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MR ERIC LI: Madam President, on behalf of the Public Accounts Committee
(PAC), I have the honour to table our Report No. 35 today.

The Report corresponds with the Report of the Director of Audit on the
Accounts of the Government of the Hong Kong Special Administrative Region
for the year ended 31 March 2000 and his Report No. 35 on the results of value
for money audits completed between March and September 2000, which were
submitted to you on 30 October 2000 and tabled in the Legislative Council on 15
November 2000.

The PAC Report No. 35 contains three main parts:

(a) the PAC's assessment of the actions taken by the Administration in
response to the recommendations made by the PAC in our previous
Reports Nos. 32, 33 and 33B;

(b) our observations on the Report of the Director of Audit on the
accounts of the Government for the year ended 31 March 2000; and

(c) the conclusions reached by the PAC on the Director of Audit's
Report No. 35.

As 1is the usual practice, we have selected for detailed examination only
those chapters in the Director of Audit's Report No. 35 which, in our view,
referred to more serious irregularities or shortcomings.

The Report tabled today covers our deliberations on six of the seven
subjects selected.

The PAC had originally scheduled to hold a public hearing on the subject
relating to "Construction of two bridges" on 7 December 2000. However, the
Director of Highways requested that the hearing be conducted in camera. We
have sought information from the Director, including justifications for his
making the request and information relevant to our examination of the Director
of Audit's Report. To allow ourselves more time to consider the various issues
involved and the information that has been provided to us, we have decided to
defer a full report on this subject, and will endeavour to finalize our report to the
Council at the earliest opportunity.
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Turning to the six substantive issues covered in this Report, I would like to
mention first the Government's efforts to control flooding in the urban areas.

The PAC is seriously dismayed at the neglect of duties on the part of the
Director of Drainage Services because, after the Drainage Services Department
(DSD) had accepted its consultant's recommendation relating to the West
Kowloon Stormwater Drainage Improvement Study, the DSD had not carried out
a check on the hydraulic model of the Study some eight months after the
acceptance of the Final Report on the Study. The omission of significant flow
data in the hydraulic model had thus gone unnoticed for two years. Besides,
there was a delay of almost two years in addressing the issue concerning the
potential overflow from the Kowloon group of reservoirs. There will also be a
delay of three years in the completion of all the drainage improvement works for
West Kowloon.

The PAC is concerned that the Director of Drainage Services relies
heavily on consultants in many facets of his work, and about the way the DSD
monitors its consultants. The DSD used a consultant on the West Kowloon
Stormwater Drainage Improvement Study, but did not closely monitor the
consultant's work. In the end, another consultant had to be engaged later to
review the West Kowloon drainage improvement strategy. The PAC considers
that the Secretary for Works has the responsibility for ensuring that the Director
of Drainage Services has the ability and procedures to monitor the consultants.

The PAC condemns the DSD and the Territory Development Department
for dereliction of duties in the handing over of new culverts in the West Kowloon
Reclamation. There was a lack of co-operation between the two departments as
they tried to shirk the responsibility for the desilting works in order to avoid the
cost, ignoring the public interest. This has resulted in the delay in handing over
the new culverts. The delay in the handing over of new culverts to the DSD for
proper maintenance resulted in the accumulation of silt in some of these culverts,
aggravating the flooding problem in West Kowloon in 1997.

The PAC notes that, to forestall the recurrence of such a state of affairs,
the Director of Territory Development has issued a technical memorandum
emphasizing the importance of adequate consultation with the DSD on handing-
over arrangements at the planning stage of the works, and the Secretary for
Works has issued a new technical circular to remind works departments to refer
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unresolved interdepartmental works issues to heads of departments and the
Works Bureau for an early resolution of the issues. However, we believe that
the crux of the problem lies in the attitude of the government officials concerned.
Circulars by themselves are unable to prevent the recurrence of similar incidents.
We consider that having a responsible attitude when discharging public duties is
as important as having a properly documented procedure.

