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Double-edged
sword in 1995

ong Kong has nothing to be complacent about on the inflation front. The territory might

inflation figures
H have ended 1995 with a year-on-year rate of just 6.6 per cent, but the average CPI(A) rate
for the full year was still 8.7 per cent.

That's up on the 1994 average rate of 8.1 per cent and is more than double the average infla-
tion rate of our major trading partners and competitors, with the notable exception of the Main-
land. For employers, the year-end figures were a double-edged sword.

The lower-than-expected year-on-year rate brought with it hopes of a respite from the higher
costs, including wage and rental costs, which have pressured businesses - especially small and
medium sized businesses - in recent years.

But the average annual rate of 8.7 per cent reminds us that the inflationary pressures have not
gone away, although barring any upward jolts in the volatile and weather sensitive fresh food
prices, there should be a gradual downtrend in consumer prices this year.

That said, however, it should not be expected that CPI(A) inflation will average much less than
8 per cent in the year ahead. To get below that level would imply a further significant economic
slowdown from that which brought just 4.2 per cent growth in 1995’ third quarter.

Certainly, no-one should be deluded into believing the December CPI figures have suddenly
set a new and lower trend line for local inflation rates. One dish does not make a dinner and one
month’s CPI does not set a trend.

Progress in bringing inflation down in Hong Kong has been extremely slow and further consis-
tent pressure will be required throughout 1996 if inflation is going to again be lower at year’s end.
The facts about the end-1995 consumer price inflation situation are:

e The CPI(A) year-on-year to December was surprisingly low at 6.6 per cent, the lowest since
the January 1994 year-on-year rate of 6.2 per cent.

e It was, however, two unusual factors - much lower fresh food prices and the price war among
Chinese language newspapers - which helped the CPI(A) to its low point for the year of 6.6 per cent
in December.

e Average consumer price inflation, as measured by the CPI(A), for the whole year was, howev-
er, a still very high 8.7 per cent.

o This means that the CPI(A) average for the whole year was actually higher than in 1994 when
it averaged 8.1 per cent, and the 1993 figure when it averaged 8.5 per cent.

Taking these factors into account it is clear Hong Kong still has a significant consumer price in-
flation problem despite the slowing of the economic growth rate during 1995 which should have
reduced inflationary pressures.

Neither of the unusual factors affecting the CPI(A) in December are likely to have long shelf
lives. Food prices have continued to stay down in January, but they will have certainly risen during
February when the Lunar New Year price rises kicked-in.
~ Moreover, the Chinese language newspaper price war will end. It is just a matter of when, and
when it does it will push up the index year again.

But it is food prices that are the key factor in the CPI(A) outcome because they account for
slightly more than 40 per cent in the index weighting, half of that being meals bought away from
home and the rest by other foodstuffs.

None of this should detract from the fact that the trend in consumer price inflation has recently
been downwards and that their trend will probably continue into this year.

It is just that the downward trend will be gradual, just as it has been over the past five years and,
indeed, the past 12 months. From its high point average of 12 per cent in 1991, consumer price in-
flation had been easing gradually until last year’s upturn in the average rate.

Throughout last year, too, the monthly year-on-year rates showed a fairly Py
consistent downtrend except in March and April and again in September, /%Q)\ M.%
with food prices being the temporary culprit in the rises. % ¥ A

;: :
\Z“':
g

The same pattern has been evident in the other indices, the CPI(B), {
the Hang Seng CPI and the Composite CP!I.

The easing in the indices has been broad-based, but a decline in
rental indices (due to a weaker property market) and an easing in ser-
vices (due to lower wage and rental increases) have played a key role.ll
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‘ TELECOM REVOLUTION |

Action plan to

develop telecom hub

Gordon Siu outlines how HK will capitalise on fast growing demands

ordon Siu, Secretary for Econom-

ic Services, outlined on February

7 a Government four-point ac-
tion plan to develop Hong Kong as an in-
ternational telecom hub to capitalise on
the fast growing demands for advanced
telecommunications in the region.

He told a lunch that concluded a
Hong Kong Coalition of Services busi-
ness seminar on telecommunications,
that the Government had set aside a
piece of land at Chung Hom Kok for a
teleport for 20 satellite earth stations that
would help operators reduce costs by
sharing a central infrastructure.

He also spoke of Hong Kong’s rapid
integration in telecommunications de-
velopments on the Delta and elsewhere
in China, including an optical fibre link
being built to Beijing.

The seminar lunch was hosted by
Brian Stevenson, HKCSI Chairman and
Henry Goldstein, Chairman of the
HKCSI Information Services Committee.
The seminar, entitled the “Telecom

Gordon Siu.
[0z
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Revolution,” was attended by represen-
tatives of all segments of the telecommu-
nications industry. HKCSI is the services
arm of the Hong Kong General Chamber
of Cominerce.

Henry Goldstein, Executive Director
of Asia Link. a mobile phone provider,
was the moderator of the whole morning
seminar.

Other seminar speakers were: Alex
Arena, Director General of the Office of
the Telecommunications Authority;
Samantha Hon, General Manager of De-
velopment and Management at Hong
Kong Telecom; Albert Wong, Director of
Business Development at New World
Telephone Ltd; Tony Au, Immmediate
Past Chairman of Hong Kong Informa-
tion Technology Federation; Mike
Doscher, General Manager of Strategic
Planning and Product Development,
Hutchison Telephone Co Ltd; and Leslie
Harris, Managing Director, New T & T.
(See following reports).

Gordon Siu told his luncheon audi-

ence details of Government’s four-point
action plan: I

Information Superhighway

1. “Our first action is to develop an in-
formation superhighway. The process-
ing power of computers has gone
through quantum leaps. However, with-
out the high capacity and high mobility
of telecommunications networks, com-
puters would only remain as islands of
intelligence, unable to communicate
with each other. To bring a wide range
of information services, such as interac-
tive television and video-on-demand
services to the home, or to send data,
electronic mail and faxes to someone
on the road, we need a communication
network that can enable us to send all
varieties of information at high speed
and low cost to anyone, anywhere and
anytime.

“Recognising the potential of these
new technologies, we share the vision of
most of the world’s nations for building a
21st-century information infrastructure.
At the Asia-Pacific Economic Coopera- |
tion (or APEC) Ministers’” meeting in May |
last year, member economies agreed to
promote and accelerate the development
of the Asia-Pacific Information Infra-
structure (or APII) as an integral part of |
the global information superhighway. |

“The Hong Kong Government attach-
es great importance to a sound informa-
tion infrastructure. We will actively
collaborate with other APEC economies
to bring the APIIl project to fruition. In
taking this forward the Hong Kong Gov-
ernment shall act as a facilitator by pro-
viding a conducive telecom policy and
favourable market environment. The ac-
tual building of the information super-
highway is left to the private sector in
response to customer demand.”

Policy

Gordon Siu said the guiding principles
under the Government'’s telecom policy
are:

e The widest range of quality
telecommunications services should be
made available to the community at a
reasonable cost;




e Telecommunications services
should be provided in the most econom-
ically efficient manner possible; and,

e Hong Kong should work to be-
come a major communications hub for
the region.

“Together with our universal tele-
phone service, a private sector-driven
telecom market and open and transpar-
ent technical and interconnection stan-
dard's, these policy objectives are
consistent with APEC’s APII principles
and the information superhighway ob-
jectives pursued by most other coun-
tries.” he said.

Regulatory framework

2. “Our second action is to establish an
effective regulatory framework to pro-
mote fair competition. We believe that
competition brings the consumer maxi-
mum benefits. But we are also aware
that introducing competition in tele-
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Internet enthusiast

ordon Siu intrigued his
G lunchtime listeners by punctu-

ating his speech with anecdotes
of how he has himself personally
plunged in and familiarised himself with
the computer and the intricacies of the
Internet, encouraged by his 20-year-old
son.

He uses Internet to communicate
with his son abroad by E-mail.

“Suffice to say | am learning the
power of Internet,” he said. “It is provid-
ing access to data not imagined even
five years ago.”

But, he told a questioner he saw no
reduction in the use of the postal ser-
vices for which he is responsible. ]
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coms, particularly in fixed networks, is
not a simple task. We need to have in
place a fair level playing field and regu-
latory certainty to provide investment
confidence. Also, we will need to intro-
duce a flexible regulatory framework to
promote and facilitate the introduction
of new services and technologies, such
as Internet, into Hong Kong.

“We are currently reviewing our
telécommunications legislation. Our aim
is to simplify the licensing arrangement
to keep pace with new technologies and
to establish a comprehensive set of com-
petitive safeguards to cover issues such
as effective interconnection arrange-
ments, measures to foster fair competi-
tion, numbering and price control for
dominant suppliers.”

Promotion of the industry

3. Gordon Siu said: “Our third action is
to widen the opportunities for Hong
Kong telecom companies to access over-
seas markets. To be a successful interna-
tional telecom hub, we should aim not
only to attract investment into Hong
Kong but also to export our service to
overseas markets.

“Hong Kong telecom companies
have built up great strength through
years of competition in the local market.
We also enjoy a significant competitive
advantage from our favourable geo-
graphical location and language ties and
ethnic connections with neighbouring
communities. Our companies will stand
to benefit with the opening up of tele-
com markets in the region. We are ac-
tively participating in the APEC and the
current World Trade Organisation nego-
tiation to lower trade barriers and pro-
mote cross-border trade in telecom
services.

Supporting facilities

4.Gordon Siu said: “Our fourth action is
to improve the supporting facilities to
enhance Hong Kong’s attraction as a
telecom hub. One example is the tele-
port project. With the rapid development
of satellite technology, international
communications will increasingly rely
on satellite services. Our central geo-
graphical location and favourable busi-
ness environment have attracted many
interests to use Hong Kong as the base
for launching regional communications
satellites.

“To help satellite operators find suit-
able land for setting up satellite earth sta-
tions we have set aside a piece of land at
Chung Hom Kok for the establishment of
a teleport. This teleport will provide suf-
ficient land for more than 20 satellite
earth stations and by sharing the cost of

central infrastructure it will help the
satellite operators to reduce their cost of
operation.

China "
Gordon Siu said: “Another factor which
will give Hong Kong a distinct advantage
to become the international telecom hub
for the region is China. In telecommuni-
cations, China represents the world’s
largest new market. To support its eco-
nomic development, China has set very
ambitious targets. We have seen its fixed
network adding between 15 million to
20 million lines a year and its number of
mobile phones growing at over 60% a
year in the past several years. The closer
tie between Hong Kong and China can
be demonstrated by the fact that over
half of our external teleommunications
traffic is now with China.

“The integration of Hong Kong with
Southern China will considerably
strengthen our role as a regional telecom
hub. We have already seen the opening
of the world’s most advanced commer-
cial synchronous digital heirarchy net-
work linking Hong Kong, Guangzhou,
Zhuhai and the Pearl River Delta and the
building of a direct optical fibre link with
Hong Kong through central China to
Beijing.

