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CONFIDENCE: KEY
TO RECOVERY?
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""The big issue is now our own confidence.' — Tung Chee Hwa
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""The pace of change in China is
breath taking...China will be one of
the great economic powers of the
next Century.' — Tony Blair
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""When the region recovers...Hong Kong and Singapore can once again

become twin cities of prosperity in Asia.'’ — Lee Hsien Loong &~
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As you can see, our latest invention creates some confusion.
Is it a copier? Or is it a printer? It's both. It's the first Network
Copier. On the one hand, the Océ 3165 is a digital copier for the
office corridor. One that has Image Logic. This means no more
regulating and adjusting the image quality.

What's more, the original is only scanned once, then stored in
the memory, regardless of the number of copies. And that impro-
ves the speed (62 copies per minute) and the reliability.

Connect it to your network and suddenly it also becomes a
printer. A departmental printer that can probably replace all your
current desktop printers. After all, what printer produces 62 prints

Is it a copier that can print,
or a printer that can copy?

a minute? And all high quality. Because naturally we've equipped
this network copier with the unique Océ Copy Press Image
Transfer System. Which means unparalleled print quality and
virtually no chance of jams.

The Océ 3165 is a fine piece of technology. And yet just like all
Océ equipment, it's extremely user-friendly. So the only question
it can raise when you use it is: is it a copier ora um ...?

For details, call 2577 6064 or fax 2577 8957. Oce
Océ (Hong Kong China) Ltd.. 12/F., 1202 The Lee Gardens

33 Hysan Avenue, Causeway Bay, Hong Kong.

Smart solutions in copying, printing and plotting.
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EDITORIAL

Travel Industry needs
New Approach

T he Hong Kong SAR Government and the Tourist

Association (HKTA) have quite rightly welcomed the

slight increase in number of tourist and business travellers
coming to Hong Kong in July compared with a year ago. Everyone
involved in the SAR's travel and tourism could do with some
good news after the severe slump the local inbound travel
industry has experienced since the middle of last year.

But merely looking at the overall number of visitor arrivals
in the SAR only serves to ignore several important underlying
changes that have occurred in the industry in the past year or
so. These changes are vitally important because if they continue
well into the future they will change the face of the local travel
and tourism sector forever, including all its affiliated industries.

First, the onset of the East Asian economic crisis and the
problems in the Japanese economy has caused a dramatic slump
in arrivals from South East Asia and Japan, formerly Hong Kong's
biggest source market. Given the parlous state of many of the
economies in the region, arrivals from these markets are likely
to take some time to recover.

Second, and far more importantly there is now a substantially increased reliance on arrivals
from the "Greater China" region — the Mainland, Taiwan and Macau - than in the past. Partly,
this is due to the slump in arrivals from the South East Asia and Japan, but it is also partly due to
an increase in "Greater China" arrivals in their own right over recent years.

Significantly, in the opening six months of the year "Greater China" arrivals accounted for
50.7 per cent of visitor arrivals in the SAR. This is the first time that arrivals from the immediate
"Greater China" area have surpassed 50 per cent of the total arrivals. Add in the arrival numbers
through to September and the "Greater China" share creeps up even further.

Third, the development of East Asian source markets for both tourists and business travellers
in recent years, has seen a relative decline in arrivals from more distant markets. That is to say,
"short haul" markets, in airline terminology, have dominated the growth in overall arrivals in
recent years, while "long haul" source markets have tended to languish.

Fourthly, these changes in the inbound travel "mix" in recent years have put different demands
on the local industry. Everyone from Airlines to hotels, tour operators and travel agents, retailers
and restaurants, have been affected as visitors from different source markets have made their
influence felt.

Finally, while inbound visitor arrivals have fallen along with the slump in East Asian economies
("Greater China" excluded), outbound travel by Hong Kong residents has continued to increase.
Moreover, they now spend more when they travel than they did in the past. This means that in
recent years the overall external balance of the travel trade has swung against the Hong Kong
SAR. We are running faster on inbound travel just to stand still.

All this means that the local travel and tourism industry is going to need to adapt to change
and adapt quickly. New attractions to cater to the new visitors (Disneyland-style theme parks).
New marketing campaigns (like "Hong Kong : City of Life") to bring back old customers. The
further adaptation of the industry infrastructure to conform with the new reality of the visitor
"mix". All are necessary.

But to achieve this objective requires a more concerted and, importantly, co-ordinated effort
from all in the industry and an overall strategic plan for its future development. This is why I, and
others both within and outside the industry, have welcomed the Chief Executive, Mr Tung Chee
Hwa's announcement in his 1998 Policy Address that he will appoint a Commissioner for Tourism
to take change of the overall development strategy for the industry.

An $80 billion a year industry deserves this sort of direct attention from Government policy-
makers. And with the opening of our new Airport at Chek Lap Kok we are in a better position
than ever to advance the industry. The proposal for an overall travel industry strategy and the
appointment of someone to co-ordinate it is commended to Government. B

Peter Sutch, Chamber Chairman.
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FROM THE DIRECTOR #% & & %%

Chamber Director,
Dr Eden Woon.
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Experts Address
Business Summit

s the difficult year of 1998 is rapidly coming to a close, our member companies are anxiously
Aawaiting some signs that the economic crisis is abating. Every once in awhile, some hopeful external

actions occur, and we feel relieved that there is finally a genuine recognition by the US, Europe
and Japan of the global danger of the Asian economic crisis. But unfortunately, despite occasional stock
market spurts, some increased demand for home purchases, interest rate cuts, and the most recent
unemployment rate which thankfully did not go up, a true recovery is still sometime off for Hong Kong.
All this will be discussed at our annual Chamber Business Summit, titled this year "Hong Kong: Beyond
the Crisis" on December 1 at the Hong Kong Convention and Exhibition Centre.

Financial Secretary Donald Tsang will open up the program that morning with the SAR Government's
assessment of what 1999 holds for Hong Kong. Then a panel of experts which include Yukon Huang, Chief
World Bank Representative in China; David Li, President of Bank of East Asia; and Huan Guocang, Managing
Director of Salomon Brothers Asia will give their perspectives of what kind of opportunities exist for Hong
Kong in 1999. The traditional General Committee panel will once again feature Hong Kong's top business
leaders commenting and answering questions on their sector's outlook for the next year.

This year, at the Business Summit, our Chief Economist will not only give his usual forecast, he will also
analyse the results of the currently ongoing Business Prospects survey by the Chamber. This year's Business
Summit is topped off by a luncheon, featuring Kenneth Courtis, the Chief Economist and Strategist for
Deutsche Bank Asia, arenowned expert on Asia and particularly Japan.

The Chief Executive is clearly hoping to point Hong Kong in the direction of being a Centre of Innovation
by trying to introducing higher technology to Hong Kong's economy. The main key to Mr Tung's effort is
Professor Tien Chang-lien, head of the Chief Executive's Commission on Innovation. Some of Professor
Tien's interim ideas can be found in Mr Tung's Policy Address in October. Professor Tien will speak to the
Chamber on 17 December. Since Hong Kong people are grappling with what form the future Hong Kong
economy will take and have many questions on how to go on the higher technology road, Professor Tien's
talk is eagerly awaited by many of us.

I hope to see you at both of these sure-to-be-informative and useful Chamber programs.
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B | EGCO REPORT

My Response to
the Policy Address

With our economy facing a sustained downturn, and with all businesses in the SAR coming

under strain, there have been calls from the local community for Government action to

revitalise the’'economy. Under great expectations from the public, the Chief Executive,
Mr Tung Chee Hwa, delivered the SAR Government's second Policy Address on October 7 and
provided a blueprint for the future of the economy.

In the Policy Address, the Government emphasised the importance of innovative and technological
development, and proposed various long-term measures, including the establishment of a $5 billion
Innovation and Technology Fund (ITF) and an applied science and technology research institute to
support mid-stream research and development.

James Tien

Technology Research and Economic Development

For many years, our manufacturing and industrial sectors urged the Government to promote mid-stream research more actively, in
order to transfer the scientific results to commercial applications. Yet successive governments took no notice of this advice. Today the
SAR Government has responded positively to it. Surely | support their proposal. However, as | said in the Legco, the Government should
consider several aspects carefully. Firstly, for the operating mechanism of ITF, they should decide whether to follow the US path in
supporting tertiary institutes in technological research and providing the business sector with the findings, or to follow Taiwan and
Singapore in funding the business sector for developing technology. These two strategies could have different implications. | tend to
support the latter one because the businessmen are closer to the market and more familiar with the actual needs of the market. If
technology development is businessman-led, the resources will be employed more effectively.

Secondly, we should think about the management and working schedule of ITF. Economic development should risk no delay. If ITF
and its distribution are run by a bureaucratic department, the progress will likely be hindered. The Government should observe the
arrangement for the present Applied Research Fund, which engages venture capital firms for its management. A schedule should be set
to encourage the approval of funding, so that the capital will not merely be accumulated in the fund and do nothing to improve the
entire situation.

Traditional Industries

Development in innovative and technological business cannot be done over night. From the planting of an idea, it requires at least
five to ten years for harvest. The Government should also promote the re-development of the value-added in traditional industries, like
textile, garment, toy, hardware and plastic manufacturing, so that, by injecting technological element, they can produce valued added
goods. These traditional industries have trained lots of experienced workers, and only modest training is required if the industries are
advanced by new technology. As these industries are now available, the progress of such further development will be faster and they
can take the lead for other sectors.

Special Finance Scheme for SMEs

The Policy Address outlined at length plans for long-term economic development but showed inadequate concern for the immediate
difficulties of the local enterprises. Although the $2.5 billion Special Finance Scheme for SMEs has been implemented for more than
eight weeks, there are only around 140 companies successful in applying for the loan for the sum of around $260 million, out of which
the Government's commitment amounts to $130 million only, less than 10% of the maximum commitment of $2.5 billion.

| have received complaints from many companies that the banks are being excessively cautious and often reject the applications.
The Scheme then cannot be fully utilised. To prevent further deterioration of the SAR economy, the Government should re-evaluate and
improve the Scheme as soon as possible, rather than waiting until early next year. | urge the Government to raise the portion of its
commitment from the present 50% to 70% or even 80% to encourage the banks to offer loans.

The SMEs are the driving force for stimulating the depressed economy. The Special Finance Scheme is a short-term measure only.
The most important element for improving the business environment is the restoration of confidence of Hong Kong people. Since the
property market is the bedrock of the local economy, | agree with the Government's measures to stabilize the property market. If the
market is stable, the financial systems will therefore run better healthily, and the community's ability to consume and overall confidence,
in the entire economy will soon recover.

Your comments are welcomed.
Address: Legislative Council Building, 8 Jackson Road, Central, Hong Kong
Tel: 2301 3602; Fax: 2368 5292
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Reach Your Peak at the Business Summit

New approaches and top
speakers will be the highlights
of the 1998 Summit, as our
Chief Economist reports:

feature of this year's Business
A Summit will be the Chamber's first-
ever Business Prospects Survey of
members, seeking their views on the
immediate economic outlook and many
other questions of concern to SAR business.

Preliminary assessment of the early returns
of the Survey questionnaire suggest that while
members are relatively gloomy for the 1999
calendar year they see an overall economic
improvement in the next three years.

They see economic growth continuing
to be weak in the new year, with investment
and employment being adversely affected.
Beyond 1999, however, they see a general
improvement in business conditions.

Full results of the survey will be
presented during the second session of the
annual Business Summit to be held on the
morning of Tuesday December 1 atthe Hong
Kong Convention and Exhibition Centre.

Members have until November 15 to
return their completed questionnaires to the
Chamber.

Booking for the Summit, one of the most
popular events on the Chamber's events
calendar, is now open and members should

reserve their place early to ensure they are
not disappointed.

Entitled "Hong Kong: Beyond the Crisis",
the Summit this year will look at the present
economicsituation in Hong Kong, China and
the entire East Asian region, as well as how
the SAR is expected to emerge from the crisis.

The title for this year's seminar was
chosen carefully. While it acknowledges
that the SAR will emerge from the present
recession, it says nothing about timing.
Determining that will be left to the Summit
participants.

After a delegates welcome from
Chamber Director, Dr Eden Woon and and
introduction from Chairman, Mr Peter Sutch,
the actual Summit programme will begin
with an address from the SAR Financial
Secretary; Donald Tsang Yam-kuen.

The Financial Secretary, who is making
his second visit to the Summit platform, will
give an up-to-date view from the
Government on the state of the local
economy and the immediate outlook ahead
of next year's Budget, which will be
delivered to the Legco on March 3 next.

Closing the half-day Summit at the usual
luncheon will be the well-known global and
regional economic commentator, Dr Kenneth
Courtis, Strategist and Chief Economist for the
Deutsche bank group in Tokyo.

Dr Courtis will give a global perspective
of the Asian financial crisis.

The Plenary Session immediately following
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the Financial Secretary's address will look at
the opportunities that will become available
as we emerge from the crisis. Moderator for
this session will be the Chamber Director
and three speakers will be featured.

They are Yukon Huang, the China
Country Director of the World Bank
Resident Mission in China; The Hon Dr
David K. P. Li, Chairman of the Bank of
EastAsia and Dr Guocang Huan, Managing
Director of Salomon Bros in Hong Kong.

Mr Huang will examine how Hong
Kong can take better advantage of China's
reforms, Dr Li will look at the future for
Hong Kong's banks and Dr Huan will
examine the outlook for Hong Kong as a
regional financial centre.

After coffee, there will be the popular
panel session and broad discussion
featuring members of the Chamber's
General Committee. This year's panel will
feature the Chamber Chairman, Mr Peter
Sutch, Deputy Chairman, Mr Tung Chee
Chin, our two Vice Chairman, Dr Lili
Chiang and Mr Anthony Nightingale, as
well as Mr John Hung, Mr Denis Lee, Mr
Brian Stevenson and Mr Alex Ye.

The Chief Economist will also present his
review of 1998 and preview of 1999 during
this session, along will the results of the
Chamber-wide Business Prospects survey.

Prepare yourself for the year ahead.
Book now for the Chamber Business
Summit on Tuesday, December 1. R

BT IR A B B 3R T LS i R
WHRELETFHEE ER2HRROWNE
BB TR R

ERHF LSS RBEEENRE > o
SO A A T o

ZHEURAA RS BB EIT2EE
o &L HEEUT A BRI AR
K - EIRETMAGARIETERE Ih
=EELEH

ZUEESRH R TEERSRRH
N~ HERERAT R R - R TR ER
ERACEEREEE L o

R S A0 AT = R AL 2L
HRE SH LI ABRITENS
B EELtEAESEARRNERF O
RIRTE -

EREE > NMAF WIRERERN R -
GHEIAATEEENE > BIFEEFEFR
o BRI EEREE - MR SR A
WEMRER > UULYRE 288 HX
SR -

& & R AL AL o o (o) A AE ) 48 S
R > WTARIAEMEEES > RSTEgN
MAG [RERRFAE) MR -

HEHAX > EEEK > FHERZ S 12
A1H (BEfZ) &frMmEalkes®-m




POLICY ADDRESS 1998

Adversity to Opportunity
gets unexpected boost

By IAN K PERKIN,
Chief Economist

dversity certainly turned to

opportunity on October 16 after

the US central bank, the Federal
Reserve Board, unexpectedly cut interest
rates by one quarter of one per cent and
the local stock market soared nine per cent
ahead of a similar local rate cut.

But this is hardly the rapid response the
Hong Kong SAR Chief Executive, Mr Tung
Chee Hwa, would have had in mind when
he delivered his 1998 Policy Address titled
"From Adversity to Opportunity" just nine
days earlier on October 7.

His Policy Address, for the most part,
ignored short-term issues of financial
markets and the economy, concentrating
more on establishing the conditions for a
sustained longer term recovery in the local
economy, as did his speech to the Chamber
the following day.

But lower interest rates and a higher
stock market would probably come as a
relief to his Government, in any case, given
its aggressive and controversial securities
market intervention in August and its
concern about the collapse in the
residential property market.
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SAR Chief Executive, Tung Chee Hwa, outlines his Policy Address to the local business community.
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The US rate cut, which surprisingly
came between regular meetings of the
Federal Reserve's Open Market
Committee (FOMC), which normally
considers cuts, saw the both the Federal
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Funds Rate and the Discount Rate
reduced 0.25 per cent.

[The Federal Funds Rate is the base
interest rate at which US banks lend to each
other and the Discount Rate is the rate at
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which the central bank is prepared to lend
to the commercial banks.]

Following the US lead, the Hong Kong
Association of Banks announced a cut the
remaining deposit rates under its direction
on October 16 and the banking community
reacted by reducing its Best Lending Rate
by 0.25 per cent which led to cuts in
lending rates across the board.

The timing of the rate cuts could not
havebeen better for the local administration
following the poor reception given Mr
Tung's second Policy Address in the
broader community which had been
looking to the Address for an immediate
boost to confidence.

But with the value of hindsight, it was
perhaps inevitable that Mr Tung's second
Policy Address as Chief Executive of the
SAR would be greeted with widespread
disappointment.

It is in the nature of politics that it is
difficult to satisfy all interest groups in the
community even during good economic
times. It is very much harder, almost
impossible, when times are bad.

Even before he delivered the first
words of his 1998 Policy Address,
therefore, Mr Tung, had the odds stacked
against him.

On October 7, Mr Tung was delivering
his address to a SAR community savagely
affected by the East Asian economic crisis
and a new Legislative Council deeply
concerned about its social impact. In the
preceding 12 months, the local share
market had slumped more than 50 per cent
and the residential property market was
down almost as much.
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Economic growth had turned negative,
with Gross Domestic Product (GDP)
shrinking four per cent in the opening six
months of the year. Unemployment stood
at 5 per cent and concerns were widespread
about further job losses. Confidence in the
SAR Government was at its lowest level
ever.