Regarding the Government's support and administration of kindergarten
education, the PAC is particularly concerned about the control of kindergartens'
miscellaneous fees. The PAC is dismayed that there was a lack of control on
miscellaneous fees and charges and many kindergartens had derived substantial
profits from such fees and charges. Although the Education Department (ED)
had issued guidelines on the profit limit of 15% in the sale of school items, many
kindergartens did not follow these guidelines. The ED had not established any
mechanism for ensuring compliance with the guidelines, nor had it issued any
specific guidelines on the profit limit in the provision of paid services by
kindergartens.

In this connection, the PAC urges the Director of Education to take
expeditious measures to strengthen the control on miscellaneous fees and charges,
including defining more clearly the components of "inclusive fee", which is
referred to in section 14(1)(d) of the Education Ordinance. We also urge the
Director of Education to require kindergartens to provide a breakdown of their
optional fees and charges not regarded as the "inclusive fee", and including such
information in the 2000-01 kindergarten profiles for parents' reference. We
further urge the Director of Education to take actions against those kindergartens
which have failed to comply with the ED's guidelines on the charging of
miscellaneous fees.

On the use of employers' returns and notifications for assessing and
collecting salaries tax, the PAC is seriously concerned that there have been
write-off cases of tax due from employees who were recruited from outside of
Hong Kong and who left Hong Kong on termination of their employment without
first paying their tax. The amount of the tax written off was $213 million for
the three years from 1997-98 to 1999-2000. In some of the write-off cases, the
Inland Revenue Department (IRD) had taken a long time to obtain a departure
prevention direction.
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The Acting Commissioner of Inland Revenue has told the PAC that prior
to the enactment of the Personal Data (Privacy) Ordinance, the IRD had kept a
watch list of tax defaulters. When an individual's tax was written off, the IRD
automatically advised the Director of Immigration to place the individual on the
watch list. Then every time the tax defaulters entered or left Hong Kong, the
Immigration Department would inform the IRD of such movements and his
current address.  Since the enactment of the Personal Data (Privacy) Ordinance,
this information was not so readily available. The IRD had to comply with
more stringent procedures for obtaining personal data for tax recovery purposes.

However, in examining the evidence, we have found that the Immigration
Department has all along had a procedure to provide to the IRD a defaulting
taxpayer's address or other information the same day an urgent request is made
to the Immigration Department. Moreover, under the Personal Data (Privacy)
Ordinance, personal data required for the "assessment or collection of any tax or
duty" are exempt from the relevant data protection principles. The Acting
Commissioner of Inland Revenue's response is clearly misleading. We are also
seriously dismayed that he has sought to use the Personal Data (Privacy)
Ordinance as an excuse and shift the blame to the Immigration Department. We
urge the Commissioner of Inland Revenue to take expeditious action to recover
tax without further excuse.

The PAC notes that the IRD has now set up an ad hoc committee to
examine how best to implement the audit recommendations, including the tax
treatments for employees who are more likely to evade tax by leaving Hong
Kong. In this regard, the PAC is mindful of the need to safeguard the human
rights of all individuals. As such, we urge the Commissioner of Inland
Revenue to ensure that the ad hoc committee, in considering the various
proposals for securing payment of tax from taxpayers who are more likely to
evade tax, will seek legal advice on whether such proposals are in compliance
with human rights protection of individuals.

We have conducted two public hearings on the subject "Interdiction of
government officers". The PAC finds it unacceptable that there are interdiction
cases in which disciplinary proceedings have lasted even longer than criminal
proceedings, and that it is not uncommon for disciplinary proceedings to last for
more than one year. We urge the Secretary for the Civil Service to
expeditiously streamline the existing disciplinary procedures with a view to
speeding up the release of interdiction cases.
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Regarding the withholding of salary during interdiction, we are concerned
that whilst all other interdicting authorities follow the general guideline for
implementing legal provisions authorizing the withholding of pay in respect of
officers who are interdicted when disciplinary or criminal proceedings are being
instituted or are about to be instituted against them, the Hong Kong Police Force
alone grants full pay to all police officers below the rank of Superintendent who
are interdicted for the same reason. We acknowledge the Commissioner of
Police's admission that the current practice should be rectified because, by
applying such a practice to all cases, he would have failed to exercise his
discretion appropriately.

