in number.  However, the public looks for new services and improved quality

of services.  The easy way out is to offer more resources and add to expenditure level.

The Financial Secretary repeatedly reaffirmed his intention to control public

expenditure in his Budget speech, and the tools he intends to employ included

achieving value for money, containing civil service growth, and increasing

productivity.  This is most welcome, but this is also easier said than done.

The Financial Secretary, with very firm intentions to achieve the objective,

still has to accept a limit of 2.5% growth in the civil service establishment for

next year.  The creation of new posts, I agree, is unavoidable where there are clearly

identifiable needs.  However, I believe it is equally necessary, if not more so, to

examine which of the existing services is no longer appropriate to our present

requirements.  Many of the services carried out by departments may have originated

from policy decisions made some time ago.  Time and circumstances have changed.  Such

services may no longer serve their original purposes.  For example, the Education

Department offers adult education courses as a result of the 1978 White Paper.  In

answer to Members' queries in a special Finance Committee meeting, the Director of

Education stated that the cost-effectiveness of these courses was measured against



public demand, attendance and drop-out rates, course control and post-course

evaluation. HK$46 million is devoted to this activity which serves 22 000 people in

formal courses and 18 000 students in non-formal courses.  All seems well.  However,

some Members pointed out that non-formal courses are offered by other public bodies,

such as the municipal councils, and voluntary agencies are active in providing adult

education programmes.  It is also noted that the Education Department offers grants

of HK$6.2 million to 62 agencies to subvent such adult education programmes and their

estimated enrolment for 1990-91 is 17 000.  It is clear that considerable

developments in adult education have occurred since 1978. Under these circumstances,

is the policy formulated in 1978 still applicable? Has the comparatively lower course

fees charged by the Education Department attracted the public demand and to what an

extent?  Could the service be offered in another format, say, through voluntary

agencies by giving them grants?  Is there unnecessary overlap and duplication of

services by continuing to offer non-formal courses while other public bodies are also

doing the same thing?  The answer to these questions may bring about redeployment

of staff, it may achieve some savings in expenditure, or it may result in no change.

None the less, the questions have to be asked and answered, if this has not already

been done.  I trust the heads of departments are in the best position to ask these

questions and to assess the answers.  Too often a bureaucracy generates work for a

valid reason, and carries on with it simply out of tradition after the original reason

had dissipated with new developments and changing circumstances.  We cannot afford

this luxury.  If the head of a department is too involved in the work of his department

to be sufficiently detached, then the branch Secretaries will have to initiate such

review exercises.

Heads of departments should be encouraged to cut down on unnecessary services

and work.  It may be helpful for some incentive to be awarded to departments for better

use of resources, for example, allowing the departments' requests for additional

funds to have a higher priority rating.  Again using the Education Department as an

example, the HK$10.1 million was allocated for the kindergarten fee remission scheme

and it is inadequate for that purpose.  A similar scheme for senior secondary and

sixth form students is HK$44.1 million for about the same number of students.  If

the department can achieve some savings in adult education, and bid for part or all

of that saving to be allocated to the kindergarten fee remission scheme, it would

certainly help to alleviate the burden of many low income families.  Moreover, this

can help to ensure that the package of measures to improve the quality of kindergarten

education stands a better chance of success.



Sir, the coming few years are not going to be easy.  We have to keep our ledger

in balance, and at the same time, commence our major infrastructure programme.  We

have to shake off the listlessness that has descended upon some of us, and convince

the rest of the world that Hong Kong is still "the" place in the Orient.  We have

to exercise restraint and self-control when it comes to how large a slice of the pie

should go into the pay packages, and make every effort to better utilize existing

resources.  Once again, the time has come for this community to demonstrate our

resilience, our determination, and our good sense.  It has been Hong Kong's destiny

to achieve the exceptional; there is no reason to deviate from this trend now.

Sir, I support the motion.

MR. CHENG HON-KWAN: Sir, the recent controversial issue of civil servants' pay rise

has attracted much media coverage and has, I believe, become a common subject for

discussion among people of different sectors.  I myself am also extremely concerned

about the issue as it has considerable bearing on the morale in the public sector.

The Government, being the biggest employer in Hong Kong, should adopt some measures

to boost the morale of its employees.

One of the means to achieve this will be by merging the two committees responsible

for recommending civil servants' pay increase, namely, the Standing Committee on

Directorate Salaries and Conditions of Service and the Standing Commission on Civil

Service Salaries and Conditions of Service.  The merger will ensure a unified

adjustment and in turn, help project an image of fairness and impartiality.  There

is a general feeling among the less senior civil servants that their colleagues in

the directorate grade are being overly well treated while they receive "unfair"

treatment in terms of their pay rise.  The merger of the two committees will help

clear up this misconception by the lower-grade civil servants.  What Hong Kong needs

most to boost stability at this point in time is perhaps unity and I urge the Government

to take the lead to introduce measures when awarding pay rise which will bring about

a unified Civil Service.

Having said that, I must however point out that the private sectors are very

concerned about the rate of salary increase set by the Government for the civil

servants, which will certainly aggravate the rate of inflation.  What is more

important in my view is that we have to maintain high quality performance and

productivity and ensure value for money.  I agree with the Financial Secretary that



a tight control on the growth of our Civil Service is necessary.

Another issue which arouses my concern and which would adversely affect the public

in the coming years is inflation.  While the Financial Secretary has acknowledged

the problem, he has not come up with specific proposals on how to curb it.  Hefty

increases in this year's Budget in taxation on consumer items such as cars, petrol,

as well as rates on property, will do nothing to lower inflation.  In fact, the revenue

measures, in particular the swingeing 30% increase in taxes on petrol and diesel fuels,

will hit the man in the street most as they would be the ones to shoulder the final

burden.  The Financial Secretary has repeatedly explained his concern regarding our

over-reliance on direct taxation in improving revenue yield and has made known his

intention to lower such reliance.  I would caution that the Government should be

cautious in increasing indirect taxation in order not to impose extra pressure on

the public.

Sir, I would now turn to another area of importance, that is education which is

crucial to the community, and in particular the younger generation.  I should express

my views on two fronts -- tertiary education and pre-primary education. While it is

pleasing to note the Government's plan to expand in the area of tertiary education

in the years ahead, much can be achieved at the present stage by expanding the existing

resources of our tertiary institutions.  The Government needs to adopt a flexible

attitude in the allocation of degree courses and sub-degree courses.  If any of the

tertiary institutions have the ability and facilities to accommodate more students

and to provide more degree courses cost-effectively, such allocation should be

granted as requested.  How to make good use of resources in the midst of higher

education expansion is an issue which deserves considerable thought from the

Government.  The Government should, in the interest of Hong Kong people and with

taxpayers' money, give favourable consideration to submissions by tertiary

institutions which are capable of offering more degree courses to accommodate an

increasing number of students without excessive burden on our taxpayers.

It is clear from statements already made by Government that the polytechnics will

play a significant role in the expansion programme and that the Vocational Training

Council (VTC) will take over a major portion of the work at higher diploma level.

Indeed, this is a particularly attractive proposal and should prove to be very cost

effective.  It will almost certainly be cheaper to offer the higher diplomas in the

technical colleges proposed by the VTC and the space made available in the

polytechnics by the transfer of the higher diploma work will enable the number of



degree places to be expanded without the need to build additional expensive

accommodation.

If this solution is adopted, it would be preferable for the majority, if not all,

of the higher diploma work to be transferred to the VTC.  This would enable the

provision of courses at the higher diploma level to be properly planned and co-

ordinated, something which could prove difficult if it were spread between the

polytechnics and the technical colleges.

Sir, I urge those responsible for the detailed planning of the proposed expansion

programme to critically examine the cost-effectiveness of the various options and

to use this opportunity to take a fresh look at the whole provision of tertiary level

education at both the degree and sub-degree level.

In addition to tertiary education, the Government should also attach more weight

to pre-primary education.  It is desirable for the Government to subsidize

kindergartens in order to attract teachers with higher qualifications to teach our

young children.  I think no one would disagree that the present standard of

kindergarten teachers should be upgraded to provide our children with a solid and

sound foundation on which to build their future.  Pre-primary education is a

necessity not a luxury.  I would therefore urge the Government to provide financial

assistance to kindergartens through subsidy to maintain an acceptable standard of

teaching by qualified teachers.  The standards and qualifications of the teachers

should also be monitored to ensure that the training they give to our children is

decent and appropriate.

The Financial Secretary has in his Budget speech emphasized the importance of

effective financial management.  I cannot agree with him more, especially when we

have so many massive capital works projects ahead of us.  In view of the ambitious

scale of these infrastructural projects, it is of vital importance that we should

manage our resources "prudently and intelligently".

On the issue of wholesale tax, Sir, it is gratifying to see that the Financial

Secretary does not take further the idea of introducing this tax in this year's Budget

speech.  I, like many others, do not approve of the Government's plans to broaden

its revenue base through such a vehicle.  I strongly believe that the imposition of

a sales tax would inevitably lead to higher inflation and would hit people's

livelihood.  Besides, such a tax would also be detrimental to Hong Kong's flourishing



tourist industry -- one of the largest earners of foreign exchange as it would deter

visitors and encourage them to go to other Asian countries with much more competitive

prices.

Sir, I share the Financial Secretary's view that economic and political

development both globally and within the region will continue to be the key factor

influencing Hong Kong's economic prospects in 1990 and in the years to come.  It is

therefore all the more important that each and everyone of us should contribute his

part and make a concerted effort in maintaining Hong Kong's stability, especially

in the face of political uncertainties.  It is now high time that, as we sail through

these difficult times, we minimize our differences and steer towards the unanimous

goal -- to keep Hong Kong stable and prosperous. For it is only to our benefit for

Hong Kong to remain that way.

Sir, I support the Bill.

4.34 pm

HIS EXCELLENCY THE PRESIDENT: Members might like to take a short break at this point.

5.04 pm

HIS EXCELLENCY THE PRESIDENT: Council will now resume.

MR. SZETO (in Cantonese): Sir, I have voted against the Budget before in my plea for

separate taxation for married couples.  During last year's debate, out of a strong

feeling of discontent with the Government's uncaring policy on pre-primary education,

I warned the Administration that I would vote against the Budget again if no

improvement was made in the Budget of the coming year.

So what is the situation this year?

The crisis of pre-primary education has been further intensified.  According to

the findings of a survey conducted by a newspaper last week, most kindergarten

teachers are only receiving a monthly salary of about $3,000, and that if their

salaries are still below the level proposed by the Education Department in the coming



school year, 26% of the respondents have indicated that they would change to work

in another school while 24% would switch to other jobs.  In other words, half of the

kindergarten teachers will leave their existing schools and one quarter will leave

their jobs.

The Administration has proposed a standard salary scale for kindergarten teachers,

but it has not made any financial commitment at all.  Hence the proposal is just like

treating someone to dinner without paying the bill.  In this year's Budget, a

provision of $92 million has been allocated for pre-primary education, representing

less than l% of the total expenditure set aside for education services or 0.1% of

the consolidated public sector expenditure.  The provision for the fee remission

scheme which is supposed to improve the salaries of the kindergarten teachers is only

a meagre sum of $11 million, representing slightly more than 0.1% of the total

expenditure on education or 0.01% of the consolidated public sector expenditure.  If

we divide this $11 million among all kindergarten pupils, averagely each will only

receive $50 in a year.  However, the annual subsidy for secondary school education

is more than $11,000 for each student, that is 220 times the subsidy for kindergarten

pupils.  Why is the Government so mean to our children in the kindergartens?

The fee assistance scheme for the parents of the kindergarten pupils has been

implemented for some years and it has come under severe criticism from the public.

It has proved to be a failure.  However the newly proposed fee remission scheme is

still the same wine in a new bottle.  According to the scheme, for a four-member family

with a monthly income exceeding $4,300, the school fees of their children will not

be subsidized.  How many such families do we have in Hong Kong?  Are these families

really able to meet the basic necessities of life?  Do they dare to raise children

and send them to the kindergartens?

It is the Government's responsibity to improve the salaries of kindergarten

teachers as well as the quality of our pre-primary education.  However, the

Government has shifted this responsibility entirely onto the shoulders of the parents.

In the coming school year, the annual fees charged by kindergartens in the territory

are expected to be increased by $800 to $900 on the average.  In other words, the

Government will be levying an extra $800 to $900 of indirect tax on those parents

who have children in kindergartens.

The Government is of the opinion that pre-primary education is not an essential

service and therefore no subsidy has been granted.  In reality, this is a crooked



argument and the Government has twisted the logic between cause and outcome.  The

genuine reason behind is that the Government is not going to subsidize pre-primary

education and hence it takes the stance of denying its essentiality.

The Government's uncaring policy towards pre-primary education is in violation

to promises already made.  In the Llewellyn Report which was endorsed by this Council

in 1982 as the basis of our education development, it was stated that, "in the longer

term, kindergartens should become part of the aided sector with the Government having

a role similar to that which it undertakes in respect of primary and secondary

education."  It has already been eight years since then.  The time is long enough

for action.  Yet the Government has not taken the first step.  Moreover, it was also

pointed out in the Education Commission Report No. 2 that "because of this very high

degree of participation, kindergarten education has almost become a requisite,.....

kindergarten services are beneficial to the development of pre-primary children.....

it is so widespread and so clearly perceived as beneficial that no child should be

denied access to such education."  Though kindergarten education has been clearly

perceived as beneficial, the Government still takes the view that it is not essential.

Does it mean that the Government is turning a blind eye to the benefit of our next

generation?

