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Saturday, 10 July 2004
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MR ABRAHAM SHEK: Madam President, as early as the mid-18th century,
the English economist Adam SMITH had been advocating free trade and market
economy in his pioneering book The Wealth of Nations. According to his
theory, the lesser a government interferes with private business, the more
prosperous a nation will be. In retrospect, the economist's concept of free
enterprise capitalism has proven to be the cornerstone of many prosperous cities
and nations around the world.

Hong Kong was once very close to this ideal economic promised land
advocated by Adam SMITH. That was in the pre-handover years when the then
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colonial Government consistently adopted an active non-intervention approach
and promoted a favourable business environment. The same Government also
strived to defend Hong Kong's core values which are prerequisites for our
present success. What are these values? They are fair governance, rule of law,
fairness and justice, the maintenance of a level economic playing field, and a
stable and benevolent government. While pro-market policies have established
a firm foundation for Hong Kong's prosperity, these core values and sound
principles of governance, together with resilience of its people, have also helped
us to overcome economic difficulties over the years. Together, they have
created an intervention-free environment where intrepid individuals can achieve
their personal goals as well as contribute towards the city's collective prosperity.
In the short span of few decades, Hong Kong has matured into one of the world's
major economic centres. The colonial Government must be credited with
making Hong Kong an economic miracle, a role model for free enterprise
capitalism which has captured the imagination of many renowned economists and
more importantly, that of the late patriarch DENG Xiaoping, the architect of our
present "one country, two systems" principle.

Madam President, the principle of "big market, small government" is
therefore not a new concept to Hongkongers. Precisely, because of our deep
understanding of it, many of us have grave concerns about the current status of
governance. The question we keep asking is: Will the SAR Government
practise what it preaches? Despite our Chief Executive repeatedly giving
support to maintaining a small government in his policy speeches, many here
would agree that his active non-intervention policies have increasingly given way
to positive intervention. The Administration has increasingly engaged itself as
a big, bureaucratic and omnipresent government. But with the Financial
Secretary in place now, having the experience of handling Hong Kong's
economy, we are hopeful that we will not see a "X B fiF ~ /N5 ".

The economic slump of the last six years caught many by surprise. At
the same time, the financial difficulties have brought a new political awakening,
driving many citizens to demand universal suffrage in future elections. This has
facilitated the growth of a strong opposition voice in the Legislative Council.
Instead of winning these Members through co-operation, negotiation and
persuasion, the Administration has at times subconsciously sought their
appeasement by, at times unknowingly, forsaking the principles of
non-intervention in business policies, deviating from its sound financial and
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management practices. In doing so, they are buying short-term peace at the
expense of long-term prosperity. Knowingly or unknowingly, they have
disrupted normal market operations.

Madam President, now I would like to substantiate my argument by giving
concrete examples. In the housing sector, the setting of an arbitrary supply
target of 85 000 flats a year has been a form of absolute, direct intervention.
That created a market collapse, plunging property values by more than 60%.
Over 1 million homeowners have lost their wealth overnight. The supply of
Home Ownership Scheme (HOS) flats is another case in point. The rationale
for HOS — which uses taxpayer money to subsidize private home ownership —
is no longer justifiable in the rapidly changing social environment of the
post-handover years. The Government in its wisdom has eventually dropped
these anti-market policy initiatives, highlighting and confirming its commitment
to market growth and market economy.

Furthermore, the Government has handed out a substantial amount of
valuable land to the Mass Transit Railway, Kowloon-Canton Railway, the
Airport Authority, the Cyberport and the Science Park, through private treaties
grants. These then become backdoor routes for more land to be released into
the market, breaking up and weakening the established supply and demand chain
through competitive bidding. What is worse is that there is no effective public
scrutiny of land subsidy for these commercially operated companies'
infrastructural projects. But the ultimate tragedy is that when the market's
supply and demand of land is upset by this current "backdoor" policy, and the
real property investors find that their investment plans are derailed and the value
of their capital destroyed, the whole market sinks.

In the area of public transport, the policy of making railways the backbone
of the transport network has been in practice for 20 years. But it is now time
that the Government should review the effectiveness of the policy which has
resulted in an imbalance between the railway companies and the other forms of
transport. Should the Government not give commuters a choice in the matter
and let the market forces play?

Similarly, in financial development, too often, regulatory practices from
overseas are introduced to our local securities and financial markets in the name
of keeping our corporate governance in line with international standards.
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However, these rules do not always fit our system. Rather, they end up scaring
away potential investors. Certainly, in my opinion, the Government has
adopted an over-stringent approach in regulating a wide variety of market
activities. A favourable market environment is not created just by regulations.
In addition to the role of a regulator, the Government needs to play the part of a
facilitator, too.