The PAC considers that the Commissioner of Police's proposed revised
policy of making a direction on the proportion of pay to be withheld from a
police officer below the rank of Superintendent, who has been interdicted under
section 17(1)(a) of the Police Force Ordinance, is in line with the policy
applicable to the rest of the Civil Service and should be supported.

The PAC has examined in detail the administration of the retraining
courses of the Employees Retraining Board (ERB). We express dismay and
serious concern over the ERB's unsatisfactory performance, as demonstrated by
its failures to verify, on a regular basis, the accuracy of job placement
information compiled by the training bodies under the Employees Retraining
Scheme; to define the minimum period of employment before calculating job
placement rates, thereby inflating the rates and the value of its retraining
programmes; to adequately monitor the expenditure incurred by the training
bodies in operating retraining programmes; and to exercise sufficient controls
over the frequency of retrainees attending full-time courses.

The PAC is aware that over the years, Members of the Legislative Council
had time and again expressed concerns about the effectiveness of the retraining
programmes. For instance, at the meeting of the Finance Committee held on 10
May 1996, Members expressed concern about the effectiveness of the retraining
programmes in meeting the objective of helping the unemployed to rejoin the
labour market and about the absence of objective yardsticks in assessing the
usefulness of the courses. They were also concerned that given the short
duration of the courses, it would be difficult to adequately equip the retrainees
with the skills required for the purpose of joining a different trade. At the
meeting of the Panel on Manpower on 7 January 1999, Members expressed
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concern about the monitoring of the training bodies' performance by the ERB.
The PAC's current Report proves that the concerns of our colleagues were
well-founded.

We recommend that the Executive Director of the ERB should adopt more
objective and credible criteria, such as setting up a minimum period of
continuous employment by a trainee, for arriving at job placement rates so as to
establish the real value of its work.

The PAC notes that there are people who are unlikely to benefit from the
existing short-term retraining programmes. In this connection, we urge the
Secretary for Education and Manpower to review the criteria for admission to the
ERB's programmes in order to identify other more effective and efficient options,
in the light of job placement experience and the current higher unemployment
rate compared to that in 1997 when the Executive Council's policy directives on
target retrainees were set.

The PAC also urges the Secretary for Education and Manpower to
critically review the anomalies that have been identified and ensure that the ERB
has taken effective corrective actions on a timely basis, in advance of the next
funding application.

In examining the subject "Comprehensive Redevelopment Programme of
the Housing Authority", the PAC bears in mind the fact that housing resources
are important and scarce resources of the community and the primary objective
of the Comprehensive Redevelopment Programme is to improve the living
environment of the residents and the environment in the community, not to
achieve savings. The PAC, therefore, does not accept the view that as the
average length of redevelopment project delays was short and the number of
vacant flats was small, the problems of project delays and vacant flats are not
serious. Rather, we consider that any delay should be dealt with squarely,
because families on the Waiting List for public housing will have to wait for a
longer time as a result.

In order to make economic use of vacant flats pending redevelopment, the
PAC urges the Director of Housing to review the feasibility of letting out such
flats to the public and families on the Waiting List on a short-term basis,
especially those that are situated at popular locations do not require much
refurbishment and can be leased for at least two years prior to redevelopment.
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Madam President, as always, the PAC has made its conclusions and
recommendations in this Report with the best intentions and with the aim of
achieving value for money in the delivery of public services. We hope that the
Administration will respond constructively to the Report.

I wish to register my appreciation of the contributions made by members
of the PAC. Our appreciation also goes to the representatives of the
Administration and other organizations who have attended before the PAC.
Last but not least, we are grateful to the Director of Audit and the staff of the
Legislative Council Secretariat for their unfailing support and hardwork.