The uncaring policy adopted by the Government towards pre-primary education is

a total neglect of the reality and also an insult to all the parents.  Today, almost

all our young children go to kindergartens.  If pre-primary education is not

essential, are we saying that practically all these parents are doing something

superfluous and creating troubles for themselves?  Furthermore, the Government's

uncaring policy towards pre-primary education is not in line with educational

principles.  Educationists have pointed out that the development of children from

the age of three to six would have profound influence on them for the rest of their

life.  It is the most crucial stage of their intellectual development.  But according

to the logic of the Government, as pre-primary education is not essential, both the

profound influence and the most important stage in intellectual development have thus

become irrelevant.

The Government's uncaring policy towards pre-primary education is also in great

contravention of social needs.  As more and more parents need to go out to work

together, and most families in the territory are living in crowded condition and they

usually have very few children, all our young children need to go to the kindergartens

where they can receive care and education, and learn to get along with other children.



It will be beneficial to their growth both physically and mentally.  This is a social

need and it is also the need of every parent.  The parents have not made an unnecessary

choice or done something superfluous.  They have in fact shouldered the

responsibility shirked by the Government.

Sir, to plead for the well-being of over 200 000 young children and their parents

as well as over 7 000 kindergarten teachers, in expressing my protest against the

Government's uncaring policy towards pre-primary education, and in keeping with my

warning last year, I will not support the motion and will vote against this year's

Budget!

DR. TSE (in Cantonese): Sir, as proposed by the Financial Secretary in the Budget

this year there will be a 25% increase over the previous year in the expenditure of

the General Revenue Amount.  However, a substantial amount in the sum of $8.3 billion

will be earmarked for additional commitments to cover items of expenditure which

cannot be foreseen and the costs of implementing new policies, such as the costs in

setting up the Hospital Authority and the University of Science and Technology, the

new pension arrangements for civil servants and the independence of the Radio

Television Hong Kong. There are mild increases in other items of recurrent expenditure

except in social welfare which gets a relatively big increase.  In the Budget speech,

the Financial Secretary has expressed concern over the problem of inflation.  The

Government has now come to a decision on the percentage of pay rise for the civil

servants this year.  It is a difficult decision, but it has won popular support from

the general public as well as the industrial and commercial sectors.  I share the

view with other Members that a substantial increase in indirect taxes on certain items,

like the fuel tax and rates on property, will aggravate the inflation problem under

the present economic situation.  However, I will be willing to support the Budget

proposed by the Financial Secretary if he can fulfil his undertaking to contain the

growth of the Civil Service within the limit of 2.5% to help fulfil the funding needs

of the new projects.

In today's debate, I would like to point out a "small" problem in respect of the

provision for education in the Budget.  I describe it as a "small" problem because,

on the one hand, it concerns a group of our youngest and thus smallest students, and

on the other hand, the funding involved in the Budget for their service is so small

that it is next to nothing.  I, however, feel that if this "small" problem is not

addressed squarely in time, the harm it does to our community will be enormous.  The

"small" problem I refer to is the Government's disregard for kindergarten education.



I have to make it clear that my observations on kindergarten education derive

mainly from my personal experience rather than from theoretical analysis.  I am aware

of the remarks made by some foreign experts on kindergarten education.  Their

research findings indicate that, in their societies, receiving kindergarten

education is just like sun bathing.  The skin is tanned but will soon be in its normal

colour as before.  I do not suspect the validity of the observations made by these

experts in overseas environment, but I beg to differ that these observations should

be applied to Hong Kong as justification for the Government's decision to deny that

subsidy for kindergarten education development is necessary.

Sir, four days ago, I attended a joint school variety show organized by a  charity

organization.  There were a total of 17 programmes on that evening and the whole

performance lasted for three hours.  What made me stay till the end of the show and

indeed impressed me most were the programmes performed by children from a number of

kindergartens.  Their enthusiastic participation in the performances of dance,

percussion and drama and the joy and innocence on their faces not only revealed to

me the most beautiful and healthiest aspect of childhood but also reminded me of my

life in kindergarten 50 years ago.  Just a month ago, I paid a visit to my kindergarten

in Macau and met the teacher who taught me there before.  She had problem with her

eyes and could no longer see me.  When I shook hands with her, I suddenly felt that

the sunshine of kindergarten education which edified me 50 years ago has still left

some healthy suntan on my skin.  Not only should I be grateful to my teacher who is

becoming blind, I should also pay respect to those kindergarten teachers who are

enduring humiliation to accomplish the important mission of educating our next

generation.

There is no exaggeration to say that they are enduring humiliation.  The salaries

of many kindergarten teachers are even less than those of the Filipino maids.  Their

status has been discriminated and their job has not been regarded as education but

just "pre-school service".  Somebody has tried to depict their plight with a poem

after a variation of the Tune Huanxisha which reads as follows:

Enlightenment of the mind begins in kindergarten;

Yet in the Commission's Report there was no priority given.

Character of life is formed at the age of three,

Have mercy on us, O Heaven!

* * * * *



Woe to teachers with uneven standards of training.

Who would pity them living on shamefully little earning?

Is the education they provide a mere pre-school service?

How long would that prejudice go on lingering?

Sir, I fully agree that we need to greatly expand our tertiary education in the present

circumstances.  I also agree that it is time for us to attach greater importance to

improving the quality of the primary and secondary education.  Yet, I have to point

out that given the present circumstances in Hong Kong, kindergarten education is not

the kind of sunbathing that is optional or of short-term effect.  I firmly believe

that there is a pressing need to improve the quality of our kindergarten education

and the remuneration of kindergarten teachers for the long-term development of our

community and the upbringing of our citizens.  Perhaps the Government may not fully

subsidize kindergarten education immediately, but it may cut down some education

services that are likely to be over-provided -- the feasibility of which has been

described in detail by Mrs. FAN a few moments ago and which I am not going to repeat

-- or save 1% from the $8.3 billion additional commitment to improve the salaries

and working conditions of the kindergarten teachers, so that our next generation will

be able to receive suitable education in their primitive years when they are most

receptive in their learning process.  This is a long-term investment, not a waste

with no returns.

Sir, with these remarks, I support the motion.

MR. DAVID CHEUNG: Sir, I must confess that in the last Budget debate, which was my

first, I had not fully grasped the rules of the exercise.  Now, with the benefit of

participating for the second time in the examination of the Budget, I have come to

realize that after the Financial Secretary has delivered his Budget speech, in

practice, the amounts of allocations for individual heads of expenditure cannot

easily be altered.  With this realization, I wonder whether the detailed question

and answer sessions of the special Finance Committee meetings serve any real

significant purpose except for getting clarification from government officials.  In

crude terms, it is the Financial Secretary who really controls the purse strings and

when he has made up his mind, that is almost the end of the story.

To prepare a Budget is no easy task; but neither is it to examine it in detail.

However, the scrutiny of the Budget is meaningful only if the budgetary provisions



can be adjusted as seen fit by this Council.  Under the present arrangements, the

noises we make, however loud, have no effect; even if they do, changes will not take

any effect until 12 months afterwards.

Sir, would it not be better if, before the controlling officers make their final

submissions to the Financial Secretary, their preliminary budgets are subjected to

scrutiny by legislators so that at least some readjustments and reallocations of

resources can be recommended.  Then and only then will the scrutiny of the Budget

be useful.

Secondly, it is generally true to say that every year before the Budget is

announced, the community is overshadowed by an atmosphere of anxiety and uncertainty,

with all sorts of conjectures, predictions, and speculations.  This is especially

true among lower income people because they are the ones most affected by the fiscal

measures proposed.  And some of these fiscal measures take immediate effect, and

affect the prices of our daily necessities.  But there is literally nothing that this

Council can do under existing arrangements.

While I agree that in the Hong Kong setting, the tax base must be broadened

especially when political uncertainty looms ahead, which in turn greatly affects the

economy, I cannot agree with some of the measures adopted by the Financial Secretary.

I do not envy his job, but I do think that before he decides on these measures, he

should examine all possible options to minimize the adverse effects these would have

on the livelihood of the less well-off in our community.  If he honestly thinks he

has done so in preparing this Budget, maybe we have different philosophies.

I find the 30% increase in the duty rate on petrol and diesel oil unacceptable.

The increase may not affect the rich and those who can charge such expenses to the

company accounts; but such a hefty increase is bound to affect the cost of

transportation for all sectors of the community.  The outcries of the motoring trades

against the increase are understandable.  People have to travel for various purposes,

and travelling by maxicabs and taxis are no longer luxuries today.  With bus fares

increasing from time to time seemingly with Government's blessings, the ordinary

people have no choice but to dig deeper into their pockets.  If such an increase at

the proposed rate is thought to be a measure to discourage car ownership, it will

obviously not achieve its aim.  If it is a simply revenue-yielding measure, then for

sure the increases will continue to go up again and again simply for the sake of

convenience.



The increase in rates on property is another measure which I find unacceptable.

It is a sure win as far as revenue-yielding is concerned.  However, it is a further

squeeze on the ordinary people who work hard painstakingly to own their own small

flats.  People have to live somewhere.  For people who do not qualify for public

housing, their own homes, however small, are their safe nests.  Why squeeze them

further especially in time of the confidence crisis? Most people cannot vote with

their feet, they have to stay and to pay.  In what way can Government show the small

men in the street that Government cares?

For estate duty, if the duty exemption limit is further raised to $4 million,

it cannot help giving the impression that our fiscal policy favours the better-off.

In my humble opinion, in broadening the tax base, there should be a firm line

drawn between items that are the essentials and those that are not.  For it is the

essentials which will affect the day-to-day living of the population as a whole,

unless it is absolutely necessary they should be left untouched.  For the non-

essentials, increased levies will not affect livelihood and it is here that the

Financial Secretary should look for additional revenue resources.  Going out to eat,

for example, is not an essential item; a 1% or 2% levy on restaurants bills will not

affect the people so much and yet it could be a sure win for revenue. The same should

also be applied to lavish feasts which are held daily in the extravagant restaurants

and hotel banquet rooms.  Why not tax these?  There may be administrative costs but

that should not be an excuse. There are plenty of other luxurious non-essential items

which, in my view, could be considered. My basic approach is that in broadening the

tax base, more consideration should be given to non-essential, luxurious items.

I would like to say a few words on the budgetary provision for education. First,

the controversy on financial provisions for pre-primary education remains pretty much

unresolved.  If it is not Government's intention to provide full subsidy to

kindergartens-- a policy which we now require reappraisal -- the anticipated

substantial increase in fees by kindergartens must be met by corresponding increases

in the aids to needy families.  The proposed provision of $10 million is far from

adequate.  Maybe this is the reason why the eligibility criteria for assistance is

so scaled as to ensure that not too many will qualify.  I hope I am not too sarcastic

when I say: then, come next year, the Government might say we need to provide less

because there are even surpluses from the $10 million.  Members of the OMELCO

Education Panel are not happy with the provision and the scaled eligibility criteria



for assistance.  But what can we do now?  This serves as another example to illustrate

the point I made earlier on about the futility of the Legislative Council scrutiny

of the Budget.

The long-awaited photocopiers for schools are finally on their way.  Sir, in

words, it appears grand; in reality, we have been told that only 14 schools will

benefit because most schools already have photocopiers.  When we asked for the

provision of computers to ease the burden and to increase efficiency, the answer has

been and still is "No".  Many schools have already purchased their own computers from

their own funds.  I would not be surprised to hear that soon computers will be provided

but no school will benefit because all the schools already have computers.

On the revival of unisessional primary schools, despite the hard fight by Members

of this Council, and the Governor in Council having actually approved the policy of

making primary 5 and 6 unisessional, I am utterly dismayed to see that there will

be no financial provision towards this aim until 1992-93.  This is a matter of such

urgency and priority that something must be done about it more quickly.  Again, if

the preliminary Budget could have been scrutinized by Members of this Council

beforehand, adjustments might have been made.

In this day and age, Government should look ahead and introduce long-term

money-saving and labour-saving measures as soon as possible.  It is definitely not

sound policy to hold back and hold tight until such time when there seems to be no

viable alternative.  Neither is it advisable to perpetuate the firmly set status quo

of bureaucracy.

I would like to relate a story published in a famous magazine not too long ago.

One person asked the other -- "How many bureaucrats does it take to change a light

bulb?"  The answer is three: one to make sure that there is no other alternative,

another one to call for and finally select the lowest tender, and one to change the

bulb when it finally arrives.  The moral of the story is that bureaucracy is the art

of making the possible impossible.

Unless conscientious decisions are taken to completely overhaul and simplify

working procedures to break the steel walls of government bureaucracy, I am afraid

the Financial Secretary's efforts to control the growth of the Civil Service will

be vain.  I urge that things should now be done without further delay.  I also caution

against another proposal to increase the salaries of senior civil servants in the



course of the year, as in last year.  I urge that our civil servants take more pride

in their service to the community, and place less emphasis on monetary remunerations

which, after all, are not the only yardstick for measuring success.  The spirit of

service is much more vital.

May I conclude with this quotation, "Life is like a game of tennis.  Those who

serve well seldom lose".

With these remarks, Sir, I reluctantly support the motion.

MRS. LAM (in Cantonese):  Sir, the Budget delivered by the Financial Secretary on

7 March 1990 does not introduce a sales tax.  It states that we will not saddle

ourselves with a tax structure that might be difficult to implement or inappropriate

to our needs.  I am most happy to learn that the Financial Secretary is receptive

to public views over the sales tax issue.