A small government should instead focus on policies facilitating market
growth and development, and on the provision of essential services and
infrastructures for economic and social developments. The construction sector
has a jobless rate as high as 30% presently. Has the Government genuinely
listened to the sector's urgent demand for a wider practice of the public private
partnership scheme to create more jobs and employment?

All in all, a small government should not have a heavy hand in controlling
the market. It should know where its limitations are. It is not the
Government's job to tinker with the market or guide prices, however tempting
that may be. Instead, it should defend the real core values we commonly share.
With these words, I support the motion.
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DR RAYMOND HO: Madam President, for the past seven years, I have been
making remarks in this Chamber on a wide range of issues relating to the
Government's governance and its role in our economy. I have been asking the
Government to continue to practise free market economy. I have been asking it
to promote fair market competition. I have been asking it to create a better
business environment for the private sector by cutting red tape and streamlining
its procedures. I have been asking it to remove unnecessary rules and
regulations which may stifle the vitality of the private sector. All these are
fundamental to the "big market and small government" principle.

I am not going to repeat these points. But I must comment on the
Government's misguided policies on the Civil Service which are advanced under
the pretext of "big market and small government", and are driven by its
obsession with reducing fiscal deficit.

Indeed, a team of clean and efficient civil servants has always been
considered as one of the four pillars of Hong Kong. Unfortunately, the
Government has been trying different approaches in the past years to enforce pay
cuts and even downsizing of the Civil Service in order to achieve its objective of
controlling expenditure on the Civil Service. All these actions have been taken
without the slightest regard to the morale of the Civil Service.

Instead of consulting the staff side, the Government has politicized the pay
issue and manipulated public opinion to its favour in order to push through the
pay reduction legislation in 2002 to which I strongly objected. Its action has
totally shattered the trust and co-operating spirit built over the years between the
staff side and the management. Moreover, the pay reduction controversy has
caused a rift between the public and the civil servants. Nevertheless, the
worries of the Civil Service do not stop here. The Government is still
pondering ways to make further cuts to the fringe benefits of the civil servants.
While the civil servants' pay levels and fringe benefits usually fall behind their
private sector counterparts during booming times, it is most unfair that their pay
and fringe benefits have to be cut in bad times, following the trend of the private
sector.

Downsizing of the Government is a bigger concern of the Civil Service.
I have no objection if the size of the Civil Service is to be reduced by voluntary
retirement schemes and natural attrition. However, the Government has opted
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to take a more drastic action. For example, in the works departments which I
am more familiar with, many young engineers who have undergone training in
these departments failed to get their contracts renewed upon expiry. Such
employment policy which focuses only on cost consideration is very shortsighted.
Sooner or later, these works departments will suffer from serious succession
problem in professional grades with a clear absence of new recruits for an
extended period. As we all know, stability and continuity are the key to an
efficient and reliable team of the Civil Service.

While I do not agree with the Government regarding its policy on the Civil
Service, I must say that the Government is taking a right direction in seeking an
active role in the Pan-Pearl River Delta regional co-operation and development
framework. The Pan-Pearl River Delta (PPRD) Region which is also known as
"9+2" includes nine provinces — Fujian, Jiangxi, Hunan, Guangdong, Guangxi,
Hainan, Sichuan, Guizhou, Yunnan as well as the Hong Kong and Macao Special
Administrative Regions. As the Chief Executive TUNG Chee-hwa said earlier,
economic co-operation and development in the PPRD Region can greatly expand
our economic hinterland and enhance our business opportunities.

Together with the benefits offered by CEPA, it has positive implications in
many sectors of Hong Kong, including logistics, investment, tourism and
professional services.

Talking about professional services, including the engineering sector, I
deeply believe that the huge mainland market offers huge potential as long as the
high entry threshold set for Hong Kong firms and the problem of mutual
recognition of professional qualifications can eventually be sorted out, the sooner
the better. In this respect, the Government should continue to play an active
role.

Economically speaking, the prime role of a government is to create a
better business environment for the business sector. Madam President, we
should not be asking too much if the HKSAR Government is expected to do the
same for Hong Kong businesses to thrive not only in Hong Kong, but also in
markets outside Hong Kong, including the Mainland. With these remarks, I so
submit.

Thank you.
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MR BERNARD CHAN: Madam Deputy, although Hong Kong has a reputation
for having a "big market and a small government", it is not really true. Nearly
half the population depends on the public sector for housing — far more than in
any capitalist economy. More than 90% of hospital care is provided by the
public sector. And, of course, the Government is easily the biggest employer in
town.