Thank you.
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Competition in Local Fixed Wireline-based Telecommunication Network
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Bills read the First time and ordered to be set down for Second Reading pursuant
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2001 FEFH (f257) EHER)
TELECOMMUNICATIONS (AMENDMENT) BILL 2001

SECRETARY FOR INFORMATION TECHNOLOGY AND
BROADCASTING: Madam President, I move the Second Reading of the
Telecommunications (Amendment) Bill 2001.

Under the Telecommunications (Amendment) Ordinance 2000 (Cap. 106)
passed by the Legislative Council in June 2000, the Telecommunications
Authority (TA) is empowered to issue various telecommunications licences
under section 7, including the carrier licences for third generation (3G) mobile
services, and allocate frequencies of the radio spectrum under section 32H.
Section 321 provides that the Secretary for Information Technology and
Broadcasting may by regulation prescribe the level of, or the method for
determining, the spectrum utilization fee which is above the simple recovery of
cost of government service. There is, however, no express provision to
empower the TA to consider the payment of spectrum utilization fees in issuing
telecommunications licences and in allocating spectrum, as would be required in
a licensing or allocation exercise where spectrum auctioning is involved.

As regards the licensing of 3G mobile services, we have widely consulted
the industry and the community in March and October last year respectively.
Following this consultation, we announced yesterday that we are going to issue
four licences for 3G mobile services by a pre-qualification exercise followed by
the spectrum auctioning. We believe that this method will be generally
accepted by both the industry and the public. Given that this is the first time the
spectrum auctioning is involved in issuing telecommunications licences in Hong
Kong, and taking into account the recent experience of European auctions for the
3G licences, we propose to make some technical amendments to the
Telecommunications Ordinance to provide a firm legal basis for the chosen
licensing method.
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The proposed amendments to the Bill aim at clarifying the power of the
TA and the Secretary for Information Technology and Broadcasting in spectrum
auctions and tenders. Specifically, the Bill has two main objectives as follows:

Firstly, the Bill seeks to remove any uncertainty on whether the TA has the
power, in issuing licences and allocating spectrum, to take into account
considerations such as the spectrum utilization fees of qualified bidders in a
spectrum auction. And secondly, the Bill will establish clearly the respective
roles of the Secretary for Information Technology and Broadcasting and the TA.
The Secretary for Information Technology and Broadcasting will prescribe the
level of, or the method for determining, the spectrum utilization fee (for example,
by cash or royalty auction), and the TA to set the terms and conditions of the
auctions and tenders apart from issuing licences and allocating spectrum.

Now, may I go on to brief Members on the major provisions of the Bill.

Clauses 2 and 3 amend sections 7 and 32H of the Ordinance to expressly
provide that, in issuing licences or assigning spectrum frequency, the TA is
empowered to regard the fees arising from the auction, tender or other methods
under section 32I(2)(b) as a determining factor. This aims to stipulate clearly
the relevant considerations that the TA may take into account in exercising his
power.

Clause 4 amends section 32I of the Ordinance to clarify that the Secretary
for Information Technology and Broadcasting will prescribe by Regulation the
level of spectrum utilization fees, or the methods for determining the spectrum
utilization fees, including auction, tender or any other method that she thinks fit.
The Regulation may also empower the Secretary for Information Technology and
Broadcasting to specify the minimum amount of the fees. In case of an auction
or tender, the Regulation may empower the TA to specify the terms and
conditions of the auction or tender. Breaches of these terms and conditions may
lead to penalties including disqualification, forfeiture or enforcement of the
security lodged, and where the applicant has already obtained the licence,
cancellation, withdrawal or suspension of the licence. Such penalties are
intended to serve as a deterrent against collusion or other malpractices during
and after the bidding process which are detrimental to public interest. To
prevent the abuse of this avenue for delaying or challenging the grant of licence
by a dissatisfied bidder, the newly added section 321(6) provides that such power
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could only be exercised by the TA if the complaint is made by the bidder within
three months after the date on which the outcome of the exercise has been
publicly announced.