“The completion of the new fibre
link next year will further stimulate tele-
com traffic growth. On mobile commu-
nications, the Office of the
Telecommunications Authority has es-
tablished since 1992 regular contacts
with the Guangdong authorities to coor-
dinate the allocation of radio frequen-
cies. We will continue to work with the
Chinese authority to facilitate and pro-
mote cross-border roaming for mobile
services.”

Conclusion

Gordon Siu said: “To conclude, the
Hong Kong Government is committed to
maintaining Hong Kong’s position as the
financial and commercial centre, as well
as the telecommunications hub, in this
Information Age. We will need the most
modern and efficient telecommunica-
tions infrastructure to achieve this
objective.

“We shall realise this objective
through the promotion of competition
within a conducive regulatory frame-
work. We shall seek to create a liber-
alised environment favourable to the
development of new telecom networks
and technologies. Our prp-competitiqn
policy has brought us a series of success-
es in the telecom industry and we be-
lieve that it will bring us even more
successes in the future.” ]
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PUT THE WOMAN BEHIND YOUR SUCCESS ABOVE ALL ELSE.

They say you can tell how
civilized a society is by the way it
believes in treating its women.

Which prompts us to suggest a
vehicle that will be an elevating
experience to every woman who drives
it: the Discovery.

To begin with, a Discovery will

physically raise her to a

(SHE'LL BE SAFER.)

traffic situation quite effortless.

Add to this the inherent strength
of its steel box chassis and the superb
traction of permanent four wheel drive
that will allow her to cope with, and
triumph over, the most extreme
conditions - conditions that would stop
ordinary cars.

Harsh as the

With this exclusive Dodwell Motors

driving position which

makes cruising through

ofter, there's never been a better
time to acquire a Discovery

outside world may be,

the Discovery’s interior

+ 10 cents Downpayment

city traffic exceedingly

* Monthly repayment starting from
HK$12,200

is packed with the

* Free first year licence fee for the

safe, because it places
her high above all else.
This makes anticipating,

reacting and being in control of any

first 10 customers

*Offer is limited to available stocks
and subject to the approval of
InchRoy Credit Corporation Ltd.

creature comforts and
luxuries of civilization.
Leathér-trimmed

seats, illuminated vanity mirrors,

electric sun-roof, automatic
transmission and enough space for
a family of seven.

Perfect for picnic hampers, or to
accommodate the spoils of a shopping
spree.

All the above leads to a simple
conclusion: there’s no safer or more
sensible vehicle for man or woman
or child.

On the road or off it.

DISCOVERY

=
== DODWELL MOTORS 161 Ma Tau Wai Road, Tokwawan, Kowloon Telephone: 2713 2383

An Inchcape
Cempany
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Process of liberalisation
and deregulation

Alex Arena says in the long term there should be competition in all sectors of
telecoms industry and benefits for the consumer

lex Arena, Director General of
A Telecommunications at the Office

of the Telecommunications Au-
thority (OFTA), told the telecommunica-
tions seminar the words “competition”
and “liberalisation” did not appear in the
policy framework. He said they are
“means” rather than “ends” in their own
right. They had contributed to Hong
Kong’s success in so many areas.

In his keyote speech to the seminar,
he said Hong Kong, being a major finan-
cial business centre in Asia, naturally
places a high value on having a modern
telecommunications infrastructure. To
that end, telecommunications policies
have been overhauled in the early 1990s
and a new policy framework is now large-
ly implemented.

The new framework embraces a liber-
alisation model and builds on Hong Kong’s
pre-existing pro-competitive policies such
as those in mobile telecommunications.

Alex Arena outlined the policy objec-
tives that have been guiding developments:

e That the widest range of quality
telecommunications services should be
available to the community at reasonable
cost;

¢ That telecommunications should be
provided in the most economically effi-
cient manner possible; and,

e That Hong Kong should serve as the
pre-eminent communications hub for the
region now and into the next century.

Market development

Alex Arena said Hong Kong owes much
to its sophisticated telecommunications
infrastructure with a very high teledensity
of 52% (52 lines per 100 people). There-
fore basic issues of universal service are
essentially already met.

“Also significant is the development
of the mobile telecommunications market
where competition has produced very im-
pressive results. There has been a typical
40% growth per annum in cellular mobile
customers — with about 700,000 cus-
tomers now connected and still growing
at about 4% each month. The penetration
rate of over 11% at present is also credi-
ble by world comparisons.

“CT-2 has also experienced a boom in
demand. This despite its failure in other
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markets. The number of subscribers has
fallen from its peak but now still stands at
about 110,000.

“Competition in the paging sector is
also vibrant with about 1.25 million cus-
tomers using this service. This sector is
very liberalised with minimal barriers to
entry. There is no practical limit to the
number of licences; spectrum is available
and the licence is obtained within days
via essentially an ‘over-the-counter’ appli-
cation. At present we have 38 paging li-
censes issued. They are held by about 20
companies and utilise 62 radio channels.”

Liberalisation and competition
Alex Arena said “Competition and Hong
Kong are a natural fit. In telecommunmi-
cations significant opportunities have ex-
isted for some time for competition in
mobile telecommunications services, ap-
paratus supply, value-added services and
private networks (both domestic and in-
ternational). The market for single-line
customer equipment, for example, stan-
dard telephones, can be said to be truly
liberalised as type approval requirements
no longer exist for such equipment.

“In terms of service providers, besides
having 38 paging licences, Hong Kong
has four cellular operators, three active
CT-2 operators and four fixed telecomuni-
cations network services (FTNS) opera-
tors, all competing in one Territory of six
million people.

“With such a number of licences in
fixed and mobile services, consumers are
given more choice of networks and oper-
ators. Competition thus introduced also
means that services have to be provided
in the most economically efficient man-
ner in response to market developments.”

Future trends

Alex Arena said: “Notwithstanding the al-
ready remarkable development, the Hong
Kong telecommunications industry is ex-

Brian Stevenson

pected to continue to grow and develop
significantly in the coming years due to:

¢ Rapid development of telecomuni-
cations technology;

¢ Anticipated continued growth of the
economy of Hong Kong and that of the
region as a whole. The services sector of
Hong Kong’s economy continues to grow
the fastest and it is this sector which is the
heaviest consumer of telecommunica-
tions services;

e Increasing demand from customers
for more and better telecommunications
services; and,

e Introduction of more competition in
both the mobile and fixed service sectors.”

PCS/CAS

Alex Arena said: “As part of our efforts to
further develop Hong Kong’s mobile
telecommunicastions sector, and in partic-
ular to alleviate supply side constraints
which have held the industry back, a re-
view was conducted in 1994. As a result,
the Telecommunications Authority (TA) de-
cided that the new regulatory framework
for mobile telecommunications, including
licensing, would need to be technology
neutral and capable of dealing with a vari-
ety of new mobile services operating from
a variety of technology platforms.

“Against this background, a decision
was made to invite applications for up to
six Personal Communications Service
(PCS) licences and up to four Cordless Ac-
cess Service (CAS) licences through a
public bidding exercise. It is well known
that these licences are hotly contested.
This represents a vote of confidence in
our policies as well as the future of
teleommunications in Hong Kong. Sub-
ject to Joint Liaison Group (JLG) endorse-
ment the TA could issue these licences
very quickly.

Fixed network services
Alex Arena said: “Another significant
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milestone in telecommunications in Hong
Kong was laid in 1995 with the issue of
four new Fixed Telecommunications Net-
work Services (FTNS) licences to the
Hong Kong Telephone Company (HKTC)
and the new operators, namely New T &
T, Hutchison Communications and New
World Telephone. These replaced the ex-
clusive concession held by the incumbent
HKTC until the end of June, 1995.

“Over the past seven months, the new
FTNS players have brought with them
considerable consumer benefits in service
innovation, customer responsiveness and
competitive pricing packages in tele-
phone and facsimile services. We are op-
timistic that competition will thrive in the
local market.

“Competitive pressures are already
causing the participants to look to how
they may further develop the market. One
such promising avenue appears to be in-
teractive multimedia services. Trials have
been held on these services and have re-
portedly proven more encouraging than
some reports of trials in other countries.”

Regulation
Alex Arena told the seminar: “As a matter of
policy we do not belive in introducing any
more regulation into the telecommuniuca-
tions industry beyond that which is neces-
sary due to market circumstances. It is our
expectation that an efficient and fair com-
petitive market will self-regulate and even-
tually displace the need for specific
regulatory oversight and intervention. The
approach, therefore, is to transition the vari-
ous telecommunications markets from con-
ditions of monopoly or limited supply
through to open competition by the guiding
hand of ‘light-touch’ (but firm) regulation.
He asked: “Are any of our market sec-
tors ready to be freed of regulation? Let us
look at the paging sector: Liberalised as

the paging sector is in Hong Kong, | do
not think that we can yet claim that these
paging operators are free of regulation.
After all a licence is still necessary. The
paging licence requires conformance to a
range of regulatory instruments, for exam-
ple, the Hong Kong telecommunications
numbering plan, technical standards and
spectrum allocations. It is clear that regu-
lation in these areas will persist for a
while longer yet.

“However, the degree of regulation
overall faced by operators in the paging
sector is significantly less than that faced
by operators*in sectors which contain a
dominant player such as in a fixed-services
market. | am sure that it would be readily
apparent that a new entrant contesting the
fixed-services market needs a degree of
regulatory supervision to ensure fair market
conditions prevail and that the dominant
player’s market power is not misused to the
detriment of competition. The regulatory
response to this situation is to put in place
a set of ‘competitive safeguards.”

Safeguards
Alex Arena said: “Hong Kong has imple-
mented a competitive safeguards regime
which is in step with contemporary regu-
latory thinking in developed economies. |
should mention four particular measures:

e The establishment of the Office of
Telecommunications Authority (OFTA) as
an effective regulator adequately empow-
ered to gain information, analyse it and
make and enforce decisions and which
can act to assist generally in solving im-
passes, for example in interconnection
between unequal commercial rivals and
can determine these matters if agreements
cannot be reached.

e The introduction of price controls to
limit the dominant carrier’s ability to cross
subsidise between market sectors, partic-
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ularly from those sectors not facing imme-
diate competition to those that are, and to
otherwise limit practices such as preda-
tion and bundled or tied service offerings.

e Improving the transparency of a
dominant carrier’s operations through
structural and/or financial separation, and

e Ensuring equity in numbering alloca-
tions and national numbering planning by
putting strategic control with the regulator.

Alex Arena then said: “Now | should
like to focus on three issues that flow from
the competitive safeguards regime to il-
lustrate how we are tackling them: name-
ly interconnection, customer access and
number portability.”