A year earlier, the environment
surrounding Mr Tung's first Policy Address
could not have been more different. When
the Chief Executive stood in the Legco on
October 8 last year, he was still basking in
the glory of smooth return of Hong Kong
sovereignty to China.

The SAR economy had grown an
average 6.2 per cent in the opening nine
months of the year. The property market
was only marginally down on its all-time
high and unemployment was half its
present level. Consumer and investor
confidence was still high despite three
months of the economic crisis affecting the
Asia region.

Having said all that, however, it is clear
that the Chief Executive's Policy Address
thisyearwas inherently lacking in some key
areas.

First, it failed to provide a detailed
explanation of the Government's reaction
to the economic recession by putting into
context its various economic packages and
its intervention in the securities markets.

Second, it failed to re-assure the
community that the Government had an
overall strategy to deal with the economic
crisis in the short term.

And third, it was missing a passionate
call to the SAR community - a rallying cry

to the Hong Kong people - to ride out the
short term recession with the prospect a
better medium term outlook.

More than anything else, however, the
Chief Executive's second Policy Address
was probably most disappointing because
it was delivered to the same old formula of
Policy Addresses by previous colonial
Governors. Hong Kong is now a special
administrative region of China running its
own affairs under the twin principles of "one
country, two systems" and "a high degree
of autonomy".

In such circumstances, it deserves a
decisive break with the past. With "Hong
Kong people ruling Hong Kong" it should
not be too much to expect a totally new
approach in the Chief Executive's annual
Policy Address as well.

In future Policy Addresses, the Chief
Executive should perhaps look to a change
from the long and detailed speeches of the
past colonial regime. He should consider
delivering a far shorter, crisper speech,
concentrating on the major points of
Government policy.

The details should be left to the back
up documents that have become quite
considerable in recent years.

Future Policy Addresses should provide
an assessment of economic and social
conditions in the local community - a sort
of "State of the Union" address in US
terminology - a broad, strategic overview
of major Government policies and an
inspirational call for the community to
support them. These future Policy
Addresses should be briefer, well structured
and to the point.
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Chamber Chairman, Mr Peter Sutch, at the Tung Chee Hwa luncheon.
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Examined in somewhat greater detail,
the overwhelmingly negative public
reaction to Mr Tung's second Policy
Address reflected disappointment that it did
not contain a "quick fix" for the current crisis
affecting the SAR.

But it did contain some interesting new
Government initiatives, especially for the
for medium-to-longer term development
of the SAR. It also provided a sound and
realistic basis for policy development in
the period immediately ahead, despite the
absence of short-term solutions to the
crisis.

From a business perspective, Mr Tung's
strong commitment to the Hong Kong SAR's
continuing role as an international city and
financial centre, as well as the need to
further develop its.economic links to the
Mainland, were welcome.

The Chief Executive's repeated
commitments to free and open financial
markets in the SAR, to the linked exchange
rate to the US dollar and to fiscal prudence
in Government budgeting were important
elements of the Policy Address.

This was all the more so given the
initial, adverse reception to its more
interventionist economic recovery
packages and its aggressive entry to the
share and futures markets only two months
earlier.

While an odd move from a domestic
perspective, the appointment of the Council
of International Advisers, which is
scheduled to meet for the first time in Hong
Kong in January next year, may prove
positive inthe context ofthe SAR's intention
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to continue to develop as an international
financial centre.

The Government's continued
commitment to fiscal prudence in its
budgetary policies was also important
when, as the Chief Executive said, the 1998-
99 Budget deficit is expected to exceed the
present $21 billion forecast.

Clearly, the Financial Secretary, Sir
Donald Tsang Yam-kuen, will have a
difficult time in framing the 1999-2000
Budget in the face of this deficit and
increased spending demands.

The Chief Executive's commitment to
job creation and supporting those in the
community who find themselves
unemployed in these difficult times,
through retraining and other measures, was
welcome.

So, too, were the attention given the
advancement of education at all levels and
the commitment to an improvement in the
overall environment and quality of life in
Hong Kong.

The Policy Address rightly recognised
the limits there are on Government
domestic policies in reacting to a regional
and global economic downturn, especially
for Hong Kong's small and very open
economy.

At the same time, Mr Tung's first policy
statement to the elected First SAR
Legislative Council set out some medium-
to-longer term policy objectives which will
serve the SAR well once the recovery from
the present difficulties begins.

These included recommendations in
such areas as the development of closer
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economic links with the Mainland and
support for the expansion of both
innovative technology and more
technologically advanced industries in the
SAR, especially through the new $5 billion
innovation and technology development
fund.

They also included commitments to
boosting Hong Kong's existing strengths in
the development of local financial markets,
tourism, infrastructure and ensuring the
future of the Small and Medium Enterprises
(SMEs) sector.

The announcement of the appointment
of a Commissioner of Tourism to oversee
the long-term strategic development of this
vital industry for the SAR illustrated the
importance the Government attaches to its
future.

Business also welcomed the new
arrangements concerning the present
responsibilities of the Provisional Urban
and Regional Councils and the decision to
abolish the municipal bodies from the end
of next year.

The Chief Executive's slight revisions
to the Government's land supply and
housing policies were also important,
especially the announcement that the
future of the land sales program will be
detailed early next year, the changes to
the housing supply target program and the
announcement of an urban renewal
strategy.

Together, these changes may help bring
some further stability to the local property
market in the face of the persistent
economic difficulties. Bl
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Tung has High Hopes for
Hong Kong as Premier City

ta joint Chamber luncheon, the day

after his Policy Address, Mr Tung

Chee Hwa, Chief Executive, Hong
Kong SAR, spoke of his vision for Hong
Kong to become the New York or London
of Asia and an international centre of
finance, tourism, communications, design
and entertainment.

In order to attain this status he said Hong
Kong must devise short-term measures to
cushion the impact of the economic
downturn so to ensure that systemic
damage to the economy does not occur and
draw up longer-term plans to guide Hong
Kong to sustained economic growth.

In the past year, the Government has
implemented a number of initiatives with
these aims in mind.

"Last February's Budget contained tax
concessions of HK$13 billion in the current
financial year. A five-year plan to develop
Hong Kong's infrastructure at a cost of
HK$235 billion has also been announced.
In June we put forward a whole series of
measures aimed at stabilising the economy,
including the setting up of the Task Force
on Employment, the moratorium on land
sales, and the creation of a fund to help
small and medium sized enterprises
[SMEs]," he said.

He said that not all these measures will
produce an immediate effect. It will take

Chief Executive, Tung Chee Hwa, explains a point to Chamber members.
ERFneaFasE (EREE) aw-

some time for investment in infrastructure
and the various tax concessions to produce
visible economic benefit.

"l am sure that these measures will help
in laying a solid foundation for our
recovery," he said.
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While the government has a clear
responsibility to help Hong Kong people
face up to the current difficulties Mr Tung
said he also looks to the private sector to
do what it can to ease the pressure on the
community. Mr Tung stated it was not the
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Government's place to interfere with setting
wage levels and employment policies.

Mr Tung said that while he was keen to
see positive changes in the economy he
wanted to ensure that these changes were
consistent with a longer-term vision.

"An essential element of our long-term
growth will be our close ties with the
Mainland. China has historically provided the
impetus for Hong Kong's economic growth,
and we have always played an importantrole
in promoting the Mainland's relationship with
other countries. Since the implementation of
reforms and the opening of doors to the
international community in 1978, the
Mainland has provided an expansion zone
for Hong Kong's manufacturing sector. Hong
Kong in turn has become the Mainland's most
important centre for fund-raising, trading and
re-export. Now with the success of reforms,
China is now becoming more open and her
market mechanisms are maturing. The
international business community has
acquired a deeper understanding of China.
As China passes through different phases of
modernisation, Hong Kong will have different
roles to play and new functions to perform.
To strengthen our position, Hong Kong must
now chart a course and find a new niche for
ourselves," he said.

He stated, that the "one country, two
systems" concept puts Hong Kong in a
strong position to develop a special status.

Mr Tung reiterated that technology and
innovation will be the driving force for the
future, but that Hong Kong should not lose
sight of the traditional economic strongholds.

"We will continue to develop the financial
services sector, by improving market
conditions and promoting the emergence of
new products. | have announced in my Policy
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Address measures to boost tourism, as well
as to ensure that we provide as much help as
we can to SMEs," he said.

He stated that an economy, like good
infrastructure requires a firm foundation, to
preserve the fundamental elements, which
have long been, andwill continue to constitute
the bedrock of Hong Kong's success.

"These elements are: A commitment to
upholding the rule of law and protecting
the independence of the judiciary; freedom
of speech and the press; easy access to
information; managing our economy
according to free-market principles and
maintaining a level playing field for
investors; taking a strong stance against
corruption; managing public finance in
accordance with our principle of fiscal
prudence; and preserving the international
character of Hong Kong," he said.

The Government remains firmly
committed to maintaining these key
principles. They will invest in areas such
as manpower training. Plus, they will more
vigorously pursue measures to improve air
and water quality and reduce waste.

"One of the sections of my Policy
address which took a lot of thought in
preparing was the section on housing. |
hope that it is now clear that our major
objectives in this regard are to provide
public housing for those in need, and to
promote stability in the private sector
market. It is not Government's role, nor
wish, to set prices. But as the major supplier
of land in Hong Kong, we do have an
influence on the market, and we will exert
that influence as necessary to promote that
degree of stability," he said.

Mr Tung stated that in comparison to
New York, London, Tokyo and Singapore
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the price of housing is not bad.

"Indeed, when the levels of disposable
income of Hong Kong people are taken into
account, the case in favour of Hong Kong
is even stronger. | therefore see little
justification for the view put forward by
some financial commentators that, on the
basis of affordability, the housing market
still has a long way to fall," he said.

Toward the end of his Policy Address
Mr Tung touched on one area which has
been the source of much comment, namely
the respective roles of the Executive and
the Legislature in governing Hong Kong.

"My position is simply this. Hong Kong
has a proven track record of Executive-led
Government, which has responsibility for the
making and implementing policy. | believe
this mode of Hong Kong will continue to serve
us well, particularly in the current economic
climate, which often calls for quick and
decisive action on our part," he said.

Mr Tung stated that the big issue now
is confidence.

"We do face continued problems in the
near-term. But we must not sell ourselves
short. Rather, we should recognise that our
position is still envy to many. Our society is
free, fair, and stable. We have no debt. We
have significant reserves and a sound banking
system. Our strategic location and extensive
experience on the Mainland are quite simply
unmatched by anyone. China's political
stability and sustained economic growth
further strengthen our hand, and our people
remain resourceful, hard working, forward-
looking and dynamic. | am sure, that as long
as we maintain our self-confidence and
remain resilient, we will be able to turn these
crises into opportunity and together overcome
the adversity we now face," he said. l
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Chinese General Chamber Chairman, Dr Tsang Hin
Chi, at the Tung Chee Hwa luncheon.
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Chamber Welcomes Business Initiatives

Executive, Mr Tung Chee Hwa's Policy
Address to the Legislative Council on
October 7, the Chamber said :

"Mr Tung Chee Hwa's second Policy
Address as Chief Executive of the Hong
Kong SAR provides a sound and realistic
basis for policy development in the period
immediately ahead."

The Chamber welcomed the strong
commitment to Hong Kong's continuing
role as an international city and financial
centre, as well as the need to further
develop its economic links to the Mainland.

"We also welcome the Chief Executive's
commitment to job creation and supporting
those in the community who find themselves
unemployed in these difficult times, through
retraining and other measures," the Chamber
Chairman, Mr Peter Sutch said.

"The emphasis given the advancement
of education at all levels and the
commitment to an improvement in the
overall environment and quality of life in
Hong Kong were also key aspects of the
Policy Address," Mr Sutch said.

The Chamber said the Address rightly
recognised the limits there are on
Government domestic policies in reacting
to a regional and global economic
downturn, especially for Hong Kong's small
and very open economy.

At the same time, Mr Tung's inaugural

I n its initial reaction to the Chief

policy statement to the elected First SAR
Legislative Council set out some medium-
to-longer term policy objectives which will
serve the SAR well once the recovery from
the present difficulties begins.

"We were pleased to see so many of the
issues raised by the Chamber in its letter to
Mr Tung ahead of his Address covered in
the statement to the Legislative Council
itself," Mr Sutch said.

"These included recommendations in
such areas as the development of closer
economic links with our Mainland
sovereign and the support for the expansion
of both innovative technology and more
technologically advanced industries in the
SAR.

"They included the commitment to
boosting Hong Kong's existing strengths in
the development of local financial markets,
tourism, infrastructure and ensuring the
future of the SAR's Small and Medium
Enterprises (SMEs) sector.

"In particular, we welcome the
announcement of the appointment of a
Commissioner of Tourism to oversee the long
term strategic development of this important
industry for the SAR," Mr Sutch said.

"We also welcome the new arrangements
concerning the present responsibilities of the
Provisional Urban and Regional Councils and
the decision to abolish the municipal bodies
from the end of next year.
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"If the Chamber was disappointed with any
aspect of the Policy Address, it was the failure
to explain in much greater detail the overall
strategic plan of the Government to cope
with the continuing impact of the regional
and increasingly global economic crisis.

"At the same time, we welcome the
Chief Executive's commitment of the
Government to free and open financial
markets in the SAR, to the linked exchange
rate to the US dollar and to fiscal prudence
in Government budgeting.

"We believe this commitment to fiscal
prudence is especially important when, as
the Chief Executive said, the 1998-99
Budget deficit is expected to exceed the
present $21 billion forecast," Mr Sutch said.

The Chamber applauded the Chief
Executive's revisions to its land supply and
housing policies, including the indication
that the future of the land sales program
would be announced early next year, the
changes to the housing supply target
program and the announcement of an
urban renewal strategy.

"These announcements should help
bring some further stability to the local
property market in the face ofthe persistent
economic difficulties," Mr Sutch said.

The Chamber also welcomed the $5
billion fund announced to aid Hong Kong's
future technological development and the
$100 million fund for the film industry. B
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Chief Executive, Tung Chee Hwa addresses the
business community.
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LEE HSIEN LOONG

Singapore Plans Wage Cut
to Head-off Financial Crisis

he Hong Kong SAR is not the only
I relatively wealthy well-off economy
in the region facing downward wage
adjustments and tighter control of overall
payment costs to enhance competitiveness.
Singapore aims to reduce wage costs to
tackle the financial crisis and to make
necessary adjustments to business costs
directly, through wage deflation, Deputy
Prime Minister Mr Lee Hsien Loong, told a
joint Chamber luncheon on October 13.
"Wages make up 40 per cent of business
costs. In the boom years before the crisis,
our wage levels increased faster than our
competitors. In the crisis, the exchange rates
of many countries have fallen sharply, but
their nominal wages have not gone up to
compensate. We therefore need to reduce
wage costs significantly, to bring our relative
unit labour costs back in line," he said.
The Singapore government is also
considering reducing the employers'
contribution rate to the Central Provident
Fund the National Wages Council has
reconvened to update their wage guidelines.
"Reducing wage costs is difficult in any
country. But Singapore has been building
up a flexible wage system for more than a
decade, to meet just this eventuality. And
the need to cut wage costs, especially
variable bonuses which depend on how well
the firm and the economy are doing, is clear

and pressing. | believe that through tripartite
cooperation among workers, employers and
the government, we can make this
adjustment smoothly and fairly," he said.

Thanking the Deputy Prime Minister on
behalf of the Chamber and its co-host, the
Singapore Chamber of Commerce in Hong
Kong, Chamber Chairman, Mr Peter Sutch,
said Mr Lee had well articulated the steps
necessary for recovery in the Asian region.

"It is music to many ears here, | believe,
that you are facing up to the need, amongst
other things, to reduce wage costs, with all
sectors — private and public — playing their
part," Mr Sutch said.

Singapore is also looking beyond the
crisis to make strategic shift in our policies,
and enable the economy to grow on a
sustained basis after the crisis has passed.

"We are accelerating building up
capabilities and restructuring the economy.
We are working to enhance our attractiveness
as a regional and international business hub.
We are investing heavily in infrastructure, for
example by building rapid transit rail lines,
and reclaiming more land from the sea. We
are spending more on education
programmes, and launching a major effort to
train and retrain workers, especially older and
retrenched workers,”" he said.

Atthe national level, affected economies
must tackle the pressing problems that
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Singapore Deputy Prime Minister, Lee Hsien
Loong addresses Chamber members.

IR BIAIE T ERRE BB o

preventtheir recovery, howeverdifficultand
painful this may be. This includes measures
to solve their economic problems, for
example by closing insolvent institutions,
recognising bad loans, restructuring external
debt and recapitalising their banks. It also
includes more basic issues, for example
feeding the nation and restoring law and
order in Indonesia and establishing the
political consensus to recognise and tackle
the root causes of the problems in several
countries. These crucial actions can only be
taken by the countries themselves. External
advice and aid can only play at best a
supporting role.
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"We are tackling the problem with the
full support of workers and employers. This
is not just an economic problem; it is also a
challenge to our social cohesion and our
resolve to survive and thrive as a nation.
Therefore, explaining what the government
is doing, getting Singaporeans to support the
measures and rallying them to bond together
as one nation are as important as working
out the policies in the first place," he said.

In the short-term Singapore is reducing
business costs to help firms tide over the
crisis, and workers to keep their jobs.
Although the Singapore dollar is not
pegged, it has depreciated much less than
other regional currencies. Although this is
because Singapore's economic
fundamentals are sound and confidence in
Singapore is unshaken; it has nevertheless
made their exports less cost-competitive.

The crisis has exposed the downside risk
of globalisation. Foreign capital brings
growth, but it can also transmit instability
and external shocks. Some countries are
attempting to solve these problems brought
on by globalsiation by cutting off free flow
of capital and isolating themselves from the
effects of the global markets.