The Financial Secretary also pointed out that for this financial year, the

Consolidated Account expenditure including the various funds amount to $91 billion,

an increase of 24% on this year's total expenditure, and the revenue from the general

revenue account and the various funds is only $88.6 billion.  In other words, there

will be a deficit of $2.4 billion.  Although deficit budgets are quite common in many

countries, Hong Kong has been accustomed to surplus budgeting.  Although the

Financial Secretary has said that the economic growth this year will be quite slow

and inflation tends to be high, he does not intend to devise alternative strategies

to tap fresh resources and cut down expenditure.  Instead, he proposes to drastically

increase rates charges by 25%, and the fuel tax by 30%.  These two items alone will

affect every Hong Kong citizen because the increase in rates will directly add to

the burden of not only property owners but also tenants who will have to absorb the

rates charges passed on to them by the landlords.  The increase in fuel tax will affect

everybody, including motorists and users of public transport, such as taxis, buses

and so on.  The fuel tax will ultimately be passed on to the commuters.  Moreover,

the chain effects of price hikes will inevitably lead to the indirect acceleration

of inflation.  It seems that the Financial Secretary does not have a good strategy

to curb inflation.  Indirect tax will directly add to the heavy burden of Hong Kong

residents.  No wonder recently people are clamouring against price increases and

complaints are heard everywhere.  I therefore hope that the Financial Secretary will

seriously consider a hefty increase of taxes for luxuries and reduction of the levy



on rates and fuel.  When rateable values are reassessed this year, the general

public's affordability should in particular be taken into consideration.

Sir, I am delighted to know that the Financial Secretary will consider introducing

a different rate of duty for unleaded petrol.  I hope that it will be a low rate.

As one of the sources for air pollution is the exhaust gas emitted by diesel engine

vehicles, I hope the Financial Secretary will consider levying a higher duty on diesel

oil as compared to that on petrol.  Such a measure will discourage people from using

diesel vehicles and is conducive to environmental protection.

Sir, I now turn to the area of pre-primary education.  Last year I mentioned that

pre-primary education had not won the Government's due recognition.  The Education

Commission thinks that kindergarten education is useful but not essential.

Therefore, the Government does not consider including kindergartens in the direct

subsidy scheme after stalling for a long time.  Sir, although the Government thinks

that kindergarten education is not essential, parents do regard it as basic and vital.

Otherwise, Hong Kong will not have more than 200 000 kindergarten pupils.  Education

Commission Report No.2 proposes to improve the fee assistance scheme and estimates

that in 1990 Government's provision at 1985 prices will amount to $59.4 million.  This

figure is still some way from the amount needed to fully cover kindergarten education.

However, this year's provision for parents only amounts to $10.1 million, which is

only 0.012% of the total government expenditure.  Moreover, the income eligibility

requirements of the free remission scheme is quite harsh -- only those with a monthly

family income below $2,100 can apply for full remission.  Those with a monthly income

exceeding $4,300 will have no remission at all.  The Financial Secretary has said

that the yearly average income for Hong Kong people is US$12,000 or US$1,000 per month

which is about HK$7,800.  May I ask how many Hong Kong families have a income lower

than $2,100?  By inference, perhaps the $10.1 million provision will not be exhausted.

Therefore, I really hope that the Government can review the points system for the

fee remission scheme to make it more reasonable.  Besides, it is hoped that the

increase in fees would, under government supervision, contribute to raising the

salaries of kindergarten teachers to ensure that trained teachers are there to provide

the future masters of our society with education of the best quality.

Sir, with these remarks, I support the motion.

MRS. LAU: Sir, in his Budget speech, the Financial Secretary emphasized the importance



of financial management.  Indeed, from the point of view of financial management

simpliciter, the Budget is a pragmatic and well-managed one.  But underneath the

ostensible budgetary equilibrium and complacency lies a number of worrying undertones

which must in the long term be addressed.

Firstly, it is clear that by reason of resource constraints, little improvement

will be made to services essential to the community.  This is likely to cause

frustration and discontent among the people.  Secondly, in the Financial Secretary's

anxiety to shift revenue raising efforts from direct taxation to indirect taxation,

he seemed to have grossly underestimated the inflationary effects which his tax

proposals will have on our society.  Thirdly, the Financial Secretary frankly

admitted that he has breached certain budgetary guidelines and he makes no hiding

of the fact that such breaches will be perpetuated for yet another couple of years.

It is on each of these areas that I wish to express my concern.

The Financial Secretary has in his Budget speech made references several times

to the need to improve public services.  In this connection, I simply wish to comment

on education and social welfare.

Sir, in your policy address last year, you acknowledged the demand and need for

better education in this society and you intimated that more resources will be

allocated towards this end, perhaps even at the expense of other sectors. But the

allocation of funds for education does not seem to follow this policy objective.  The

Budget allocation of $9 billion for education constitutes only 13.8% of total

recurrent public expenditure compared with 15.l% last year. Furthermore, the amount

allocated represents an increase of only $371 million or 4.3% over the revised

estimate for last year.

Sir, we have for many years been talking about the desirability of whole-day

school for all primary classes and you have acknowledged the importance of this in

your policy address.  In 1988, we had 119 whole-day primary schools.  In 1989, this

was increased to 120.  During the course of that year, expenditure on primary

education increased by more than 15% over that of the preceding year. For 1990, I

note that the target is to increase the number of whole-day schools to 179; however,

the resource allocation for primary education will only be increased by 3%.  If we

have only been able to achieve an addition of one whole-day school last year despite

a good 15% increase in expenditure, I am indeed skeptical that with a mere 3% increase

in expenditure this year, the target of 179 whole-day schools can be met.  I note



on page 105 of Volume 1 of the Estimates that the target is to encourage more primary

schools in the public sector to adopt whole-day operation through the provision of

additional resources.  This is fine, but do we have the additional resources?  Even

if we are able to attain the target of 179 whole-day schools for 1990, it is my view

that we are progressing at a rate which is far too slow.  Sir, I support your policy

objective to improve and expand our tertiary education over the course of the next

few years.  But I must urge that fulfilment of this policy objective must not be at

the expense of other areas of education.  There is already concern that rapid increase

in tertiary places may result in lowering of standards.  Therefore, all the more

important is it now to improve on the qualities of our schools so as to provide a

more sound and solid foundation for the educational development of our future

graduates.

In the areas of pre-primary education, this has already been the subject of much

debate for a long time.  Sir, I am a firm believer of early childhood education.  I

speak not as an educationist but as a concerned parent.  The fact the 87% of children

in the relevant age group of three to five years are placed in kindergarten clearly

shows that parents do not consider pre-primary education as simply desirable; they

consider it as really essential.  Indeed, if one cares to look at the curriculum for

primary one level, it is crystal clear that any child who has not had the benefit

of pre-primary education would actually have great difficulty of catching up with

his studies.  If the education system of Hong Kong is such, then I feel that Government

has the responsibility to prepare the children to meet the high standards of primary

education.  Even if kindergartens cannot for the time being be subsumed into the aided

sector, although it is my view that it should, at least the assistance given by

Government must be realistic in order to ensure that no child will be denied access

to pre-primary education for financial reasons.  I say realistic because I do not

believe that the current fee remission scheme is one that can be so described.  As

many have rightly criticized, this scheme is probably worse than the previous

controversial fee assistance scheme. I note that $10 million has been allocated

towards the fee remission scheme. Last year, $6.5 million was allocated towards the

fee assistance scheme but because of its unpopularity, the allocation has not even

been used up.  I hope that history will not repeat itself but unless the criteria

for eligibility under the current fee remission scheme is revised substantially to

a more realistic and equitable level, the scheme would not in my view do justice to

the purpose for which it was designed.  Of course, any alteration to the eligibility

criteria and relevant points system would have implications on the resource

allocation. However, the $10 million now allocated is still far from the $59 million



which the Education Commission in its Report No.2 estimated to be the sum that

Government should realistically spend on such assistance scheme for 1990.

In the area of social welfare, I have in my last Budget speech urged Government

to look at public assistance and other social security schemes more realistically

and not simply to make upward adjustments in line with inflation. If I got nowhere

at a time when we were enjoying huge surpluses and the general political and economic

outlook was still bright, I do not think that I would get anywhere on this occasion

when Hong Kong is up for more difficult times.  But it is exactly because present

and future circumstances are more difficult that I must reiterate my plea since poor

people feel the pinch of difficult times more quickly and more acutely than rich people.

If for policy or fiscal reasons, it is not possible to make any adjustment to public

assistance rates at the present time, I urge that consideration should at least be

given to relaxing the disregarded earnings provision so as to encourage more public

assistance recipients to work whenever they can to supplement their overall family

income. To some extent, this may even help to ease the tight labour market, which

is one of the principal causes of our high inflation.

Sir, I agree with the Financial Secretary's view that there is a need to broaden

our tax base so that we will be less reliant on direct taxation and therefore less

susceptible to changes in our economic condition.  I believe that the Financial

Secretary's pet proposition of a wholesale tax is a tax option which merits

consideration but such a tax should only be implemented after full consultation, not

only with the professionals, but with the members of the public on whom the burden

will eventually fall.  At the moment, the consultation is far from being complete

and I am pleased that the Financial Secretary is not pressing ahead with his pet

proposition regardless.

If broadening of our tax base is desirable in the interest of our society as a

whole, I would have preferred that the Financial Secretary came forward with a solid

and comprehensive indirect tax proposal.  This would be far more acceptable than his

present piece meal resource digging effort which really boils down to scraping the

barrel here and there.  This is particularly so when the pernicious effect of his

proposals on the community far outweighs the benefits immediately obtainable.  I

believe that the principle of good taxation must be that it should be just and

equitable, and that it must not upset the basic livelihood of people.  Unfortunately

the Financial Secretary does not seem to give sufficient regard to this principle.

Of the Financial Secretary's many tax raising proposals, I agree with many of my



honourable colleagues who spoke before me that the ones most objectionable are the

30% increase in duty rate on hydrocarbon oils and the increase in rates by 1.5

percentage points.  Transport and housing are basic necessities in life, required

by everyone whether rich or poor.  Already we know that we are in for a substantial

increase in taxi fares and I am sure that applications for fare increases by other

modes of public transport will soon follow suit.  The vicious cycle of inflation

begins.

Rates are leviable on all tenements, whether business or domestic, whether

self-owned or rented and whether occupied or vacant (except that there is some relief

for unoccupied non-domestic premises).  The number of assessments on the Rating and

Valuation Department's Valuation Lists exceed 1 million which means that over a

million ratepayers will be affected by the proposal to increase rates.  The

additional levy of 1.5 percentage points actually represents an increase of 25% over

the previous rates payable.  And the Financial Secretary did not forget to remind

us that rateable values will be revised with effect from 1991-92.  The last general

revaluation exercise took place in 1987-88 based on rental values in 1986 and that

resulted in an overall increase in rateable values of 16.6%.  In 1986, rental values

were still low, as the property market had not quite recovered from the slump in the

years 1982-84.  As such, we can almost be certain that the revaluation exercise now

conducted which is based on present day rental values, will result in rateable values

increasing by much more than 16.6%.  According to the Rating and Valuation Department,

the average rental for residential properties has escalated by 70% since 1986.  The

rental for commercial/industrial properties may well be higher.  Since rates are

rental based, we can expect a similar increase in rateable values when the adjustments

come around in 1991.  On this basis, a ratepayer may well in 1991 have to pay more

than double the amount of rates that he was paying before 1 April this year.

Sir, in any society, particularly an advancing one, I am sure that the people

will accept that there must from time to time be increases in general living expenses

but there is only so much of a particular increase that people can bear at any one

time or over a short period of time.  The Financial Secretary has predicted that

inflation will come down to 8.5% in 1990.  He is however making proposals for tax

and duties increases in percentages far exceeding that prediction.  This is bound

to produce significant inflationary effects and cause repercussions in society.  It

is therefore my view that unless the Financial Secretary should quickly come up with

some other measures to offset those inflationary effects, his prediction of 8.5%

inflation may be but wishful thinking.  As far as rates are concerned, bearing in



mind the already very substantial increase this year, the Financial Secretary should

consider reducing the percentage charges of rates when the rateable values are revised,

to the effect that the ratepayer would not be required to pay more than what he is

now required to pay.  The alternative would be to postpone the revision of rateable

values for another year or two.  One other option would be to grant relief, at least

partially, to small tenements so that for small property owners, the effect of hefty

rates increase can be ameliorated.

In regard to the breaches of budgetary guidelines, the Financial Secretary has

predicted that consolidated public expenditure for 1990 will grow in real terms by

9.4% compared with a mere 3% growth in GDP.  Consequential on such growth, the public

sector expenditure will represent around 18.8% of the GDP.  Both run contrary to

conventional budgetary guidelines which provide that public sector expenditure

should not exceed growth of the economy and the former shall be kept at approximately

16% of the GDP.  These guidelines have served us well in the past and have helped

us through difficult times.  Unless absolutely need be, they should not be deviated

from.  The Financial Secretary has said that the current breaches of the budgetary

guidelines (which is likely to continue for some time) are unavoidable but in my view,

this is so only because of Government's apparent inability to effectively control

the size of public expenditure.  The breaches can perhaps be tolerated for a while

but in the long run, this state of affairs will not be a healthy one.  Since the cost

of maintaining the Civil Service alone constitutes some 60% of recurrent expenditure,

it is natural to look to this area for savings.  I therefore welcome the special

exercise mentioned by the Financial Secretary to review staff establishments and to

control the growth in size of the Civil Service and I urge Government to carry out

that exercise without delay.  The Financial Secretary has asked the private sector

to assist in curbing inflation by improving productivity.  This exercise is equally

applicable to the public sector.  Better management, stricter discipline, greater

job intensification and higher efficiency are all called for now if Government is

serious about containing or perhaps even trimming the size of the Civil Service and

slimming on public expenditure.  In the private sector, because of the shortage of

labour, staff members are frequently required to undertake more work.  If the private

sector can do this, there is no reason why the public sector cannot. All the more

important is it now to streamline and simplify procedures in the Government sector,

promote and effectuate better co-ordination and co-operation between the departments

and where applicable, greater use should be made of computers and technological

assistance so as to reduce the requirement of manpower.