Interconnection
“It is an obvious truism that in a network-
based industry, interconnection is a vital
prerequisite for effective competition.
Hong Kong's policy recognises that and in
the period March 1995 through June 1995
the TA issued no less than 10 statements
on interconnection matters. We have cate-
gorised interconnection into two broad
classes. Type One interconnection is the
standard form of interconnection between
network gateways. This is a relatively
well-established mode of interconnection.
Type Two interconnection is, howev-
er, a different approach which recognises
the difficulties inherent in establishing
competition within the vertical loop envi-
ronment in Hong Kong. This form of inter-
connection is aimed at allowing spacing
interconnection at the local loop level.”

Customer access

“For the sake of simplicity, customer ac-
cess arrangements can be subdivided into
two classes — direct and indirect. The
first tends to concern the acquisition of
physical access facilities to the customer
and the second tends to concern the pro-
vision of competing services to customers
irrespective of the supplier of the physical
access facilities. In Hong Kong we allow
both types.

“Direct access may be achieved by an
operator building its own facilities, for ex-
ample, installing a wired local loop or
utilising wireless local loop technologies.
An operator may also decide to lease di-
rect access facilities from another opera-
tor or utilise Type Two interconnection
where available.

“Indirect access in the Hong Kong en-
vironment is somewhat more interesting
and is related to IDD access arrangement.
The entire Territory of Hong Kong consti-
tutes one local zone. Therefore all long
distance and IDD services pass through
the monopoly service of Hong Kong
Telecommunications International (HKTI).
All four local telephone companies con-

nect to HKTI on a nondiscriminatory basis
and are paid delivery fees for originating
and terminating calls to and from the in-
ternational gateway. Also a simpJe IDD
access code system improves choice and
helps to provide “equal access.’

Portable numbering
Alex Arena said: “Besides licensing more
operators and providing a sound intercon-
nection environment, number portability
is also important to make competitive
choice attractive to customers. Our sur-
vey indicated 68% of customers would
not switch operators if they were required
to change their telephone numbers. The
TA therefore decided to mandate operator
portability in Hong Kong. On the other
hand the TA believed that geographical
portability would be offered to customers
as a result of competitive market forces.
This, in fact, has proven to be the case.
“Operator portability is now being
provided among operators using simple
‘call-forwarding’ techniques. This is only
an interim solution — the industry is
working towards the implementation of a
full intelligent network based solution by
the end of 1996. This has raised some in-
teresting issues, none of which are prov-
ing to be insurmountable in an
environment where the three new en-
trants are introducing intelligent networks
in any event and the ex-monopolist is in-
troducing intelligent overlays on its 100%
digital switching platform.”

Conclusion

Alex Arena said it was far too early to pro-
claim that Hong Kong had entered into a
new era free of regulation. Continued vig-
ilance is needed to build on the hard-
earned success that it could claim so far
in the liberalising process.

But he said he envisaged over the
long-term, after it had worked through a
process of liberalisation and deregulation,
that there should be competition in all
sectors of the industry that allowed for the
development of a vibrant and strong in-
dustry with many players each conform-
ing with the rules and norms that govern
the generality of trade and commerce.

The vision that arose from the policy
expectation must be one where competi-
tors can establish viable businesses, earn-
ing reasonable returns to justify the
investments made. Yet consumers can
also benefit from price competition, ser-
vice innovation and competition on qual-
ity of service issues.

For Hong Kong as a whole the main-
tenance of a competitive edge will also
come to count increasingly more on the
ability to leverage the telecommunica-
tions industry for the Information Age. B
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Better pricing package
by middle of this year

Alex Arena responds to questions

lex Arena, answering questions
A after his keynote speech at the

telecommunications seminar,
said he was looking now at overall pric-
ing and expected to come up with a bet-
ter package by mid-year that was fairer to
the industry and fairer to the consumer.

Brian Stevenson, opening the seminar,
said the organisers had decided to call the
seminar the “Telecom Revolution,” since
recent developments within the telecom-
munications industry are nothing short of
revolutionary.

He said: “Businesses and consumers
nowadays are increasingly dependent on
telecommunications through their link-
ages to such services as multimedia,
banking, information, intelligence gather-
ing, interactive television, software and so
on. Industry and commerce have found
telecommunications an increasingly vital
tool in improving the speed and efficiency
of their businesses and consumers have
found telecommunications services an in-
dispensable part of maintaining and up-
grading their quality of life through the
usage of home computers, mobile tele-
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phones, pagers or lines.

“But the most important part of our
expansion of telecommunications is that
it has largely been market-driven. De-
mand has come from the users and the
consumers. In order that the market re-
mains the driving force in the develop-
ment of telecommunications, we need to
maintain a regulatory environment that is
industry friendly and user friendly. That it
has'the full participation of industry and
users alike.

“In this context | am please to say the
HKCSI has been an active participant in
the formulation of policies relating to
telecommunications both globally, in the
context of our participation in GATS un-
der the WTO, and locally, through our
ongoing dialogue with the OFTA.

Brian Stevenson said: “But the HKCSI
is also very concerned about promoting
business opportunities. While every tele-
com operator is in keen competition with
others for their share of the telecom mar-
ket, no single operator can provide all ser-
vices. It always pays for service providers
and users to get together to learn from
each other. We hope we are giving you
the forum for that today.”

After Brian Stevenson’s opening re-
marks, Alex Arena then gave his keynote
speech (see preceding separate report
based on his distributed text). He then an-
swered questions:

He told one questioner that the key
point on interconnection, when at the end
of the day all the hundreds of issues that
might be involved were considered, came
down to the problem of pricing — it was
the grubby question of money. Many peo-
ple would accept the principles until they
saw the dollars and cents. Therefore, a
clear set of rules had to be established on
how pricing is done.

He said any carrier doing work for an-
other carrier deserved to be paid a rea-
sonable return based on cost, including
the cost of capital. It could be determined
on an incremental basis or on a distrib-
uted cost basis. He said he would always
look at the incremental cost side first.

There were a number of things hap-
pening on prices right around the world.
Hong Kong was not isolated from these.
He thought the free local call had been
very good for Hong Kong because it es-
tablished a culture of telecommunica-
tions. People had not had to question,
when they picked up the telephone, how
much the call is going to cost? It had been
good for cellular operators. Though peo-
ple knew a meter was running, they
would still use it, whereas in other
regimes people are shy about using a cel-
lular phone because of the cost of it.

He said there is a debate raging on

what was called the phoenix charge that
Internet operators have to pay — the infa-
mous nine cents a minute. That was es-
tablished in 1989 as a fair way of
extracting a contribution from people
who made excessive use of the tele-
phone. He thought it was time to look at
that again. And that is what he is doing
now.

In the context of that review, he
thought it was time to look at overall pric-
ing. Another element is the price control
arrangements which apply to Hong Kong
Telecom (CPI minus 4%) and expires this
year. It has been running for three years
and he is currently doing a review of that.
He thought it was possible to pull all
these threads together and have a better
overall pricing package implemented
from the middle of this year. He could not
say where it will end up yet. All options
were being looked at and no doubt he
would come up with something that is
fairer to the industry and fairer to the con-
sumers.

He told another questioner the death
of distance was one reason why Hong
Kong does not have a competitive advan-
tage in telecommunications by some sort
of birthright. Even the Jockey Club and
Cathay Pacific are withdrawing opera-
tions from Hong Kong of some heavy data
crunching operations and are taking them
offshore because of the death of distance.
Hong Kong had to work on this develop-
ment and create a role for itself.

The international licence was the last
bastion of monopoly left in Hong Kong.
The fact couldn’t be disguised that it
doesn’t expire to 2006. However as a
matter of policy announced back in 1994
he, as the TA, is tasked with reviewing
that licence and putting out a statement
that clarifies what the monopoly covers
and what it doesn’t cover.

A licence is issued for 25 years and it
posed quite a different situation for a reg-
ulator. But if you look at the record over
the last three years wherever we have
seen the opportunity for liberalisation in
international services we have adopted it
— to wit call-back, managed data net-
work services, value-added services, val-
ue-added voice and self-provisioning
services. He thought that adequately
demonstrated our view that the monopoly
that Hong Kong Telecom International has
covers only certain circuits and certain
services. And what is outside that monop-
oly will be liberalised.

He told another questioner that he
thought eventually Hong: Kong would
have free competition within every sector
of the telecommunications industry. That
is the way the UK, Australia and New
Zealand are going, u
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Giant computer

Almost 100,000 using Internet in Hong Kong

amantha Hon, General Manager
s of Business Development and

W Management of Hong Kong Tele-
com IMS, said (in part) if interactive multi-
media services are considered we are
indeed at the edge of a telecom revolu-
tion.

The Internet had grown substantially
in the last three years. The network that
existed before was basically a physical
fixed communication link. With the
worldwide web now available we are
turning the new mass network into a hard
disk where a lot of data, information and
graphics could be read. Later on when
more technology is available the network
would be turned into a giant computer.

At the moment 35 million are using
Internet. Most of them are professionals
in the middle to high income groups and
mostly male. Hong Kong Internet users
in Hong Kong shared a similar demo-
graphic background. There are almost
100,000 Hong Kong users for business,
work and fun. Internet could be accessed
with E-mail in 143 countries.
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She said from the critical mass a lot of
very innovative applications and busi-
nesses could be developed. It would facil-
itate a lot of new ideas for products and
services at a lower cost. With major com-
panies putting a lot of effort into Internet,
telecom players would need to develop a
good environment to enhance their oper-
ations and overcome existing user frustra-
tions. Sometimes now it is too slow and
sometimes there are circuit breaks.

Samantha Hon said telecom players
had the respoinsibility to put forward al-
ternatives for people to choose. It would
involve substantial restructuring and over-
all benefits to society across different in-
dustries. In the marketing and sales area
there would be very substantial changes.
Middlemen would not be required in the
future because companies could directly
access services through new media like
worldwide web.

A lot of companies will be offering all-
night services or all-night support and
customers could order without middle-
men. Customers would enjoy substantial
liberation through having the ability to ac-
cess contacts with standard PCs or TVs
with sufficient processing power. The PC
would not have to be that intelligent any-
more.

She said: “There will be a need for us
to establish a central point to facilitate the
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Albert Wong.

new developments, to facilitate their ap-
plication. In HK Telecom we have the ini-
tiative to really link up contact
applications and the end user in an effi-
cient way. In the forthcoming all-night
services that it will provide in a few
months it will have a wide range of appli-
cations, with community services such as
education and other cultural and recre-
ational activities.

“We will also have home shopping
which will cover everything from gift
items to supermarket groceries. Also, we
shall have other information services for
business, for entertainment and lifestyle
and, of course, banks... All these kinds of
developments will make use of the latest
available advanced technology for our
customers to give them more alternatives,
more convenience and more customer
control.

“This year we will be launching differ-
ent multimedia interactive applications
through different media, including Inter-
net and broad band...a lot of work has to
be done. It requires a lot of localisation of
the interface of the design. It requires sub-
stantial effort so that those contacts that
we put on our platform are of good
enough quality. The advanage and disad-
vantage of the worldwide web at this mo-
ment is about the quantity of its
information...
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“It is just too much information and it
is dificult to tell which information is of
good quality. An all-night provider should
be able to provide authentic contacts to
ensure that their customers can really en-
joy good quality contacts through their
particular platform.”