"Malaysia is a notable example of this.
Malaysia's approach goes against
conventional views of the way to tackle the
problem. Prime Minister Mahathir of
Malaysia has said that Malaysia has 'chosen
to become a heretic, pariah if you like'."

Singapore is Malaysia's closest
neighbour so they have a vested interest in
its prosperity. Singapore therefore hopes
that Malaysia's policies will succeed in
restoring the country to economic health.
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"But backtracking on globalisation cannot
be the solution for the world. The trend of
technology is strongly towards even larger
economies of scale and finer division of
labour. The cost of reversal will be very high."

Without global free trade there would
not be companies like Intel, Airbus, Citicorp
or Honda.

"In the 1930s, countries erected trade
barriers and sought to solve their problems
individually. This led not to a more stable
system but to a World War," he said.

In particular, small, open economies
like Singapore and Hong Kong, which are
heavily dependent on a free flow of trade
and investments, cannot afford to cut
themselves off from the world.

"We should therefore reaffirm our faith
in the global economic trade system. We
should contribute to international efforts to
strengthen the global financial framework,
and strive to maintain and expand the
liberalisation in trade and investment
achieved over the years, for example in
APEC and the WTO," he said.

He stated that both Hong Kong and
Singapore are to small to have a decisive
voice. But they should nevertheless
participate actively in the debate, to help
bring about an outcome that furthers not only
our vital interests, but also the common
interest of the global trading community.

Tackling the crisis requires international
efforts to deal with the systemic dangers to
the global financial system, and national
efforts to resolve problems within each
country. Internationally, the immediate
priority is to calm the world capital markets,
and prevent shaky economies in Latin
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America and Russia from spreading the
contagion to the US and Western Europe.
The longer-term task is to remedy the
weakness in architecture of the
international financial system.

"There is an agreement that these are vital
and urgent tasks, but not on what the
solutions are or even what exactly the
problem is. There is no simple answer, no
magic formula. Transparency, accountability
and disclosure standards of key
macroeconomic data must all be improved.
Internationally accepted standards of
auditing and accounting must be developed
and adopted. Surveillance mechanisms
should be putinto place to head-off potential
crises. The role and modus operandi of the
IMF should be reviewed, to enable it to deal
more effectively with future episodes of
turbulence," he said.

These measures will reduce the
likelihood or severity of problems but they
will not eliminate the problems altogether.
Periodic manias, panics and crashes are
ingrained phenomena in any market
system, the result of the basic psychological
makeup of human beings.

"These measures are also easier to state
than to carry out. Implementing them will
require concerted efforts by the IMF, World
Bank, BIS and their members and groupings
such as the G7 and G22. Strong leadership
by the US is essential, to develop the
consensus and show the commitment without
which ideas, however good, cannot work.
Singapore, which has a fundamental interest
in a strong global financial system, will do its
part in concert with other countries, as | am
sure will Hong Kong," he said. @
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TONY BLAIR

Hong Kong Creates New
Era for Anglo-Sino Relations

ong Kong has become the bridge
Hbetween Britain and China

according to Mr Tony Blair, British
Prime Minister, speaking at a Chamber
luncheon.

"China has honoured her commitment
to Hong Kong's autonomy. The rule of law
is robust. Basic freedoms and rights
continue tobe respected and exercised. The
people of Hong Kong speak out and
demonstrate on issues they care about," he
said.

He also said that the replacement of the
provisional legislature by a newly elected
Legislative Council in May was welcome.

"Hong Kong needs a LegCo fully
reflecting all shades of political opinion,"
he said.

The record turnout in May demonstrated
the desire of the people of Hong Kong to
play a full role in the democratic process.

"l know the Government is committed
to the goal of universal suffrage. | support
the aspirations of the people of Hong Kong
for a fully representative government,”" he
said.

He also stated that the links between
Hong Kong and Britain were striking.

"Well over 10,000 Hong Kong students
study in the UK each year. Exports to Hong
Kong last year were worth over 3.2 billion

British Prime Minister, Tony Blair, speaks at luncheon.

pounds — Britain's twelfth largest export
market. Forty per cent of Britain's exports
to China went through Hong Kong and
many British companies use Hong Kong
as a base for their operations in China.
Annual capital flows between us amount
to 20 billion pounds. HSBC, now based
in London, has become the largest

REEHABRETRES LRPEMER -

European banking group. Eighty per cent
of Hong Kong's investment in Europe is in
Britain — over 600 million pounds has been
invested in the UK in the last 15 years.
Hutchison Whampoa alone had business
in the UK currently worth over three billion
pounds, from telecommunications to
ports, as | saw myself, when | opened the
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new Orange Call Centre close to my
constituency. All this | wantto build upon’
he said.

Mr Blair also said that Hong Kong has
many advantages that would help it through
the financial crisis. These included a
transparent system of regulation that was
clear, understandable and fair. Plus,
prudent macroeconomic policies, open
liberal policies on trade and investment and
a flexible, well-capitalised, well-managed
banking infrastructure.

He also congratulated Hong Kong on
an open, disciplined administration and a
level playing field with contracts awarded
on the basis of merit and open
competition. He stated that Hong Kong has
a durable legal system and respect for the
rule of law.

"Britain and Hong Kong have long
shared a vision of an open world economy,
with liberalised trade and investment. The
present crisis does not undermine that
vision. | welcome C.H. Tung's renewed
commitment to his policy address to open
markets, without exchange controls and to
Hong Kong's standing as an international
centre of trade and finance. You are
absolutely right to stick to openness.
Closing down would be precisely the wrong
response anywhere, let alone for a place
as dynamic as Hong Kong, with is
dependence on international trade," he
said.

He stated that this was not the time for
re-writing the rules that made Hong Kong
the envy of the world. He said it was a time
for holding form to basic principles, being
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truthful about what can and cannot be
done.

"I pay tribute to the Administration here
and its leader for the manner in which they
have sought to guide the SAR through a
crisis not in any one economy's ability to
control," he said.

Asia has been helped by the
determination of the Chinese not to devalue
their currency and their support for the
Hong Kong dollar peg.

"Hong Kong cannot isolate itself from
the contagion of loss of market confidence.
This turmoil in world markets has
dramatically underscored the
interdependence of today's world
economy," he said.

The financial crisis is global in its reach
and its implications. Over 700 million
people live in countries in recession. The
IMF expects growth to world trade this year
to fall by two thirds. US$3 trillion has been
removed from the value of major global
equity markets since mid-July. The IMF has
reduced its forecast for world growth by
over one per cent. In countries around the
world, forecast growth rates are being
reduced.

Mr Blair stated that the methods of
dealing with the global financial crisis must
be global.

"It grew out of weak financial systems
in some countries, a lack of transparency,
poor risk management in global markets
and economic policy mistakes in individual
countries. It spread partly because markets
failed to distinguish between strong
economies, such as Hong Kong's, and
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weaker ones. It has now become a threat
to global prosperity through the rest of
recession, but an enormous human tragedy
affecting millions of people, particularly in
Asia," he said.

Many, in Asia and elsewhere, have felt
the devastating effects of high interest rates,
tight credit and falling asset prices — people
who have lost their jobs, their homes and
their savings because of the crisis that
certainly had nothing to do with any failings
on their part.

"We are proposing that as part of the
new financial architecture for the world
economy there should be a new
international code of good practice on
social policy. The IMF, World Bank and
other agencies must help develop social
support systems and public health and
education services in the countries
affected. These will not only promote
economic development now, but also
serve as a safety net in time of crisis.
We must show that globalisation has
more to offer the poor than insecurity,"
he said.

Mr Blair recommended that in the short
term major economies of the world should
work together, keep their nerve, and hold
fast to prudent financial and economic
policies while maintaining and renewing
sustainable growth. The group of seven
most industrialised countries has a
particular responsibility to show leadership.
Interest rate cuts across the world, first in
Japan, then the US, then Britain and
Canada, reflect the shift of the balance of
risk away from inflation. l
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AIR FREIGHT

SuperTerminal 1 Endeavours
to Live up to its good Name

espite the battering over the past two
Dmonths Mr Anthony Charter,

Managing Director, Hong Kong Air
Cargo Terminals (HACTL), believes Hong
Kong is still on track to become Asia's
premier air cargo hub.

"It has by now become clear that
transferring such a technologically complex
operation at such speed in such
unpredictable circumstances were greater
than anyone could have foreseen. It would
have been challenging even in the best of
circumstances. But in an environment where
so many other extraordinary dislocations
occurred around the opening of the new
airport, the transfer in fact occurred during
the worst of circumstances, rather than the
best," said Mr Anthony Charter, speaking at
a luncheon organised by the HKGCC.

"I and HACTL's 2,400 staff have
worked, often round the clock, in extremely
difficult working circumstances, to
overcome the transitional problems, and
restore service to standards as speedily as
possible to the levels expected of us while
we operated at Kai Tak," he said.

Since the 24th August HACTL has been
able to transfer full operations back to the
new terminal at Chek Lap Kok but not at the
previously established service standards.

"We are still experiencing teething
problems as the new systems settle under

the pressure of full normal cargo loads. We
are in the process of adjusting to the new
working practices being adopted by those
in the air cargo industry who use our
facilities, and by those operating on the air
side of the new airport. All of these
adjustments will take time — perhaps several
months. For those whose business depends
on our smooth and efficient operation | know
this news will not be welcome," he said.

A full-range of fail-safe arrangements are
in place which ensure, that as far as humanly
possible, there can be no re-run of the
disruption experienced in early July. Full
parallel back-up systemsto HACTL computers
mean that any hiccup can be identified,
bypassed and resolved at high speed, with the
minimal disruption to the service.

Over the past 25 years Hong Kong has
emerged as one of the world's leading air
cargo hubs. When HACTL was first
operational in 1976 they handled just
176,000 tonnes a year, mostly in the belly
of passenger traffic. Since then, booming
trade and the opening up of the Mainland
economy, the development of dispersed
manufacturing and the rising regional
prosperity have worked together to bring
air cargo to the heart of Hong Kong's export
and import machine. In those two decades
the air cargo that HACTL have handled has
grown 10-fold. Just as the aviation industry
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Anthony Charter, HACTL, states his case.
ERCEUNARERESEERAAEUME -

has boomed the air cargo industry has
soared with it. Dedicated freighter aircraft
now accounts for 45 per cent of cargo
carried. Express carrier like DHL, UPS and
FedEx are among the fastest growing
operations in Asia.

The "just in time" pressures faced by
manufacturers and retailers alike has forced
companies that once were content to use
sea transport to broaden the types of cargo
they now send by air. Nowadays, small
expensive items are not just sent but bulky
low-value goods are too.

The result of these developments is that
Hong Kong is today one of the world's most
important air cargo hubs. In 1996 Hong Kong
overtook Narita to become the world's busiest
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international cargo handling airport. HACTL
has also grown to provide one of the world's
most efficient and technologically
sophisticated air cargo handling systems in
the world. Kai Tak, where cargo was handled
in a single complex, handled more than that
handled by the 16 airline warehouses at
Heathrow airport.

"After the experiences of the past two
months, this all sounds a bit exaggerated.
You may think | am indulging in grim
humour to call the new facility
SuperTerminal 1[ST1]. But as you watch the
competition develop over the coming
decades, | am confident that you will
discover that | am notexaggerating," he said.

ST1 has the capacity of 2.4 million
tonnes. This is twice the tonnage handled
by Heathrow last year — and all in a single
building.

"To process the cargo on this scale
requires an unprecedented degree of
automation and sophistication — and
discipline. It provides an opportunity to take
into account — and to produce an integrated
solution for — the varying needs of the
different parties involved in the cargo
process — from freight forwarders and the
airlines ramp handlers, HACTL itself, and
even the Hong Kong Customs and Excise,"
he said.

ST1 is a hactl design, building on the
experience gained in Kai Tak, and involving
an enormous investment - a total of

HK$8.3 billion — 75 per cent of the cost of
the passenger terminal.

Despite the regional downturn trade
volumes have remained quite robust. For
Asia as a whole imports have tumbled — US
government data show a fall of more than
one third, from US$175 billion in the first
seven months of last year to just US$113
billion up to the end of July this year.

But exports have risen strongly in the first
half of 1998. To tell the story in numbers is at
present difficult because most data show the
shift in the value of trade, as measured in US
dollars. This means where export volumes
have surged, this increase may barely be
apparent in value terms. Take Korea, where
the value of exports has risen by 3.6 per cent
in the first half of the year, but export volume
is up 40 per cent. Malaysia's exports are up
by 41 per cent — who knows how much that
implies in volume terms.

In Hong Kong total trade for the first half
of 1998 slipped by four per cent from the
first half of last year, with exports down by
just two per cent. Perhaps just as
noteworthy, Guangdong's exports were up
by eight per cent in the first half of this year.
Looking at trans-pacific trade overall, the
US government says US imports from Asia
have risen from US$175 billion in the first
seven months of last year to US$185 billion
this year — an almost six per cent rise in
value terms, but perhaps four to five times
in volume terms. &
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Folfowing a Tradition

We are proud of our heritage
stretching back over 100 years
Moulded in the Hanseatic busi-
ness tradition, we confidently
face the future and embrace
its new opportunities,

In this spirit - full speed ahead.

BLG Bremer Lagerhaus-Gesellschalt AG & Co. * Hafenstr. 55 - D-28217 Bremen - Germany
Tel . 49-421/398 - 3484 - Fax: 49-421/398 - 3404 - http //www.blg. de

Forging Ahead

restructured our business to recognise these demands
and make us faster and more responsive in global
competition. The new BLG and its subsidiaries stand
for competence and service in transport, cargo handling
and logistics. Serving our customers. World-wide.

BLG Logistics

‘ Globalisation presents new challenges. We have

® BLG Container

e BLG Automobile Logistics
e BLG International Logistics
e BLG Forest Logistics

e BLG Project Logistics

e BLG Technical Services

e BLG Data Services

You can find out more about the
new BLG Logistics Group by
contacting us at.
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AIR FREIGHT

Trade to Hold Steady - it's
Good News for Alrfrelght

Ithough current conditions dictate
Athat the future is positive for

airfreight traffic in Hong Kong,
Anthony Charter, Managing Director,
HACTL, remains cautious on the long-term
outlook.

Long-haul trade flows to North America
and Europe remains quite buoyant. But a
sharp economic downturn in the US and
Europe would disrupt export flows, as
would a steep rise in protectionist sentiment
in the US. Neither of these can be
confidently ruled out as we all speculate
on how severely scandals will hobble the
Clinton administration over the coming 15
months.

"This is clearly a dangerous time to
make any long term forecasts either for
trade flows, or the impact on the sea and
air cargo business, but if one assumes that
things will not get conspicuously worse
from today, and that economic activity will
begin to rally in the later part of next year,
then | expect to see trade volumes through
Hong Kong grow steadily from present
levels," he said.

The growth projectory forecast in the
early part of this decade of seven to 10 per
cent annual growth through into the next
century might now need modification, but
even with five per cent annual growth, this
will stretch the economy's capacity — and
that of its air cargo operators — quite hard.

Dr Eden Woon, Director, HKGCC, meets Mr Anthony Charter, HACTL.
FERRAURBLREBLEEUQAAEKESEERS

After above-trend growth of 14 per cent in
1997, it is expected that total air cargo
throughput — shared between HACTL, AAT
and the express carriers — to hold steady,
or perhaps slip a little in 1998. There is
expected to be a slow resumption of growth
in 1999, and the pace accelerating again

in 2000. If this forecast is correct, Hong
Kong can still expect to be one of the
world's leading air cargo operators for as
far into the future as any of us dare to project

These predictions could be rejected if
air cargo was diverted to other hubs in the
region.
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"The disruption in early July, which led
to substantial diversion to Macau, and offers
of support from Hungtian airport in
Shenzhen, was a sharp reminder to us that
all we can never take our preeminent hub
position for granted," he said.

But what, in realistic terms, is the
medium to long term threat of diversion
away from Hong Kong?

The majority of air cargo is carried in
the belly of passenger aircraft, rather than
dedicated cargo aircraft, so the development
of business will remain integrally linked with
the passenger traffic patterns. While Hong
Kong remains the critically important
passenger hub that it is today, with almost
70 airlines serving a total of 120 cities around
the globe — many of them daily — air cargo
operators are going to retain a powerful
incentive to stay and build their businesses
in Hong Kong. For any other city in the
region to build or to match such an immense
network of bilateral air traffic would take
decades. Indeed, it has taken Hong Kong
more than four decades. Air cargo operators
choose Hong Kong as their key Asian hub
not simply because of the immense network
of global aviation links. They also choose it
because of the efficiencies that can be
achieved by serving clients from such a well-
networked hub. In turn, immense critical
mass of air cargo activity enables operators
to keep costs down, and to offer highly
competitive freight rates.

Macau's airport provided valuable support
during therecentupheaval, but its growth plans
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are modest by comparison with the demand
pressures faced by Hong Kong. Its growth rate
was an impressive 82 per cent in 1997
(compared with 14 per cent at HACTL) — but
such comparison is virtually meaningless when
you look at growth in term of volume: Macau's
facility added 20,000 tonnes, while Hong
Kong added 206,000 tonnes in just a single
year. Also, expected growth in air cargo
sourced on the western banks of the Pearl
River Delta, in the hinterlands of Zhuhai, is
forecast to consume all the extra capacity that
Macau plans to build.

On the Chinese Mainland, Hungtian or
Guangzhou's Baiyun will clearly over time
absorb some air cargo business. But for the
foreseeable future, their limited capacity,
limited international route networks and the
bureaucratic difficulties encountered by the
freight forwarders when trying to channel
cargo through Mainland airports will be
powerful deterrent. So too will be the
paucity of banking facilities, of insurance
arrangements, and a very limited trade
infrastructure. Things on the Mainland will
no doubt get better over time but not at such
speed that fast rising demand from the Pearl
River Delta region will be absorbed.