Lastly, clause 5 amends section 34 of the Ordinance to expressly exclude
from consideration by the TA and the Chief Executive in Council the payment of
spectrum utilization fees under section 32I of the Ordinance or other licence fees
a licensee may have already made when they exercise their power to cancel,
withdraw or suspend any licence. This is to avoid undermining the
effectiveness of the deterrent power under section 34. Moreover, the clause
also provides that, like other licence fees, no spectrum utilization fees would be
refunded.

The Telecommunications (Amendment) Bill 2001 is an important Bill
proposing technical amendments to the Ordinance. It aims to provide a firm
legal basis for the 3G licensing exercise and any future licensing exercises
involving the payment of spectrum utilization fees.

To tie in with the grant of licences for 3G mobile services, we plan to
finalize as soon as possible the proposed Regulation to be made by the Secretary
for Information Technology and Broadcasting under the new section 321(2) after
tabling the Bill to the Legislative Council. The Regulation is to prescribe the
method of spectrum auctioning based on royalty payment, subject to a minimum
guaranteed payment, as we announced yesterday. We intend to make public the
proposed Regulation shortly not only to allow the Legislative Council to consider
the proposed Regulation in conjunction with the Bill, but also make clear to the
interested bidders the legal basis on which the 3G licences will be granted. The
Regulation will implement the chosen method which, as I mentioned yesterday,
is the best way to balance the views of various parties after the extensive
consultation we had conducted, taking into account the fast changing
developments in global telecommunications market, as well as characteristics of
the Hong Kong market. It best meets our policy objectives and is in line with
the long-term interests of Hong Kong.

The enactment of the Bill is the prerequisite to the invitation of applicants
for the licences for 3G mobile services. I, therefore, appeal to this Council for
support in passing the Bill as soon as possible. The timely issue of 3G licences
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will allow Hong Kong to enjoy 3G services at the same time as other advanced
economies and keep Hong Kong in the forefront of the mobile services of Asia.

I hereby commend the Bill to Members. Thank you, Madam President.
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Mr LAU Chin-shek rose to claim a division.

ERE B TOMBERCARR - RREBGE 3 0# -

R RAEMBRR -

= \

T DLa 5

R ESMEZHEEHARR - MR REHEE > RAEFEIERRE > RS

H oo

Ty he Hl B -

Functional Constituencies:

THHHEA  HILREES  AERRKE  FEHERE  HFEERA  FEH
mEC FIREERE > aEmES  RTFARE - LHEZRERZINEZRASE
B o

EHERE CROUER TR ERE BELERE BihE=R = H. 54
mECmHAREE EEEERA  BIOLRE  FRERE  -WKEEA
REFEHRR -~ HRKEERANE laﬁ%/g\}iﬁ



g — 2000 2R 14 H
LEGISLATIVE COUNCIL — 14 February 2001 87

T EE MGERZEF
Geographical Constituencies and Election Committee:

MHEM#ER  TEARE  REEERE FTORE FEWEE R ERE
wh HE R

MERLCEE FHEMER - FHEVEE - REHZRE  BERZEE - BRENK
mEHEBEE  BHREE  FILEEE  ERLEEE WHREERE A
EEHES > EREEERE  HRERR  HERER  =mNERE - REUE
BE-REERENBEREAENY -