In recent years, we have seen the Government taking on a bigger and
bigger role in the economy, and spending more and more of our money. In
some cases, they are for good reasons. During the difficult economic times in
recent years, the Government does need to step in, for example, to assist those
who cannot help themselves.

However, we have also seen the Government getting more and more
involved in areas which should be left to market forces and the private sector.
An obvious example is the attempt first to bring property prices down, then to
push them back up. Official interference made things worse. All the
Administration had to do was nothing. The volatility in our property market
and the impact of deflation would probably have been far less, if the
Administration had simply stood aside.

Another example is the Government's attempt to allocate resources more
efficiently than market forces. It decided to grant expensive land at low prices
to encourage hi-tech, science and tourism. So, we have Cyberport and the
Science Park. But there is no evidence that Hong Kong has a comparative
advantage in these sectors. The Government should simply auction land off to
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the highest private sector bidders, and let them decide what to do with it. They
will not waste it on something which loses money or brings low returns.

The Government has gone into business as a money lender and venture
capitalist, offering funds to small and medium enterprises, the film industry and
technology developers. The returns on this financing are terrible. The
Applied Research Fund has lost $200 million. The Innovation and Technology
Fund has spent $1.4 billion on projects, most of which are useless. If this
wealth had been left with the people who created it in the first place, it would
have been used far more productively.

These are just a few of the ways in which the public sector competes with
private enterprises or overrides market forces. It wastes resources. It
deprives the private sector of opportunities. It sends a very bad message to the
people of Hong Kong. It tells them that the Government runs the economy — it
plans it, it steers it, and it controls it. This is a dangerous message to send out.

It might even be against the Basic Law. After all, the word for this sort
of system is "socialism". Article 5 of Chapter 1 of the Basic Law says "The
socialist system and policies shall not be practised" in Hong Kong. The
Government needs to stop trying to manage market forces and participating in
commercial activities.

We will see whether the Government can keep out of the market when the
question of a centralized employees compensation insurance system comes along
in the future.

Lots of people like the sound of this idea. Employers think it will be
cheaper. Labour organizations think it will be more dependable. It has been
tried overseas. In the only places where it has worked, centralized employees
coverage has ended up costing consumers more than a competitive, private sector
system. All the evidence is that competing insurance providers are the best at
pricing and managing risk, and offering competitive prices to customers. There
is also evidence that the private sector, driven by the profit motive, does a better
job at pressuring employers into improving safety in the workplace.

Madam Deputy, I am sure most of my Honourable colleagues in this
Council will be voting in favour of this motion, and for the principle of "big
market and small government". I hope many of them will still be here after the
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election in September. I expect they will take an interest in the issue of a
central employees compensation scheme. I am sure when that time comes, they
will be consistent and they will vote in accordance with their small government
principles.

Just a couple of weeks ago, the Census and Statistics Department issued
the results of its annual survey of social and economic trends. The survey
provides a very interesting picture of the development of our economy. It
showed that the manufacturing sector's share of the Gross Domestic Product
declined from 13.5% in 1992 to just 4.6% in 2002. Over the same period, our
services sector grew from 78.8% to 87.7%. This trend is continuing. In the
three years to 2002, net output in all our service sectors grew at an average rate
of 2.4% a year, while net output in our manufacturing sector fell by 9.2% a year.

Some people may find this alarming, but there is nothing unusual about it.
There are few, if any, factories left in London or New York City. Like us, they
have become major trading centres and exporters of high value-added financial
and business services. Of course, Hong Kong owns a huge manufacturing
sector, but it is on the other side of the border where it is economically viable,
and provides a lot of business for our service sectors.

If Hong Kong investors wish to build factories on this side of the border,
then I wish them the best of luck. But I do hope they will not be expecting any
subsidies or other concessions from the rest of us — the part of the economy
which makes profits, pays tax and creates jobs.

If the manufacturing sector is not viable here without some sort of
handouts, then let us just keep it that way. Thank you, Madam Deputy.
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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, 20 were present, eight were in favour of the amendment, 11
against it and one abstained; while among the Members returned by geographical
constituencies through direct elections and by the Election Committee, 22 were
present, 17 were in favour of the amendment, two against it and two abstained.
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 ABRAHAM SHEK: Madam President, to err is human, to forgive is divine.
With this belief, I would like to pay my respect to the few officials who have left
and who are going to leave. They are Antony LEUNG, Regina IP, and
E K YEOH. For the good they have done to Hong Kong, they must be
remembered.

