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MR TIMOTHY FOK: Madam President, some people pick faults in the Budget.
| do not think that it is difficult to do so. The Budget cannot please everybody.
Of course, the Government can make more concessions that the $10 billion in
tax rebate. However, the Financial Secretary is right not to give too much
more. He has to keep the deficit in check. Our deficit, at around $33 billion,
Is 2.8% of the Gross Domestic Product. He believes that we can slip back into
the black in two years. Our fiscal reserves should tide us over until then. If
we do not contain the deficit, it would affect our credit rating.

This Budget has some big and bold ideas. Such ideas were rare in past
budgets. But a time like this demands big and bold ideas, and initiatives. The
Government has bought many arguments that the quality of life matters.

Hong Kong has gone beyond the sweat by the brow way of making a
living. Our property and operating costs have chased away most of our
manufacturers. We aspire to be the financial centre of Asia, a sort of New
York and London of the East. For us to be the equivalent of New York and
London, we cannot be just about business. What makes New York and London
so sophisticated is that they also celebrate life through arts, sports and culture.
We, too, must have the same because, when the working day is done, people
still need some place to go to relax or expand their minds.

Nowadays in the global economy and with open frontiers, people can
invest anywhere and just about live anywhere, too. We must, therefore, have
the attributes that enthral world citizens. The Disney theme park concept is
part and parcel of our striving to become a centre for entertainment.

| believe that it is important for us to win the Disney deal to tell the world
that Hong Kong is much more than a commercial Mecca. With Disney, we
import much more than amusement park rides, cartoon mascots and a tourist
attraction. With Disney, we will have allure and we can tell the world that you
can do business and have fun here. With Disney, tourists would know Hong
Kong has gone beyond just shopping and dining. Maybe when they are here,
we can convince them that there is more to see beyond the Magic Kingdom.

We have a lot of advantages for Disney, too. Shanghai and Zhuhai are
also interested. But, to be fair to us, there is only one place for the fifth Disney
theme park, and that is Hong Kong. We have the geography, being at the
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centre of Asia. We have the demography, with a large population who can
afford to spend. We have the talents as Hollywood East. In recent years, we
have sent to Hollywood West our actors, directors and animators. | urge the
Financial Secretary to negotiate from strength and seek from Disney a
commitment to building a studio here and to using much more local artists.

Since Hong Kong would have to invest billions in infrastructure to lure
Disney, it must demand a big return beyond Mickey Mouse jobs. We should
be able to learn management skills from the Walt Disney Company and learn
how to fuse sports with pop culture and mass entertainment.

Another brave idea from the Budget is the Cyberport scheme. Such a
project is belated. | agree with the Government that speed is of the essence
with technology. We have to get going and we cannot fool ourselves that the
likes of Microsoft, Oracle and Sun Microsystems would invest in Hong Kong
just for office space and nice apartments.

Those highly sought after corporations can demand every kind of breaks
Imaginable from any place, any time. What may draw and keep them here is
when we have got a superior quality of life. Those companies cluster in
Washington State and California because their bosses and employees warm to
the lifestyles of Seattle and San Francisco. If we do not provide the excitement
or the buzz, these investors would leave faster than they come. Moving is easy
for them, since their wealth is not locked up in heavy machinery but in their
minds.

As much as | cheer for the Cyberport and Disney concepts, | am
disheartened that the Financial Secretary did not refer to the new stadium
complex and aquatic centre mentioned in the Chief Executive's policy address.
Am | right to suspect that the proposal of the fall is out of season in the spring?
| would like to remind the Government that past promises had been broken.
The Football Association was assured of a field for the game when it moved into
the headquarters in Ho Man Tin in the 1970s. A generation later, that field is
still a distant dream.

In the coming years, the Asian Pacific region shall be the focal point of
sports. The next World Cup will be held in Seoul and Tokyo, and the next
Olympics in Sydney. Bangkok, in the midst of a recession, hosted the best
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Asian Games ever in December. The Thais used those Games to arouse pride,
revive tourism and advertise their determination to overcome adversity. The
French earlier used the World Cup to galvanize the nation. This is what a great
event can do for the people.