/3

H
T
s
&Hg
Yl
(oofa|
it
=t

% B

KE
af
W
&

FREEAAEHIE Iﬁ“f@%%%ﬁ@%% B 25 NHTE > 11 A& 14 AR
HomHErEEERERLZEGERELNEE R 26 AHHFE 6 NEH
19 AR - BN EERESHE 2 EREHEE 7 R -FEE K > MR EEM
R AR
THE PRESIDENT announced that among the Members returned by functional
constituencies, 25 were present, 11 were in favour of the motion and 14 against it;
while among the Members returned by geographical constituencies through
direct elections and by the Election Committee, 26 were present, six were in
favour of the motion and 19 against it. Since the question was not agreed by a
majority of each of the two groups of Members present, she therefore declared
that the motion was negatived.
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THE PRESIDENT'S DEPUTY, MR FRED LI, took the Chair.
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DR DAVID LI: Mr Deputy, may I thank the Honourable LAU Chin-shek for
proposing today's motion, so that this Council may debate issues relating to the
upcoming deregulation of interest rates.

This is an important and timely topic. I have consulted widely with my
colleagues at the Hong Kong Association of Banks (HKAB) and in the Finance
Functional Constituency, and I am pleased to speak on their behalf on this motion,
as the representative of the Finance Functional Constituency.

Deregulation of interest rates on 1 July this year is casting a long shadow
over the banking industry in Hong Kong. There are 154 licensed banks in
Hong Kong, currently operating a total of 1547 individual branches.
Competition is already very intense. With deregulation, it will be even more
SO.

In advance of deregulation, each bank is striving to establish its own
identity in the marketplace. Not every bank can provide all the services that the
community requires. With deregulation, banks will increasingly choose to
serve those segments of the market in which they enjoy a competitive advantage.

Recently, one bank in Hong Kong chose to de-emphasize counter services
in favour of individual investment counselling. Another introduced a fee to
discourage low balance and inactive accounts, while yet another is offering $100
to open a new account. The "mortgage war" has driven mortgage interest rates
from prime rate plus 1% to prime rate minus 2.25% in just three years.

Are these the features of a cartel? No, they are evidence of an intensely
competitive market.
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As regards giving the Code of Banking Practice statutory effect, the Code
is effective precisely because it is not enshrined in legislation. It is reviewed
and amended promptly to keep up with changing circumstances, and to ensure
the continuing good conduct of banks in Hong Kong.

Giving the Code statutory effect would harm, rather than enhance, the
protection of depositors and consumers, as updating the Code through the
legislative process would be significantly more cumbersome.

May I point out that the Code is endorsed by the Hong Kong Monetary
Authority (HKMA), and the HKMA takes an active role in both the formulation
and revision of its provisions. The HKMA also monitors compliance, as part of
its regular supervision. No gain or benefit will arise from giving the Code
statutory effect.

Deregulation will bring change. One bank will not be the same as the
other. Customers will need to make a choice, based on their individual needs.

Banks do charge a number of fees for the services that they offer. This is
only natural, according to the well-established principle of "user pays". The
number of fees and charges may, or may not, rise following deregulation.
Accordingly, consumers will need to make themselves aware of the fees charged
by their banks. In future, owning and managing a bank account may not be as
simple as it is under the current regulated environment. Deregulation will bring
increased responsibility for each account holder.

The real issue is whether customers will be able to make an informed
choice. This is the concern raised by the Consumer Council in its recent review
of bank fees and charges.

I can assure you that the HKAB is firmly committed to full transparency in
the setting of fees. Discussion is under way within the HKAB, in consultation
with the HKMA, to revise the Code of Banking Practice to strengthen the
provisions on transparency. These provisions are expected to come into effect
very shortly.

Even before adoption, many banks are implementing the new policies on
transparency. Certainly, our free and open press will be monitoring and
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reporting on bank charges, advising consumers of the choices available. That is
the benefit of our free and competitive market.

The motion before us expresses concern that the elderly and the
disadvantaged groups in our society will be adversely affected by deregulation.
This is very much a concern of the banks as well.

A number of banks, therefore, have already entered into dialogue with the
Government to develop a fair and equitable distribution system, so that recipients
of government benefits may continue to receive social assistance payments
without charge. The elderly and the disadvantaged must not be the victims of
deregulation. Together, we should strive to develop an efficient and effective
system as soon as possible.