Before I close, Sir, I wish to touch on the recent demands within the Civil Service

for pay rises and improved benefits and the industrial actions or threatened

industrial actions related thereto.  The "leap-frog" effect of such demands is

worrying.  Instead of enhancing morale, it would seem that every concession granted

to one sector of the Civil Service quickly demoralizes another.  And the resulting

pay rises or benefits are of course paid out of the public coffers.  Comparing the

revised estimates for 1989-90 against the approved estimates for that year, it can

be seen that revised salaries and allowances for the Civil Service have exceeded the

original estimate by almost $2 billion despite the fact that the Civil Service is

almost at zero growth rate. The size of the additional provision called for is alarming

particularly when the present proposal for increase of rates, which affect the whole

community and which have caused so much disquiet, will only add an aggregate of $1.3

billion to the revenue.  Whilst I can understand and perhaps even sympathize with

the demand for pay rises and better conditions of service, which I believe stem from

a lack of confidence in the territory, I believe that in the interest of Hong Kong

as a whole, measures must be taken now to stop this trend.  I recognize the importance

of maintaining a dedicated and efficient Civil Service, particularly during these

sensitive years of transition.  And I also believe in remunerating the Civil Service

fairly and adequately.  But I do not believe in having to buy dedication with money

and civil servants are supposed to be efficient anyway otherwise they would not have

been engaged in the first place.  Sir, Hong Kong people have built Hong Kong by their

diligence, hard work and perseverence, not by industrial actions and sit-ins.  This

has been so both in the private sector and the public sector.  If a problem now exists

within the Civil Service, and it would seem that we have a real one here, a solution

must be found and found quickly to it lest the problem spreads to the private sector.

Sir, with these remarks, I support the motion.

DR. IP: Sir, some say that when speeches are too long, important points are buried

and therefore ignored and some also say that when one asks for too much, one ends

up getting nothing.  I am therefore not going to give the Financial Secretary this

excuse.  I have today one very short speech and only one request.  Perhaps I would

have a better chance this way.

Sir, in recent years, Hong Kong has been spending more and more on medical service

so as to meet increasing public expectation.  This is welcomed by all, particularly

by medical staff who strive to improve the standard of medical service.  However with



escalating cost of medical care, we must realize that we can scarcely afford to provide

everything for everyone free of charge!

The Secretary for Health and Welfare has recently indicated that the future

Hospital Authority intends to charge around 20% of the cost for third class hospital

admissions.  Her speech made note that such will be phased in over three years and

that those who cannot afford it can apply for it to be waived.

In order to allow this policy to work in raising some funds to be ploughed back

to improving medical services further, we must ensure that more can afford to pay

for their own hospital stay.

In the last few Budget debates, I have consistently urged Government to introduce

tax incentives to encourage medical insurance.  I feel now is even more pressing and

a decision should be made.

If Government offers tax exemption to the purchase of hospital insurance up to

a certain limit, say of $1,000 per annum per person, many more who take up such an

option can pay through their insurance company.  Since Government now allows tax

exemption to anyone who donates to a recognized charity, up to a maximum of 10% of

one's annual income, I cannot see any technical difficulties.

If Government is hesitant because such tax exemption may set precedence to the

same request for home purchase, I would like Government to take note that such loss

in tax revenue is a real loss.  Whereas in the case of hospital insurance, in return

for the small amount Government loses in tax, it gains far more in hospital revenue.

It will also create a spiralling effect to encourage private medical insurance.  More

can then afford to opt for private medical service.  In essence for every one person

housed in a private hospital, there will be one less in a public one.  I therefore

hope that Government will in the coming year look seriously into the pros and cons

of tax exemption for medical insurance and for its introduction in the next Budget.

With these words, Sir, I support the motion before Council.

6.00 pm

HIS EXCELLENCY THE PRESIDENT: With such a short speech, it is now exactly six o'clock

and under Standing Order 8(2) Council should now adjourn.



CHIEF SECRETARY: Sir, with your consent I move that Standing Order 8(2) should be

suspended so as to allow the Council's business this afternoon to be concluded.

Question proposed, put and agreed to.

MR. TAI: Sir, for the past 12 months Hong Kong has undergone a relatively difficult

period, both in economic and political terms. Politically and economically China is

vital to Hong Kong, and it is important in Hong Kong's interest to maintain and improve

mutual understanding in our relationship. Political factors have contributed

significantly to the downturn of our economic performance.

Understandably, the Financial Secretary of Hong Kong would have a difficult time

in maintaining a balanced Budget and, at the same time, in keeping abreast with the

progress of our infrastructural projects which will benefit all sectors of our

community.  Nevertheless, I do not think this Budget is one upon which the Financial

Secretary can be congratulated, for the following reasons.

(a) As for a number of years, and on too many occasions, in the Financial

Secretary's speeches he has mentioned the need to control public expenditure and,

in particular, civil service growth.  The Hong Kong Government is the largest

employer in Hong Kong and over 60% of the consolidated expenditure goes to civil

service pay.

Despite the fact that we have been able to achieve nil growth in our Civil Service,

the current pay increase of 15% and over, in my opinion, is fueling inflation.  Over

the years we have spent a tremendous amount on automation, like computerization; this

should mean improved efficiency and a cut in manpower.  May I ask, would Hong Kong's

efficiency be greatly enhanced and increased by a substantial increase in pay?

Maybe it is a misnomer that Hong Kong's Civil Service, being the size that it

is, has been criticized for lack of incentive and being less competitive than its

counterparts in the private sector.  If financial management of a high order is

required for our public expenditure, of which 60% goes to civil service pay, then

efficiency and productivity within the service has to be dealt with.



Recently there has been this greatly increased dissatisfaction about pay and

conditions of service in the health, disciplinary service and other sectors; thus,

would an increase in pay be the only device needed by Government to keep its Civil

Service happy, or do we have to look at the other aspects of their working environment

and job satisfaction and incentive as well?

(b) Although I agree to a move towards indirect taxation for the reasons as

outlined by the Financial Secretary, however, the measures being taken are too drastic

and also inflationary.  A substantial increase in tax over hydrocarbon oil and the

excessive levy on the general rates, I feel, will be inflationary, bearing in mind

that rates will be revised in the year 1991-92. The additional revenue deriving from

hydrocarbon oil and the increase in rates will be in the region of HK$580 million

and HK$1.3 billion respectively.

May I ask, is there any other alternative to raise revenue from other sources,

such as an increased levy in the airport departure tax when Hong Kong accounts for

about 8.5 million passengers per year, which would help to relieve the heavy tax burden

on these two items?  After all, we have spent a tremendous amount of money improving

the facilities provided in our existing airport and are going ahead to build a better

one.

(c) Regarding our vital airport and port programme, where it has been decided

to press full steam ahead so that it will be firmly established by the year 1997,

I foresee a need for a large amount of infrastructural support which could be seriously

handicapped by a lack of manpower and aggravated by economic uncertainties in the

years ahead.  I remain unclear as to the rationale why our ports and airfield have

to be built by the year of 1997?

We appear to have glossed over the various complexity and delay that would arise.

In this context it should be remembered that a general hospital will take about 10

years to commission, from planning to completion.  What we are trying to do is to

build an airport and port facilities, together with all the necessary infrastructural

support, within a period of about seven years.  Do other sectors of our services

deserve and require a balanced development in the years ahead?

(d) The budgetary allocation for the purpose of health and hospital services as

usual takes up about 8% of the total allocation in the sum of HK$7 billion. Despite

repeated requests from Members to improve the standard of service being offered, very

little significant progress has been made.  This is mainly due to a lack of resources.



I do not agree to the present policy of a non-contributory system for those who

using the service, simply because hospital services are so expensive to provide.  At

the moment we only charge in-patients for their catering expenses.

Rumours have been circulating that Government will require the future Hospital

Authority to recover 20% of the medical costs incurred.  Would that, in such an event,

be too drastic when the service has just changed hands from the Administration to

the futher Hospital Authority?  Charges should be revised gradually taking into

account the economic condition in Hong Kong, and that a safety net has to be assured

that no one should be deprived of essential medical service because of his means.

If we are going to make our Class B beds, as suggested in the Scott Consultancy Report,

a success, we should again think of medical insurance, and Government should take

a lead and formulate firm policy to support it.

Since Hong Kong has an over-supply of dentists, and civil servants and their

dependants are entitled to free dental services, could dental care services be

available to the public not be improved and extended gradually?  As I see, the

taxpayer has to bear the costs of dental care and services for civil servants and

their dependants, whilst the general public of Hong Kong (of whom about half of them

are elderly) are unable to benefit from these services for mainly economic reasons.

In view of the fact that the Hospital Authority will be taking over the

responsibility of the hospital services in the running of all public hospitals in

the years to come from 1990-91, I will not make any comment on hospital service any

further, but will just hope that the flexibility and autonomy of the Hospital

Authority will be able to work upon the inherent drawbacks of the Hospital Services

Department.

However, I would like to take this opportunity to say a few words about the closure

of the hospital on Lantau Island.  Sir, the population of our islands is slowly

increasing.  The Lantau hospital has been providing basic minimum essential medical

services to the residents for over 30 years.

Usage rate has been low.  It is because of a lack of investment over the past

years; hence a lot of new techniques and equipment have not been made available to

Lantau hospital and this has affected the quality of service offered to residents

there.  This dilemma has been faced by the subvented hospitals over the years but



their situation has not been as bad as the hospital on Lantau.

In view of the distance and communication difficulties of these remote islands

from Hong Kong, I would request the Administration to reconsider and delay the closure

of this hospital until Lantau Island is developed with the opening of the new airport.

This, Sir, once again, demonstrates the unfairness of the cardinal principle of

budgetary allocation in terms of population density, with public investment in the

rural and less populated areas falling far far behind the investment allocation given

to urban area and new towns.

(e) The cost of transportation and the rate of fare increases has recently aroused

much public concern, and this, coupled with the increase in fuel tax, will seriously

undermine the ability of Hong Kong as a whole to tackle inflation.

Some quarters in the private sector look upon the Government's wages increase

as an indicator of their staff pay.  It is not enough for the Government alone to

ask the Hong Kong general public to tackle inflation by increasing productivity whilst

we are facing a shortage of manpower, and the Government is taking the lead in giving

great pay rise to the Civil Service against the background of the present inflationary

rate of about 10%.

The cost of transportation is an essential item to the cost of living for the

general public, whilst from the profit control scheme under which our major

transportation companies operate there is very little incentive for them to be

competitive and efficient because they have a guaranteed profit from fare increase

and they cannot lose out even if they are badly run.

This sort of scheme has been with us for a long time.  In view of the pace of

development in terms of transport could we not re-examine the effectiveness of the

scheme and tackle the inherent drawbacks associated with such a scheme?

Because of the autonomy power of the two rail companies and the profit control

scheme to which our bus and ferry companies are subject, as I see it, there is very

little we can do with regard to fare increment in the years to come, which I anticipate

will be in the region of well over 15% unless we can get to the root of the problem.

(f) The Department of Agriculture and Fisheries has in recent years changed from



its main duty from promotion and upkeeping of our primary industry to management and

the running of our country parks, maybe other associated objectives as well.  The

prime objective of development of agricultural and fishery production is falling

behind.

With the implementation of the Rural Planning and Improvement Strategy (RPIS),

in the years to come I hope more usable and fallow land can be developed so that our

primary industry can be further expanded.  After all, with the amount of population

in Hong Kong we will always have a market for our home grown products.  Moreover,

it may also have a dampening effect should there be a fluctuation in our external

supply.

(g) During your recent address to this Council, and following the consultation

of the RPIS, the Administration did, on numerous occasions, undertake an investment

of about HK$4 billion over a period of 10 years to improve the environment and living

conditions in rural, urban fringe, and less densely populated areas to redress the

disparity of investment in these areas over the past years.

In recent years there has been a drastic increase of population in the New

Territories, recycled from the main urban areas; this applies to our so-called rural

areas.  As our people get more affluent they want more living space and better living

environment.  There has been in recent years more residents moving into the rural

and urban fringe areas, hence the need for investment in the basic infrastructure

to improve the surrounding environment has become more pressing.

Our new towns in the years to come will have to expand their geographic size and

it is into the rural area and urban fringe area they will have to go. Surprising to

note, of the HK$4 billion to be invested in these area, only HK$390 million is budgeted

or planned to be allocated for the next five years, leaving the balance of HK$3.6

billion undecided.  Taking this opportunity, may I ask the Administration: as a firm

decision has been made regarding the total amount of allocation under the RPIS, why

is it only planning for the next five years and not beyond?

Bearing in mind that port and airport development will reach its peak in the years

from 1993 to 1995, if Government is going to spend the rest of the 90% of the allocation

under the RPIS from 1994 onwards, would it, in such circumstances, enter into an area

of excessively heavy commitment in basic infrastructural projects, thus in turn,

driving up project costs?



Sir, the Budget presented by the Financial Secretary is, in my opinion, a Budget

not fair to the middle and lower income groups.  It is inflationary.  To the business

sector, and in particular to small and medium sized firms, it is particularly harsh.