She said it would be necessary to
work with many people to achieve sus-
tainable success in the long-term future.

Key factors
e Albert Wong, Director of Business De-
velopment, New World Telephone Ltd,
said four key factors were driving phe-
nomenal growth in telecommunications:
namely the paradigm of changes, market
demand, technological development and
liberalisation of the telecom market.

In the paradigm of changes there was
a great need for cooperation of business
entities to form strategic alliances to grow
and capture business opportunities.
Group word processing utilising comput-
er technology, creating new business op-
portunities and also in achieving cost
efficiency without loss in quality all called
for changes in current processes and the
adoption of new technology to satisfy
business goals. Acceptance would materi-
alise as the new technology becomes
more mature, cost effective and reliable.

He said a closely related factor, shap-
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Tony Au.
B2

ing telecomunications development, is
market demand — classified into the cor-
porate market and the personal
market. The personal market was the mass
market. In the corporate market cus-
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tomers typically would be demanding
higher performance and an integrated lev-
el, plus facility management and greater
diversity. Higher performance meant
quicker demand and effective sKaring of
data. Integration meant combining voice,
data, video and image in a single network
to save costs and promote effective corpo-
rate communications.

In the personal market, he said, we
are looking at a customer base that is no
longer satisfied with a conventional tele-
phone service. Customers wanted the
ability to screen and receive calls in dis-
cretion satisfied through technological de-
velopments. He mentioned that digital
switching and the latest optical-fibre base
would be required. For new companies
like his own, only several strategically lo-
cated telephone exchanges would be
needed compared with many exchanges
in the conventional approach that used
much lower speed switching.

Using European technology, his com-
pany through one platform would provide
facilities for fixed, mobile and wireless
telephones, free of any legacy system to
hold it back. Albert Wong outlined the
services his company is providing and in-
tends to provide, including allocation of
personal numbers that will be location,
destination and content independent and
of one-stop shopping. He gave examples
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of how his company is already highly
competitive for a most compehensive
range of international services.

Superhighway base

e Tony Au, immediate past Chairman of
Hong Kong Information Technology Fed-
eration, said the electronic data interface,
such as EDI and Internet, are the base for
our Information Superhighway in which
E-mail would eventually take over the
conventional post office role, replacing a
lot of middlemen, speeding up business
and reducing the cost. E-mail business
would increase the opportunities in the
global market.

Replying to a questioner he said
bankers were not expecting 100% securi-
ty on Internet but on the other hand they
were looking for 100% risk management,
the same as the situation with credit
cards.

Changes
¢ Mike Doscher, General Manager of
Strategic Planning and Product Develop-
ment at Hutchison Telephone Co Ltd, told
the seminar Hutchison has taken its fixed
network, its mobile network and its pag-
ing network and is running them as one
company.

He said 1997 was almost upon us and
in terms of culture there were going to be
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changes. China had taken a strong stand
on Internet, controlling it and having it go
through one central agency. He thought
as we look at our relationship with the
Mainland and to have any kind of com-
merce we will have to be able to send
messages back and forth and have access
to Internet. He thought those changes
would be interesting dilemmas as we look
forward. Operations were just beginning
to cross boundaries especially in the ser-
vice industries. It would be an ever-ex-
panding circle in trying to service clients.
Expanding into the Mainland will bring
differences, clashes and may be better as-
pects through the different cultures that
will be put together.

Evidence, through access to Chinese
pagers, showed there is more and more
reliance now on the Chinese language
and on Chinese writing. People are recog-
nising there is a richness in their language
and they are taking advantage of that.
There is a definite trend moving toward
that. That culture change will bring a lot
of challenges in the telecommunications
market. It needs more bandwidth and dif-
ferent kinds of technologies. They are
coming about.

He said Mainland Chinese people
tend to talk more and write less. He
thought that will bring changes in the dy-
namics of the culture change. That is, just
in how we deal with each other in busi-
ness terms.

Mike Doscher, speaking about the
market, said Hong Kong was moving
quickly from manufacturing to servicing.
That kind of servicing from his experience
in the US means if you are going to be
successful in servicing you have got to be
very close to your customer and you have
got to be out and about and with the cus-
tomers. It forces mobility.

“You can't sit in an office and service
your customers well,” he said. He thought
Hong Kong tends to lead the world on be-
ing mobile and close to the customer.

Labour dependency is moving toward
technology and that is bringing about an-
other drive. That is, toward linking up ma-
chines with each other, not so much
towards people. It is another dynamic.
The idea of increasing competition in
Hong Kong means people are now expe-
riencing more competition than hitherto
in business, and will look toward more
cost effective kinds of communication so-
lutions.

Deregulation in Hong Kong is leading
the way compared to the rest of the world
and is driving the supply side. It has
launched four FTNS.

On applications, Mike Doscher said
text is now being strongly driven into
wanting to have video, voice and voice

clips and lots of different ways of
interacting which are tied to the
cultural change. The industry had
to deal with that. One-in-six_
phones that go on to the world’s’
systems is now a mobile phone.

Touching on technology, he
said, there were tremendous ad-
vances almost every day in the
home market. The service industry
just has to look at their applica-
tions and what they were trying to
do. Every day there were advances
in cellular technology, etc. What
mattered for the customer was mo-
bility, and quality just like land
lines. They wanted to drive down
the cost.

He said optical technology had
brought a lot to the industry. It had
brought tremendous amounts of
band width, security, and a migra-
tion path to a lot of advanced ser-
vices. But it is understanding how
applications can use band width
and at the right price.

He also mentioned micro-
processors. He said all the existing
processing power is really wonder-
ful but their integration is really
tough.

He said: “Taking all those things and
putting them together, the key attributes of
future communication are going to come
down to two terms. They are mobility and
bandwidth. | think these are the things
people are looking for...a mobility contin-
uum. From the customers point of view it
is something they wanted, not, something
that providers wanted to sell...For the
telecommunications industry it meant a
lot of education work and working with
the customers.”

Service

e Leslie Harris, Managing Director of
New T&T, said his company’s entire phi-
losophy is based upon service and that
was the true telecom revolution. The true
value of choice was where the revolution
had its roots. You needed choice to con-
trol the service and not the service to con-
trol you.

“Welcome to freedom of choice in
telecommunicatioms,” he said. “What |
have just described is the basic template
for our company.”

He asked what will it look like for'the
New T & T customer? A retailer of any
goods and services could substantially ex-
tend its reach into the Hong Kong and
eventhe international market. It could sell
off the page. It could sell off the TV or any
media such as the Internet, which is ap-
propriate to a dialogue with its customers.
His Centrax automatic call distribution
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T] COVER STORY

Leslie Harris.
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service will allow calls to be taken either
at a front office or at distributor outlets. It
could be varied by time of day or time of
week according to the dynamic condition
of the queues of calls.

Calls can be geographically directed
to the nearest outlet. Calls on a single line
of outlet could have different ringing
tones.

All calls could be handled very differ-
ently according to who is calling. What
the business could do is create the virtual
organisation which expands and contracts
in accordance with demand, giving an or-
ganisation terrific flexibility. It gives
tremendous efficiency and gives a razor-
sharp image to its customers. It is all avail-
able now from New T & T for low prices.
It is not Internet. It is the 'people net'. And
the people net is still the driving force in
telecommunications.

Leslie Harris said for the private indi-
vidual the same systems could be em-
ployed to let him or her appear to be on a
work extension while at home and be
supported by the Internet that could be
very important.

The individual can have different ring-
ing for different members of the family so
that they can only take calls they want to
take. They can have an autoattendant
which will take care of the calls when you
are not there and makes a call for you
when the connection is made. That is, it is
the virtual butler. u
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Diary Dates

Subscription Luncheon

Donald Tsang, OBE, JP,
Financial Secretary
Island Shangri-La Hotel
Friday, March 22, 1996

Mr Donald Tsang, Hong Kong’s Financial
Secretary, will address the Hong Kong busi-
ness community at a Chamber luncheon to
highlight economic issues arising from his
maiden Budget Speech which is also the
last full Budget under British administra-
tion.

Bookings: Ms Marina Wong,

tel 2823 1253, fax 2527 9843.

Seminar
Rebuilding the
Competitiveness of SMEs
in Hong Kong
Hong Kong Convention &
Exhibition Centre
Friday, March 22, 1996,

2.00 pm-5.30 pm

Hong Kong’s high operating costs in recent
times have been a major concern of the
business community, particularly the Small
and Medium Enterprises (SMEs) who lack
the means and resources to cope in tough
times.

In view of increasing pressure on the SMEs,
the Chamber is organising a half-day semi-
nar to help Chamber members manage bet-
ter in tougher times, to provide them with
ideas, and to develop strategies for building
their competitive strength. Speakers will
talk on the issues of Strategic Management,
Human Resources and Information Tech-
nology from the persepctive of SMEs.
Bookings: Ms Sylvia Cheung,

tel 2823 1200, fax 2527 9843.

Annual General Meeting
Island Shangri-La Hotel
Tuesday, April 23, 1996, 6.00 pm

This year’s Annual General Meeting takes
place on Tuesday, April 23. Members will
receive formal notification from the Cham-
ber in due course. Mark your diary now!

Chamber
Forecast

Mar 4

12.30 pm

Events & Meetings
JOINT SUBSCRIPTION LUNCHEON:

Mar5 6.30 pm-9.30 pm TRAINING: Commencement of Supervisory
Skills Basic Course (Cantonese)
Mar 6 12.30 pm ROUNDTABLE LUNCHEON:
Arbitration Practice in the PRC N
Mar 7 12.30 pm SUBSCRIPTION LUNCHEON:
. = Business & The Budget ‘96 _ul
Mar 9 Chamber Sp_ring Dinner 1996
4.00 pm Games
8.00 pm Dinner
Mar11l  4.00pm MEETING: General Committee |

Mar 12&14 9.00 AM-5.30 PM

TRAINING: Effective Marketing Management
for Success (Cantonese)
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Mar 12 2.15 pm-6.00 pm Symposium on Services Promotion
Mar 12 4.00 pm MEETING: General Committee
Mar 13 12.30 pm New Members’ Briefing
Mar 14 9.00 am-10.30 pm  MEETING: The Business Evaluation Mission
from Switzerland
Mar 14 12.30 pm MEETING: Americas Committee
Mar 15 12.30 pm ROUNDTABLE LUNCHEON: Employing
PRC Nationals at Management Level
Mar 19 4.00 pm ~ MEETING: Human Resources Committee
Mar 19 6.30 pm-9.30 pm TRAINING: Commencement of Professional
Sales Course (Cantonese)
Mar 20 9.00 am-1.00 pm TRAINING: Professional Telephone Skills
(Cantonese)
Mar 22 12.30 pm SUBSCRIPTION LUNCHEON:
a Donald Tsang,OBE, JP, Financial Secretary
Mar 22 2.00 pm-5.30 pm SEMINAR: Rebuilding the Competitiveness of
SMEs in Hong Kong (Cantonese)
Mar 26 9.00 am-1.00 pm TRAINING: Tele-Sales for Frontline Staff
(Cantonese)
Mar 27 12.30 pm ROUNDTABLE LUNCHEON: Opportunities
& Prospects in Selling to HK Government
~ Mar 27-28 Study Mission to Dongguan & Seminar on ‘96
Implementation of China’s New Taxes & Bank
Guarantee for Processing Contract (Chinese)
Mar 29 12.30 pm MEETING: Arab & African Committee
Apr 2 4.00 pm MEETING: Economic Policy Committee
Apr 16 6.00pm MEETING: Europe Committee
Apr 23 6.00 pm Annual General Meeting
May 6 6.30 pm-9.30 pm TRAINING: Commencement of Supervisory
3 Skills Advanced Course (Cantonese)
May 18-22 Pacific Basin Economic Council:

International General Meeting, Washington DC
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THE
CHAMBER
IN
ACTION

lan Christie Reports

LOCAL AFFAIRS AND
ECONOMICS DIVISION

The Division was particularly active in the
period under review examining labour is-
sues (wages, imported labour, the MPF
funding among others), Government fees
and charges and the Government Budget,
scheduled to be presented on 6 March.
There were also a number of visitors to the
Division, including corporate representa-
tives from firms in the US, Holland, Japan,
Germany, France, Italy and Finland, as
well as journalists from Germany, the US,
Canada, the UK and Australia.