Regarding payroll accounts, there has been much speculation about what
may or may not happen. May I point out that these accounts are a valuable
source of new business for a bank. They are active accounts, and the account
holder is a potential customer of the bank's other services, such as credit cards
and consumer loans. Furthermore, the bank is likely to have a good business
relationship with the employer, and will want to see that relationship grow and
prosper. It is wrong to look at payroll accounts in isolation.

In closing, I would like to quote the advice of the Consumer Council, from
the recent article on bank charges in Choice magazine. The HKAB has written
to the Consumer Council expressing full support for these recommendations:

(1) In choosing a banking service, consumers should take into account
not just the interest rate, but the fees and charges as well.

(2) Consumers should compare charges. Check out information
before using the service.

(3) Read bank statements and letters from banks for any announcement
of any change in policy.

(4) Review the number of accounts you now hold. Only keep those
that you really need.
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(5) Be more careful to avoid paying charges for errors in making out
cheques, inadequate balance, and so on.

I reiterate that the HKAB and the Finance Functional Constituency fully
support the Consumer Council's recommendations. I regret that I am unable to
support the Honourable Member's motion, nor any of the amendments.
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MR BERNARD CHAN: Mr Deputy, may I start by firstly claiming my interest
as a director of a local bank.

This motion is not simply about the banking industry. It is about the
whole concept of a free market. The Hong Kong insurance industry operates in
a totally free market. As a result, it is currently subsidizing many of its
customers. In motor and employee compensation insurance, insurers are
paying out in claims much more than they receive in premiums. Across the
board, the general insurance industry here loses money.

This does not prompt any sympathy from our Government, from the
Legislative Council or from consumer groups. This is free market competition,
we are told, and you have to take the rough with the smooth. However, it
seems that when it comes to banking, our community wants to have its cake and
eat it.
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For many years, consumer groups have asked for deregulation of the
interest rates offered by banks. They are right to do so. Deregulation
increases competition. And on the whole, more competition means better
services and lower costs for consumers. In this case, banks will probably offer
better interest rates to savers.

However, as with any change, there are likely to be losers as well as
winners in the short term. Customers will be able to pick and choose among
banks to find the best deals. Some banks may lose customers as a result. But
this works both ways. Banks will also pick and choose among customers. In
the past, banking services have been subsidized by the interest rate agreement.
Now, that will change.

Hong Kong banks may start to do what banks overseas do. They may
charge customers for writing more than a certain number of cheques every
month. They may offer higher interest on larger deposits, and so on. They
may use such mechanisms to target particular types of retail customers.

There is no reason at all for the Government to interfere with this process.
Deregulation of interest rates was bound to create some changes. Banks have
been saying this for years. My friends in the Democratic Party were told this
seven years ago.

In 1994, the Consumer Council released its report and demanded the
ending of the interest rate agreement. The Chairman of the Hong Kong
Association of Banks then was Paul SELWAY-SWIFT. He made it plain that
banks lost money on smaller accounts. He said in the South China Morning
Post on 8 March that year, and I quote,

"Without doubt, this cost will be passed on to the customers if banks need
to pay a higher deposit rate."

He also warned that small depositors could even be squeezed out of the
market, as had happened in the United Kingdom and the United States after
deregulation.

The Chairman of the Consumer Council in those days was Prof Edward
CHEN Kwan-yiu. He said, in the same article, and I quote,
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"We do not believe that charges will be very much higher after the
abolition of the interest rate agreement. We believe that competition will
increase efficiency."

He also made the point that it was for customers to choose what kind of
service charges they were prepared to accept.

What a pity that some members of the community have lost their
confidence in the free market.

In practice, some of the changes that people fear are unlikely to happen.

Many banks provide accounts for all the staff on the payroll of a company.
A bank would be stupid to charge those people for having small accounts,
because the company concerned might move its payroll business to another bank.

Similarly, a bank would be stupid again to impose charges on welfare
recipients.  People would telephone the radio stations and write to the
newspapers. They would say how much they hate that bank. And the bank
would probably lose business.