A hundred miles north of here, Guangzhou has commissioned the French
to build a multi-purpose stadium. Shanghai considers sports facilities to be an
indispensable source of its renaissance. | am startled that Hong Kong has not
emulated them and has not decided to cash in on the sports bonanza sweeping
through Asia.

The Financial Secretary believes that reform has to go beyond
construction projects. He wants it for the Civil Service, too. | second his
emotion. | agree with him that the civil servants should stand with the people
in our time of challenge and some of their benefits should be reviewed. But I
do not subscribe to the idea that the Civil Service should be overhauled and its
benefits slashed. The question is not whether the civil servants are overpaid
and overcompensated. The question is whether they do a good job. If they do
a good job, pay them well. If they do not, something has got to be done to
shape them up.

Madam President, | have confidence that we can emerge from the
recession leaner and better than when we were dragged into it. The slump
affords us a chance to think the unthinkable, change the unchangeable. We
have got to seize the chance rather than to mire in misery. | support the
Budget.
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MISS MARGARET NG: Madam President, | congratulate the Financial
Secretary on the most plain-speaking Budget speech he has made. It shows a
sober determination to face reality. This is exactly what Hong Kong needs.
We should remain unruffled by adversity. 1 go further. We should make
today's adversity work for our better future. We should use this reversal of
fortune to push the long needed reforms to stop the trends which are fast
destroying Hong Kong's efficiency and competitiveness. If the Financial
Secretary is prepared to make the right hard decisions, | am prepared to give him
my full support.

| refer particularly to his proposals on civil service pay and establishment.
For a population of 6.5 million people, 189 000 civil servants and another
140 000 employees in government-subvented organizations are huge numbers.
Recent reports of the Director of Audit had shown the shocking extent of over
provision of manpower and lack of supervision in some of the largest
government departments. In itself scandalous, it has potential for further
scandal because of the corruption opportunity this may create.

Separately, a survey published on 15 March shows that civil service pay
far exceeds private sector salaries. At entry point, civil service pay is, on
average, 20% higher than the private sector. In some categories, it can be as
much as 60% higher. Further, over the years, annual pay rise on top of the
automatic annual increment has resulted in civil service pay getting seriously out
of line with the private sector. In an economic downturn, when the private
sector has to resort to down-sizing and pay cut, the discrepancy becomes
glaringly unjustifiable.

It is obvious that, on an already large base number, unchecked growth in
establishment and in pay rise will quickly result in a huge burden on public
expenditure which can be hard to shake off. | support, therefore, the proposed
freeze in salary and strength. In doing so, the Government is merely following
the lead of the private sector.

It should be noted that the pay freeze does not affect the annual increment.
The review of the Civil Service announced earlier is most timely and will, 1 hope,
be pursued with vigour. | have no doubt that a real and much needed reform
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can be achieved without sacrificing stability and security.

Madam President, | want to respond to the Financial Secretary's initiative
on strengthening the quality and competitiveness of Hong Kong's services sector.
| want to address, in special, legal services.

Hong Kong's unique strength and attraction to investors lie in its rule of
law. This is what makes an open, free and vibrant society possible. This is
the bedrock upon which free commercial enterprise can thrive. The rule of law
Is seamless. Criminal justice and commercial justice rise and decline together.
Only when an individual's rights are fully respected can there be the rule of law
in the real sense. At the same time, our law and legal system must respond to
changing international commercial practice in a competent and timely fashion.

The public sector, in special, the independent Judiciary and the
Department of Justice, has a vital mission in maintaining high quality. The
high quality cannot be achieved by the public sector alone. It can only do so
with the support of a legal profession dedicated to the same ideal. Indeed,
private practitioners stand in the forefront of supplying the legal services the
world expects of a sophisticated place of business. The public and private
sectors must work in partnership, must complement each other to create the
strongest and most cost-effective system.