"Hungtian and Baiyun will act as
complementary airports to Hong Kong; as
they develop their extensive domestic route
networks, so increasing numbers of
Mainland exporters will use them as feeder
hubs to channel urgent cargoes into Hong
Kong and on to global markets served
extensively from here," he said.
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Singapore may capitalise on Hong
Kong's problems. It is indeed possible that
some freight forwarders have discovered
sea-air combinations to channel certain
kinds of non-urgent cargo from the Pearl
River Delta region through Singapore to the
markets of the West.

"This will be minimal. Singapore is
simply to far removed from our own
hinterland of the region of south China,"
he said.

That leaves Taipei and Manila.

"Of these | suspect Taipei constitutes the
true future competitor — the hub that will
keep us on our toes. It is near enough to the
Mainland to act as a conduit for air cargo
from numerous Mainland cities — at least
once direct flights have been agreed
between Beijing and Taipei. Once its new
airport is operational early in the coming
century, it will probably have the capacity
to channel quite substantial volumes of cargo
both across the Pacific, and around the
region. The decision of UPS to locate its air
cargo hub in Taipei, and the close links being
developed between China airlines also
suggest progress in this direction.

"But if regional air cargo continues to
grow at the rates | expect, then Taipei will
do know more than keep us on our toes. It
will give our clients choice and enable them
to benchmark the quality and efficiency of
the services we give them, as well as Hong
Kong's inherent locational advantages. The
competition will be welcome to all of us,"
he said. B

AR A IR R ZE TR SE R R I A AR
o B AUE AR A BT T
Fo BEMAMEHLRBER - 25E -
FIEHHEE - AHTF > AHES > HI%E
FEZNE ! a

ADVERTISE

Chamber
Website

Please Contact

Ms Carmen Ho
Chamber Services Ltd.

Tel: 2823 1291
Fax: 2527 0380

IBAT 1998%F11 8 25



CHINA

Mission To The China Fair
for International Investment
and Trade in Xiamen

By Ellen Liu*

l ed by Dr Eden Woon, Director of the

Chamber, an 18-member delegation

visited this year's fair. They
comprised of representatives from trading
companies, law firms, banks, research
institutes, financial bodies, the construction
sector and industry. Most of them intended
to invest in China or already had business
there.

The aim was to study the latest Chinese
economic policies and investment projects,
as well as to assist members in exploring
business opportunities.

The China Fair for International
Investment and Trade (CFIIT) is comparable
to the prestigious Guangzhou Trade Fair.
Inaugurated in 1997, the fair was once
again held in September in Xiamen, Fujian
Province.

The Organisation Committee consisted
of senior officials from MOFTEC, Fujian
provincial and Xiamen municipal
government and forty-three delegations
from provinces, cities and autonomous

Opening Ceremony: (From left to right) Mr Rubens Ricupero, Secretary General of UNCTAD, Mr
Shi Guangsheng, Minister of MOFTEC and Mr He Guo Qiang, Governor of Fujian Province.
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regions of the Mainland participqted in the
fair. Plus, overseas investors, busmessmgn,
organisations and even government officials
visited this year. _

The CCPIT Xiamen Sub—Cqunal toqk
the responsibility for coordinating logistic
arrangements for the mission and sent two
representatives to accompany the
delegation throughout the trip.

The Economic Affairs Department of
Xinhua News Agency, Hong Kong Branch,
arranged a meeting with Mr Shi
Guangsheng, Minister of MOF.TEC and
entrance permits for two symposiums.

Dr Eden Woon, as group leader, joined
the meeting with Madame Wu Yi, State
Councilor, together with other group
leaders from Hong Kong industrial and
commercial circles.

The whole delegation met with Mr Shi
Guangsheng, Minister of MOFTEC, visited
all the booths at the fair, and attended
investment-briefing meetings held by
Jiangsu, Shandong and Fujian government.
Delegates also participated in the Forum
on Direct Investment Strategies of
Multinational Corporations and a
Symposium on China Foreign Investment
Policies. In addition, part of the delegation
alsovisited Xiamen Haichang Development
Zone. Plus, most delegates had individual
business appointments. All the delegates
considered the mission very successful.

Meeting with Mr Shi Guangsheng,
Minister, MOFTEC

Mr Shi Guangsheng said that CFIIT was
the most important investment fair in China
with 13,000 investmentprojects presented by
43 delegations covering all the provinces,
cities and autonomous regions of the
Mainland. Mr Shi believed that most investors
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would find the right projects and right partners
from the fair. Mr Shi also emphasised that
China needed to make better use of foreign
investment to ensure sustainable and rapid
economic development.

At the meeting, Dr Eden Woon briefed
the attendees on the roles and functions of
the Hong Kong General Chamber of
Commerce and the interests of the Chamber
delegation.

Meeting with Madame Wu Yi, State
Councilor

Atthe meeting, Madame Wu Yi revealed
that the flood in China had affected 223
million people and 21.2 million hectares of
farmland. Direct losses from the flood
amounted to 160 billion RMB (US$19.28
billion). When commenting on the reduction
of investment from Hong Kong, Madame Wu
Yi said that, despite the impact of the Asian
financial crisis, investment from Hong Kong
still remained good. She was very upbeat
on the achievement of the anti-smuggling
campaign.

The Fair

There were altogether 6,377 overseas
visitors and 156 delegations at thefair, 2,766
projects of investment found their foreign
partners during the five-day fair (including
contracts, agreements and business intents)
and the foreign capital involved reached
US$14.2 billion. At the fair, 1,066 contracts
were signed with the utilisation of foreign
capital reaching US$ 5.52 billion.

Businessmen from Hong Kong, Macau
and Taiwan were still the main investors.
However, the numbers of European and
American investors increased rapidly, with
119 contracts worth US$690 million
concluded.
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The import and export volume of the
fair reached US$1.053 billion among which
import was US$189 million and export was
US$864 million.

In view of the busy schedule, the
mission was considered highly successful.

It is suggested that the Chamber should
continue to organise missions to visit the
fair. More provincial and city appointments
could be made in the future for delegates.

Non-member companies could be
recruited to join the mission so that these
potential members would have a chance
to know more about the Chamber, and be
invited to join the Chamber at a later stage.

Organising a mission to the Mainland
provides a good chance for Chinese
associate members, like China Songhai
Industrial Corporation, to establish a closer
relationship with the Chamber and to meet
with appropriate counterpart businessmen
in the delegation. In this mission, Songhai
was very active to host the delegation and
offer assistance. On the other hand,
delegates expressed great interest in
knowing more about local companies. It is
recommended that the Chamber should
arrange short meetings with Mainland
associate members in future visits to the
Mainland.

Special thanks goes to CCPIT Xiamen
Sub-council and the Economic Affairs
Department, Xinhua News Agency, Hong
Kong Branch, for their assistance in
organising the mission especially in
contacting MOFTEC. However, it is
recommended that the Chamber should
look more to organisations such as
MOFTEC for support in the future. &

* Ellen Liu is Executive Officer, China
with the Chamber.
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Mr Eden Woon (left), Director of the Chamber, met with Mr
Shi Guangsheng, Minister of MOFTEC.
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Volume of Economic Activity, Not
Price, Important for Asian Recovery

ecovery in Asia requires increases
R in the volumes of economic activity

in the major economies of the world
and in available credit in Asia, according
to John Greenwood, vice-chairman of the
Invesco Asia fund management group.

He told a well attended Chamber
Roundtable luncheon that better real
growth in the major industrial economies
and increased money supply in Asia,
including Japan and China, were more
important than the price of goods sold or
levels of interest rates.

"All the work that | have done over the
past 25 years on the Asian economies
convinces me that in order to have a
recovery in Asia, what we need to have is
a volume recovery in economic activity
elsewhere," he said.

"We need the level of economic
activity, whether it is in the US, or in
Europe, or Japan or China, orin Asia itself,
we need that level of economic activity to
pick up.

"l start with that assertion because a
lot of people tend to think that you can
solve your trade problem by devaluing the
currency and gaining market share in the
short run. But in a small open economy
like Hong Kong, and indeed in many
larger economies, artificial movements in
the currency of that kind only win you a

very short-term benefit. In the longer run
what really matters is productivity,
technology, financial packages - those
are the things that really sell your
exports," he said.

Mr Greenwood said the basis of strong
recovery in Asia required good real growth
in the US and Europe, as well as an
expansion of the money supply and
available credit in other major economies
like Japan and China, as well as in the Asian
region.

US Outlook

In the US growth hasbeenvery vigorous
— 3.6-3.7 per cent in real terms so far this
year.

"1 do not believe that this rate of growth
can be sustained. We are already seeing a
slowdown in the growth of the labour force.
There is pressure on wages and with the
recent shocks from emerging markets we
must expect a slowdown. The front end of
the economy — consumer spending etc is
buoyant, but the back end — manufacturing,
capital spending etc is definitely
weakening," he said.

The reason for this slowdown has
mainly to do with the level of the dollar;
the strong dollar has eroded to a degree the
competitiveness of traditional
manufacturing.

In the first year of reaction to the Asian
crisis, consumer spending in the US
improved, perhaps partly, as interest raters
came down - there was a lot of refinancing
of mortgages.

"Growth should slow to 1.5-2 per cent.
Growth rates of 3.5 per cent are simply not
sustainable," he said.

European Outlook

"Growth has been modest but
improving — this picture will persist. There
may be some wobbles because of the crisis
in Russia and concerns about the losses
banks have made lending to emerging
markets, but with cuts in interest rates of
various peripheral countries, and the fact
that Europe is two to three years behind the
US in the business cycle, there is still plenty
of growth ahead of Europe," he said.

Mr Greenwood said the two big
economic engines of Europe and the US
are in reasonable shape.

"I do not envisage the US having a
recession it is possible that the current credit
panic will translate temporarily into a
slowdown in lending, but I'm quite sure the
Fed will respond to that by cutting rates so
that growth picks up again in 1999-2000.

"The Fed will be anxious to avoid the
mistake it made in the wake of the 1987
crash. At this time there was a big fear that
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the collapse in stock market values would
damage economic activity and as a result of
that, the Fed lowered interest rates in 1988
— this caused inflation in 1989-90. It is not
clear that the Fed can avoid that this time.

"I think that we are close to a bottom in
terms of inflation in the US, the outlook of
growth is not for a recession but a modest
slowdown," he said.

Japan's Outlook

The economy has taken a serious lurch
downwards.

"The reason for this is that the economy
is being starved of oxygen. The oxygen is
the growth of money in credit," he said.

The Japanese economy has needed a
six per cent rate of growth of money in
credit to maintain economic activity. The
economy was capable of growing at about
four per cent in the 80s, and is probably
capable of a lower rate of growth than that
now.

Since the Bank of Japan started to raise
interest rates in December 1989 to curtail
the asset bubble, money and credit growth
has slumped to two per cent/annum, not
enough to maintain real growth in Japan.

"Unless the Bank of Japan changes that
strategy, Japan faces prolonged stagnation,"
he said.

There is ample evidence of deflation.
Japanese banks lend primarily on the basis
of real estate collateral so the tightness of
money in credit causes firms to experience
negative top line growth and falling bottom
line growth. This causes profits to decline
so companies' ability to service loans is
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failing. Since Japanese banks lend primarily
on the basis of real estate collateral, the
banks' bad debts are worsened by deflation.

"In my view Japan will not come out of
this unless we see a radical change in
direction by the Bank of Japan. Quarter
point cuts in interest rates are not sufficient.
It is very easy for the bank of Japan to
stimulate the economy — the problem is a
mental one — their mindset is to keep the
interbank rate fixed at 0.25 per cent. But
what is the real rate of interest in Japan for
corporations when you have domestic
wholesale prices falling at about three per
cent/annum and have nominal interest rate
of quarter per cent and real rates of 3.25
per cent?" He said.

"For an economy in deep recession
what needs to happen is the nominal rate
to become negative. Butsince nominal rates
cannot be negative, the only thing that can
change is the expected rate of inflation. The
Bank of Japan needs to go into the market
and buy JGBs on a large scale. By doing
this it would credit the bank's reserve
accounts. Then, they could lend money to
the corporate sector or invest funds in JGBs
and other quality income coupon bearing
assets. The problem is the yield curve in
Japan is so flatthat it will take a lot of money
to recapitalise the banks. The government
should encourage the banks to purchase
foreign denominated government
securities. The government should take the
forex risk, which would give the banks a
positive yield curve. The only problem with
this is that printing money like this will
create a very weak yen in the short run.
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But is it better to have a strong yen and a
collapsing Japanese economy or a
weakening yen which is part of a reviving
economy?" He said.

China Outlook

Whatever Hong Kong does, its future is
intricately bound up with China.

"As | see it China's economy is not
recovering vigorously. There is deflation.
Against this background it should be easy
for the Chinese authorities to tackle steps
nesscessary to get the economy to expand
internally. The emphasis is being placed on
price - Yuan / US dollar - not on quantity
of money in credit.They should stimulate
domestic demand rather that maintain the
yuan/dollar exchange rate. If stimulating
domestic demand means a temporarily
weaker yuan so be it," he said.

China's huge economy needs to pick
up again to help the smaller Asian
economies recover. But the credit numbers
for China are all heading downwards.

"Until we get off this track of squeezing
money in credit and get it moving up again
China is not going to show any upturn in
growth. Until that happens, a large part of
Hong Kong's activity will be held back,"
he said.

When the Asian economies start to
revive there will be a current account
surplus, because the economies will still be
very weak. However, because there will be
no longer any need for a capital outflow
(or debt repayment), the Asian currencies
will bounce. At that point prices in Hong
kong will not look so uncompetitive. B
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Hong Kong on Information
Highway without a Map

ong Kong must develop its
H information technology so to

revitalise and sustain the
economy, but the Government does not
have any concrete plans to achieve this,
according to Mr Sin Chung Kai, Legislative
Councilor for IT, speaking at a Roundtable
luncheon.

In the past year the Government has
taken several actions: The termination of
the external telecommunications
monopoly; the setting up of the IT and
Broadcasting Bureau (ITBB) in May; an
invitation to submit proposals for the
Electronic Service Delivery (ESD) in June;
the Telecom and Broadcasting Review in
September and the Information
Infrastructure Advisory Committee had its
first meeting last month.

"All these are barely sufficient to kick
off the first step in the long process of
transforming Hong Kong into a digital city
and they are not adequate to strengthen our
economy. The Policy Address was also
disappointing," he said.

Mr Sin said that the Policy Address did
not have any new suggestions.

"We expected the Policy Address would
suggest new policies and strategies to
develop IT in Hong Kong — the construction
of the Science Park has been repeatedly
mentioned since 1995 - and the IT
Education Plan that was introduced last
year, was once again reiterated this year,"
he said.

"Although the ITBB did put together
various tasks and named the plan 'Digital
21" it lacks sophistication. The plan can
only be regarded as a plan for the ITBB,
it cannot be considered as a plan for the
SAR Government or a blueprint for the
future of IT of Hong Kong," he said.

He also said that the Policy Address
lacked substantial and concrete
suggestions.

"It is good that the Government
pledges to provide funding for
developing IT and related industry — such
as the $HK5 billion Innovation and
Technology Fund, $HK100 million
Development Fund and $HK173 million
that will be spent on launching the
online Government ESD. However, the
Government fails to state any concrete
and viable plans to effectively utilise
these funds. Moreover, the amount of the
funding, except the Innovation and
Technology Fund, is rather insignificant
compared to other development funds,"
he said.
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He also stated that the Government
lacks long term goals and direction.

"Unlike Singapore and Taiwan, the
Policy Address failed to depict a long-term
plan to develop IT for Hong Kong. Hong
Kong is lagging behind Singapore and
Taiwan. Even with the present economic
turmoil the two countries continue to enjoy
moderate economic growth because of
their wise IT vision that we did not have a
decade ago," he said.

The ITBB has recently proposed some
milestones and targets for the IT strategy
plan. These include to have the first phase
of ESD available by the end of 2000, and
by the beginning of 2001 over two thirds
of all new IT projects in Government will
be outsourced.

"In Singapore, government online
services are available for Civil Service
Recruitment, Child Care Information and
registration, the National Library and the
Provident Fund. They launched the Civil
Service Computerisation Program and
began to design the online government
service in 1981 and National IT Plan in
1986. Taiwan introduced their online
government service in 1991. Plus, the
Taiwanese government has done a great
deal in encouraging citizens to obtain
personal certificates for secured online
transaction," he said.

In the recent Policy Address the
Government conveys a vision of making
Hong Kong an Asian Pacific Internet hub.

"This vision is rather naive and
primitive. Although it sates that by the
end of 1999, Hong Kong will be a
leading Internet traffic hub and at the end
of 2000 Hong Kong will be the leading
Internet content provider in the region,
it does not say how Hong Kong will
attain these goals. When Singapore
announced its master plan (1T2000) in
1992 they had a very detailed viable
implementation plan to realise their
goals and visions — they did not merely
dream about it. Taiwan also had their
National Information Infrastructure
projects well-planned by 1996, when all
their governmental agencies and
departments had already maximised
their engines to run full speed down the
information highway," he said.

Mr Sin said that the SAR Government's
position on IT policy is somewhat obscure.

"On one hand, the Government claims
to want to develop Hong Kong into an
Internet hub; while on the other it is
reluctant to open up the telecommunication
market, even under the global economic
climate of liberalisation. It will not be able
to achieve its Internet hub status without
liberalisation," he said. R
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SMEs Could Hold Back SAR
Recovery with Lack of IT Skills

leven per cent of SMEs in Hong Kong
Edo not use computers in their day-

to-day business, according to a
survey by the Hong Kong Productivity
Council (HKPC). And, this lack of IT could
seriously impede the competitiveness of
those companies.

With over 95 per cent of Hong Kong
companies SMEs they contribute the most
GDP. So this lack of IT understanding could
undermine Hong Kong's chances of
economic recovery.