The Chief Economist gave several me-

dia interviews during the period and also
made six speeches outside the Chamber to
the 97 Japanese Business Committee, the
Hong Kong Management Association, the
Indian Businessmen’s Association, the
Munich Reinsurance group, a CIS seminar
on Regional Headquarters and Dialogue
International.

COMMITTEES

Legal Committee

The Committee met on 16 January to dis-
cuss the legal programme in the year
ahead and had as its special guest the
Chamber’s Legislative Council Represen-
tative, the Hon Paul Cheng, to discuss the
1996 Legco programme.

Economic Policy Committee

UK Minister
for Trade

Legislative Councillor James Tien, the
Chamber’s Second Vice Chairman,
welcomed on January 19 Anthony Nelson,
Britain’s new Minister for Trade on his first
official visit to Hong Kong. Those with James
Tien included C C Tung, Chairman of the
Chamber’s China Committee; David Rimmer,
Chairman of the Chamber’s European
Committee; Gerry Forsgate, a Chamber
Council member, lan Christie, Chamber
Director, lan Perkin, Chamber Chief
Economist and Sidney Fung, Chamber
Assistant Director of International Affairs.
The British Senior Trade Commissioner in
Hong Kong, Francis Cornish, introduced the
Minister. In an hour-long discussion, these
Chamber officebearers briefed the Minister
on the current economic and political
situation, and on issues like the rising cost of
doing business in Hong Kong, EU quotas and
the rule of law.

4 Anthony Nelson
T AR

James Tien (right) puts a question to the
Minister. Hitfg () BRZRERH

IE The

& meeting

. - ¥ with the
K new UK

Trade

Minister.
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The Committee met on 2 February and
discussed a wide range of current eco-
nomic issues, including the future of Hong
Kong as a financial services centre (and
what must be done to maintain that posi-
tion), a range of labour matters, deregula-
tion and the Chamber’s Budget reaction.

Taxation Committee

The Committee met on 29 January to dis-
cuss some important matters including the
Budget, the Territory’s role in financial ser-
vices, taxation deductions for private cars
and its agenda for 1997.

China Tax Group

The China Tax Group met on 14 February
to discuss the broad changes now occur-
ring in the Mainland tax system, including
the issues of VAT tax rebates, lowering of
tariff barriers and the pending withdrawal
of the concessions offered foreign in-
vestors in terms of capital equipment im-
ports and in special economic zones.

SERVICE INDUSTRIES DIVISION

HONG KONG COALITION OF
SERVICE INDUSTRIES (HKCSI)

Sectoral Issues
On 30 January, the CSI Management Con-

sultants Group was formed as a sub-com-
mittee under the Professional Services
Committee. The Group adopted a ten-
point terms of reference and decided on
its immediate priorities, which included
promoting quality, client education, and a
campaign to urge government to conduct
a comprehensive study about the industry.

On 1 February, the Financial Services
Committee met to hear officials from Fi-
nancial Services Branch and Hong Kong
Monetary Authority introduce the 1997
IMF/World Bank Conference in Hong
Kong. The Committee also discussed pro-
motion of Hong Kong as a financial centre
as well as the proposal for a services
award for Hong Kong.

On 7 February, the Infrastructure Pro-
jects Committee met and elected Mr K K
Yeung as new Chairman. The Committee
held a discussion with Messrs Thomas Yiu
of the Civil Aviation Department and An-
thony Watson of the Airport Authority on
the transition between Kai Tak and Chek
Lap Kok. Members were also briefed on
the progress of the airport core programme
projects by NAPCO Assistant Director,
Donald Tong.

On 8 February, the Professional Ser-
vices Committee met to discuss, among
other things, promotion of professional
services as well as the GATS negotiations
on professional services.

Reception for
Consular Corps

One of a series of three receptions and dinners
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organised by the Chamber for European Union
officers in the Hong Kong Consular Corps was held

in the Hong Kong Club on January 16. Guests

invited were from Austria and the Scandinavian
countries. Those who attended were Dr Alfred

The reception and dinner.
BRERTER

Mayer, Consul and Trade Commisioner for Austria;
Peter Rosting, the Consul General for Denmark and

Hans Jorgen Ipland, the Danish Trade
Commissioner; Asko Numminen. the Consul

General for Finland and Juha Itkonen, the Finnish
Trade Commissioner; and Mikael Westerlind the
Consul General for Sweden and Anders Bauer, the

Swedish Trade Commisioner.
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David Rimmer (right), Chairman of the
Chamer’s Europe Committee, who
hosted the dinner with the Danish

Consul General, Peter Rosting.
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EU’s Textiles
official

Enrico Grillo Pasquarelli, head of the texiles
unit in Directorate General No 1 in the
European Commission met Chamber
members of the Industrial Committee on
January 11. In the chair was Dr Y S Cheung,
the Chamber’s Assistant Director for Home
Affairs. The meeting, In a wide-ranging
discussion, briefed the EU official on Hong
Kong'’s political, constitutional, economic,
financial and social developments. He
touched on EU quotas.

Dr Y S Cheung introduces the Chamber to
the EU visitor. RERE L AMHTSENENFE

AHENTHE

Enrico Grillo
Pasquarelli.
adressing the
meeting.
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On 8 February, a meeting of the Trav-
el/Tourism Core Group was held. Topics
discussed included the new airport and
traffic arrangements, Hong Kong’s role in
the 21st Century, and SAR passport.

On 8 February, the Executive Commit-
tee met to discuss promotion of services
and decided that a follow-up paper on
promotion of services should be submitted
to the Financial Secretary.

On 15 February, the Real Estate Ser-
vices Committee met with Deputy Secre-
tary for Planning Environment and Lands,
Mr Canice Mak, to discuss urban renewal
and land policy. The Committee also re-
viewed progress of the Estate Agents Bill
1995.

GATS

On 22 January, a roundtabte luncheon an
the GATS Telecommunications Negotia-
tions took place with Mr Richard Yuen of
the Economic Services Branch explaining
to the 12 members present the upcoming

negotiations in Geneva.

On 1 February, 12 members of the CSI
attended a briefing on the General Agree-
ment on Trade in Services by Mr David
Hartridge, WTQ's Director of Services, or-
ganised by the Trade Department.

On 2 February, a roundtable luncheon
on the GATS Financial Services Agree-
ment was held with a speech by Mr Peter
Tisman of Financial Services Branch.

Telecom Seminar

On 7 February, 80 members attended the
business seminar “Telecom Revolution”,
which featured all four fixed telecom net-
work operators as well as the Information
Technology Federation as speakers. Mr
Alex Arena, Director General of the Office
of Telecommunications Authority, gave
the opening keynote speech while Secre-
tary for Economic Services, Mr Gordon
Siu, was the guest of honour at the lun-
cheon.

Promotion of Services

On 14 February, the Coalition submitted a
paper to the Financial Secretary in follow
up to an earlier submission of December
1995. In this paper, the CSI expanded on
the subject of organisation options as well
as made recommendations on the scope
of promotion, the award on services and
additional sectoral proposals.

Productivity

On 9 February, the CSI submitted its re-
sponse to the Hong Kong Productivity
Council’s consultation paper on the
HKPC’s services in relation to the trading
sectors. The CSI supported a substantial
role for the HKPC, but maintained that its
role should be different from that of gener-
al management consultancy.

HONG KONG FRANCHISE
ASSOCIATION

Essential Questions on Franchising

in Hong Kong

The book, in a question and answer for-
mat, was published on 22 January.

Annual Report 1995

The Annual Report for 1995 was pub-
lished during the month and sent to mem-
bers and national franchise associations
overseas.

Seminar on Expanding Through
Franchising - Regionally

100 people attended this HKFA organized
seminar on 24 January at the Hong Kong
Convention & Exhibition Centre. Local as
well as overseas speakers were invited to
share their experiences with the audience.
They included Mr Tony Kitchner, Vice
President of Jollibee Foods Corporation in
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Kumamoto

Simon Lee, a General Committee member (in the chair) welcomed George Fukushima,
Governor of the Japanese prefecture of Kumamoto on January 23, together with Andrew
Yuen,. Chairman of the Chamber’s Asia Committee and Chamber Director, lan Christie.
George Fukushima was in Hong Kong for the Kumamoto Products and Tourism Fair from
January 24-30. He also led a trade mission to promote imports to Japan.
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Andrew Yuen exchanges cards with the
Japanese Prefectural Governor
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Simon Lee (right) welcomes Governor
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Philippines, Mr Shoichiro Oki of Muji in
Japan, Ms Ella Cheong of Wilkinson &
Grist and Mr Harold Hutton of ILC Inter-
national Corp. Director-General of Indus-
try, Mrs Regina Ip, was the luncheon
speaker.

Potential investors had the opportuni-
ties of meeting franchisors during promo-
tional workshops in the afternoon.
Presentations from franchisors included
Futurekids, Grilled Chicken King, Shing
Kee Motors, Sign Express and TCBY
Frozen Yogurt.

INTERNATIONAL AFFAIRS DIVISION
COMMITTEES

Americas Committee

The Committee invited Mr Tony Miller, Di-
rector-General of Trade, to be the speaker
at a roundtable luncheon on 25 January.
His talk covered a variety of topics, which
included China’s WTO accession and its
eligibility for MFN status. 25 members
participated.