To respond to the more exacting demands of the times, the Hong Kong
Bar Association and the Law Society of Hong Kong have jointly and separately
launched far-reaching programmes of self-renewal. They have each
strengthened post-qualification training and education to ensure that gaps of
knowledge or experience are remedied, and to facilitate the development of
needed areas of expertise. The Government should give recognition to these
Initiatives.  Applications have been made by the two professional bodies to the
Services Support Fund for:

(@) areview by an independent consultant of the education and training
system of lawyers in Hong Kong, with the aim of making
recommendations to the universities and the professional bodies;
and

(b) the financing of Advanced Legal Education for barristers.



kg — 1999%F 38 25 H
224 LEGISLATIVE COUNCIL — 25 March 1999

Since the legal profession nourishes both the public and private sectors,
the projects will be well worth the modest investment.

With an annual increase of almost 500 lawyers, the Department of Justice
should be in a far better position of filling their posts with legally qualified staff.
It is highly desirable that all levels of public prosecutions are conducted by
legally qualified persons. With pay and fees coming down in private practice,
this is now more viable than ever. At the moment, Magistrates Court
prosecutions, (and some 500 000 persons are prosecuted per year) are almost
entirely conducted by 127 Court Prosecutors who have no legal qualification but
only a nine-month in-house legal training. These posts were established in the
name of cost saving. According to the Department of Justice, the average staff
cost of a Court Prosecutor works out to be $44,000 per month, while that of a
Government Counsel would be some $80,000.

This in itself demonstrates how out of line government pay is with the
private sector. Most barristers of one to five years" experience do not even
make even a gross income of $44,000 per month. A solicitor who has
completed his two years" traineeship would consider himself lucky if he is paid
that salary.

Further, with the Department of Justice, career scope for the unqualified
person is severely limited. This would either create dead-end jobs for most of
the 127 Court Prosecutors, or the Department will be obliged to create senior
posts to which they can be promoted. This is false economy indeed.

| propose that the Department of Justice should seriously consider a
gradual replacement of Court Prosecutors by qualified lawyers. This will
increase potential value without any, or any significant increase of cost.

Similarly, for the Legal Aid Department, a comparison of staff salaries
and payment made to outside lawyers shows that in-house costs are likely to be
significantly higher, thereby making it much more sensible to have a smaller
department staff using more outside lawyers. The total estimate for salaries is
about $221 million. A large proportion must go to the 70 lawyers, 35 of whom
conduct litigation. They deal with less than 30% of the Legal Aid cases, a
large portion of which are simply family cases. This contrasts with a total of
some $460 million in fees for outside lawyers, for conducting the bulk of the
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legal work.

Apart from saving expenditure and making money work harder for the
public in need of legal aid, there is scope in recovering more in legal costs from
the other side when a legal aid litigant has won the case. The $268 million
estimate in recovery of costs strikes me as capable of improvement.

Madam President, in spite of the good things one can say of the Budget,
there are also flaws which need to be pointed out.

First, on the tax rebate, my view is that this expenditure is neither rational
nor justified. It cannot, with respect, do much of what the Financial Secretary
says it would in his speech. Because of its nature, the largest rebates will be
given to people who least need them, while the most hard-hit will receive only
token sums, if anything at all.  $8.5 billion is a valuable sum in a deficit budget.
If it can be spared, there are far more urgent things, far more compatible with
improving Hong Kong's competitiveness, to spend it on, such as reducing the
cut in welfare and strengthening environmental protection.

| am going to vote against the Honourable LEE Cheuk-yan's resolution,
because it is unjustifiable to give the rebate to some but not others, and any
ceiling can only be arbitrary. Either everyone should be given the rebate or
none. | do think that "none" is the more rational course. However, as
everyone has come to expect his cheque, if he has not already spent it, it is
unrealistic for the rebate to be now withdrawn.