SMEs have traditionally been successful
because of their flexibility, which has given
them a competitive advantage. Now in a
time of recession, flexibility is not the only
thing that will guarantee survival.

SMEs have changed from
manufacturing orientated over the years to
service orientated.

Manufacturing companies have moved
their factories to Chinawhichrequires good
communication networks and in the service

sector, competition is fierce this is why they
need IT to increase productivity.

For those companies that have IT the
ratio of computers to personnel is 1:3.

Seventy per cent of SMEs with IT have
modem connections since communication
is the driving force behind technological
development. This is following the global
trend for e-commerce and electronic data
interchange.

The survey found that most SMEs are
satisfied with their hardware and
software but used it mainly for simple
functions such 'as word processing and
did not take full advantage of its
capability. Only 17 per cent used their
software for logistics control so this is
an area for improvement.

Most SMEs were satisfied with their
software. The survey found thatthe barriers
to implementing IT were that SMEs lacked
awareness in knowing how IT could help
increase productivity.

Plus, they had insufficient knowledge
on how to apply software to their work.
Other areas of complaint were that there
was not enough systems support,
insufficient funding, not enough training
and lack of management approval for
implementing IT. Also hardware and
software sourcing was a problem.

Other areas of difficulty identified were
that systems were not as flexible as manual
operation.

From the survey the HKPC suggested
that practical database training would be a
solution to familiarising SMEs with IT. The
SME Centre also pledged to provide an IT
consulting service to help in process
development and needs analysis that would
be on par with that provided by private
companies but much cheaper.

The HKPC recommended that SMEs
stick to one type of software to make a
user-friendlier environment for their
employees. B
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Could the Collapse of the
Internet be Imminent?

Imost every presentation or
A magazine article on electronic

commerce and the World Wide
Web projects exponential growth of all
aspects of the Internet and the business
being conducted on it.

Social transformation is stated as
inevitable and companies that cannot adapt
to the new paradigm will rapid go the way
of the dinosaurs.

Amid such hype and enthusiasm, some
predictions for a very different future have
been forgotten.

Robert Neely reviewed the possibility
of the Internet actually collapsing
instead, at a recent seminar held by the
Canadian Chamber of Commerce in
Hong Kong.

Neely previously held the post of
Research and Planning Controller with the
Hong Kong Jockey Club where part of this
role was to anticipate technology
developments affecting business over a ten
year timescale. The likely impact of Internet
betting was a major part of analysis
conducted during the period from 1992 to
1997 and Neely's background gave him
close connections to some of the
doomsayers.

From the late 1970s, he was at the
centre of European initiatives to analyse
ways of building highly dependable
networks and much of that work centred
on technology transfer from military-style
networking to commercial standard
networking.

Both electronic commerce and the
Web area are carried over a global
infrastructure that has been labelled the
Internet, even though most users have little
idea of what the Internet is or where it
came from.

One of the most prevalent myths about
the Internet is that it was designed by the
military at the height of the Cold War and
that a key requirement was survivability in
the event of a nuclear war. In fact the
predecessor to the Internet, which was
called Arpanet since the Advanced
Research Projects Agency funded it, had the
principal objective of saving money. In the
late 1960s computers were very expensive
resources and Research Institutes always
attempted to justify additional grants by
claiming they needed the computer power.
In response they were told that a network
would enable them to share the resources
that had already been provided. The
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notions of survivability, security and service
guarantees were no part of the original
vision.

Since the evolving network was a
testbed, early researchers could and did
crash the entire network at will to learn
more about its characteristics. Later, when
this would have been viewed as extremely
anti-social, errors similar to Year 2000
problem would take down the entire
network. The issue for the present day is
whether there is still the scope for extreme
network failure whether for accident or
from a hostile attack.

During 1996 there was a well-
publicised debate between Bob Metcalfe,
one of the early Internet pioneers and
George Gilder, a futurist and visionary.
Metcalfe wrote a column with the title
"Predicting the Internet's Catastrophic
Collapse" in which he predicted that the
Internet "will soon go spectularly supernova
and in 1996 catastrophically collapse". He
then elaborated ten reasons why this would
be the case.

The Internet Service Provider
communities scoffed at this and made him
promise to eat the offending newsprint if
his prediction was not fulfilled. True to
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this promise, Metcalfe did appear at the
4th International World Wide Web
Conference and did literally eat his
words.

George Gilder as a utopian and
visionary had led the charge against
Metcalfe by using arguments centred on the
special sociology of the Internet
community. Using language liberally
sprinkled with phrases such as "telecosm"
an "infocosm" he asserted that the
dymamics of the community would
overcome all problems.

In 1998 when minds have become
focused on the global impact of the
omission of two digits from date fields, it is
worth looking again at some of Metcalfe's
points.

Four of Metcalfe's ten arguments were
to do with "monopolies", "security",
"compatibility" and "capacity".

The "monopolies" argument was that
telcos would continue to pursue long
distance voice business and without
effective competition, access charges fast
Internet access would stay thus fatally
damaging the Web.

The "security" argument was essentially
that businesses needed security for
electronic commerce and since the Internet
was insecure, businesses would abandon
it for Virtual Private Networks leaving the
open Internet to decay from lack of further
investment.

The "compatibility" argument was
simply thatthe war for control of standards
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would tear the Web apart and the need for
improved basis Internet standards would
create a migration period when nothing
worked well. This would destroy the
"systemic value" of the Web.

The "capacity" argument was that the
innate original design of the Internet does
not cope well with overload and that the
naiveflatrate pricing model was incapable
of financing the new capacity needed to
service the projected growth.

The position today is actually little
different from the basis of Metcalfe's
concerns but there have been a
considerable number of new threats added.
Some of these are technical, some are
economic and others are in the realm of
what military strategists call "Infowar".
There is general consensus that global
standards are desperately needed to make
the Internet and the Web fit for electronic
commerce. There is equally general
consensus that the old government culture
standards bodies are hopelessly inadequate
are matching the speed of Internet
development. The economic pressure for
rapid solutions such as security systems has
led to what is being called "the
Balkanization of the Internet" where well-
funded groupings are intent on asserting
control over parts of the Internet based on
standards that favour their proprietary
technology.

A useful metaphor for the current state
of affairs is that of a sailing ship crossing
the ocean. In philosophy the question was

ERAFLEN R > S8 LK - 1E
BBERN S —HBEN D RIS RE
—EREERANEE > Bl EHERA
W[ RSBE] IS -

[EHEME] - EERENERFER
AEA RO B3R 2 A R 5 iR A%
AEHR > UESEHEHENA > Fik > 2%
DR AT W e M sk RE AT 1
FR

A REER > RS FRITERNE®
B EEER > HRFMK EEASEE KN
HIELEFFAE > Hh— 24 LRy F e > —
SCELAC AR o HABAY R AN R AR
ATEMNSTF I HEBR - BERS - 2KE
TEE R BETHXREBEE
M I PR A AT o MLSN > ER AT IR
ARFR - ARETE B E AR B A B A A 3%
J& o ERGEREA T > ERABARE S BIF
PITE (BN > BATROLAREBIE R > L
AR EERERLE L[R5
WT > B EALEEE— LR MR
AGBARHHIRE  RFHRIEREE o

U A A ) 19 L R T B A — AR
B R S o EAUATIAN > i DG BAAR

whether you should still call the ship by
the same name if each of the planks was
replaced at some pointduring the voyage.
The metaphor was adapted by network
architects to point out that it was much
easier to change planks above the
waterline, particularly when the ship was
not moving. The metaphor is still
applicable to the process of Internet
standardisation. Everyone agrees that
many things have to change for Electronic
Commerce China to succeed but since the
whole picture is too complicated for any
one group to tackle, each group has
decided to change the plank or two nearest
to what they understand. Unfortunately if
everyone starts replacing planks at once
the ship disappears leaving at most a few
rafts in the sea.

What Metcalfe did not foresee in 1996
was the appearance of new groupings
working together to overcome many of the
problems he identified. The Open Group
is a consortium of over 200 organisations
that are collectively pursuing a vision of
an "IT Dialtone". This is in essence the
vision of an Internet that is "fit for
business". CommerceNet is another
consortium of 600 organisations that are
driving the global standards for electronic
commerce. These organisations have now
joined forces in the Asia-Pacific Region
and will work together to prevent any
collapse whether from technical problems,
legal framework omissions or economic
drivers. B
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FRANCHISING

Asia Pacific Franchise
Confederation

By Charlotte Chow

he idea of setting up an Asia Pacific

I Franchise Confederation (APFC) was

first proposed by the Malaysian

Franchise Association at a meeting of the

World Franchise Council held on 7 March
1998.

The aim of the APFC was to encourage
regional understanding and to strengthen
cooperation in protecting and promoting
franchising activities within the Asia Pacific
and worldwide. The inaugural meeting was
then arranged for 24 September 1998 in
Kuala Lumpur, Malaysia to coincide with
the Malaysia Franchise Exhibition &
Conference '98.

The meeting was chaired by MFA
Chairman Dato' Adzmi Abdul Wahab.
Representatives from the following franchise
associations were present: Australia, Brunei,
Hong Kong, Indonesia, Malaysia, New
Zealand and the Philippines.

The Hong Kong Franchise Association
was represented by General Manager,
Charlotte Chow. It was noted that Brunei is
not a member of the World Franchise
Council yet. Singapore was not represented
but had indicated support to the
Confederation. Japan was not represented
and its membership has yetto be confirmed.
All those present became founding
members of the APFC.

After a brief discussion, the paper was
endorsed with the amendment to point
3.1.ii to delete the requirement for
chairman of APEC members to be a
franchisor. It was agreed that the APFC
would meet two times a year. Effort would
be made for the WFC and the APFC to meet
during the same occasion. It was also
agreed that the annual membership dues
would be US$200.

APFC members present each gave a
progress report of their respective countries.

A courtesy visit to the Malaysian
Minister of Entrepreneur Development
Office Dato' Mustapa Mohamed, who is
also Second Minister of Finance was
arranged after the meeting.

Malaysia Franchise Exhibition &
Conference

With support from the government, the
Malaysia Franchise Exhibition &
Conference (MAFEC International '98) was
organized by the Malaysian Franchise

Member of the Asia Pacific Franchise Confederation at the inaugural meeting.

Association and officially launched by the
Malaysian Prime Minister Dato' Seri Dr
Mahathir Mohamad.

A dinner was hosted by the Minister of
Entrepreneur Development Dato' Mustapa
Mohamed for guests, conference speakers
and exhibitors. The Deputy Minister YB
Dato' Idris Jusoh was also present.

The Exhibition

About 70 franchises were on exhibit,
the majority of which were Malaysian
franchises. Their nature of businesses
included catering, retailing, and other
commercial and domestic services such as
auto accessories supplies and maintenance,
cleaning services, computing centers,
educational systems, franchise consultancy,
laundry, travel agency, etc. The MFA is
planning to have another exhibition next
year in October in Kuala Lumpur.

Franchising in the Asia Pacific

Australia

Sponsored by the Franchise Council of
Australia, the University of Southern
Queensland conducted a survey on
franchising in Australia, the report of which
was released in August 1998.

In total, 946 questionnaires were sent
and 186 responses were analysed. The

research identified a total of 693 business
format franchisors. In addition, 33 motor
vehicle retail franchisors and 4 major
automotive fuel retailers were identified,
making a total of 730 franchisors. (The data
below referred to business format
franchisors only, ie not including motor
vehicle retail franchisors nor automotive
fuel retailers). It is estimated there are
38,500 franchised outlets operating
together with 5,300 company owned
outlets. The growth rate from 1994 to 1998
averaged 16.3% per annum compounded,
representing a total growth of 83%.

Hong Kong

Franchising has been growly slowly but
steadily in Hong Kong. As franchise
operations are not required to register with
the HKSAR government nor the Hong Kong
Franchise Association, there is no official
record of the total number of operators in
Hong Kong.

When the HKFA was set up in 1992,
there were only about 55 franchise
operators in Hong Kong. However, the
number grew to 75 in 1994/1995, 81 in
1996, 95 in 1997 and the figure stands at
111 today. Theytogether have about 2,400
outlets.

Out of these, 53% (59) are local
franchises and three quarters (84) indicated
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that they are sub-franchising their
businesses to interested investors. Some of
the foreign franchises sub-franchise their
businesses but some of them (accounting
for 20% of the total franchise systems in
Hong Kong) are operated by area
developers, ie all outlets are company
owned.

Traditionally, retailing and catering
dominated Hong Kong's franchising scene.
With Hong Kong's economy becoming
more services oriented, the variety in
franchise operations has increased. During
the past few years, we see a surge in the
number of new local systems or new
concepts. They included: skin care and
beauty products; Chinese herbal tea and
Taiwan style tea house; commercial and
industrial services; estate agents; pet shops;
computer and education related franchises,
etc.

Another trend we notice is a growing
link between Hong Kong and the mainland.
Among the operations listed in the HKFA
Directory, 34% (38) indicate they are either
involved in franchising in the mainland or
are planning to do so.

Indonesia

Franchising activities started in
Indonesia in the 1970s with the
introduction of franchises such as KFC,
Burger King, Dairy Queen, etc. It was later
followed by Swensen Ice Cream and 7-11
Convenience Store. In 1991, there were
around 35 franchises of which 6 were
locals. At that time, the International Labour
Organisation in coordination with the
Department of Commerce had given the
push to promote franchising in Indonesia
as an alternative to solve unemployment.

In 1995, the number of franchise
businesses had grown to 135, a splitof 15
locals and 117 overseas. Most of them were
in the food business (65%) and mostly from
USA (70%) with about 924 outlets. By June
1997, there were 265 franchises (30 locals
and 235 overseas) with around 2,000
outlets.

Malaysia

From as early as 1950s, franchising has
taken root in Malaysia. The franchise
industry has averaged an annual growth
rate of around 10%. The potential of
franchising has been recognised by the
Malaysian Government. Following a
National Development Meeting in 1992,
which decided upon franchising as one of
the strategies to be adopted to develop a
competitive and industrious Bumiputera
Commercial and Industrial Community
(BCIC).

In recent years, the increased awareness
of franchising has contributed to the rise in
the number of companies venturing into
franchising as home-grown franchisors.
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Local fast food restaurant chains such as
Marrybrown and Sugarbun are among the
successful home-grown franchisors which
have established a number of franchised
outlets within Malaysia and overseas.

The outlook for franchising in Malaysia
is very promising as the government is
actively promoting franchising as one of the
strategies in developing local entrepreneurs
in distributive trade under the National
Development Policy. It is also supported
by other infrastructures such as the
Malaysian Franchise Association, franchise
consultants, specialised attorneys,
supportive bankers, related government
agencies (such as the Credit Guarantee
Corp and National Entrepreneur
Development Corp) and local higher
learning institutions with R & D facilities
and training programmes on franchising.

As of December 1997, there is an
estimate of 202 franchise businesses in
Malaysia, 52% of which are homegrown.
The number of franchisees is estimated to
be 2,500. The Franchise Act implemented
in July 1998 makes it mandatory for all
franchise businesses to register with the
Ministry of Entrepreneur Development and
be a member of the Malaysian Franchise
Association.

New Zealand

A survey of franchising in New
Zealand in 1997 was conducted by the
Franchise Association of New Zealand
and the Countrywide Bank.
Questionnaires were sent to more than
320 business owners (franchisors) of
business format franchise systems. 116
franchise systems responded. It was
estimated that there are 200 or more such
systems currently active. The highlights
of the survey indicated that:

*  71% (82) of franchise operations
originate in New Zealand. Of the
others, Australia is most common
(17%), followed by North America
(8%) and UK, Japan, Mexico, South
Africa (1% each).

*  27% of the indigenous systems are
being exported

* The earliest year the respondents
started franchising in New Zealand
was 1966. 80% of those surveyed
have commenced franchising
within the 90s.

*  The median total start up cost is
NZ$113,000 (initial franchise fee
23%, plant 38%, stock 4%, working
capital 13% and other 22%).

*  The number of systems, outlets and
those employed are increasing at
over 25% per annum

*  78% franchisee survival rate for last
five years

*  Spouses and partners operate 52 %
of franchise outlets.

*  23% of the franchisees are women

* Only 6% of systems require
franchisees to have prior industry
experience

* 91% of systems offer initial training
and manuals

Philippines

There were only 15-20 franchises in the
Philippines in the 1970s. The number grew
to 45-50 in the 1980s. By 1995, there were
111 franchises, 64 of which were local
systems. In 1996, the number grew to 186
(out of which 92 were local franchises). As
at 1997, there are 250 franchise systems,
115 of them were locals.

Last year franchise businesses
accounted for about 30 billion pesos in
sales, or roughly US$900 million. A
growth of 20-40% is expected this year
despite the economic slowdown. It is
believed that in year 2001, sales in
franchising would be around 100 billion
pesos (or US$1.8 billion at the exchange
rate of 54 pesos to US$1).

The growth in the non-food sector has
started to outpace the growth in the food
sector. This trend is expected to continue in
the next five years. Non-food entrants over
the last two years have been pegged in the
information technology, business services,
real estate and education segments of
franchising.

It is anticipated that growth in
franchising shall be most pronounced in the
following sectors: business aids and
services; printing; and security services.
Other potential growth sectors include:
food and beverage, furniture retailing,
products for children, and auto repair,
accessories and services, health aids and
beauty services, home and office
maintenance services, etc. B

Malaysian Prime Minister opening the MAFEC
International '98.
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Can Japan Resuscitate Asia?

apan cannot resuscitate Asia unless it
Jcan increase consumer demand, clean

up the banking system and escape
government paralysis, according to Mr
Michael Reuben, General Manager,
Republic National Bank of New York,
speaking at a Roundtable.