Although we do not have a substantial increase in Civil Service establishment, the

wage bill will increase by at least 15%, and it is difficult to see how inflation

will drop to a single digit.  The Budget, I think, will only be acceptable to healthy

or middle-high rank civil servants who do not smoke or drink.

With these remarks, Sir, I shall abstain from voting.

MR. CHOW (in Cantonese): Sir, some 2 000 years ago, LIU Bang, the Chinese Emperor

of the Han Dynasty, adopted HAN Xin's military strategy.  Before attacking the

central Shanxi plain, he created a smoke-screen by sending troops to repair a plank

road which had been set on fire and damaged by himself.  While the enemy concentrated

its entire force on the plank road, Han Xin made a detour and launched a surprise

attack at Chen Cang.  The enemy suffered a crushing defeat.  With this historical

story in mind, it is perhaps most appropriate to use the saying: "Doing one thing

under the cover of another" to describe the Financial secretary's handling of the

sales tax issue in this year's Budget.

The sales tax proposal which met widespread opposition since it was first mooted

is again mentioned in this year's Budget.  Is it the Financial Secretary's intention

that we must not forget the sales tax concept, that it must be referred to every day,

month and year?  It was thought at first that the shelving of the sales tax proposal

this year would give the public a chance to take a break, but the Financial Secretary

achieves the effect of imposing a sales tax by introducing hefty increases in indirect

taxes.  He seems to favour the broadening of the tax base by increasing indirect

taxation.  In the final analysis, too much emphasis has been laid on the Government's

financial stability while a bold vision of narrowing the gap between the rich and

the poor in Hong Kong is lacking.

The Copenhagen school in quantum mechanics has established the particle wave

duality of electrons.  They discovered that when experiments testing microcosmic

particles were set up on the basis of particles, they showed the properties of

particles, while wave based experiments showed the properties of waves.  I do not

intend to discuss science or philosophy and how the observer involves himself in his



observation object, but I would like to illustrate by this example that observations

of the same object from different angles lead to completely different conclusions.

At present, direct tax revenue accounts for 63% of the total tax revenue, 60% of

salaries tax revenue comes from 60 000 taxpayers, 30% of profits tax revenue

originates from 20 corporations.  From the point of view of revenue stability, the

Financial Secretary will reach the obvious conclusion that the tax base was far too

narrow, that economic fluctuations could easily destabilize government revenue.

From this point of view, it was obviously necessary to adjust the proportion of direct

tax and to bring more people into the tax net, using the method of universal taxation

to offset instability arising from economic fluctuations.

However, if we adopt the approach of narrowing the gap between the haves and the

have-nots, we have to ask why a minority of individuals and corporations are allowed

to get away with the majority of wealth created in our community, so that their share

of taxes makes up the greatest part of the total tax yield.  Would reducing their

tax yield further widen the gap?  From this point of view, the question itself

suggests the answer -- the gap between the rich and the poor should be closed.  A

society's wealth is controlled either by the Government or by the private sector.

When total production fluctuates due to economic fluctuation, if the Government

imposes universal indirect taxation in order to guarantee relative stability in the

Government's portion of wealth, the portion controlled by the private sector will

be even more unstable.  All the risks of economic fluctuations will then be borne

by the public, but the risk bearing capacity of the general public is definitely lower

than that of the Government.  Thus, when one takes the approach of closing the wealth

gap and paying due regard to the general public's ability to absorb economic

fluctuations, one cannot help but reach a conclusion contrary to that of the Financial

Secretary.

The question is whether the wide disparity in wealth is a reasonable phenomenon

in a free market under capitalism?  Is such a problem serious in Hong Kong?  Is the

government tackling it conscientiously?  John Stuart MILL, a typical advocate of

liberalism, once said that had he believed that economic catastrophe and economic

exploitation were an intrinsic part of capitalism, he would have been termed a

communist.  James E. MEADE, the Nobel prize-winning British economist, introduced

the so-called "Intelligent Radical" economic approach in an attempt to establish a

competitive market mechanism characterized by liberalism and efficiency and to bring

about a reasonable redistribution of income and wealth.  To describe equality and

efficiency as absolutely and mutually exclusive does not accord with the fact.  For



example, by practising functional socialism, Sweden has achieved a state of economic

development coupled with relative social equality.  Of course, every community has

its own uniqueness.  Some people always maintain that so long as the economy keeps

on growing and more wealth is made, the question of how to cut the cake will not arise.

However, history tells us this is not always the case.  Experiences of the developing

countries and even Hong Kong show that simply indulging in economic development often

intensifies the disparity between the haves and the have-nots.  In the early 1970s,

the 10% of households with the highest income in Hong Kong received 27% the total

income generated by the whole society, while the highest paid families in the United

Kingdom received 27% of the total income, and it was 30% in Germany and 29% in Italy.

The gini coefficient in Hong Kong then was 0.41, which rose to 0.45 in 1981.  Gini

coefficient is an indicator of the income distribution between the rich and the poor;

the higher the coefficient, the greater the inequality in income distribution.  In

other words, the situation of uneven distribution of income in Hong Kong far exceeded

the pre-tax condition prevailing in major capitalist societies of the west.  During

the past 20 years, the situation of such uneven distribution of income has been

deteriorating, not to mention the distribution of wealth.

In the past decades, there was indeed phenomenal growth in the local economy,

but the man in the street did not enjoy his fair share of fruits brought about by

such economic development.  The Administration has never been seen setting specific

targets to achieve a more reasonable distribution of income and wealth.  Basically,

the taxation system can be an important tool in narrowing the wealth gap.  However,

the word "redistribution" does not appear in the Financial Secretary's dictionary;

thus the practice of reducing income disparity by progressive direct taxation is

regarded as a source of financial instability for the Government.  In fact, according

to a research carried out by an academic of the Chinese University last year, the

ratio of direct and indirect taxes in Hong Kong is no more unbalanced than those of

other countries.  In recent years, the adjustment of tax allowance for personal

salaries failed to keep up with economic growth, resulting in 980 000 people falling

into the tax net this year.  Although the Administration will zero-rate the clawback

on allowance, thereby increasing personal allowances to $39,000, yet it still falls

far short of the $48,000 projected by some organizations on the basis of inflation

rates and economic growth over the years.  On the other hand, the Financial Secretary

makes concession on the estate duty.  Such a measure prompted by the worry of

excessive direct tax goes against the principle of closing the wealth gap.

Inheritance of estates has always been one of the sources of more uneven distribution

of wealth in society. Some economist in western countries even suggested that



progressive estate duty should be imposed, with rates set in proportion to the age

differences between the benefactors and the beneficiaries.  Recently, there is a call

by the community for a policy of mandatory kidney donation.  Since it is considered

that even "parts of a person's body" can be donated after death, why make such a fuss

about the imposition of higher duty rates on "estates which the deceased can no longer

possess"?  The Financial Secretary's handling of the bets tax gives further evidence

of his lack of a broad mind to reduce the wealth gap.  In the coming year, the Financial

Secretary will increase the bets tax by 1%, which is to be borne entirely by the Jockey

Club instead of paying out of the prize money pool.  It is hard to believe that the

decrease by 1.2% of the size of the prize money pool will dampen the enthusiasm of

punters.  I even wonder if the punters know that the prize money pool constitutes

only 83% of the total sum of stake.  As far as the Administration is concerned, it

makes no difference at all whether the extra 1% increase in bets tax comes from the

Jockey Club or the prize money pool.  However, there is a great difference where the

community is concerned.  The increase by 1% of the bets tax will reduce the Jockey

Club's commission from the original 7.5% to 6.5%, and thus reduce by 13% the total

revenue of the Club.  At present, more than 70% of the Club's income is used for

essential expenditure and 20% for charity purposes.  If the essential expenditure

cannot be cut down, the amount for charity purposes will have to be slashed by half

due to the 13% drop in total revenue.  In the circumstances, social welfare projects

will certainly suffer.  What else can we say about the act of the Financial Secretary

than to describe it as "causing harm to others without benefiting oneself"?

Following the discussion on the overall problem of the disparity between the rich

and the poor, it is appropriate in this connection to turn to the Government's

allocation of funds on medical services.  This is mainly because the charge for third

class hospital beds will see a hefty increase after the establishment of the future

Hospital Authority.  First of all, I wish to comment on certain aspects of medical

expenditure for the new financial year.  As we all know, our medical service is beset

with many ills and crisis-ridden.  Under the impact of the establishment of the

Hospital Authority and the 1997 issue, a large scale "exodus" of medical staff in

the next few years is highly likely.  If officers-in-charge do not want such an

"exodus", they ought to take concrete actions demonstrating their sincerity to solve

the problem.  However, judging by the allocation of funds for medical services in

the Budget, the prospect of defusing the crisis is not optimistic.  There have always

been comments that our medical services lack the necessary tools to do a good job.

This year's allocation cannot be called a meagre sum.  The Hospital Services

Department and the Department of Health together get $6.9 billion, 13% more than the



revised estimate of the appropriation of $6.1 billion last year.  If relevant items

in the Capital Works Reserve Fund are included, this year's medical expenditures

amount to $8.6 billion, 20% more than last year's $7.1 billion.  But the question

is whether the internal distribution in respect of the medical expenditures is

appropriate.

Several years ago before the Government had decided on establishing the Hospital

Authority, we repeatedly made appeals in the hope that the Government would not lay

undue emphasis on hospital services at the expense of primary health care service.

Unfortunately, bureaucracy often tends to ignore public opinion.  Today, the

Department of Health's expenditure only accounts for 12.9% of the total medical

expenditures, even less than last year's 13.2%.  In fact, it is inaccurate to equate

the Department of Health's expenditure with the expenditure on the primary health

care service.  But there is little choice, because the Government has still not

accepted the concept of primary health care service, and there is no item of allocation

made on it.  However, we can say for sure that, based on a broad perspective of the

proportion between the primary health care service and hospital services in this

year's budget allocation, there is still too much stress on hospital services when

it comes to the internal distribution of medical expenditure.

Another case of imbalance of internal distribution can be found on departmental

expenditure and infrastructural expenditure.  The reason for the 20% rise in the

total medical expenditure is that the medical items in the Capital Works Reserve Fund

have expanded by 57%, whereas the two departments' expenditure has risen by 14% only.

Is it true that the Government's preference for infrastructural projects and

hardwares have caught on in the medical services sector?

Furthermore, the crux of the imbalance problem lies in the fact that although

there are 13% and 14% rises respectively for the two departments' expenditures,

expenditure for staff emolument has risen by only 9% and 10%, and the rest of the

increase is mainly due to the expenditure on equipment, projects and other areas.

Coupled with the above imbalance, we can say that the 20% rise in the total medical

expenditure is mainly hardware-oriented, covering items such as projects and

equipment, while expenditure on improved staff emolument and establishment only rises

by 9% to 10%.  Such uneven distributions cause a severe structural imbalance.  As

I have pointed out, the future crisis is mainly due to medical staff's long-standing

dissatisfaction with the under-strength establishment, wastage of staff, poor pay

and conditions of service, slim promotion prospect, lack of chances of further studies



and the "exodus" caused by political factors.  The Government is unable to work out

reasonable measures to retain the staff.  Pay increases can barely cover inflation.

Under the circumstances, what is the use of merely having more hospital beds?  Do

we intend to provide self-service hospital bed facilities?

Speaking about the allocation of funds for medical services, I cannot leave out

the setting up of the Hospital Authority.  In this regard, the public is hardest hit

by the proposed hefty increase in the third class hospital bed charges.  Social

welfare benefits now enjoyed by the public are miserably inadequate.  The relatively

cheap medical service provided by the Government are the only welfare enjoyed by the

lower class.  Such services do have a positive effect on narrowing the gap between

the rich and the poor.  However, the Government accepted the Provisional Hospital

Authority's proposal of an increase in hospital charges based on incomplete and

inaccurate survey results.  Its hitherto consistent policy on hospital charges will

be changed to link admission charges with hospital bed expenditure, with the intention

to recover 15% to 20% of the cost within five years.  Consequently, within the next

five years admission charges will go up by seven to nine times without even taking

into account inflation and the rising medical cost which escalates faster than

inflation.  As to whether the general public can bear such a burden, has the

Government given it careful consideration?

I have tried to get statistical information from the relevant departments on

hospital charge paid by patients of third class beds in the past few years, intending

to get figures such as averages, means and modes.  Ludicrously, the replies I got

were that the Government did not keep such figures.  Just imagine, if Government does

not even have statistics of actual hospital fees paid, how can it possibly have an

idea of patients' income distribution and their affordability?  Before making

recommendations on the proposed increase of charges, the Provisional Hospital

Authority commissioned a consultancy firm to conduct a telephone survey to seek

justifications for raising charges.  However, I doubt every much the accuracy of that

survey.  Of the 7 000-odd households surveyed, 17% to 45% have had at least one member

of their families hospitalized in the previous year and on average the patients have

been hospitalized 1.19 times.  Based on these figures obtained by the sampling survey,

the projection made on 1.5 million households all over Hong Kong shows that there

should have been 310 000 cases of hospitalization last year.  However, the annual

report of the Hospital Services Department states that last year's actual number of

hospitalization cases was 870 000; thus there is a great discrepancy between these

two sets of statistics.  Perhaps the households under survey were among the group



that had had fewer cases of hospitalization and could afford higher charges.  In other

words, the samples in the Provisional Hospital Authority's survey gave a distorted

picture of the situation and the credibility of such sampling survey is indeed very

low.  I have also compared the household income distributions in the results of the

survey and have found that they are not quite in line with the results of the

territory-wide census conducted in 1986.  These basic flaws in the samples of the

survey have given rise to doubts on the other findings of the survey.