But, either way, it is the bank's choice. The Government should not
decide for it.

Some banks will probably want to concentrate on middle-class customers.
That, too, is their choice. But I am sure that there will be plenty of other banks
happy to accept small deposits.

If there really were a group of people who could not obtain affordable
banking services, some form of government action might be necessary. But
there is absolutely no evidence that this deregulated market will fail in that way.

The supporters of this motion are asking the Government to tell banks how
to run their business. And they are asking banks to subsidize some customers at
the expense of others. In both respects, they are wrong.

People asked for deregulation — they got it. It involves change. They
have been told that since 1994. They cannot ask for new regulations because
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they do not like some of the changes. If there is a demand for cheap banking
services for small depositors, someone will offer such services. Just let the free
market do it, not the Government.

Consumer activists are right to call for an end to the fixing of interest rates.
They know that more competition will produce a wealthier society. But they
must accept that it can create losers as well as winners. Like us in the insurance
industry, they must take the rough with the smooth.

Thank you.

REXZTFHRZAGRERERL IR -
THE PRESIDENT'S DEPUTY, MRS SELINA CHOW, took the Chair.
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THE PRESIDENT resumed the Chair.
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Mr CHAN Kam-lam rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 26 were present, 16 were in favour of the amendment, eight
against it and two abstained; while among the Members returned by geographical
constituencies through direct elections and by the Election Committee, 28 were
present, 20 were in favour of the amendment and seven against it. Since the
question was agreed by a majority of each of the two groups of Members present,
she therefore declared that the amendment was carried.
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Mr CHAN Kam-lam rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 26 were present, eight were in favour of the amendment, 17
against it and one abstained; while among the Members returned by geographical
constituencies through direct elections and by the Election Committee, 28 were
present, 17 were in favour of the amendment and 10 against it. Since the
question was not agreed by a majority of each of the two groups of Members
present, she therefore declared that the amendment was negatived.
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Mr LAU Chin-shek rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 26 were present, 17 were in favour of the motion as amended,
eight against it and one abstained; while among the Members returned by
geographical constituencies through direct elections and by the Election
Committee, 28 were present, 20 were in favour of the motion as amended and
seven against it.  Since the question was agreed by a majority of each of the two
groups of Members present, she therefore declared that the motion as amended
was carried.
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Miss CHAN Yuen-han rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 24 were present, seven were in favour of the amendment, 16
against it and one abstained; while among the Members returned by geographical
constituencies through direct elections and by the Election Committee, 21 were
present, 17 were in favour of the amendment and three against it. Since the
question was not agreed by a majority of each of the two groups of Members
present, she therefore declared that the amendment was negatived.
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Mr James TIEN rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 25 were present, 12 were in favour of the amendment and 13
against it; while among the Members returned by geographical constituencies
through direct elections and by the Election Committee, 21 were present, two
were in favour of the amendment and 18 against it.  Since the question was not
agreed by a majority of each of the two groups of Members present, she
therefore declared that the amendment was negatived.
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Dr YEUNG Sum rose to claim a division.
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THE PRESIDENT announced that among the Members returned by functional
constituencies, 25 were present, five were in favour of the motion and 20 against
it; while among the Members returned by geographical constituencies through
direct elections and by the Election Committee, 21 were present, 10 were in
favour of the motion and 10 against it. Since the question was not agreed by a
majority of each of the two groups of Members present, she therefore declared
that the motion was negatived.
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Adjourned accordingly at seven minutes past Ten o'clock.
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Annex |
WRITTEN ANSWER

Written answer by the Secretary for Works to Mr LEE Cheuk-yan's
supplementary question to Question 5

In regard to the range of the ratios of the additional amounts successfully claimed
to the original amount of consultancy fee in respect of consultancy agreements
for infrastructure projects involving consultants who are the lowest bidder of
those contracts, it is from 1% to 42% with an average of 27%.