"There are three ways Japan can help
Asia; firstly by increasing bank lending. But,
this is unreasonable since Japanese banks
already have the lions share of claims on
Asian borrowers — US$135.1 billion. Or
they can increase public sector
involvement. However, this is unfair since
Japan is the number one donor in the
region. It supplied US$19 billion of the
US$120 billion IMF package. And finally,
they could stimulate theirdemand for Asian
goods. This would reflate the Japanese
economy, and strengthen the Yen to make
Asian currencies more competitive," he
said.

Despite Japan's recessionary economy
it has been able to amass tremendous trade
surpluses over the last few years. In July its
current account surplus was up 53 per cent
(US$10.2 billion). For this year Japan's
surplus to the US will approach US$70
billion or 26 per cent greater than 1997.

"This is fuel for the fire once again with
the US-Japan trade friction — should Japan,

the world's second largest economy,
be trying to export itself out of trouble
with the US?" He said.

Japan's exports to Asia have
declined; it has likewise reduced its
imports from the region, especially
since the beginning of this year.

The socio-economic factors and
the political turmoil engulfing Japan
since the bubble economy of the 90s
burst, is beginning to profoundly affect
the traditional structures which have
brought Japan's economic miracle to
a standstill.

What has gone wrong with the
world's second largest economy? Its
economy represents 61 per cent of
Asia's GDP, it has reserves of US$200
billion and is the world's largest net
creditor nation.

While Japan's constitution
provides for the separation of powers,
in reality, the powers are concentrated
in the bureaucracy. Over time, the
bureaucrats have governed not according
to clear, transparent rules, but through
discretionary power better known as
"window guidance" and through special
relationships. As these relationships are
based on power, rather than law, they are
subject to abuse and corruption.

Michael Reuben, General Manager, Republic
National Bank of New York.

BYBERRTRADTREERE

Today, there appears to be a clear
vacuum of power with the credibility of the
government questioned by the global
markets and by its people. The scandals,
which have come out into the open, have
broken the sacred belief that the
bureaucrat's unselfish commitment to build
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the nation was only an illusion. There is
not only a political vacuum but a
combination of moral hubris and
bureaucratic confusion.

In the 1980s the Ministry of Finance
(MOF) and the Bureaucrats were all-
powerful, driving policy over the heads of
elected politicians. Today the MOF has
been silenced by its inept handling of the
banking crisis, its mishandling of the Jusen
problems, and the scandals which tainted
many of its senior officials. The veil of
MOF acting solely for the national interest
has been lifted. They are now being
accused in the cabinet of sacrificing the
national interest to pursue itsown lust for
power.

The issue of the MOF's future role in
managing the economy, the banking system
and policy initiatives is being challenged
by the opposition. Whether they will be
successful is still too early to tell. However,
the early rounds following the Upper House
elections has revealed that this time round,
the politicians are feeling empowered. The
LDP defeat as a result of public cynicism
and economic ineptitude has likewise
emboldened the opposition.

The Obuchi Cabinet has a 32 per cent
public support rating at the outset and has
fallen steadily. It has 50 per cent active non-
support, the highest level recorded.

"This is the longest economic
downtrend since 1955. Japan is walking
on the edge of a deflationary cycle.
Consumer spending is down 3.3 per cent
on an annulised basis. Housing
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investments are down four per cent and
corporate capital investment is down 20
per cent," he said.

There has also been a weakened social
safety net.

"Jobs are no longer for life. There is
lower disposable income, record
unemployment, personal and corporate
bankruptcies, an underfunded national and
corporate pension plan and an erosion of
personal wealth," he said.

Japan's banking system is in crisis.

"The government has deluded itself
about the extent of bad debt carried by
banks. Bad debts surged by 40 per cent
under the SEC criteria. A write-off process
is still far off and a- worsening economic
picture is adding to the bank's burden. A
decline in land value continues to
deteriorate asset quality and the bank
needs to revise strategies for survival," he
said.

Banks have reserved for their bad loans
an amount equivalent to almost twice their
entire capital and reserves.

The LDP Financial Plan fails to
encourage mergers in the industry, address
the lending dysfunction, recapitalise the
better banks, make the survivors more
efficient, bring an end to the convoy system
and ensure adequate policing of the
industry.

The banking industry problems include
inadequate disclosure, supervision and
inspection. With no corporate governance,
weak banks continue to operate and the
credit crunch continues.
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With this political stagnantation who is
capable of leading?

"Obuchi/Miyazawa team is symptonmatic
of the old guard and are not the right solution
for the future. If you take the view three strikes
and you're out Miyazawa is definitely out. He
mishandled the bubble economy as finance
minister, when he was Prime Minister he failed
to fix the troubled banking system and his
financial stabilisation plan was defeated by the
opposition.

"Obuchi lacks something - is he the
best Japan has to offer? Kan Naoto is a
potentially dynamic leader. He is
charismatic, has fought the system (broke
open the HIV scandal), has vision for new
open transparent government accountable
to the people," he said.

"If Japan had a to do list then the top of
that would be a clear, precise political
mandate to revive the economy and putan
end to the squabble. A soft-landing
approach is okay, but the banking industry
must restructure seriously, mergers with
reengineering. There must also be a
corporate policy shift from Hara-kiri market
share to bottom-line profit approach.
Corporations are carrying too much debt
and low/negative yield assets on their
books. Asset prices should be allowed to
drop to natural economic levels and the tax
structure should be revamped to promote
property transaction and encourage
consumption. Apart from all this, Japan
should be congratulated on their high
savings-investment ratio, sound work ethics
and sense of integrity," he said. B
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COUNTRY PROFILE

Chile - Ripe for Investment

hile is undergoing one of the most

profound transformations in its

~ history. Its production base and

solid economic performance have boosted

the country to a highly competitive position
among emerging economies.

"In the last 10 years, Chile has enjoyed
an annual average economic growth of
seven per cent, while reducing inflation to
single-digit figures, such as the historic low
of 8.2 per cent seen in 1995," said Mr
Herman Brantes, Consul-General of Chile
in Hong Kong.

Chile's success rests on its growing
interconnections with the global economy,
fostered through strong policy of export
promotion and trade liberalisation.

"The influx of foreign investors, which
has intensified since Chile regained a
democratic system of government in 1990,
plainly demonstrates the increased trust
won for the country by its political and
social stability," he said.

There is a positive regulatory and
investment climate in Chile, which is non-
discriminatory towards foreigners, and
governed by clear standards.

"By the same token, the growth of
Chilean investment abroad, supported by
the country's competitive capacity and
efficient financial and telecommunications
systems, is a sign of vigour achieved by the
economy," he said.
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Chile maintains political ties on all
continents and participates in major
international organisations.

Beginning with Latin America, its
natural setting, Chile is solidifying its
associations with leading world markets
and hopes to become a gateway between
these and other region, such a Asia Pacific.

"In addition to establishing foreign
bonds including trade accords and
economic associations, we are moving
steadily toward the goal of removing all
tariff barriers," he said.

The important tasks still to be
performed, so as to continue bringing
greater equality of opportunities and higher
standard of living to more Chileans, have
been taken up by the administration of
President Eduardo Frei.

Priorities are to modernise the education
system, to invest in infrastructure and to raise
productivity. On the basis of these three
foundations, Chile hopes to create the
conditions under which it can make a
quantitative leap toward full development.

"The sweeping changes and steady
progress underway in Chile givethe country
reason for optimism on the threshold of the
21st Century," he said.

With no foreign debt constraints,
international reserves of almost US$15
billion and sustained economic growth,
Chile is becoming a safe place to invest.
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In June 1995, Standard & Poor's
assigned Chile a country risk rating of A
and ranked it among the world's top ten
emerging economies.

"One of the most popular options for
bringing capital into Chile is the Foreign
Investment Statute, better known as the
Decree Law (DL) 600. Based on the equal
treatment for foreign and domestic
investors, DL 600 guarantees investors
assess to the local foreign exchange market
for profit and capital remittances, and
provides special corporate tax and customs
duty exemptions," he said.

Investors may repatriate capital and
remit profits after one year; a measure
designed to avert financial speculation.

American Depositary Receipts (ADRs)
were introduced to Chile in 1991 and have
since become an increasingly important
foreign investment option.

"The shares of 21 Chilean corporations
now trade in financial markets worldwide
— principally the New York Stock Exchange
—and their number is growing rapidly," he
said.

Close to US$3.5 billion has been raised
abroad through ADR issues.

Business Opportunities

The mainland, 756,626 sq. km in area,
offers a wide array of natural resources —
copper and other minerals in the northern
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and central part of the country; oil in the
south; forests in the nation's midsection and
south; farm and pasture land in the Central
Valley; and a rich variety of fish stocks the
length of the vast coast line.

"Traditional sectors, such as mining,
fishing and forestry are dynamic. At the
same time new business opportunities are
appearing in professional services, finance,
telecommunications, infrastructure, energy
and tourism," he said.

Mining is Chile's foremost attraction to
foreign investors.

"WVarious major new projects are
underway, which will take advantage of the
high grade of Chilean ores and a regulatory
climate that invites foreign participation in
the nation's mining industry,
while requiring
environmental impact
assessments to conserve
resources," he said.

Chile holds one fourth of
global copper reserves. The
.state-owned National Copper
Corporation of Chile is the
largest copper supplier, but
major private concerns are
exploring for deposits and
operating new mines.

Mining investment in
Chile is projected to total
US$5 billion in the next
few years, with some
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Mining in Chile.

US$700 million going for exploration
projects.

Chile is also the world's leading producer
of sodium nitrate and lithium and the number
two source of iodine and molybdenum.
Moreover, Chilean mines and wells yield iron,
borate, rhenium, silver, salt, zinc, manganese,
gold, coal, oil and natural gas.

"There is great potential too in non-
metals, mining. Investors who decide to
exploit currently untouched reserves of
nitrates; carbonates, borites and sulfides
could develop projects in the north and
south of the country worth more than
US$100 million," he said.

Forestry is one of the biggest contributors
to Chilie's export boom. Exports of forest
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products have grown constantly, rising to
US$2.4 billion in 1995, of which pulp
accounted for more than 53 per cent.

"The forestry industry harvest mostly
commercial plantation of non-native
species, covering 1.6 million hectares. The
most planted tree is the radiata pine, which
matures 15 times faster in Chile than in most
parts of the world," he said.

An additional benefit of plantation
forestry is the ability to control tree growth
and harvesting procedures and thus offer
the market products of consistently high
quality.

"Of Chile's continental territory, 45 per
cent is suited for forestry, and 7.4 million
hectares are cloaked with native trees.
Harvesting of native forests —
rich in fine woods - is
carefully regulated to prevent
indiscriminate cutting and to
conserve biodiversity," he
said.

Another area of foreign in-
vestment is in telecommunica-
tions.

"One Asian corporate
giant seeking to widen its
telecommunications expertise
recently partnered with a
Chilean company; itwill apply
its new-found knowledge in
major markets elsewhere," he
said. @

o HEEEFEEE T2
HEMBE —EETHERS
# o |

HAEREZHNEOE
SHNMEZ— REERHE
A —HBP LF 1995
o BMOBAEEHE 248X
It > KSR E 01k 53% B
tEo

fibgi o TERMMAZEN E
BTG B B AEE Hh 0 7 AR
K> HAREAEHIL 1,600 &L
H o MR U
A EEpNEREER MM R 15
& o |

B A MRARTEAE FE AT 00 > ATHERIBEA
A REE MR T > DIRERE H e -

fgs - [ RN SR > 45% 1 L HhiE
EBEAMKRE > MRAEBANEZREL
740 BAE . BEKEBEAM - BRIL
WBELEA » RIFAERTE  HihE R EEE
1t AR KR E B A - )

yesh > BIER S — AR EHE -

fibg o TEEI— R KRB RS R T — K
BAAFEBHROENTRELERN > I
FEBAREMEEEEREIETS - | B

40 The Bulletin November 1998




INVESTMENT

Asia's Long-term Market
Potential Is Still Intact

sia has an integral position in the
global economy and a
fundamental role in enhancing

wealth creation across the globe.
Despite the recent crisis, the region's
long-term investment outlook remains
intact, according to the Royal Bank of
Canada.

Experts from the bank gave their
views on global investment.

Asian Turnaround Still Elusive

On Asia, Mr Philip Chiu, Chairman of
the Asian Subadvisory of the Royal Bank of
Canada stated that foreign debt
restructuring and bank recapitalisation as
well as political and regulatory reforms and
more transparent economic policies are the
main prerequisites for economic recovery
in the region. The hard times continued
through the first quarter of 1998 for the
Asian countries hit by last year's market
crisis.

"With Asian economies still struggling,
the region's near-term outlook is not
positive but in the long-term market
potential is intact. While many markets
staged a rebound during the first quarter,
most suffered a relapse as the second
quarter progressed, returning to the lows
seen earlier in the year," said Mr Chiu.

The currency and stock market crisis of
1997 has had a deep impact on the
economies of the Asian countries. Figures
from the first quarter have raised the spectre
of recession in Japan, Hong Kong, Thailand
and some other countries.

The regional downturn has reduced
export activity within Asia. With
unemployment rising, formerly free-
spending consumers have pulled back,
reducing domestic demand. The result has
been an overall decline in production and
economic activity. Corporate earnings
forecasts are being revised downward
across the region.

Banking problems persist in many
countries. High levels of non-performing
loans have caused a credit squeeze. This
squeeze has resulted in deflated property
markets across the region, as buyers are
unable to borrow money.

"On the positive side the region's weak
currencies have stimulated overseas
exports. In some countries, this export
activity is the only bright spot in
anotherwise bleak picture," he said.

Mr Wilfred Hahn, Managing Director
of Royal Bank of Canada (RBC), discussed
the effects on investment strategy in the
likely event of a slowdown in US economic
growth; as well as Japan's continued
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economic volatility and the need for the
country to resolve its banking problems to
achieve a more positive growth.

Bull on Shaky Ground - US Equity
Markets

The North American stock markets
made further gains recently, but had trouble
holding their highs.

"This indicates increasing doubts about
the markets' ability to sustain current high
valuations," Mr Hahn said.

The economic backdrop for US stocks
could hardly be more favourable. Indicators
point to economic growth of about four per
cent in 1998, with strong employment
figures and consumer spending.

Growth in Europe is picking up, which
is boosting export prospects. Interest rates
have been stable and inflation pressures are
well contained.

"This favourable backdrop is being
greeted with suspicion. The market retreated
rapidly from its all-time high on the Dow
Jones industrial average, and the subsequent
recovery lacked breadth," he said.

Japan Stuck in Low Gear

Japan's economy continued to
deteriorate in the first half of 1998.

"This has driven interest rates to historic
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lows, and the trend should continue in
coming months," he said.

Domestic consumption has not shown
any recovery, despite a two trillion-Yen tax
cut in March and Japan's largest ever
stimulus package in April.

"Economic activity is slowing with the
wholesale price index falling by 2.7 per
cent year-over-year in April. Industrial
production remains weak because of rising
inventories. We expect economic growth
of only 0.5 per cent this year and just over
one per cent in 1999," he said.

Europe Gathering Strength

Mr Vittorio Fegitz, Chairman of the GIG
European Subadvisory of the RBC examined
the European economies.

"The birth of the Euro has created a
sense of optimism in Europe. Economies are
in good shape and getting better, equity
markets are rising, and there's talk of the
'new' Europe eventually rivaling the US as
an economic power," Mr Fegitz said.

Clearly it is Europe's turn to shine.

"The question is weather Europe will
continue to prosper once the Euro replaces

the region's individual currencies in January
1, 1999," he said.

There is little on the horizon to
detract from the region's economic
prosperity. So for now, the enthusiasm
over Europe appears justified, and
should translate into healthy relative
returns for investors.

"This is an ideal time for currency union.
Measures put into place to meet the
Maastrict Treaty criteria have helped
countries build a solid framework for their
economies," he said.
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LEGAL

Key Legal Issues - Foreign
Direct Investment in China

By Yongfu Li*

oreign direct investment usually takes
the form of three investment vehicles:
an equity joint venture (EJV), a

cooperative joint venture (CJV) or a wholly
owned enterprise (WFOE).

EJV

An EJV is a joint venture between
foreign and Chinese parties where the
profits, loss and risk are shared by the
parties strictly in accordance with their
respective equity share interests in the joint
venture. Under Chinese law, the foreign
party shall hold more than 25 percentshare
interest in the joint venture. The joint
venture is a Chinese enterprise legal person,
with limited liability. If the contribution
fromeach of the Chinese and foreign parties
to the joint venture can be measured with
a monetary value, the EJV is a suitable
choice.

Ccjv

A CJV is a joint venture between foreign
and Chinese parties where the profits, loss
and risk are shared among the parties in
accordance with the provisions of the joint

venture contract. Under Chinese law, the
joint venture may be organised as a Chinese
enterprise legal person with limited liability,
or a business entity with no separate legal
personality. If the contribution form either
orboth of the Chinese and foreign parties to
the joint venture cannot be measured with
a monetary value, the CJV is a good choice.

WFOE

A WFOE is wholly owned by foreigners.
A WFOE will be incorporated as a Chinese
legal person with limited liability. If the
foreign investor is fairly familiar with the
Chinese market and does not need routine
assistance that a Chinese business partner
would usually provide, the WFOE is a
suitable choice. The big advantage of
WEFOE is that the foreign investor has total
control of the business.

All foreign invested enterprises
including EJVs, CJVs and WFOEs are
collectively referred to as FIEs.

Procedure for Stetting up a FIE

Letter of Intent or Memorandum of
Understanding

The first step towards establishing an
EJV or a CJV usually involves the
preparation of a letter of intent or
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memorandum of understanding between
the proposed Chinese and foreign parties.
This document outlines the parties'
intention to pursue the establishment of a
joint venture and contains certain other
terms, which the parties have agreed.

Although the letter of intent or
memorandum of understanding is not
regarded as legally binding, it is
nevertheless important for the document to
contain language to the effect that, for a
specified period of time, the parties
involved will not enter into discussions with
other entities with respect to the particular
project in question.

WEFOEs do not have this step.