What is even more ludicrous is that the Provisional Hospital Authority's

recommendations further deviate from the already unreliable survey findings.  The

questionnaire design was also misleading in that there was not any choice of zero

increase in hospital fees.  75% of those surveyed felt that to raise hospital charges

to $65 per day was reasonable; as regards $130, 56% considered it unreasonable, while

69% considered $195 to be unreasonable and 75% could not accept $260.  What the

Provisional Hospital Authority recommended was within the bracket of $195 to $260.

In other words, the public is generally in favour of a slight increase, but that has

been used as an excuse by the Provisional Hospital Authority and the Government to

charge a fee that the majority of the public consider to be unreasonable.  The

questionnaire design was misleading and the samples were also unrepresentative in

that the affordability of respondents was stronger than that of the general public.

The findings of the survey were further distorted by decision makers as an excuse

for raising charges.  Is that rather dramatic?

As I said earlier, any proposal for the distribution of resources must not depart

from the principle of current wealth-cum-income distribution.  We believe and

understand the fact that the Financial Secretary needs to face the short-term economic

problem in Hong Kong.  But to use this problem as an excuse in ignoring the medium-and

the long-term need for narrowing the gap between the rich and the poor, or the lack

of such a vision altogether will lead to economic development that is lame in one

leg.  Is that in the interest of all people of Hong Kong?

Sir, with these remarks, I support the motion.

MR. HUI (in Cantonese): Sir, the future welfare policy which commands the greatest

attention of social workers and the community will certainly be spelled out in the

White Paper on "Social Welfare into the 1990s and Beyond", a review associated with

which is now in full swing.  As many people have commented on the importance and



implications of this White Paper in relation to the future development of welfare

services in Hong Kong, I do not intend to harp on them.  But given the community's

high expectations of the White Paper, the Administration must not take the matter

lightly.  Based on my observations of the formulation and implementation of various

White Papers by the Administration over the past years, I think it is most important

that the Government should make a long-term financial commitment to implement the

recommendations of the White Papers.  Take for example the White Paper on "Social

Welfare into the 1980s" published in 1979.  The Government had initially promised

to meet the demand for various services year by year, but subsequently it had to cut

its spending on welfare services when the economy suffered a downturn.  As a result,

many services are still falling far short of demand today.

Owing to the above reasons, and in order to cope with major social changes which

would inevitably take place, I had, during the policy debate in 1987, made an appeal

for the early formulation of a White Paper on social welfare development in the 1990s.

It was my hope that the Administration would, under the then favourable economic

conditions, commit itself financially to future welfare developments.

Regrettably, the Administration remained irresponsive to my repeated appeals and

has not reviewed the situation until today.  But it seems to be somewhat too late

now because the Government has already decided to invest over $120 billion on

infrastructural projects such as the new airport, port development and road networks.

Although the Government has declared time and again that it does not have to take

up the full costs for these infrastructural projects, it is undeniable that enormous

social resources must be injected into these projects in order to make the "rose

garden" dream come true.  Under these circumstances, I wonder whether welfare

services which are badly in need of additional funds for improving their quality will

be accorded priority by the Government.

I earnestly hope that the Government will put forth concrete actions and plans

to allay the worries of the welfare sector and demonstrate its commitment to

shouldering the costs for implementing the White Paper's proposals.

To ensure a smooth implementation of the policies laid down in the White Paper,

there has to be an adequate supply of professional staff.  Unfortunately, the social

work sector is currently facing a manpower shortage which has seriously affected the

quality and development of welfare services.  The problem is particularly serious

with subvented organizations where the staff wastage rate is higher than that of the



Social Welfare Department, the reason being -- the staff of the former have all along

been unable to enjoy pay packages comparable to those of their counterparts in the

Civil Service.

There is a saying "the tree falls not at the first stroke", and this statement

is especially true when applied to the social work sector.  In this financial year,

it is estimated that there will be 258 and 335 vacancies in the Assistant Social Work

Officer and Social Work Assistant grades respectively.   The large number of

vacancies mainly results from the Administration's long-standing neglect of the

grievances of social workers caused by poor salaries, unpleasant working environment,

heavy workload, immense work pressure and slim promotion prospects.  As a result,

our experienced social workers will leave the profession or even the territory once

they are exposed to outside attractions.  Under the circumstances, how can we blame

the social work graduates from tertiary institutions for not devoting themselves to

the profession?  The Administration envisaged that about 10% and 20% of this year's

graduates from social work degree and diploma courses respectively will refrain from

entering the social work field.

Sir, I must thank the Standing Commission on Civil Service Salaries and Conditions

of Service for its concern over the high wastage rate and recruitment difficulties

of social workers.  Regrettably, the Standing Commission has only seen the tip of

the iceberg but failed to propose comprehensive improvement measures to tackle the

crux of the problem.  It is true that raising the entry salary by one or two points

may make the post more attractive to job seekers.  However, if there are no

improvements in other areas, coupled with the fact that the morale of the social work

sector has been dampened by the nationality package, the Standing Commission's

proposal may be unable to achieve the desired effect.

In face of the present situation which is unfavourable to the social work sector

and the development of welfare services, it is my view that the Government should

take the following actions promptly:

1 Recognize the professional status of social workers.  One possible way is by

providing adequate resources to facilitate the setting up of a professional

registration scheme for social workers.  This will include the establishment of a

statutory body to ensure professional standards and ethics, and offer adequate

training opportunities for dedicated social welfare workers, so that they may

eventually meet the standards for professional registration; and



2 Overhaul the present pay structure and conditions of service of social workers

with a view to improving their promotion prospects and the quality of service.  The

Government should also provide employees of subvented organizations with fringe

benefits comparable to those offered to Hospital Authority staff transferred from

subvented hospitals. The Administration should be well aware that at present,

two-thirds of the welfare services in our community are provided by voluntary agencies.

The working attitude and morale of the staff of these agencies will certainly have

an important bearing on the quality of the overall service provided.

Sir, apart from providing additional funds, another way to raise the quality of

our welfare services is to improve the working relationship between the Government

and subvented institutions so as to draw greater support from the zealous voluntary

agencies to provide more cost-effective welfare services for the community.

Given its unwieldy, complicated and rigid structure, we can hardly expect the

Government to react with the same degree of flexibility, versatility and efficiency

as subvented institutions in coping with the ever-changing needs of our society in

the 1990s as well as the specific needs of each and every district throughout the

territory.  Therefore, when the Government considers the decentralizing of certain

public services, why should it not consider handing over more welfare services to

the subvented sector?

Naturally, if the Government wants to encourage more subvented institutions to

take up this job, the control imposed on subvented institutions through financial

scrutiny must be relaxed.  In fact, the Government only needs to adopt the modern

management approach in maintaining close contacts with these agencies, it may then

unreservedly allow those conscientious voluntary agencies to have greater autonomy

in the use of financial resources.  This will, on the one hand, minimize the waste

of resources on compiling tedious reports as required by the Government, and on the

other hand, help boost the morale of the staff of subvented organizations and enhance

their efficiency.

Some Members may think that what I have just said are all about the persistent

shortage of resources for welfare services.  I would like to point out that if we

compare our actual gross domestic product (GDP), the total public sector expenditure

and the social welfare expenditure of 1985-86 with the revised estimates of 1989-90,

then we can get the true picture.  Within these five years, the local GDP has increased

by 85.1%, the total public sector expenditure has also risen by 92.4%, whereas social



welfare expenditure has recorded a growth rate of only 69.4%.  In other words, during

this period the lower income group actually have not been given a fair share of the

fruits of our economic success.

Although I admit that social welfare expenditures in the last two Budgets have

increased considerably as compared with the previous years, the cumulative increase

can only slightly ease the strong demand for such services, but there has not been

any improvement in the quality of the service provided.  If we take a look at the

social welfare expenditure for the next four years as proposed by the Financial

Secretary, we can see that on the average it represents only about 6.4% of the total

consolidated public sector expenditure, and is only half a percentage point higher

than the average value of the preceding four years.  Thus, it is foreseeable that

in the coming four years welfare services will virtually make no headway and there

will not be any great improvement as compared with the previous four years.

However, we should not forget that in the 1990s a lot of new social problems will

emerge in Hong Kong, such as disorientation and hedonism of young people; parental

neglect of children because of a strong desire to earn money; feeling worried and

helpless about the future on the part of adults; and lack of care for the elderly

and the disabled because of emigration of family members.  Besides, as civic

consciousness and civic rights are on the rise, if future social welfare services

become stagnant, surely they will not be able to serve as a stabilizing and cohesive

force to ensure that Hong Kong will make steady progress.  Thus, it is hoped that

the Financial Secretary will give consideration to raising the proportion of social

welfare expenditure in the total public expenditure.

Sir, before summing up, I have to say a few words about certain measures recently

introduced by the Government which affect the livelihood of Hong Kong people.  My

remarks are prompted by a number of civic organizations which recently petitioned

the OMELCO, calling on the Government to curb the price hikes in appreciation of the

difficulties which Hong Kong people are facing.  As a matter of fact, the worries

of the grassroots about their future financial burden are not totally unfounded.

Firstly, at the very beginning of this financial year, the Government has

drastically raised water charges and fuel tax, indirectly leading to the fare

increases subsequently announced by various modes of public transport.  Undoubtedly,

the Government is the "instigator" who takes the lead in stirring up the price hikes.

Secondly, the Government has increased property rates by 25% at one go, and as there



will be a comprehensive adjustment in rateable value in 1991-92, the actual increase

is estimated to be even greater.  This will inevitably boost the rentals of all types

of premises in the territory which have already reached a high level.  Thirdly, the

Government's aim to progressively privatize social services has made more and more

people believe that the Government intends to shift the responsibility to the people

and this is also the prelude to hefty price increases.  The third class bed charge

proposed by the Provisional Hospital Authority report is a case in point.  Fourthly,

the Financial Secretary has not really dispelled the worries of Hong Kong people about

the introduction of a sales tax, reflecting that the Government has not yet given

up the idea of increasing indirect taxes in a bid to meet the huge expenditure in

future.

The above four points I have mentioned will no doubt further push up the already

high inflation rate.  On the other hand, following the slow-down in our economic

development, the income of workers in real terms is also likely to fall.  Under the

circumstances, the plight of the grassroots is all too obvious.  Their worries about

the future, anxiety and dissatisfaction will seriously disrupt social stability and

harmony.  Thus, I hope that the senior officials in charge of the Finance Branch,

the Financial Secretary in particular, will understand the actual situation and adopt

a considered and prudent approach in dealing with any measure which may affect the

livelihood of the people.

Sir, with these remarks, I support the motion with reservations.

MRS. TAM: Sir, the Financial Secretary has said that his Budget for 1990-91 looks

not at one year alone, but also sets long-term objectives for the years to come.  It

is important to keep this in mind and see this Budget in the context of a long-term

financial strategy for Hong Kong.  It also has to be looked at in the light of the

particular stage our economy has reached. We are moving through a transitional period,

currently marked by a slowing down of growth and the unwelcome appearance of the

problem of inflation.  We have been given a Budget which is prudent, and well-balanced,

which stresses the need to use resources carefully, so as not to prejudice our ability

to fulfil future obligations, in particular the vital programme of infrastructure

projects to which we are committed.

The Financial Secretary has warned us about inflation.  I note especially his

reference to the fact that inflation is partly generated by wage increases.  It is



most important that Government takes a lead in preventing the spiral of wage-led

inflation, and I applaud his scrutiny of the civil service establishment with a view

to achieving the greatest possible economy consistent with efficiency.

Both the public and the private sectors have a duty here.  Again a balance has

to be achieved.  Unfortunately, Hong Kong is suffering from what could be termed the

1997 syndrome which makes for short-sighted decisions.  At a time when people see

the future as uncertain, money in their pocket now has great attraction.  But I hope

employers will resist the temptation to attract and retain their labour force simply

by giving more and bigger salary increases, which are in any case of little benefit

as they simply increase the inflation spiral.  In the long run, what will count just

as much as wage increases will be improvements to the whole range of employment

conditions, such as training and promotion prospects, provident fund and pension

schemes.  The Financial Secretary has mentioned that the private sector can

contribute, in the struggle against inflation, by increasing productivity both

through training and investment.  I urge Government, too, to play a crucial role in

this campaign.  It must invest in the sort of long-term social framework within which

the population can find security and satisfaction. Side by side with the physical

infrastructure for Hong Kong we must be able to see the development of a social

infrastructure for ensuring the health of our economy.

 There is more than one way of achieving the desired framework, and I suggest that

the Hong Kong ways be steered by a careful balance between public and private

enterprises. Government must create a climate, by legislation if necessary, in which

private employers, enjoying as they do the benefit of relatively low taxation, should

provide more for the welfare of their staff.  And there are still areas of social

responsibilities that Government has to take upon itself.  I realize that what

Government can do lies within the limits of the money at its disposal, and I shall

say a little more on the subject of taxation and other sources of raising revenue

later in this speech.

I have spoken so far of the employed section of the community and the

responsibilities of employers -- be they government or private enterprises.  But

there will always be some sections of society which it is the responsibility of

Government to provide for -- those whose circumstances prevent them from providing

for their own welfare, by reasons of sickness, disability or disadvantage.  In all

age groups, from infants to the elderly, there are those in need of care and services

from the state.  Over the last decade, Government has shouldered an increasing



responsibility for these sections of the community.