EFzL  FEHGNERT  RAFMBEBEREE - Tl WIE
Ante-Chamber ] T RZUKBRLEENHE  EZRERETE - (FX)EH
HEER R AR B BEREAM  (KE)EHEEAR: " W
A RERERSENE o 7 R TEREESRY VT M REE - vl 22
i R EIRE B RS B40 8 - A0 2 Al 9 68 S A [0 2k 2 L — Ay R AR
T WHAEDE R FIRE S EEE - (KE)

Madam President, that is all for jokes. Goodbye is the hardest word to
utter, and for this reason, I shall not say goodbye here, but wish each and every

one of you the best of health and good luck in whatever you do or contemplate to
do.

Madam President, as a freshman in the Legislative Council for the last
four years, you have been my role model of patience, tolerance and perseverance.
Your application of rules and regulations in this Chamber was done in a manner
of fairness and firmness. This, I think, has the respect of all of us. But behind
that firmness, there are always elements of kindness and gentleness, especially
when I made mistakes, which I often did, speaking at times when I should not.
I thank you for your accommodation. I wish you the best of health and best of
luck in the coming election.

Talking about strength of characters and strength, I look to the Members
of the DAB, for during the last four years, their strength has been evident in their
defence of a Government which has been subject to attacks from all fronts.
Defending government policies in this Chamber is not easy, and must have cost
them valuable votes and support in the community. They have played the role
well and are a good model of what loyalty is. Most importantly, if you look at
the award lists, on the list of Chairman of statutory bodies, they are not
recipients, they have not asked for reward for what they have done, and for this,
I respect them.
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As a good model of what loyalty is, I would like to talk about Mr IP
Kwok-him. I have known him for many years, and we have fought many
battles out in the Western District. Even though his chairmanship of the Bills
Committee on the legislation for Article 23 of the Basic Law might not have been
completed, the work he had done will go down well in the annals of this
Chamber as a loyal supporter of the Government. I am sure Members of this
Chamber, whether they agree with his views or not, cannot deny that he had tried
very hard to sell a government policy. For this, he is a good legislator.

From government party to opposition of the Government which I shall
now speak, even without an introduction, you will all know who I am referring
to — they are the democrats, the Democratic Party. Like many in Hong Kong,
I thought that, before I came here, the Democratic Party's Members were
anti-government in everything, &g, . But after working with them for
four years, fighting with them at times and eating with them, I find that I am
holding a different view.

Sometimes, I would ask myself, are they a government party? Yes, they
are. Why do I say this? If you look at the chairmanship of the Bills
Committee and the members of the Bills Committee, without them, many bills
will not have seen the light of days, particularly the Inland Revenue (Amendment)
Bill 2000 when the Government stooped so low to gather their support. They
have become a government party. Putting jokes aside, they have contributed
greatly to the working of the legislature. Most importantly, on behalf of their
constituents, they have ensured that the Government has displayed the best of
governance according to a very high standard. Without the democrats, it is like
going to heaven for me, because this would be a very lonely place and 1 would
not have my friends. Similarly, in this Chamber, without the democrats, it
would be a lonely and very quiet place; we would not have been able to listen to
the speeches of Mr CHEUNG Man-kwong, Mr Martin LEE, Ms Audrey EU and
the like. They have contributed to the academic and scholastic work of this
Council.

Now, I would like to move on to my good friend, Dr Eric LI, the convenor
of Breakfast Group and the Chairman of the Public Accounts Committee (PAC).
Your absence from this Chamber is a loss to the Council, the community and
particularly the Breakfast Group. Your leadership in the PAC would not be
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forgotten, and in the history of Hong Kong's legislature, you would secure a
notable place.

As for the Liberal Party, I have known its members for many years.
Many of you ask what exactly do the Liberal Party Members think and what are
their convictions? The answer is very simple. They believe in liberalism and
practise what they preach: freedom of thoughts and freedom of actions among
their members.

James — he is not here, if your departure from the Functional
Constituency in the forthcoming election is true, then, the Functional
Constituency would have lost a very formidable friend, and I hope the other side
would gain an enemy.

Miriam — she is also not here. To me, you are a true representative of

ER . (FFHEEL) ...
FE: AOiRdwEE > NFER  FEE T -
MR ABRAHAM SHEK: for you fought for your industry. Thank you.
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TRE=
NEXT MEETING

ERRREDTEGEESDEMKEG - AEE2004F7H 13HEHR
THFIRERTTHREEEHT -

EEFER T SHF 3 AR E
Adjourned accordingly at twenty-nine minutes to Four o'clock.