Project Proposal and Preliminary
Feasibility Study

The next step is for the Chinese party to
submit a project proposal and a preliminary
feasibility study to the appropriate
government authority in charge of the
examination and approval.

Upon approval by the government
authority in charge, the project proposal
and the preliminary feasibility study are
submitted to MOFTEC or its delegate
examination and approval authority for
preliminary approval.
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The approval process at this stage
usually takes from 30to 90 days, depending
on the location of the project.

Formal Feasibility Study

Preparation of the formal feasibility
study is usually the joint responsibility of
the proposed joint venture parties (if any).
The formal feasibility study sets out the
economic and technical assumptions under
which the venture will operate and forms
the basis for the joint venture contracts (if
any) and the articles of association.

Joint Venture Contact and Articles of
Association

The final step in the process involves the
drafting of the final joint venture contract (if
any) and the articles of association. The joint
venture contract is a fundamental contract
governing the rights and obligations of the
parties to the joint venture. The venture
articles of association contain the purpose,
organisational principles and the method of
management of the venture and are
analogous to the articles of incorporation
and the by-laws of a Western corporation.

Final Approval

After the conclusion of the negotiation
process, the following documents are
submitted to MOFTEC or its delegated
examination and approval authority for
final approval:

(i)  The joint venture contract (if any)
and the articles of association
signed by the authorised
representatives of the parties;
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(ii) the formal feasibility study;

(iii) the application for the
establishment of the venture;

(iv) a list of the candidates for the
chairman, vice-chairman and
directors of the venture; and

(v) any written opinions of the
government authority in charge
with respect to the establishment
of the venture.

MOFTEC or its delegated
examination and approval authority must
decide whether or not it will grant its
approval within 30-90 days. Once
MOFTEC or its delegated examination
and approval authority grants its
approval, a certificate of approval may
be issued upon all required documents
being submitted.

If MOFTEC or its delegated
examination and approval authority raises
concerns in respect of the application
documents, it will request that
amendments be made and submitted to it
within a specified period of time. Approval
will not be granted until such amendment
has been made.

Registration

Within one month after the receipt of
the certificate of approval from MOFTEC
or its delegated examination and approval
authority, the venture must register with the
SAIC or the local bureau for the SAIC. Upon
registration of the venture, a business
license is issued to the venture. The venture
is officially established on the date on
which its business license is issued. After
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that, the venture shall register with other
authorities such as tax, customs and foreign
exchange authorities.

Other Issues of Concern

Registered Capital and Total Investment

Under Chinese law, registered capital
is defined as the total amount of capital
contributed by the parties and registered
with the relevant government authorities.

Registered capital is normally
denominated in RMB and may also be
expressed in a foreign currency if the parties
so agree. The rate of exchange for
calculation the RMB value of the foreign
party's foreign exchange contribution or the
foreign currency value of the Chinese
party's RMB contribution is the market
exchange rate announced by the People's
Bank of China on the day the respective
contributions to the joint venture are made.

Registered capital must not be reduced
during the term of the venture and the
transfer of a party's registered capital to a
third party requires the consent of the other
party or parties to the venture (if any) and
the approval of the original approval and
examination authority.

Registered capital is different from total
investment, which refers to the joint
venture's registered capital plus the amount
of the FIE's external borrowing necessary
to ensure the initial operation of the joint
venture. @

*Mr Yongfu Li is a solicitor and
consultant at Cameron McKenna in Hong
Kong.
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Chamber Helps China Flood Relief

he Chamber Chairman, Mr Peter

I Sutch, presented a cheque for HK$

1,062,400.00 (another HK$ 10,000

were received after the cheque

presentation) to Mr Jiang Enzhu, Director

of Xinhua News Agency on 9 October

representing the support of members and

staff of the Chamber to the flood victims in
China.

Severe flooding along Yangtze River,
Nen River and Songhua River (in
Heilongjiang Province) has caused serious
damage in central and northeastern China.
Hundreds of thousands of flood victims
have lost their homes and belongings.
Millions of people were evacuated. Large
tracts of farmland was swamped, railway
lines were destroyed.

In order to help relieving the suffering
of millions of people affected by the
devastating floods, the Chamber initiated
a flood appeal. Members and staff of the
Chamber were invited to support by
donating to the relief fund.

Although many members had
already made substantial donations
separately, in response to the Chamber’s
appeal, some members pledged
additional support. A total of HK$
1,072,400.00 was received. The list of
donors is listed below. &
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H DOLLARS R ] Vioac o $1.062,400.00

Members and Staff of the
Hong Kong General Chamber of Commerce
TR e

Chairman, HKGCC, Mr Peter Sutch presents cheque to Mr Jiang Enzhu, Director of Xinhua News

Agency.
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Jesse Leung & Chan

Chamber Director & Staffs
Business Press Ltd.

Chung Yiu Hin

Konrida Industrial Ltd.

Aluvic Asia Limited

Kemklen Technical Services Ltd.
Winmenton Co Ltd.

Kingsparkle Shoes Mft Ltd.

Shun Shing Standard Corporation Development Ltd.

Donors HYA

The Swire Group Charitable Trust K EFEEES
Jardine Pacific Limited TR TR A PR 7
Manhattan Garments (International) Ltd. 25 A R PR ]
China Light & Power Company, Limited rh#EE A RA A
Wharf Limited SR EEA R AT
Chen Hsong Holdings Limited REEE AR AT
Harilela Foundation Ltd. BHRESHRAA
Simon K Y Lee Foundation Ltd. FTREESHGARAA
Schroders BHLEHRAR
United Success International Ltd. = VR B A PR 7
Rise Time Development Ltd. HAERAMRAA
Susan Liang & Co. P RIBRETT
Swisstime Hong Kong Ltd. JEIRE A BRA ]

The Industrial Promoting Co Ltd. TREEBFTRAA
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CHAMBER IN ACTION

Chamber Plays Host to
Leading Political Figures

One Prime Minister, one Deputy Prime
Minister and one Chief Executive spoke
confidently of the prospects for economic
recovery in Hong Kong, the region and
around the globe when they addressed
Chamber-organised luncheons during the
month under review.

But it was probably the Hong Kong SAR
Chief Executive, Mr Tung Chee Hwa's 1998
Policy Address to the First SAR Legislative
Council on October 7 thatmostly highlighted
Chamber activities during the month.

The day after his second Policy Address
Mr Tung addressed members directly in an
event jointly organised by the Chamber and
the Chinese General Chamber of Commerce
with the support of 10 other associations.

"The big issue now is our own
confidence," Mr Tung said. "We do face
continued problems in the near term, but we
must not sell ourselves short.

"I'am sure that as long as we maintain
our self-confidence and remain resilient, we
will be able to turn these crises into
opportunities and together overcome the
adversity that we now face."

He was followed on October 9 by the
British Prime Minister, Mr Tony Blair, who
told members that Britain and Hong Kong had
long had a shared vision of an open world
economy with liberalised trade and
investment.

"The present crisis does not undermine
that vision," he said. "l welcome C. H. Tung's
renewed commitment in his policy address
to open markets, without exchange controls,
and to Hong Kong's standing as an
international centre for trade and finance.

Mr Blair said he look to the future with
optimism. "To a Hong Kong emerging from its
current difficulties, stronger than ever; to a
modern, forward looking relationship with
China; and to a world where Britain, strong in
Europe, can be stronger in the world, playing
afull part in a new age of global partnership."

The joint luncheon for the UK leader, held
at the Hong Kong Convention and Exhibition
Centre, was co-organised by the Chamber
with the British Chamber of Commerce in
Hong Kong and the Hong Kong Trade
Development Council.

Addressing members on October 13, the
Singapore Deputy Prime Minister, Mr Lee
Hsien Loong, was the third global leader to
address the Chamber. He said the problems
brought on by the Asiancrisiswould take time
to work out but would ultimately be
overcome.

"Knowing the resilience and enterprise of
the Hong Kong people, | have every
confidence that you will soon overcome your
current problems and and bounce back, as
you have done so often before," he said.

"When the region recovers, which it will,
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Hong Kong and Singapore can once again
become twin cities of prosperity in Asia,
contributing to and benefiting from the
region's growth and progress."

The luncheon for Mr Lee was co-
organised by the Chamber and the Singapore
Chamber of Commerce in Hong Kong.

DIVISIONAL REPORTS

Economic and Legislative Affairs
Division

The Division continued to be hard at work
during the month under review reacting to
the Chief Executive's Policy Address,
delivering the annual pay guideline to
members and putting the finishing touches to
the Chamber's submission to Government on
the 1999-2000 Budget.

The reaction to the Policy Address is
published elsewhere in this edition of the The
Bulletin (see page 10), members have already
received the pay review and the Budget
submission has been delivered to the Financial
Secretary. It will be issued publicly shortly.

During the month, the Division was also
busy helping with final preparations for the
annual Business Summit on December 1 and
preparing a survey aimed at seeking members
views on the SAR's business prospects for
presentation at the Summit.
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All members are urged to complete the
questionnaire as soon as possible and return
it to the Chamber before the deadline of
November 15.

German Trip

The Chief Economist also spent 10 days
of the month under review in Germany as a
guest of the German government, meeting
with bankers, businessmen, unions and
chambers of commerce and industry.

Two of the highlights of the trip were a
meeting with the Ministry of Economics and
discussions with the German central bank,
the Bundesbank, on the establishment of the
single currency, the "Euro" and the European
Central Bank.

He was also invited to observe the final
days of the country's Federal election
campaign in the present capital of Bonn (the
German political capital being scheduled to
move backto Berlin in the middle of next year).

Election night was spent watching the
vote count and attending the post-election
celebrations organised by the two main
parties — the incoming Democratic Socialist
Party and Chancellor Kohl's defeated
Christian Democratic Union (CDU).

On his return the Chief Economist said
the trip had been enormously valuable and
that he had made many useful contacts in
the major cities of Hamburg, Berlin, Bonn,
Dusseldorf and Frankfurt.

"But the highlight was the election itself and
the fact that it ended the historic period in power
of Chancellor Helmut Kohl who had overseen
German reunification and the creation of a more
powerful European Union," he said.

Other Meetings

During the month, the Chief Economist
delivered two speeches, the first to the
International Council of Shopping Centres
annual convention in Hong Kong on the
outlook for the region and the second to the
Australian Chamber on the outcome of the
recent Australian elections.

He also met with bankers and
businessmen from Germany, Australia and
Italy and Executives of The Economist group
from London, as well as meeting with the new
New Zealand Consul-General in Kong Kong.
He gave numerous media interviews to local
and international journalists.

There was only one Committee meeting
within the division during the month.

Economic Policy Committee

The Economic Policy Committee met on
October 8, principally to discuss the contents
of the Chief executive's Policy Address and
review the economic outlook for the
remainder of the 1998 and into 1999.

Committee members also discussed the
prospects for the Hong Kong government's
Budget for 1999-2000 and recent trends in
trade between the SAR and the Mainland.

Meeting with the US-Asia Institute's 40th
Congressional Staff Delegation on 13 August.
The delegation leader Jeff Fox (left), Senior
Legislative Assistant, and other delegates are
welcomed by Mr Sidney Fung (middle) and Mr
lan Perkin (right), Assistant Directors of the
Chamber.
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On September 9, the Chamber Chairman, Mr
Peter Sutch (right) welcomed a delegation
from Kagoshima led by the Chairman of
Kagoshima Chamber of Commerce & Industry,
| Mr Fukuzo Iwasaki (left). Mr Sutch briefed the
= delegation on the current economic situation
y in Hong Kong. Mr Iwasaki spoke of some of
the positive developments currently taking
place in Kagoshima, making it one of the most
attractive prefectures in Japan for Hong Kong
to develop and expand its business and tourism

relationship.
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Roundtable luncheon on the role of the
"European Chamber of Commerce in Hong
Kong" addressed by Dr Erwin Hardy (left) on
21 September. Mr Manohar Chugh (right),
Chairman of the European Committee,
welcomed the guest speaker.
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For inquiry please contact: Ozlem Eroglu,
Assistant Specialist, Department of
External Relations, Tourism and
Exhibitions,

Ragip Gumuspala Cad. No. 84,

34378 Eminonu,

Istanbul, Turkey.

Tel: 90-212 511 41 50/268.

Fax: 90-212 520 15 26 - 513 15 65.
Email: disiliskiler@tr-ito.com

Meeting with a trade delegation from the
Istanbul Chamber of Commerce on 25
September. Mr Peter Sutch (right), Chamber
Chairman, welcomed Mr Nermi Bekiroglu
(left), the Executive Board Member of the
Istanbul Chamber of Commerce and other
delegates.
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Ozlem Eroglu, Assistant Specialist, Department
of External Relations, Tourism and Exhibitions,
Ragip Gumuspala Cad. No. 84,

34378 Eminonu,

Istanbul, Turkey.

B/ 1 90-212 511 41 50/268

%R :90-2125201526 5131565

BH : disiliskiler@tr-ito.com
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CHAMBER IN ACTION

INTERNATIONAL BUSINESS
DIVISION

TRADE COMMITTEES

China

The China Committee met on September
21. Dr Lily Chiang was elected new Chairman
and Mr Anthony Nightingale was elected
Vice-Chairman. China programs for 1999
were discussed including a China Committee
delegation to Beijing in January.

On September 22, the Chamber Director
attended the opening ceremony of the Inner
Mongolia Trade Fair. Officials of the
autonomous region called on the Chamber
on September 23.

A Roundtable luncheon on "The
development of internal trade business in
Shanghai Free Trade Zone" was held on
September 24 and 38 members attended. The
guest speaker, Mr David Kang, Manager of
Shanghai Free Trade Zone Development Co.,
Ltd. explained the functions and the
development of Shanghai Waigaogiao Free
Trade Zone as a base for promoting internal
trade business.

The "98 Beijing — Hong Kong Economic
Cooperation Seminar", organized by Beijing
authorities and business associations in Hong
Kong, was held in Hong Kong on October 12.
The Chamber Director was invited to moderate
one of the break-out sessions on "Development
in Service Industries" and the Chamber Vice-
chairman, Dr Lily Chiang spoke at the
"Cooperation Opportunities in the New and
Advanced Technological Sector" session. A
group of Beijing officials, led by Mr Zhang Mao,
Vice Mayor of Beijing paid a courtesy call on
the Chamber after the Seminar on October 15.

MHAFIRETHBEREERE  2EE
AR FEHEE R

AR LT B ERAEENR
EEEEE FRATN 128 1 HEAT - %56
WRES BHFBRENTNEL > Wt
EEEE EARFAEGER -

mENEBEEEAME > WK 11 A
15 HRT R B A o

BE 21T

TR A8 T AR 51 R 1 B BUR 8 B M+
K GRETHR - WA TE Rk IRASMR
e

M - DLg RACTHRERE BFEE R R
RRHER - BIERRITARGBE - &)
Al 7S B TRRAR | RO SR
T RSLE A B R

A - IR B A A AR - S
BRENFEEBRL - (BRERAEDKE
HBLEAAM - )

KBEEW - b HEEZNERRE - I
GRENN. €i0FE ) SUREY AN Sl

42 The Rulletin November 1998

Asia

Mr Fumihiko Noda, Director of
Kumamoto Prefectural Government Hong
Kong Representative Office visited the
Chamber on September 18 to discuss the
Hong Kong / Kumamoto Business Exchange
Program '98 to be held from October 28 to
31 in Hong Kong.

On September 23, the Asia Committee
invited Mr Michael Reuben, Senior Vice
President and General Manager (Tokyo
Branch) of Republic National Bank of New
York to speak on "Can Japan Resuscitate Asia?
(P. 38)". Mr Reuben presented his views on
the reforms of Japan's financial system and
how they create opportunities for foreign
companies.

Immediately after the briefing, the
Committee held its regular meeting at which
members discussed, among other things, the
proposed Committee activities for the rest of
the year and 1999. The Committee also
proposed to organize a Goodwill / Study
Mission tothe Philippines atend January 1999.

On September 24, Mr Sidney Fung,
Assistant Director for International Business
welcomed a delegation from India led by Mr
S M Acharya, Joint Secretary of Ministry of
Commerce, India. The objective of the visit
was to promote the development of soya
products in India.

Americas

On October 12, the Americas Committee
held its regular meeting and invited Mr John
Greenwood, Chief International Economist of
INVESCO Asia Limited, to address members
on the currency movements and trade issues
in Asia prior to the committee meeting. Mr
Greenwood helped establish the linked
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exchange rate system of HK dollar and US
dollarin 1983.

Led by Mr Hugh Constant, Vice President
of the World Trade Centre San Diego, a 12-
delegate trade mission from the World Trade
Centre San Diego called on the Chamber on
October 15. The Chamber Director, Dr Eden
Woon, welcomed the delegation and
encouraged members to explore business
opportunities with delegates.

Europe

At the Europe Committee's invitation, Dr
Erwin Hardy, Chairman of the European
Chamber of Commerce in Hong Kong and
the Hong Kong Austrian Association, gave a
luncheon presentation on October 21 on the
role and functions of the European Chamber.
Following Dr Hardy's address, the
Committee had its regular meeting at which
members discussed issues including the
removal of mainland China from non-market
economy status in EU's anti-dumping
proceedings.

Chamber Chairman Mr Peter Sutch
chaired a meeting with a 19-member trade
delegation from the Istanbul Chamber of
Commerce on September 25. The objective
of the meeting was to allow members and
delegates to exchange views on promoting
business connections particularly in the fields
of textiles, watches, medical tools, food,
jewellery, machinery, electronic, and
electrical products.

A dinner reception was held on
September 29 in honour of Mr Miroslav
Krenek, Mr llkka Heiskanen, and Sir
Andrew Burns, respectively the Consuls
General of the Czech Republic, Finland and
the United Kingdom. At the dinner,
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members were updated on the economic
and market situations in the respective
countries.