But the Financial Secretary himself says, "People rightly expect better quality

services ... and if we are to meet these expectations ... we have to spend more".

He has indeed provided additional funding for a number of items, and he speaks of

spending $16 billion on social services.  He says, "Expenditure on social services

and education will together account for 30% of the total" -- that is, of total

government expenditure this year.  These statistics present the picture of a

benevolent Government and certainly put the most generous interpretation on the facts

of this year's allocation.  But if we examine what lies behind these figures and

separate social services from education, we find then that social services account

for some 15.5% of the total, and of that sum, expenditure on health services will

make up more than a half.  If we look at the budget for social welfare alone, we see

that it is approximately 6.1% of the total.

It would be disingenuous of me not to admit that I wish it were more. But half

a loaf is always better than no bread. The most urgent and important task now is to

ensure that the money we can spend on social welfare is well spent. That is one reason

why I welcome the White Paper on social welfare.  It is time to focus attention on

the future development of welfare provisions in Hong Kong and to reassess the real

needs for the 1990s.  This approach, as opposed to a fossilized perception of those

needs, will ensure that services are cost-effective. It is always possible to spend

more on social services: as society develops, standards rise and expectations

increase.  But a rationalization of expenditure need not necessarily lead to vast

increases in expenditure.  I trust the Financial Secretary will keep an open mind

on this subject and that when needs are identified, he will be prepared to reallocate

funding in a flexible way.

If Government is committed to helping those in need of special care, there is

one very strong claim on its attention.  I refer to the children of families in receipt

of public assistance.  In particular, I want to draw attention to the plight of

single-parent families, of which there are estimated to be some 36 500 in Hong Kong.

Relatively, the numbers may be small: only 2.5% of all domestic households.  But they

involve over 61 000 dependent children, and their particular financial, personal and

social needs make these children particularly vulnerable.  In addition, there is a

considerable number of families where care is for a long period in the hands of only

one parent because the other is away from home due to hospitalization, imprisonment,

distant employment, or marital conflict.



Any family facing financial hardship can be helped through the Public Assistance

Scheme; but where a widowed, divorced or separated parent experiences strain and

fatigue in taking up the responsibility of bringing up children single-handedly, even

if circumstances allow that parent to act as a breadwinner, I suggest that special

help is needed.  Children of such households too often suffer from reduced material

provision, social deprivation and emotional disturbance.

 In addition to the welfare services already in place, there is need for an

additional benefit, through the payment of a supplementary allowance for all children

of families in receipt of public assistance.  This children's allowance would benefit

the poorest of our children and provide a particularly welcome safety net for the

children of one-parent families.

I now turn to the topic of generating the revenue needed to carry out a programme

of public works, including public welfare.  I welcome the fact that Hong Kong has

made a move towards broadening the tax base, and that tax reliefs in this Budget are

designed to help the least well-off and the middle-income group.  I hope the trend

in this direction will continue.  However, I believe that the particular indirect

taxes that have been introduced or increased this time, especially on fuel oils, may

well erode the benefit that the "sandwich class" gains from lower salaries tax.  And

these indirect taxes will work through the whole economy and put some burden even

on the poorest members of society who do not have to pay personal tax at all.  In

order not to penalize the poor and the "sandwich class", I urge the Financial Secretary

-- as I have done on previous occasions -- to ensure that any indirect taxes he proposes

to levy in future shall fall most heavily on luxury goods and thus on those best able

to afford them.

But taxation is not the only source of revenue.  The Financial Secretary speaks

of government fees and charges, and how these should be based on the principle of

covering costs.

In the area of social services, and in the context of Hong Kong society today,

there are provisions badly needed by those who are not necessarily too poor to afford

them.  We all agree that we have to help those who are in need of care and cannot

afford to provide for themselves.  But a community like ours -- affluent by world

standards -- relies very much on a large middle-income group which is by no means

rich, though fortunately distant from poverty.  We need to extend the concept of



social responsibility to include services for these people, who are able and willing

to pay for them.  I am thinking of such provisions as child-care facilities and homes

and services for the elderly.  Sufficient of these just do not exist.  I feel it is

Government's duty to provide capital for the framework of social facilities, though

the subsequent recurrent expenditure should be met by the users paying for them

according to their means.  I readily acknowledge that Government expenditure must

be kept within limits, but we have been told that exceptional capital expenditure

can be justified on occasions. It is recurrent expenditure, above all, that must be

most carefully controlled.

In the future, more than ever, Hong Kong will rely on the stability, the hard

work and the loyalty of its middle class citizens. I suggest that Government policy,

not least its financial policy, should take full account of this, and make sure that

it encourages them and their contribution to Hong Kong's well-being.

One last point: we are fortunate in this community to have many charitable people.

The generosity of our wealthiest citizens is legendary, but others, too, give to

charity on a generous scale.  Before the next Budget, I should like to think that

the Financial Secretary may consider enlarging the tax concessions he makes for

personal and corporate charitable donations.  It is more blessed to give than to

receive, but it is especially nice if there is a tax advantage involved as well.

With these remarks, Sir, I support the motion.

MR. CHAN (in Cantonese): Sir, this year's Budget has aroused rather strong public

reactions.  After the Government drastically increased fuel tax, rates and water

charges, many public transport operators have either raised fares or submitted

applications for fare increase, and commodity prices in general have also been

adjusted accordingly.  The public hope that the legislators will stop the Government

from taking the lead in raising charges again next year.  In particular, they fear

that after the rateable value of property is reassessed in the near future, rates

will soar significantly.  The above view has repeatedly been conveyed to the

Financial Secretary in these two days, and I believe that this consensus view is more

effective than casting a few votes against the Budget.

As a matter of fact, inflation is the common enemy of Hong Kong people and the

Government.  I am of the opinion that the Government should never take the lead in

starting off the price hikes.  It is true that whatever item is selected for raising



revenue, there is bound to be some objections.  But if the matter is handled properly,

the voice of objections will certainly be very weak and will not pose a real problem.

I do not understand why the Financial Secretary has not raised the duty rate on

cosmetics.  He has not even made a slight adjustment so as to offset erosion by

inflation.  Is it because the Financial Secretary fears that such a measure may arouse

opposition from all lady Councillors?  I hold that there is nothing wrong to increase

indirect taxes, but priority should be given to imposing more taxes on luxury goods

so that the rich will have to bear a heavier burden.  I am sure they will not lodge

any complaint with district board members, for after all, in their eyes such tax

payments are insignificant.

I hold that the ambitious infrastructural projects undertaken by the Government

may also fuel inflation, and as a result, the expenditure of these projects may far

exceed estimates.  I am worried that some of the debts incurred may be shifted to

the public at large and that the Government may resort to the same old tactic which

it employed in suspending the construction of the Island Eastern Corridor some years

ago.  In view of the serious consequences involved in both cases, expenditure should

therefore be put under stringent control.  I recall that at a meeting of the Public

Works Sub-Committee, the Financial Secretary said that the Government would try its

best to answer the questions raised by the Councillors and would not like to see them

worrying about anything.  This has left a deep impression on me.  However, I still

have some worries which must be spelled out.  Since the expenses of various projects

are very huge and there are numerous items of expenditure, the Councillors will find

it difficult to perform the monitory duty.  Furthermore, as the projects will extend

through three successive terms of the legislature, the problem becomes all the more

complicated.  I therefore request that the Government should report to the

Legislative Council regularly on the progress and the financial situation of the

projects so that we can lay our heads together to prevent the problem from getting

out of control as mentioned above.  Besides, I think that at the present stage the

Government should first of all identify those items which should be given top priority

and then concentrate all efforts to study them so as to save time and resources.  The

Government should not spend millions of dollars studying those projects which are

not urgent, for even if we can produce a consultant report now, it will certainly

become out of date when it is taken out to be used 10 years afterwards.  In that case,

is it not true to say that the taxpayers' money has been unnecessarily wasted?

In view of the Government's financial constraints, I will not put forward any

proposal which calls for an increased expenditure unless there are compelling reasons.



However, the wastage of teachers and the housing problem of the sandwiched class are

the issues that I must bring up for discussion here.

As a matter of fact, the teacher's influence over the students is of immense

importance.  At present, the wastage of kindergarten teachers as well as that of

secondary teachers are both very high.  The problem is particularly serious with

graduate teachers.  Many teachers resign within the first few months of employment

to take up better paid job in other fields.  As a result, a lot of schools are faced

with a shortage of teaching staff and have to resort to employing substitute teachers

on a long-term basis.  As students have to adapt themselves to different teaching

methods, the effectiveness of teaching is greatly affected.  This will do much harm

to the younger generation.  Thus I think that this is a more pressing issue among

all education problems.  I am most reluctant to plead for a pay rise for any profession,

but like the wastage of doctors and medical staff, the wastage of teachers is a problem

that needs to be addressed promptly.  In this regard, the Finance Branch should

co-operate by providing the necessary resources.

As regards the housing problem of the sandwiched class, many of our colleagues

have made repeated appeals to the Government for the introduction of home purchase

tax exemption for the middle income group.  Unfortunately, this request was rejected

by the Administration.  Given the present high property price, we should look for

other solutions instead of letting the matter drag on.  As an alternative to tax

exemption, the Government may consider offering home purchase loans which will not

lead to a reduction in public revenue as such loans are recoverable.  As for the

middle-income group themselves, they would prefer the Housing Authority to offer more

Home Ownership Scheme flats and raise the income limit.  Whatever method is adopted,

it is imperative that the Government should make a decision and implement its plan

as early as possible so as to help relieve the heavy burden of high accommodation

cost shouldered by the middle-income group.

Sir, with these remarks, I support the motion.

MR. POON CHI-FAI (in Cantonese):  Sir, in your policy address last year you put

forward a large-scale infrastructural project costing some hundreds of billions of

dollars.  In the Budget for this fiscal year the Financial Secretary has indicated

that the current Budget is to set the scene for the ultimate achievement of such

infrastructural projects.  At a time when the confidence of Hong Kong people has not



yet been fully restored and in the transition period of the countdown to 1997, a huge

infrastructural project that provides favourable conditions for the continual

development of Hong Kong beyond 1997 will have the effect of stabilizing confidence

in the territory to a certain extent.  However, if the infrastructural project is

improperly implemented, it will be a strain on public finance, resulting in the

Administration having no spare resources to cope with unexpected economic upheavals

and predicament during the transition period.  In fact, after the announcement of

the Financial Secretary's Budget, many members of the public worry whether the scale

of infrastructural programme is too extensive; whether these infrastructural

facilities may be under-utilized just as the Tuen Mun Light Rail Transit system and

the Eastern Harbour Crossing, the initial patronage of which has been inaccurately

estimated; whether the implementation of the infrastructural project is moving at

too hasty a pace; whether the Government and the public can afford to make such a

commitment and whether the Government will resort to raising tax and fees

indiscriminately for funding the infrastructural project, resulting in the general

public's livelihood being in predicament.  Many members of the public are also

worried that in the present situation of wavering confidence in Hong Kong, any

substantial increase in taxes and other fees will easily trigger off sentiments of

discontent and dissatisfaction in the community and will indeed also touch off

increasing waves of migration, causing social instability.  We can draw on the

regrettable example of Britain's introduction of poll tax which has resulted in the

confrontation between the Administration and the public, causing social unrest.

Sir, though the Government has emphasized that it is within Hong Kong's means

to carry out the infrastructural project by having part of the expenditure met by

loans and part of the project financed by private sector's involvement, yet a

substantial proportion of the expenditure will have to be met by revenue yield from

tax payments of the general public.  As a matter of fact, since the publication of

the Budget by the Financial Secretary a series of measures to raise taxes and other

charges have directly or indirectly affected the cost of living of the public, and

the middle and the low income groups in Hong Kong suffer most as they have to shoulder

greater financial burden in their everyday life.  The combined effects of increases

in rates on property, fuel tax, water charges and so on have exerted too much pressure

on them, and have also caused a spiral rise of rents of residential, industrial and

commercial premises, transport fees, production costs and commodity prices.   The

soaring prices do not only affect the livelihood of the general public, but also

undermine the competitiveness of Hong Kong's exports, thus dealing a blow to the

economic development of the territory.  It is understandable that faced with



escalating charges of medical services and kindergarten fees in the years to come

and the resultant rise of prices stemming from the vicious circle of the foregoing

tax increases, members of the public have their worries.  Many of them hope that the

Government will handle the matter of tax increases and charges increases in a more

prudent and mild manner.

Sir, I am not opposed to the massive infrastructural programme.  Whilst we admit

that it is a matter of paramount importance to carry out suitable infrastructure and

development programmes for Hong Kong's continual development and prosperity, we must

keep expenditures within the limits of revenue and must not be eager for quick success

and instant benefit without taking into account the affordability of the Hong Kong

taxpayers.  At the same time we must exercise caution, make careful studies, weigh

the importance and urgency of every task, make rational arrangement for setting

priorities and financing the projects, make good use of resources without affecting

Hong Kong's stability and prosperity, nor inflicting heavy burden on Hong Kong, nor

bringing undesirable disasters.  Sir, the continual prosperity of Hong Kong depends

on the ability of the Hong Kong Government to cope with the rapid expansion of public

expenditure within the limits of its revenue yield after the commencement of the

infrastructure project.  The Hong Kong Government should not overlook the

implications in this respect.