Second, | do understand the need for "feel good™ factors and to give the
public something "positive" to look forward to, such as the theme park, such as
the Cyberport. But in doing so, the Financial Secretary has, with respect,
deviated from his sober tone. They wax too much of wishful thinking, while
hard calculation is more appropriate. Rushing ahead in the Cyberport deal has
also compromised the Government's hard earned reputation for impartiality and
transparency. | hope that this Financial Secretary will, in his reply, give this
Council full explanation.

Third, on stamp duty, | cannot see the basis for the proposed increase.
True, at the present stage, the first increase of 0.25% starts at properties of
$3,000,001, while the majority of properties are below $3 million. However,
even a slight recovery in prices would immediately change the picture. Given
the general aim of bringing price down, this is certainly incongruous. |1 feel
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that the Financial Secretary could have done better.

With these words, Madam President, | support the Bill.
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MR RONALD ARCULLI: Madam President, | am grateful that you have
acceded to my request to be the last speaker on the motion that the Appropriation
Bill 1999 be read a Second time. It is not because | want to have the last word
because that is the prerogative of the Financial Secretary. Maybe it is because
the new millennium is just over nine months away and we have not focused on
the fact that this is the last Budget for Hong Kong in the 20th century.
Someone said to me that he thought | was reserving the last spot for myself, as
there may be some significance in being the last Member to speak on the last
budget in this century. Madam President, the truth of the matter is that | put
pen to paper to jot down my speech at 2.30 pm today.

Madam President, some Honourable Members have suggested and
implied that the Financial Secretary has once again performed like a magician.
| understand their sentiment but disagree with their comparison, for magic
implies tricks or illusions, neither of which is in his Budget, although there are
areas which | would describe as tricky, like increasing stamp duty on property
transactions or increasing fixed penalty for traffic related offences.

Madam President, some Honourable Members have criticized aspects of
the Budget as unfair or inequality of treatment, and | specifically refer to the
proposed 10% tax refund of salaries, profits and property taxes for the year
1997-98. The Financial Secretary has not discriminated against salaries or
profits taxpayers in that neither tax rates have changed. Fees and charges
remain frozen whoever pays. Rateable values for commercial, industrial or
residential properties will all be reassessed and will take effect on 1 April 1999.
In this Budget, there are other examples of equal or fair treatment.

Madam President, | shall now turn to the management of public finances
before | deal with specific policies or measures.

| do not think any Honourable Member will advocate that we as a
community should live beyond our means. Anyone who has ever doubted the
wisdom of living within our means must admit that it was not simply the right
policy for Hong Kong but indeed, the only policy for Hong Kong. Whenever
we disagree with the Financial Secretary or his predecessors, the argument is
generally over the allocation of resources or, more importantly, the efficiency or
cost-effectiveness of using such resources. The Financial Secretary in this
Budget has thrown down his gauntlet to challenge not only his 189 000 civil
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service colleagues but also the 140 000 strong government-subvented public
sector. The Financial Secretary has reminded us that education, health and
social welfare account for 50% of total recurrent public expenditure. Our
public health services are virtually free with a 98% subsidy looking after 92% of
the community. We have nine years of free primary and secondary (partly)
education, and our tertiary students are subsidized 82%. It is, therefore, quite
right that we must critically examine our ability to continue these policies.
Many of the more fortunate members of our community, ranging from new
graduates to tycoons, question our financial ability to carry on whilst some
wonder why these subsidies are not means-tested. When the Financial
Secretary said it was not easy drawing up this Budget, | suspect that these
reforms topped the unpopularity chart, but we as a community will remember
the Financial Secretary's courage in putting forward these essential reforms.
Today is neither the time nor place to debate the details of these initiatives. We
will have plenty of time to do that.

Madam President, | shall now turn to that part of the Budget entitled
"Strengthening Our Fundamentals".

On a global basis, we must not abandon our pursuit for upgrading the
global financial architecture. We must use every opportunity we have to push
for this highly desirable new order. We must not let it become mere buzz
words.