Arab and African Committee

The Chamber received a delegation led by
Dr Nick Binedell, Directar of the Wits
Business School of the University of the
Witwatersrand in South Africa, on 25 Janu-
ary. The delegation, consisting of 15 lec-
turers and MBA students, was given a

briefing on the functions of the Chamber
and economic developments in Hong
Kong.

Asia Committee

Mr A G Sarma, First Secretary (Commer-
cial), Commission for India, gave a presen-
tation on “Business Opportunities in India”
at a roundtable luncheon on 17 January.
During the event, which was attended by
over 30 people, Mr Sarma gave a frank
and well-balanced overview of the current
market trends and overall economic devel-
opments in India.

The Asia Committee had a meeting im-
mediately following the above roundtable
luncheon. Following the success of the
dinner reception with several Asian Con-
suls-General in November 1995, the Com-
mittee decided to organize a similar event
in March, with Consuls-General of Aus-
tralia, New Zealand, Russia and Korea.

Mr Joseph Poon, Vice-Chairman of the
Asia Committee, and Mr lan Christie,
Chamber Director, received a delegation
from the Pakistan Readymade Garments
Manufacturers and Exporters Association
on 18 January. The delegation was led by
Mr Pervez Hanif, Chairman (North Zone)
of the Association, and was accompanied
by Mr Tariq Puri, Consul-General of Pak-
istan. The meeting discussed, among other
things, the possibility of sending a Cham-
ber delegation to participate in certain tex-
tiles/garment trade fairs in the future under
some form of government sponsorship.

Mr Simon Lee, a General Committee
member, and Mr Andrew Yuen, Chairman
of the Asia Committee, received Mr
George Fukushima, Governor of Kumamo-
to Prefecture, Japan, on 23 January. Gover-
nor Fukushima visited Hong Kong with a
business delegation on the occasion of the
Hong Kong Kumamoto Products and
Tourism Fair.

Mr Kenichi Tsukino, Director, Interna-
tional Affairs Division, Kagoshima Prefec-
tural Government of Japan, visited the
Chamber and was received by Mr Sidney
Fung, Assistant Director of the Internation-
al Affairs Division, on 13 February. This
was a preparatory visit for the next Hong
Kong-Kagoshima Conference to be held
later in the year.

China Committee

Two delegations from Hebei Province
called on the Chamber in January: The
Hebei delegation led by Mr Zheng Yin
Yuan, Vice Secretary General, People’s
Government of Hebei Province, visited
the Chamber on 24 January. Mr Zhou
Zhong Ming, Deputy Secretary General,
Baoding People’s Government, led the
Baoding delegation and called on the
Chamber on 25 January. They were here
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to promote a large scale trade and invest-
ment fair to be held in Hong Kong from
26-30 March 1996.

Following his participation in the APEC
meetings in Manila, Mr Li Eh Heng,
Deputy Director-General of the Depart-
ment of International Trade and Economic
Affairs, Ministry of Foreign Trade & Eco-
nomic Cooperation (MOFTEC), visited the
Chamber on 15 February and met the
Chamber Director. During the meeting,
useful views were exchanged on closer
cooperation between MOFTEC and the
Chamber.

Europe Committee

The Committee met on 16 January for the
first time in 1996. The proposal of sending
a study mission to Poland and the Czech
Republic was discussed and endorsed by
members.

The Committee hosted a dinner recep-
tion for the European Consular Officials of
Austria, Denmark, Finland and Sweden in
Hong Kong on 16 January. The dinner re-
ception was well attended and members
were eager to exchange views with the
consular officials on the current market de-
velopments in their respective countries.

The Chamber hosted a luncheon in ho-
nour of the Israeli Finance Minister, Mr
Avraham Shochat, on 19 January, during
which he updated members on the latest
political, economic and constitutional de-
velopments in Israel and its neighbouring
countries. The event attracted over a hun-
dred participants.

Mr Les Young, Trade Promotion Execu-
tive of the Scottish Council Development
and Industry, called on the Chamber on 24
January to discuss possible trade opportu-
nities between Hong Kong and Scotland.

Shipping Committee
The Shipping Newsletter for the first quar-
ter of 1996 was issued on 8 February.

Hong Kong International

The Rt Hon Anthony Nelson, Minister for
Trade of UK, paid a short visit to the
Chamber on 19 January. He was wel-
comed by the Chamber’s Second Vice-
Chairman, the Hon James Tien, together
with several senior committee members of
the Chamber. The meeting was construc-
tive and topics discussed were China’s
WTO accession, EU Quota system and
labour issues in Hong Kong. *

The Director and the Chief Economist
received Dr Michael Sturmer, Director of
Stiftung, Nissenschaft und Politik (SWP),
Foreign Affairs and Defence Policy lgsti-
tute based in Ebenhausen, Germany on 26
January.

The Chamber has agreed to organize,
in conjunction with other major trade as-

Wedding

Daisy Lo, the Chamber’s Manager
(Membership), married Chang Man-ching on
January 30 at the Cultural Centre. Chamber
Director lan Christie, Dr Y S Cheung,
Assistant Director Industrial and Corporate
Services, and Ms Connie Kwok, General
Manager, Chamber Services Ltd attended.

The happy couple
holding their
wedding
certificate.
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sociations in Hong Kong, visit programmes
for US Congressional Staffers who are due
to visit Hong Kong and Southern China in
April and August this year. A meeting of
representatives of the sponsoring organiza-
tions was held on 30 January to discuss
detailed arrangements for the visits.

Pacific Basin Economic Council

Dr Helmut Sohmen, Chairman of the
PBEC Hong Kong Committee, continued
to host luncheons with Consuls-General of
PBEC member economies in Hong Kong.
In February, he met with Consuls-General
of Russia, Colombia, Mexico, Australia
and Thailand.

Dr Helmut Sohmen and Mr lan
Christie, Director General, met Mr Reid
Rogers, Chairman of the US Member
Committee, on 6 February and discussed
the progress of this year’s International
General Meeting to be held in Washington
DC in May.

INDUSTRIAL AND CORPORATE
AFFAIRS DIVISION

HIGHLIGHTS
Two new services were launched this
month :

e Daily Business Bulletin - a daily pub-
lication on Phonafax to bring members
abreast of business news. Main source of
information is from Government press re-
leases.

e Event Management - a new unit is es-
tablished to organize events for clients on
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Lion Dance

The Chamber Director, lan Christie, and
Chamber staff welcomed a Lion Dance at
the Chamber’s headquarters on February 26,
celebrating the Spring Festival at the Lunar
New Year.

The lion arrives Bl
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a fee-for-service basis.
COMMITTEES

Small & Medium Enterprises Committee

A meeting of the Committee was held on
16 January. This was preceded by a meet-
ing of members of the Spring Dinner Task
Group. As of 13 February, more than 70 ta-
bles have been signed up for the Spring
Dinner on 9 March.

A small delegation from Japan called on
the Chamber on 19 January to introduce
plans for establishing a global information
network for SMEs through the Internet_s
World-Wide-Web.

Members of the Company Law Reform
Task Group met on 12 February to discuss
SME input to the reform process.

Environment Committee

A meeting was held on 23 January to dis-
cuss, among other things, the organization
of a luncheon between members of the
Committee and the LegCo Panel for Envi-
ronmental Affairs.

EVENTS

e “US Company Bankruptcy: Chapter 11”
on 19 January with Mrs Joyce Yan, Senior
Manager of the Export Credit Insurance
Corporation, as speaker. The event attract-
ed an audience of 34 individuals.

* Two New Members’ Briefings were held,
one in English on 23 January and one in
Cantonese on 6 February, attracting 23 and
28 members respectively.

¢ “Record Keeping Requirements for Busi-
ness” on 26 January with Mr Lui Ying Tat,
Senior Assessor from the Inland Revenue
Department, as speaker. This is a repeat of
a roundtable held on 8 December 1995.
The event was attended by 33 members.

e “Employing PRC Nationals at Manage-
ment Level” on 9 February with Mr David
Ho, Chief Executive Officer of Mastermind
Holdings, as speaker. 30 members sub-
scribed to the roundtable.

e A one-day training workshop on
“Managing the Media to Create Opportu-
nities” was attended by 11 participants
from members.

e Dinner Club 3288 attracted 111 annual
subscribers. The second Club Dinner will
be held on 27 February.

e Training courses for the month - More
member companies are now more aware
of their staff language problem. This ex-
plains why the participation of recent
Chamber training courses was most satis-
factory: 21 members in “Effective Writing”,
24 in “Professional Telephone Skills” and
25 in “Telephone English”. 11 human re-
sources executives attended the “Selection
Interview Skills” course and 14 participat-
ed in the “Influencing Others” training. W
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landmarks have come and gone.

Shortly before the Chinese New
Year, we passed through the 500-day
mark to the 1997 transition, and, more
recently, we have seen the last full-year
Budget under British administration. At
the time of writing, | do not know what
the Budget has in store. The Chamber
hopes it will be mildly stimulatory bud-
get in order to boost confidence, main-
tain competitiveness, and assure
continued economic growth. Whatever
the result, | think | have a good idea of
what the next 500 days have in store.
| recognize that all aspects of Hong
Kong, including the activities of Legco,
will be put under the microscope in gov-
ernment halls and board rooms all over
the world. Because of this attention, |
believe we should stick to what we do
best in Hong Kong—and that is business.
Now is the time to show the world that
we can manage the transition and are
confident about the future.

That is why | am happy to report that
my motion on “Maintaining Hong
Kong’s competitiveness as a leading in-
ternational financial centre” won virtual
unanimous support in Legco. The
proposition that the Government both
conduct a comprehensive review of
Hong Kong’s entire corporate tax system
while speeding up its implementation of
short and long-term initiatives designed
to enhance our position as a leading
centre of international finance was well
received in the financial industry itself
and among my Legco colleagues. |
would like to again thank those Chamber
members who provided feedback and
helpful recommendations on this impor-
tant issue.

On a related issue, the Legco narrow-
ly approved funds to create the office
which will oversee the establishment of
the Mandatory Provident Fund (MPF).
Many hurdles, however, remain to be
cleared before the MPF is fully approved
and in place. Not the least of which is
the threat by major parties in the Legco
to oppose the MPF itself after the initial
consultation period is completed.

I am also following closely the devel-
opment of Hong Kong’s Science Park.

I n the past month, some significant

by Hon Paul
M.F. Cheng

The Industry and Technology Develop-
ment Council (ITDC) completed its feasi-
bility study in October 1995 and
determined that a science park could
play a key role in maintaining Hong
Kong’s position as a control centre for
business in Southern China while simul-
taneously improving our position as a
high-technology manufacturing centre.
The project was approved in principle by
the Executive Council in early-February
and is currently under review by the In-
dustry Department.

Also on the subject of competitive-
ness, | took the opportunity to tour by
helicopter the Chek Lap Kok airport de-
velopment project and firmly believe
that the new airport will provide for
Hong Kong’s continued growth as the
most important air hub in southeast Asia.