Sir, in the Budget the Financial Secretary has time and again mentioned the need

for restraining the growth in the establishment of the Cvil Service.  However, I

wonder whether consideration has been given to the fact that over-reliance on

consultancy firms in the studies on public administration or public works as a result

of staff shortage does not only render the policy of establishment control meaningless,

but also increases the cost of carrying out the study or public works on the part

of the Government.  Sir, judging by experience, we know that to commission

consultancy firms to undertake these tasks cannot make up for the deficiency in

expertise due to manpower shortage in the Civil Service.  In fact, the drawing up

of contracts for commissioning consultancy firms, to furnish these firms with the

necessary information, to monitor the progress of work, and to check on expenditure

accounts are time-consuming jobs.  At a time when the Civil Service is under strength,

to commission consultancy firms will increase the pressure of work in the Civil

Service, resulting in acute manpower shortage.  As the Civil Service is under

strength, the Government may not be able to exercise effective monitoring of the work

of the consultancy firms.  This will easily lead to the cost of consultancy getting

out of hand and the public funds being squandered.  Sir, at a time when the Civil



Service is short of staff and large number of consultancy firms will be commissioned

to undertake studies on the mammoth infrastructural project, I hope the authorities

concerned will pay special attention to effectively monitoring the work of the

consultants.  It is also necessary to tighten controls on the expenditures incurred

in consultancy studies with a view to observing the principle of getting good value

for the money spent and ensuring that the revenue from the tax paid by the general

public is put to effective and economical use.

Sir, at a time when there is uncertainty in Hong Kong's economic prospect and

the inflation problem is looming and at a time when members of the public find it

difficult, if not impossible, to bear extra burdens of tax increases and higher

charges, it is inevitable that we should exercise restraint and trim our expenditures.

In this regard, we are aggrieved that billions of dollars have been unreasonably spent

annually on the Vietnamese refugees/boat people; this spending should be cut down

immediately.  As far as the handling of the issue of Vietnamese refugees/boat people

is concerned, all along our views have not been seriously considered and we have had

no say in this matter, but such enormous expenditure has to be met by us; indeed this

is gross injustice.  Furthermore, we may never be able to recover the arrears of

payment amounting to hundreds of millions of dollars incurred by the office of the

United Nations High Commissioner for Refugees and have to shoulder this financial

burden eventually.  Sir, at a time of economic downturn and limited means, we find

it difficult to continuously tolerate the endless burden of the Vietnamese boat people

issue which has been imposed on us high-handedly.  Sir, allow me to put it bluntly.

We are disappointed that in handling the issue of the Vietnamese refugees/boat people

the British Government has not tried its best to safeguard the interests of people

in Hong Kong.

Sir, with regard to pre-primary education for young children, I have pointed out

in the debate on the motion of thanks in 1985 that with the rising standard of living

in Hong Kong, kindergarten education has already been widely considered as essential

for children nowadays.  In some countries, consideration has also been given to

making kindergarten education an integral part of the national education system, just

as education in primary and secondary schools.  In 1985 I urged the authorities

concerned to make kindergarten education a segment of the basic education programme

in Hong Kong and to actively subsidize the development of kindergarten education and

the training of kindergarten teachers.  Lately, my aforesaid requests have won the

approval and support of many organizations, individuals and indeed Members of this

Council.  In my speech during last year's Budget debate, I again urged the Government



to expedite actions on improving kindergarten education, and I mentioned that the

meagre salary of child care workers was so humiliating that many dedicated teaching

staff in this field had to change their occupations in order to earn a better living.

The authorities concerned have recently approved an increase of school fees for

kindergartens to improve the salary level of kindergarten teachers, and this can be

regarded as a step forward in this direction.  However, such a step to improve the

salary level of kindergarten teachers by way of increasing school fees will ultimately

exacerbate the financial burden of parents.  Under the recently announced fee

remission scheme for kindergartens, the eligibility criteria for applying for

remission of fees are not geared to the income level of ordinary families, resulting

in most of the parents being unable to be benefited by this scheme.  It is most

regrettable that this subsidizing scheme should be nothing more than a nominal one.

I hope that the authorities concerned will rectify this scheme and raise the level

of subsidy as soon as possible.

Sir, in conclusion, with the public concern over the implementation of the massive

infrastructural programme, a task force should be set up as soon as possible by the

Administration to carefully map out the scope of the infrastructural programme, to

assess the general public's affordability, to decide on the priorities of the

programme and to arrange for funding.  As for the increase of taxes, the Government

should be prudent enough to avoid introducing any additional levies and fees which

may adversely affect the livelihood of the general public.  In view of the fact that

public confidence has not yet been fully restored, any unnecessary and unjustifiable

expenditure ought to be cut down.  We should avoid the imposition of any drastic

increase of taxes levies, lest it should trigger off resentment and agitation which

may in turn intensify the problems of brain drain and social instability.

Sir, I have reservations for the drastic increase of rates, fuel tax and water

tariffs.  With these reservations, I support the motion.

MR. PETER WONG: Sir, the Financial Secretary's Budget this year is consistent with

his previous messages of stability and prudence.  However, it offers little by way

of tangible solutions to our high rate of inflation and long-term financial planning

-- it merely follows the formula of keeping back less in reserves in difficult times

and reducing tax rates in good times.  There are no real answers as to how to meet

any unforeseen shortfalls in revenue or run-away expansion of the public sector.  I

shall illustrate this lack of effective financial planning in public expenditure



growth, the unresolved question of civil service pensions and the financing of public

services.

The Budget for 1990-91 has been balanced by tinkering with various revenue

measures designed to raise money with the minimum of hue and cry. We have been lucky

in that the Inland Revenue Department has been computerized in time and revenue yields

have been improved following the past economic boom. We cannot depend on such good

fortunes again.

I would echo the warning of the Honourable Martin BARROW against over-zealous

collectors of revenue in their exploration of novel sources of revenue.  It is my

perception that the Inland Revenue Department in the past few years has sought to

upset established conventions in order to improve yields.  I need not quote the recent

cases since the Financial Secretary is well aware of them.  In the current political

climate and in view of our many overseas competitors who would clearly wish to take

over our existing businesses, we will do well to monitor closely the result of these

policies by the Inland Revenue Department.  A short-term improvement in yields may

result in the permanent loss of those taxpayers to more welcoming shores.

Article 107 of the Basic Law states that the Budget of the Hong Kong Special

Administrative Region shall be kept commensurate with the growth rate of its gross

domestic product. Neither the Budget for the current financial year nor the

medium-term forecasts up to 1994 follow this principle.  Real growth in GDP is

expected to average 5.5% per year, whilst real growth in consolidated public sector

expenditure is set to average 6.6%.  Over the next four years, consolidated public

sector expenditure as a proportion of GDP is set to rise from last year's 17% to 19%.

While I accept that education, health, environmental protection and

infrastructure are all vital services that need substantial increases in the

allocated amount of resources, it is not acceptable for the Government to use an

increasing slice of its income to grant civil service wage increases over and above

natural increments.  This is because higher levels of government consumption run the

risk of slowing further an already declining expansion rate of our economy.

Furthermore, if increases in government consumption demand continue to outstrip

increases in the economy's capacity to supply, then inflationary pressures within

the economy can only magnify.

The fact that inflation last year averaged 10.1%, while retained import prices



grew only by 1% indicates that most of our inflation has been domestically generated,

encouraged to a large extent by the strong upward pressure on wages resulting from

a tight labour market.  By accepting the Civil Service's wage demands, the Government

is merely fuelling further a damaging inflationary wage spiral.  These wage increases

are hardly acceptable especially when they are far above the rate of inflation and

are not warranted on the grounds of increased productivity.

There is an ever increasing need to ensure that the public get value for money

from the Civil Service.  After a few years of plenty, there will be fat in the Civil

Service.  We now need to shake and squeeze out that excess fat so that we can be trim

and fit.  This does not always mean cut in expenditure. Sometimes you have to spend

money to make money.  Resources should be allocated to those projects that will

achieve enhancement in service or reduction in cost such as computerization.  As we

are all members of the Finance Committee, I will give notice that I for one will be

very critical of any requests for additional posts and will be on the constant lookout

for means of extracting greater efficiency from the Civil Service.  I am sure that

my colleagues will join me in this effort.  Inevitably, there will be squeals, but

the service will then become healthy.  It is now also time that Government do

something about the civil service salary levels methodology in order to minimize the

see-saw effect of pay trends between the public and private sectors.

The Financial Secretary apparently wishes to stabilize revenue yield so that the

public sector can be immune to the fortunes of Hong Kong's economy and thus preserve

the iron rice bowl for the civil servants.  Civil service remuneration has gone up

from 59.7% of overall government expenditure in 1985 to 61.4% last year.  This is

expected to rise to 62.8% in 1990-91.  My primary concern is the exceedingly generous

fringe benefits which are not clearly visible in the Budget as remuneration.  We

should cost in an actuarially adjusted portion of the pension costs in calculating

just how much it really costs to employ our civil servants.

Under the present cash accounting convention adopted by the Government, deferred

pension benefits hide the true cost of the pension scheme until a later date.  Civil

servants are working and earning their pensions right now.  When they retire, the

past generosity shown in pay increases has to be paid for all in the years of retirement.

And this, Sir, is really "passing the buck".

It is estimated that the pension payments can add something like one third to

the straight salary bill.  The sum to be paid out for civil servants' pensions this



year is to surge by almost 50% to $2.88 billion over the 1989-90 figure. Political

uncertainties aside, the amount of vested benefits to be handed over in 1997 estimated

at some $120 billion offers strong argument for the funding of civil service pensions,

and the Administration should at least admit that there is a problem.

Here I would advocate that the Government bite the bullet of past inaction and

adopt a plan to fund the civil service pensions over say 10 years and practise what

it is attempting to preach to the private sector.  Not only must we stop paying lip

service to such an obligation, we must also recognize it in our accounts and make

tangible provision for it.  The new airport would only get built when we fully

recognize and honour all our obligations.

Coming from the accountancy profession, I am naturally concerned about balancing

the public accounts.  With the steadily increasing demand in public services, the

growth in public spending is inevitable.  Medical spending is slated to increase to

10% of overall government expenditure by 1993-94.

On top of this, there are the multi-billion dollar infrastructure projects which

in principle should not be directly financed by the taxpayers.  My honourable

colleagues have spoken at length on the conflict between economic development and

people's livelihood, elaborating on the negative effects of increases in indirect

taxation.  However, I wish to raise the fundamental question of how we can achieve

constant increases in services without corresponding increase in taxation.

I believe that collectively, the users of public service have to pay for the cost

of these services in the form of taxes.  It is only reasonable that improved service

quality should result in recovering more from consumers who get better value for money

by having to pay a reasonable fee.  In the light of the new Hospital Authority, the

fee-charging policy, which is vital for financing the much needed services, must

ensure that people can pay what they can afford. Bearing in mind that those who cannot

afford to pay in full are relying on the earning power of those who can afford to

do so, it is necessary to work out the reasonable level of fees that will ensure quality

service as well as fairness for all. What we need is a long-term health policy that

delivers good health care for the entire community as well as makes good economic

sense.

As for the financing of the infrastructure project, the magnitude of the scheme

alone makes participation by the private sector compelling.  I believe that the



private sector can carry out the infrastructure projects at a more cost effective

manner than the public sector.  However, foreign investments and international

financing for the projects depend to a large extent on the political climate which

is largely beyond our control.  All this Government can do is to work hard to increase

Hong Kong's attraction to foreign investors who will be lured to take part in the

construction of the future Hong Kong.  Not only must the Hong Kong Government do its

utmost to make Hong Kong attractive to foreign investors, it must also not ignore

the sensitivities of China.  There has to be an improvement in communications between

the two so as to avoid misunderstanding.  If investors fail to see any profit

potential in the proposed developments, the Government will be forced to finance a

high proportion of what must then be a lame project.

Sir, political convergence has played such a prominent role in the debate over

the constitutional aspects of the Basic Law that the need for economic convergence

must not be forgotten.  Now that we have the full version of the Basic Law, we should

be looking into the detailed economic aspect of the document.  We should address the

issues of raising public sector revenue in the most cost efficient ways possible,

and devising a tax base which will encourage both stability and prosperity.

Furthermore, the Government would do well to undertake a timely review of our whole

taxation system, aimed at striking a balance between direct and indirect taxation

to maximize the revenue yield, and taking the long-term view of our relationship with

China and the world.  We also have to recognize our emerging role as a service centre

for southern China, whilst giving no less prominence to our own manufacturing base.

What we need now is a solid economic plan against which we can measure our progress.

Only by planning ahead will we be able to demonstrate our future prosperity upon which

people's confidence is based.  The realization that there will be a prosperous future

for Hong Kong will enable people to accept more readily the changes laid down by the

Basic Law, thus restoring stability to the territory.

Sir, before closing, it is necessary for me to bring up here once more the problem

of acute shortage of accountants.  Demand for accountants with their broad commercial

training and quality financial management experience has been growing with economic

expansion in Hong Kong and China.  This was further aggravated by the brain drain

of some of our most promising members through emigration.

Unless something is done to improve the accountancy manpower situation, Hong

Kong's international reputation as a world financial centre will be in jeopardy.  A



steady supply of good local accountancy graduates will ease pressures on a wide cross

section of our commercial organizations.  I hereby urge that higher priority be given

by our tertiary and vocational training institutes to the allocation of resources

for accountancy training as a matter of urgency.

With these remarks, Sir, I support the motion.

ATTORNEY GENERAL: Sir, I move that the debate on this motion be adjourned.

Question on the adjournment proposed, put and agreed to.

Adjournment and next sitting

HIS EXCELLENCY THE PRESIDENT:  In accordance with Standing Orders I now adjourn the

Council until 2.30 pm on Wednesday, 2 May 1990.

Adjourned accordingly at twenty-three minutes to Eight o' clock.