Shipping

The Shipping Committee held its regular
meeting on September 24 to review the
pilotage due for 1999 and to discuss the
proposed visit to the River Trade Terminal after
its October opening.

PACIFIC BASIN ECONOMIC
COUNCIL

The PBEC IGM 1999 Organising
Committee met on September 29 and October
14 to review organizational progress.

PBEC and the World Bank jointly
organised a one and a half day conference
on environment entitled "Economic
Competitiveness and Environmental Concerns
in the Asia-Pacific Region" in Hong Kong from
September 13 to 15 at the Island Shangri-La
Hotel. Some of the issues discussed included
regulatory framework, economic
competitiveness and corporate governance in
East Asia.

PBEC Secretary General, Mr Bob Lees,
called on the Chamber and Mr Douglas
Fergusson, Chairman of PBEC IGM
Organizing Committee on September 11 and
September 16 respectively.

HONG KONG COALITION OF
SERVICE INDUSTRIES

Roundtable Luncheons

The "Chamber IT Roundtables" series
continued on September 22, 29 and October
14. Speakers included Mr Aries Choy of the
Hong Kong Productivity Council (September
22), Ms Cindy Cheng of IBM (September 29),
and Mr YC Cheng of IT and Broadcasting
Bureau as well as the Hon Sin Chung Kai,
LegCo member representing the IT functional
constituency (October 14). The series is
managed by the HKCSI Information Services
Committee.

A fully subscribed Roundtable luncheon
on the South East Kowloon reclamation was
held on September 25. The speaker was Mr
Wilson Fung, Principal Assistant Secretary of
Planning Environment and Lands Bureau.

On September 30 Vice President of the
Business Software Alliance Mr Tom Robertson
spoke at a Roundtable luncheon on software
piracy and about 20 members attended.

Promotion of Services

The judging panel of the Hong Kong
Award for Services — Innovation met on
September 16 and decided on a shortlist of
entries to be submitted to the Central Judging
Panel of the Hong Kong Awards for Services.

The Cheque Presentation Ceremony for
the Awards Scheme was held on September
23 at the Conrad Hotel. A total of $1.5 million
was raised from 13 sponsors.

Multilateral Trade Policy

The 13th Conference of Coalitions of
Service Industries was held in Santiago, Chile
on September 28-30. The Coalition was
represented by Stephen Cheung, Professor of
City University and a member of the CSI
Statistics Committee.

An advisory committee was formed to
provide guidance to the "Services 2000"
project. The advisors include Mr Alan Lai,
Director General of Trade, Mr Stanley Ko,
Chairman of the HKCSI, Mr Mike Rowse,
Director of BSPU and Professor Edward
Chen.

China

On October 14 the Coalition received a
delegation from Bureau of Foreign Investment
of Shenzhen Municipal Government to
discuss development of tertiary industries and
possible cooperation.

Coalition Chairman Mr Stanley Ko hosted
a meeting with a delegation from the Beijing
Municipal Foreign Economic on October 15
to discuss business opportunities in the service
industries in Beijing.

Management Consultants

The Management Consultants Group
called on the Government Management
Services Agency on October 14 to discuss
the result of the study on promotion of
management consultancy sector.

Business Policies

The Coalition submitted a response to the
Office of Telecommunications Authority on
the consultation paper on unsolicited fax on
September 17.

On September 22 the CSI submitted a
position paper on corporate rescue to the
Secretary for Financial Services, calling for
the early enactment of the "provisional
supervision bill"to help companies in trouble.

On September 29 representatives of the
CSI Transport/Distribution Services
Committee and the Chamber's Shipping and
Environment Committees held a meeting with
the Lok Ma Chau China-Hong Kong Freight
Association to exchange views on the subject
of port back-up land near Lok Ma Chau.

An informal consultative meeting was
organised by the Information Services
Committee on September 30 to discuss the
government consultation paper on "Television
Review". The speaker was Rita Lau, Deputy
Secretary for IT and Broadcasting.

On October 9 the 4th position paper on
services statistics was submitted to the
Secretary for Financial Services and the
Census and Statistics Department.

HONG KONG FRANCHISE
ASSOCIATION

Asia Pacific Franchise Confederation

HKFA General Manager, Charlotte Chow,
attended the inaugural meeting of the Asia
Pacific Franchise Confederation on September
24 in Kuala Lumpur, Malaysia. The
Confederation is a body comprising national
franchise associations in the Asia Pacific. Its
aim is to encourage regional understanding
and to strengthen cooperation in protecting
and promoting franchising activities within the
Asia Pacific and worldwide. The HKFA is a
founding member of the APEC.
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The Chamber Director, Dr Eden Woon, was
invited to officiate the opening ceremony of
the "China Inner Mongolia Trade &
Investment Fair" on 22 September.

9A 228 BEEUBRLERER [ARLHEH
SlERHE | MRE-

9H20R  ZEREHARER BHRAEZBL/ASRHAR - 7

'| RERBBEBT -

Dinner reception held in honour of Mr Miroslav Krenek,
Consul-General of the Czech Republic, Mr Ilkka Heiskanen,
Consul-General of Finland and Sir Andrew Burns (right),
Consul-General of the United Kingdom on 29 September.
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Malaysia Franchise Exhibition &
Conference

When in Kuala Lumpur, Charlotte Chow
also gave a presentation during the
Malaysia Franchise Conference on
September 25 on "Franchising in the Asia
Pacific: How to Turn the Crisis into
Opportunity". More than 300 people
attended the Conference.

A franchise exhibition was held
concurrent to the Conference. The exhibition
was officially launched by the Malaysian
Prime Minister Dato' Seri Dr Mahathir
Mohamad. About 70 franchises were on
exhibit, the majority of which were Malaysian
franchises.

Franchising Training Kit

Two guide books on - franchising training
in both English and Chinese were published.
These included a planning guide and an
operational guide. Copies have been sent to
selected contacts, trade bodies and public
libraries.

INDUSTRY AND SME

SME Committee

A press conference to introduce the joint-
Chamber/ HKPC SME Awards was held at the
Renaissance Harbourview Hotel on
September 28. Winners will be entitled to
applyfor financing of up to HK$20 million at
an attractive rate from East Asia Heller Ltd.

A meeting with Mr Francis Ho, Director
General of Industry, was organised on
October 7. At the meeting, attended by
members from the Chamber's SME
Committee, Hong Kong Association of Banks,
and the Deposit Taking Association,
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discussion was held on ways to improve on
the government's HK$2.5 billion credit
scheme for SMEs.

Industry and Technology Committee

A Roundtable on "Positioning the
Manufacturing Industry into the Next Century"
was organised on October 15. Mr Simon
Minshall of Deloitte and Touche Consulting
spoke on the findings of a global manufacturing
survey conducted by his company and 18
members attended the session.

OPERATIONS REPORT

Membership

Outings to Clearwater Bay Golf Club on
September 21 and October 9 were attended
respectively by 15 and 16 members and
guests.

The 1998-99 Membership Directory was
published and Chamber members were
invited to collect a free copy each. Updated
membership information is also available on
the Chamber Web site.

Human Resources

No training courses were arranged during
the period due to office renovation. Chamber
members contributed a total of HK$1 million
to help flood victims in China (P.46).

The Human Resources Committee met on
September 21 to discuss a Union proposal of
introducing a minimum wage system in Hong
Kong. Mr Sean Henagham, Assistant Director
of Watson Wyatt, provided members an
update on the MPF. Updates on Labour
Advisory Board's meeting paper were also
provided by our representative Mr Stephen
Lau. Dr Y S Cheung reported to the
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Committee on a LegCo meeting on racial
discrimination.

Information Technology

The Chamber Website has a new section
entitled "Summary of committee meetings".
The first report was on the Environment
Committee Meeting held on June 25, 1998.

Administration

There were 50 tenders announced by the
Government Supplies Department and 11
tenders by other Departments on the
Chamber Web site. The October issue of the
Discount Club Newsletter, announcing 14
offers, was delivered to all Chamber members
and listed on the Chamber Website. Eight
Race Meetings were organised during the
month with a total of 402 participants.

Events

A subscription luncheon jointly organised
with Chinese General Chamber of Commerce
and 10 other chambers of commerce and
business associations was held on October
8. Guest speaker was the Chief Executive
Tung Chee Hwa. He spoke on the business
implications of the policy address. Attendance
was 560 (P.10).

A subscription luncheon with British Prime
Minister Tony Blair (P.19) was organised on
October 9 by the Chamber, the British
Chamber of Commerce and the HKTDC. More
than 500 persons attended the event.

A subscription luncheon for Mr Lee Hsien
Loong, Deputy Prime Minister of Singapore
(P.18), was held on October 13. The event
was organised by the Singapore Chamber of
Commerce in collaboration with the Chamber
and there were some 500 participants. B
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CHAMBER EVENTS #% € &

Lucky Winners in Member-
get-member Contest

By Daisy Lo

he "Member-get-member Contest"

organised under the auspices of the
Membership Committee has arrived. The
Best Recruiter Lucky Draw was held in the
monthly 3288 Dinner Club gathering on 15
September. All the recruiters and sponsors
were invited to attend the function.

Ms Fanny Lai, the Chairperson of the
Committee, thanked members for referring
their contacts to the Chamber. Special
acknowledgement went to the prize sponsors
— Cathay Pacific Airways, Hongkong
Telecommunications and Hong Kong Dragon
Airlines. Dr Cheung, the Assistant Director
of Operations Division, told members that the
contest encouraged members to bring their
friends and contacts to the Chamber for
networking and business opportunities.

Mr Raymond Leung of Anju Jewelry won
two round trip tickets to Sydney sponsored
by Cathay Pacific Airways. MrT S Wong of
Kintree received a Startacj mobile phone
donated by Hongkong Telecommunications
and Mr Yiu Luen Mak of Wui Yip
Engineering won two round trip tickets to
Kaohsuing from Hong Kong Dragon Airlines.

The 3288 Dinner Club gathering is a

!
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T

Mr Raymond Leung of Anju Jewelry wins a trip
to Sydney simply by referring his friend to be a
Chamber member.

ARBEBRAMATSE > Anju Jewelry R RHERE
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monthly function for members to mingle
over a casual dinner. Members are
welcome to introduce their products and
services to fellow members. Cathay Pacific
Airways came and briefed members on
their flight destinations and the latest special
packages. Three air tickets were donated
for the lucky draw.

The next meeting will be held on the
third Tuesday of the month. Please come —
and find out what "3288" stands for. B
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3288 Dinner Club meeting is a monthly
gathering for relaxation, networking...and
prizes from sponsors.

3288 ERERHMH « RENBDRRANFHT o

JAPAN HOTEL
RESERVATION
NETWORK

FOR YOUR BUSINESS TRIP
TO JAPAN, WE SERVE
HOTEL RESERVATION.

BFEEHEHE
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MAIN LOCATION:
Sapporo, Sendai,
Tokyo, Makuhari,
Yokohama, Nagoya,
Osaka, Hiroshima,
Fukuoka, Hakata,
Kumamoto, Kagoshima
and other any place.

EREE

TEL: (852) 2541-0771

FAX: (852) 2541-0781
URL www.inn-info.co.jp

Japan Business Hotel
Reservation Service Co. Ltd.,
HONG KONG
RESERVATION CENTRE.
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CHAMBER FORECAST |

Nov 19
Nov 19-20

Nov 19, 26 &
Dec 3, 9

Nov 20
Nov 24
Nov 24

Nov & Dec

Nov 27

Nov 30

Dec 1

Dec 3

Dec 3

Dec 4
Dec 4
Dec 15

Dec 16

Dec 17

Visit of HE Kim Dae-jung, President of the Republic of Korea
Asia Pacific Corporate Image Conference

Franchising Training Course

Training: Administrative Management for Executive Secretaries
Hong Kong Awards for Services Presentation Gala Dinner

Golf Outing to Kau Sai Chau Jockey Club Golf Course, North Course
Training: 36 Tactics

Training: Time Management for Indispensable Secretary and Personal
Assistant

Training: Professional Selling Techniques for Sales Team
Hong Kong Business Summit '98

Training: How to Communicate with Confidence, Clarity &
Credibility

Roundtable Luncheon: Viewing from the GITIC Incident the Legal
Requirements on Chinese Financial Institutions Making Outside
Borrowings or Foreign Exchange Guarantees, and the Risks
Prevention by Foreign Creditors

Motivation of Success Seminar
Training: How to be a Professional Assistant
Training: How to Excel as a Professional Office Manager

Training: Coaching & Teambuilding Skills for Managers &
Supervisors

Subscription Luncheon: Dr Tien Chang Lin, Chairman of Commission
on Innovation and Technology

COMMITTEE MEETINGS

Nov 20 Hong Kong Franchise Association
Nov 24 Financial Services Committee
Nov 26 Environment Committee

Nov 30 Real Estate Services Committee
Dec 1 HKCSI Executive Committee

(Regular committee meetings open to respective committee
members only, unless otherwise specified.)

T e R ——— e e 2 ]

Dec 1

Hong Kong Business Summit

Distinguished Speakers include:
The Hon Donald Tsang,
Financial Secretary;

Dr Kenneth Courtis,
Strategist & Chief Economist of
Deutsche Bank;

Mr Yukon Huang,

China Country Director,

The World Bank Resident Mission
in China;

The Hon Dr David Li,
Chairman of Bank of East Asia;
Dr Guocang Huan, Managing
Director of Salomon Brothers HK.

HK Convention and Exhibition Centre
(Enquiries: Luka Lam, Tel 2823 1253)

Dec 17

December Subscription Luncheon
Dr Tien Chang Lin,
Chairman of Commission on
Innovation and Technology

Island Shangri-La Hotel
(Enquiries: Rammy Chan, Tel 2823 1225)

-0 R ——

May 14-19. 1999
Pacific Basin Economic Council
32nd International General Meeting

HK Convention and Exhibition Centre
(Enquiries: Polly Leung, Tel 28231202)
Website: www.pbecigm99.org
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China Activities Calendar
FAHERABETRAES a &

/MIEBE  RounpTaBLE LUNCHEON

11H19H B A - B R E RECEM RS A (320)
NOVEMBER 19 MARKET OVERVIEW: CHINA’S INTERNET/IT AND TELECOM INDUSTRY (ENGLISH)
AE BT

o PEER TR GNP E R

. BRERs SR BAEE - BTHEX ¥

. NEHBHEHEEE

Topics :

e Infrastructure status in telecom and IT industry in China

e Development Strategy: multimedia, Internet, E-commerce, etc

e Policies environment for foreign participation

(B 7 Inquiries * B§% % /Nl Ann Cheng — &7 Tel © 2823 1229)

1274 3H RS PR T B A A B M £~ AMEEIRIR Y I HOR € B IREAMEHE A W R Bs:
Bidd (AR
DECEMBER 3 ViEwING FrROM THE GITIC INCIDENT THE LEGAL REQUIREMENTS ON CHINESE FINANCIAL

INSTITUTIONS MAKING OUTSIDE BORROWINGS OR FOREIGN EXCHANGE GUARANTEES, AND

THE RiSKks PREVENTION BY FOREIGN CREDITORS (ENGLISH)

FEZ NG AR P ELA BERIIME 09 £ BAIRFIE S - BOME S EHEGIE - SMNERRFE - LHEEEF
1B SEHMETEN SRR By #EFN BT 14

The speaker will introduce the major source and format of outside borrowings in China, the regulatory
systems and foreign exchange guarantees. He will also analyze risk prevention methods for foreign creditors.
(Z# Inquiries : B& % /MH Ann Cheng — & Tel © 2823 1229)

¥ LB UppaTep INFORMATION ON THE CHaMBER WEB PAGE

(BB AR B H9394F % Our Home page address is: http://www.hkgcc.org.hk)

MissioN Report 7S 28 79 €7 i B 3 B B A7 B it

Report on Chamber Mission to Xiamen for the 98 China Fair for International Investment & Trade, 7-9 September 1998
(English)
9H7HE9AEF 98 +EIREE ZAHREHE (EX)

v 0 7y B 2 H 8%
CHINA BUSINESs HEADLINES
- ABEEFURL AR E R -

Selected headlines on recent policies and Important news.

SRR T K i

1MA16HE 190  BMBEIBIRIE R - Wk R MmRES (BRA » BMl)

NOVEMBER 16-19 GUANGZHOU INTERNATIONAL EXHIBITION ON GARMENT MATERIALS, A CCESSORIES AND EQUIPMENT
(GuANGZHOU, GUANGDONG)
B  Inquiries : JEREISEH 55 J JR B 2\ Al Guangdong International Trade & Exhibition Corp

—&#F Tel © 86-20-87773051 5 Fax : 86-20-87612836

11H22A%F 240 BHERI=AN (L# > HK)

NOVEMBER 22-24 INVESTING IN THE YANGTZE RIVER DELTA: OPERATING ISSUES AND ANSWERS (PUDONG, SHANGHAI)
Z#  Inquiries : The Economist Conferences — &ah Tel © 25853876 15K Fax : 28027669




River Trade Terminal
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Lung Mun Road
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— Existing Highway

Tuen Mun Area 38

River Trade Terminal Future Road

River Trade Terminal
TMTL 393, Area 38, Tuen Mun, near Pillar Point

e 1% Operating Area:
®  Operation Commencement 14 Oct 98
® Area- 1,200,000 sq ft
=  Quay front - 525m

e Whole Terminal:
s  Complete by end 1999
m Area- 7,000,000 sq ft
= Quay front - 3000m

e First Dedicated Terminal for handling River Trade Cargo

e Comprehensive & Quality Services
®  Container & Breakbulk Handling
Cargo Storage
Container Freight Station
Marine Shuttle Lighter Services
Ancillary Services including Container Maintenance & Repair, Transloading
and Haulage, etc.

e On-Site Government Services

RL

Enquiries: Carnneate Cammunication Denartment Tel- (R&2) 2122 7600 Fax- (R52) 2122 7466
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