We must also keep an eye on the
brewing U.S.-China disputes over IPR,
trade, and Taiwan, and endeavour to
make Hong Kong’s case to all sides in
this potentially damaging quarrel.

Lastly, a few words in response to
some queries about the protection of
wages issue. | had intended to vote for
the government’s amendment to Mr. Lee
Cheuk-yan’s resolution on the Protection
of Wages on Insolvency at the Legco sit-
ting on 31 January, 1996. But | was un-
fortunate enough to be caught outside
the Legco building by a reporter, where
the chimes of the division call were lost
in the surrounding noise. | returned to
the Chamber only to find the results of
the vote already displayed.

But even if I had managed to vote for
the amendment, the result would have
been a tie, (27 vs. 27). The President
would have been bound by standing or-
ders to vote against the amendment. The
government would still have lost the bat-
tle. Nevertheless, | have learnt my les-
son and will not again allow myself to be
detained when a division is imminent.

Legislation

Inland Revenue (Amendment) No. 4.
Would eliminate tax dedugctions for pri«
vate cars provided by businesses. There
is quite a lot of concern on this issue
among Chamber members so | am
watching it closely. It has not yet moved

to a Bills Committee. When it does, |
plan to join the Bills’" Committee, and
will keep the Chamber informed.

Intellectual Property (World Trade
Organization Amendments) 1995. Has
been placed in the hands of a technical
subcommittee, whose job it is to com-
pare procedurar and statutory provisions
with similar legislation in other coun-
tries. The subcommittee will then advise
the Bills Committee on the bill’s applica-
bility to Hong Kong.

Estate Agents Bill 1995. Remains
with a Bills Committee. Concerns that
the bill creates criminal liability, would
raise fees and might actually inhibit the
public’s access to information on listed
property has made further consultation
necessary.

Private Member’s Bills
Immigration (Amendment) Bill 1995.
This Bill was resoundingly rejected by
Legco on 14 February, 1996. The De-
mocratic Party’s attempt to grant Legco
power to control immigration of persons
seeking to land or remain in Hong Kong
for the purpose of employment failed.
While this vote is a victory, it does not
signal an end to Legco’s attempts to alter
the conditions of the labour importation
scheme.

Public Bus Services (Amendment)
Bill 1996. Would give Legco power to
vet bus fare increases. This bill received
its first reading on 14 February, 1996,
and will get a second reading.

On the horizon:

Amendments to the Employment Or-
dinance. Aim to increase employee ben-
efits in part by expanding and redefining
“wages” and disability coverage.

Motion Debates
Upcoming motion debates of special in-
terest to the Chamber:

e Policy to assist the development of
small and medium-size enterprises.

e Review of the major advisory and
statutory bodies.

Of Special Notice

Contact me through my Legco office at
Room 312, Central Government Offices,
West Wing. Telephone numbers there
are: 2537-2106/2107, and the fax num-
ber is: 2530-3451. Simply call or fax
with your views and suggestions.

May | take this opportunity, be-
latedly, to wish all readers Kung Hei Fat
Choi, good health and prosperity, not
only for the Year of the Rat, but for the
next 500 days and beyond.

—Paul M. F. Cheng
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JAMES TIEN

Self-confidence,
optimistic realism

Chamber Vice Chairman upbeat about the future

ith what he said were “tangible,
realistic measures in place for
the transfer of sovereignty,”

James Tien, Chamber Second Vice Chair-
man, told members of the Mexican and
German Business Associations on Febru-
ary 1 he believed: “1996 will take us
away from the uncertainties of the past
five years, giving us renewed self-confi-
dence and a sense of optimistic realism
about the future.”

“The international business communi-
ty will then have every reason to thrust
ahead, making the best out of Hong
Kong’s position as a service gateway to
China,” the Legislative Councillor said,
concluding an address on, “Transfer of
Sovereignty and its Impact on the Interna-
tional Business Community in Hong
Kong.”

He began his address by saying Hong
Kong is already in the last phase of transi-
tion because:

* The members of the Preparatory
Committee have already been appointed
and the Committee formally established.

* Preparation work for establising the
SAR government will soon begin.

* The 400-strong Selection Commit-
tee for electing the First SAR Chief Execu-
tive is being set up.

* And, the first SAR Chief Executive is
expected to be announced in the second
half of this year.

e Even the Commander of the Peo-
ple’s Liberation Army forces in Hong
Kong has been named, and the size of the
garrison decided.

Tangible steps

James Tien said: “These are tangible steps
toward the handover and are vital to the
sound foundation of the SAR government.

“For some July 1, 1997, signals the
end of a long wait; the end, perhaps, of
political bickering between the two sover-
eignties; but, more importantly, the emer-
gence of a clearer picture of what is
ahead of us — politically, economically
and socially.

“At least, at this moment in time, we
know for certain that the Legislative
Council(LegCo) will be disbanded come
July I, 1997 and replaced by the Provi-
sional LegCo.

B
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“We are also well aware that econom-
ic aspects of transition have already oc-
curred. This is evident in the greater
economic influence of Hong Kong com-
panies not only in South China but also in
major cities like Shanghai and Beijing.

“The growing presence of Mainland
companies in Hong Kong through trade,
investment, property purchases, stock ex-
change listings, etc. also highlights this
significant economic transformation
which is, in part, related to the transfer of
sovereignty.”

Market driven

James Tien said he had said “in part” be-
cause the growth of business activities of
Mainland companies is founded on the
country’s economic reforms.

“As an international business centre
Hong Kong offers China many advantages
as a ‘foreign’ base to venture out in a mar-
ket-driven economy. Advantages of a
common language, a similar culture and
a defined timetable to become part of
China again, in addition to Hong Kong's
renowned international business skills
and its pool of multinational businesses. A
true crossroad where East meets West.

“For almost similar reasons, an in-
creasing number of foreign companies are
setting up offices in Hong Kong. A com-
mon language (English), a cosmopolitan
environment and, of course, the gateway
to the vast China market.”

James Tien with officials of the two Business Associations. Hit@HEFEFENES S
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James Tien said Hong Kong’s role in
global trade and investment is indis-
putably of mutual benefit to China and
foreign businesses.

“Despite erosion of confidence in the
past years due largely to vocal political
debates between the two sovereign pow-
ers, Hong Kong has kept its head above
water — even with a 10-year high unem-
ployment rate of 3.5% and a sharp drop
in consumer spending. Hong Kong man-
aged an economic growth rate of 5.2% in
1995, a performance which many devel-
oped countries would have liked to
achieve.”

Better

He went on: “But for us in Hong Kong we
have grown to expect better. In fact we've
been comparing economic numbers with
what was an exceptional boom period
and thus generally giving a false view of
economic doom.

“Yes, unemployment is a serious con-
cern. Yes, retail spending is also.

“But inflation is down to 6.6% at its
two-year low. And we, at the Hong Kong
General Chamber of Commerce, believe
that unemployment will drop to about
2.8% this year if the economy grows
about 5%.

“Unemployment has become such an
emotive issue, with a lot of facts and fig-
ures taken out of context by the unions.
Let me give this to you:

“Between 1987 and 1988 unemploy-
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ment was about 1%, which was accom-
panied by a net loss of 30,000 to 40,000
people a year. Since 1991 this position
has been reversed. The workforce has
since been growing by about 3.4% a year
while the number of jobs rose slowly, at
about 1.7%.

Mainlanders

“The growth in workforce is attributed to
a namber of reasons of which importation
of labour exerts minimal effect, if any.
What boosts the workforce size signifi-
cantly is the increased daily quota for
mainlanders to enter Hong Kong. The
Government now permits 150 persons
from China per day to come to live and
work in Hong Kong. Not counting house-
wives and children, this roughly translates
into 40,000 mainlanders a year swelling
the Hong Kong workforce.

“However, we are upbeat about eco-
nomic growth. It will continue and it will
create new opportunities and absorb
some of the unemployed. There is still a
marked mismatch beteen jobs available
and jobs local workers are able to — or
indeed willing — to do. The Chamber is
of the strong conviction that jobs should
be first offered to local workers, but
where these vacancies cannot genuinely
be filled by local employees, then em-
ployers should be allowed to import
labour.”

James Tien said: “This is a priority is-
sue, not only for Hong Kong businessmen
but also multinationals investing in Hong
Kong. If the foreign investor cannot find a
suitable local person to fill a key position,
say, one which requires high-tech skills,
and he is not allowed to bring in one from
overseas you can rest assured that the for-
eign investor will go and set up plant
somewhere else.

“But | am now happy to tell you that
the Government’s new Supplementary
Labour Scheme in effect has removed the
numerical quota on labour imports. It is
one of the Chamber’s major lobbying
achievements and a confidence booster
for the international business community.

Legislation
“You may well ask: ‘What has that got to
do with the transfer of sovereignty?” Well,
every single piece of legislation that is
passed between now and July 1, 1997,
has an impact on post-1997 Hong Kong.
We are laying the groundwork for unin-
terrupted prosperity to ensure internation-
al and domestic investors are comfortable
and confident to carry on their business
here.”

James Tien said: “The Joint Declara-
tion guarantees freedom of movement.
My interpretation of that is, you may trav-

el in and out of Hong Kong freely as you
do today, whenever you wish or need to.
You can also plan your finances as you do
today since the Beijing authorities have
reiterated that the Hong Kong doltar will
remain pegged to the US dollar.

“What we have to watch out for is the
likely problem of corruption. Corruption
in business in China is reportedly wide-
spread. The Chinese Government has
pledged to take strong action to tackle the
issue and has in recent months been quite
visible with capital punishment for those
mainland offenders.

“In Hong Kong, the Chamber has
been working very closely with the ICAC
to establish the Hong Kong Ethics Devel-
opoment Centre. The objective is to pro-
mote and upkeep high ethical business
standards within the community and ex-
tend this to Hong Kong’s major trading
partners.

“It is therefore essential that we do not
undermine the sound foundation of our
business community by contributing to
the encouragement of corruption here in
Hong Kong or elsewhere.”

Perception

James Tien said: “It is important that Hong
Kong is seen in the right perspective by
our major trading partners. Perception by
world economic powers, such as the
USA, the European Union and Japan, is
crucial to Hong Kong's economic success
during transition as also for post-1997
years.

“Also, we cannot ignore China’s rela-
tions with these nations. The growing
United States trade deficit with China.
China’s failure to enforce protection of in-
tellectual property as well as ongoing
bickering over human rights are still a
threat to the Most Favoured Nation (MFN)
status or other trade sanctions.

“Any restrictions imposed by these
world economic powers on China’s ex-
ports and imports will, without doubt, ad-
versely affect Hong Kong itself and, of
course, Hong Kong’s investments in Chi-
na. This was a very substantial amount. In
1994. Hong Kong’s businessmen invested
nearly USD66 billion in China and the
Mainland invested some USD26 billion in
Hong Kong.” ]
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Selecting an
Investment Manager

raditionally, the turn of the year

By C. K. Cheung
is the time to review the perfor-

I mance of investment managers

for retirement schemes. This is because
many schemes use the calendar year as
their scheme fiscal year so that annual
reports will be issued shortly after the
new year. Sponsors and interested par-
ties will receive the annual report as
well as having the chance of meeting
their investment managers to review
how they did last year.