Madam President, one of the more controversial moves in 1998-99 was
the Government's incursion into the stock market last August. Most of us
supported the move as necessary. It appears that we have not just driven away
speculators who were bent on mischief, but we have also gained about $9.3
billion in the process for the year 1998-99. | would, however, add a word of
caution. When the Hong Kong Monetary Authority reduces our local equity
holdings from 17% of the Exchange Fund to 5%, it is possible that this
realization would give a return lower or higher than the levels at which we
receive the windfall of $9.3 billion. If it is lower, future returns on our fiscal
reserves will be lower.

I will now deal with our banking sector, securities, debt and futures
markets.



kg — 1999%F 38 25 H
238 LEGISLATIVE COUNCIL — 25 March 1999

In the banking sector consultancy study, there are four major issues.
First, abolition of interest rate rule on current and savings accounts and time
deposits of up to six days. Second, consolidating the existing three-tier
authorized institutions into two tiers, so that we have licensed banks and
restricted license banks, the latter not being allowed to take small deposits or
operate current or savings accounts. Third, relaxing qualifying requirements
for foreign banks including multi-branch operations. Fourth, to revisit the
issue of deposit insurance for bank depositors.

Madam President, the implementation of most of these key issues is likely
to enhance our banking sector. Personally, | have some reservations about not
requiring foreign bank branches in Hong Kong to have branch capital. My
reasons include the withdrawal by quite a few branches of foreign banks from
the Hong Kong loan market, creating the liquidity crunch we are still facing, and
the proposal to increase minimum capital of locally incorporated banks from
$150 million to $300 million.  These two factors may be unrelated, but it would
be interpreted as "big and foreign™ is beautiful.

Madam President, | have long advocated for the development of a debt
market. Our claim that Hong Kong is a premier international financial centre
will ring a little hollow if we do not establish a debt market as soon as possible.
The Financial Secretary has set out in paragraphs 43, 44 and 45 some of the
steps we can take that will develop Hong Kong into the debt capital of Asia.
Perhaps with the reforms to be undertaken by our stock and futures markets, we
should also tackle this aspiration in earnest.

I now turn to our securities and futures markets. | must say | am
delighted that the proposals put forward by the Financial Secretary have been
welcomed by the exchanges. | confess | had some doubts as to how these
proposals would be received. In Hong Kong, we pride ourselves as a market
leader in the region, if not in the world. The reform proposals in my view have
been long overdue. No one should underestimate their complexity or their
far-reaching implications. However, because | am convinced that Hong
Kong's future economic success is as a major financial and service centre, the
quicker we move, the better for us.

Madam President, no Budget debate by any Honourable Member would
be complete if we cannot find any fault. It, therefore, should come as no
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surprise to the Financial Secretary that | am no exception. Perhaps he can take
some comfort that I actually toyed with the idea but decided that the increase of
stamp duty on property transactions cannot be supported. Some years ago
when the Administration introduced stamp duty on agreements for sale and
purchase, | opposed that measure because it increased the price of a property to a
purchaser, particularly if he cancelled or rescinded the agreement or, indeed,
wanted to re-sell even at a loss. It was also wrong that stamp duty be paid
without the legal title being assigned. The Financial Secretary has finally seen
the error of his ways. Unfortunately, what he has given with one hand, he has
taken away with the other by increasing the stamp duty payable for properties
costing over $3 million. The increase for properties over $3 million and up to
$4 million is 12.5%, for those over $4 million and up to $6 million is 9.1%, and
for those over $6 million is 36.37%. It seems extremely odd that the Financial
Secretary increases the stamp duty in the midst of attempts to enhance stability in
the property market. Madam President, | shall vote against this measure in due
course.

Madam President, overall, this Budget is a good budget, for it includes
bold initiatives and measures that will set the scene for Hong Kong's recovery to
economic growth. Initiatives like the civil service and public sector reforms
will reduce the burden on the public purse, but these alone will not spare our
future generations for the policies we have today. It is, therefore, vital that we
do not only support these bold and visionary initiatives, but we must also have
the courage to push for policy reform in areas that we know we are heading for
trouble.

With these observations, | support the Second Reading of the Bill.
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Adjourned accordingly at nineteen minutes past Eight o*clock.