However, the annual year end re-
view is not the only thing or the most
important yardstick to judge the perfor-
mance of your manager. In fact, invest-
ment performance itself should not be
the sole indicator for keeping, hiring or
firing your existing or potential manag-
er! In my opinion, choosing the best
manager is very similar to picking the
best performer in an Olympic race - you
cannot do a proper job by just looking
at the results of recent races, you have
to pay attention to a lot of events lead-
ing to the race! Past performance is one
element of the selection criteria. How-
ever, performance is definitely not the
only nor the most important element.

Yo feT 2y iR AR B 3R IR 4R K 42

Schedule 1
Importance of Investment

Contribution

Yeor ot vear end

] 1.44
5 1.96
2.88
6.21
13.42
28.97

Number of members : 100
Initial assets : HKS20 million

9%

23.24
40.75
11.36
222.00
727.00
2,023.00

10% 15%

23.24
42.38
83.18
252.00
881.00
2,600.00

24.44
51.38
119.72
439.00
2,479.00
10,421.00

Contributions : 10% of pay (HKS1.44 million in first year)

Salary escalation : 8% per annum
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Importance of Investment
Firstly, let us review some basics to give
you an indication of how important in-
vestment performance is to a retirement
scheme. Schedule 1 describes a relative-
ly small retirement scheme for a compa-
ny of 100 members. For simplicity, we
have ignored any benefit payments and
just looked at the asset accumulation
side in our example.

+ As can be seen, a difference of 1%
per annum in the investment return will
make a difference of over $5 million in
10 years and nearly $600 million in 40
years. When the difference is 6% per
annum, the corresponding difference
will be over $40 million for 10 years
and over $8,000 million ($8 Billion) in
40 years! Remember, all these differ-
ences will represent extra funding out of
the company pocket and our example is
just for a relatively small retirement
scheme with average contributions.
Thus, the opportunity cost for selecting
the right investment manager cannot be
underestimated.

Criteria for Selection
The criteria for selecting an investment
manager in their order of importance
are:

e Investment style

e Decision process

eOrganisation structure

*Key people

eFees

ePast performance

eServices

Schedule 2
Process for Reviewing
Investment Manager

Hiring of
Investment
Manager

|

Review
and
Feedback

'

—>
—

Yes

lNo

| Select/Replace/Add

——

New Manager

eOther business reasons

Investment Style

The most important criterion in selecting
an investment manager is the match of
the investment style with the sponsor’s
own style. Investment style will be af-
fected by the particular features of the
retirement scheme, including the fund’s
cash flows and risk tolerance, who is
bearing the investment risks, investment
philosophy of sponsor and risk toler-
ance. The matching of the investment
style between the investment manager
and the sponsor is just like the matching
of the spouses - a good match will en-
sure a good long term relationship irre-
spective of the short term fluctuation in
performance while a mis-match is a
time bomb which will eventually ex-
plode.

However, many sponsors do not
have a clear idea of what investment
style they belong to and even fewer re-
alise that investment style for both spon-
sors and managers change over time.
The hiring of an investment manager is
very similar to selecting your spouse, a
clearer understanding before signing the
contract will save a lot of time and ef-
forts down the road.

Decision process

The decision process of an investment
manager will directly control how fast
and effective it can react to changes
both externally and internally. There-
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fore, in selecting investment managers,
we have to know how each manager
differentiates itself with respect to the
decision process from the others and
understand the advantages and disad-
vantages of different types of set up. We
also have to watch out whether the de-
cision process is being carried out con-
sistently. If there are deviations from the
long term strategy, we also need to
know whether the deviation is on pur-
pose or is a result of lack of control.

Organisation structure

Ideally, the organisation structure of the
manager should nurture a relatively sta-
ble investment style and decision
process. This will ensure that any
changes in the investment style and de-
cision process by the investment manag-
er are gradual and provide enough time
for the sponsors to adjust or react before
itis too late.

Key people

In practice, investment style and deci-
sion process are both affected heavily
by the key people involved in the
process. Therefore, we must take into
account whether the key people in-
volved in building the investment style
and decision process that make a partic-
ular manager attractive are also the

same ones that will be responsible for
our account after the hiring.

Fees ?

At least in the matured markets, there is
no evidence that the fee charged by in-
vestment managers has any direct rela-
tionship with their performance. The
fees for reputable professional invest-
ment managers are also very similar.
There is also a semi-secret that many
managers are willing to negotiate their
fees, especially for mega or prestige ac-
counts. Therefore, sponsors should not
be silent as*far as fees are concerned
when hiring investment managers.

Past performance

As mentioned at the beginning of this
article, a small difference in the invest-
ment performance makes a big differ-
ence in dollar terms over the life time of
a retirement scheme. Therefore, one of
the key objectives in selecting a good
investment manager is to select one that
performs well. But, you have to remem-
ber that past performance will not do
you any good. Only good performance
after the hiring counts. Past performance
is just one way of predicting how a
manager will perform in the future.
Therefore, while past performance is an
easy way to evaluate an investment

INVESTMENT

manager quantitatively, it should not be
the only means of judging whether your
investment manager will be doing a
good job for your account in the future.
In looking at the investment perfor-
mance of investment managers, the
sponsors should also bear in mind that
the yield figure is affected by things
such as the measurement method used
(time weighted Vs money weighted);
constraints given to manager and cash
flows not controlled by the manager. To
do a proper comparison, the volatility of
return and timing of the measuring peri-
od should also be taken into account.

Services

Like any other service providers, the
quality of service itself is also an impor-
tant element in selecting an investment
manager. Things like format and quality
of reports, style and knowledge of offi-
cers servicing the account, speed of re-
sponses, flexibility and willingness to
adopt to the special needs of the spon-
sor all play an important role. If avail-
able, references from existing and
previous clients of the manager can give
invaluable information especially from
investment accounts that the manager
has lost recently.

Other business reasons
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Besides the above, there are other busi-
ness reasons such as conflict of interest,
corporate philosophy in selecting or not
selecting a sister company etc. that
might affect the final decision.

Overall Process

The actual selection process involves
the setting up of investment objective,
policy and strategy for the fund. Based
on the results of the first step, a short list
of investment managers is then com-
piled. Written and live presentations
from the short listed managers are then
conducted before the final choice is
made. Throughout the process, the se-
lection criteria listed above will be used.
Depending on the fund’s size and na-
ture, decision makers’ resources and risk
tolerance with respect to making a
right/wrong decision, outside profes-
sional help may or may not be needed
in the selection process.

Alternatives

Based on experience from the matured
markets, the question “Are investment
managers worth their fees?” or “Are in-
vestment managers adding any values?”
has no clear “YES” or “NO” answer.
Therefore, at least in the more matured
markets like North American, there is a
growing trend towards using passive
management for large retirement funds

instead of using active managers.

Active managers are the dominant
type in Hong Kong. They carry out in-
vestment activities according to their
own philosophy and claim that this will
add value to the investment process.
Their added value is measured by the
excess of their investment return over a
yardstick, after deducting transaction
costs and the fees they charge. To
achieve this, investment information in
the market has to be in-perfect to the ex-
tent that an active manager can spend
time to dig out information before the
others and able to make a profit that is
larger than the resources spent in the
process.

However, in the more matured mar-
kets, many studies indicate that profes-
sional managers as a group cannot
produce yields that are better than the
market average to justify their fees.
Therefore a new breed of managers,
“Passive Managers” begin to take up a
bigger and bigger share of the market.

Passive managers select an index,
set up the investment portfolio mirroring
that index, keep their investment activi-
ties to the minimum so as to reduce the
aggregate transaction costs. Their phi-
losophy is that information related to in-
vestment decisions in the market are
very efficient already so that putting re-
sources to dig out first hand information

before they are known to the other play-
ers cannot be justified by the cost in-
volved. Under such situation, the best
thing to do is to align the investment
portfolio with a predetermined indeed,
minimise investment transactions and
cut down the transaction costs. This will
then assure a return close to the selected
index. This philosophy is becoming
more and more popular because many
surveys of investment managers in the
mature markets show that the returns of
many managers after deducting their
charges cannot outperform the market
index! However, such observation has
notbeen seen in Hong Kong and so pas-
sive managers are not yet very popular.

Continuous Process

The selection of investment manager
does not come to an end after the initial
search. The process is actually a contin-
uous process as shown in Schedule 2.
Although the time and cost in selecting
and continuing to review the perfor-
mance of your retirement fund manager
is easily measurable, the rewards are
usually difficult to quantify. However,
we have to keep on reminding ourselves
that a good manager for our retirement
fund will directly and indirectly make a
big difference in the bottom line of our
company and/or benefit our employees
over the long term. n

Negotiating additional
obligations

eter Tisman, Principal Assistant
P Secretary for Trade in Service in

the Government Secretariat, spoke
at a round table lunch on February 2 on
negotiating further liberalisation under the
General Agreement on Trade in Services
(GATS).

Dr W H Chan, Director General of the
Hong Kong Coalition of Services, after-
wards explained the background and
what Peter Tisman sought to achieve.

Dr Chan says the most important thing
about GATS is not that it has brought
about a lot of liberalisation. But GATS has
set a framework for the process of change
and created a level from which the
process will not go back. Indeed, it has
begun the process of going forward in a
form of negotiation which he goes on to
explain.

The content of GATS includes general
benefits and obligations across the board,
principally two: Most Favoured Nation
status (MFN) and Transparency (clear for
all).

MFN means a WTO member nation is
not bound to open its market but if it does
want to open it all, then it is bound to
treat every other member nation equally.

Additional obligations
There are additional obligations that -are
up to member nations to negotiate. And
that is where the dynamics are now.
Member nations may negotiate more if
they are able to. Bad negotiators may find
they will get less. :

There are two areas for negotiating
these additional obligations: Market ac-
cess and national (equal) treatment be-

tween locals and foreigners (other mem-
ber nations). MFN applies to everybody
else but they can be equally disadvan-
taged. A member nation may favour its
own local people. Applying national
treatment means foreigners are treated the
same as locals. It has to be negotiated.

How do they go about it? Negotiation
is done sector-by-sector. Negotiations can
be conducted on financial services, on
telecommunications and on transport.

Peter Tisman spoke on financial ser-
vices and the purpose of his address was
to explain how the negotiations are con-
ducted.

The negotiators sub-divide their sub-
ject into all the kinds of services in each
of the sectors. The obvious examples in
the financial services sector are banking,
deposit-taking, money-broking. Others in-
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clude life insurance. They negotiate ac-
cording to how far the negotiators are
willing to open the sector to the four de-
fined ways of doing trade:

Four ways

e Cross-border supply, traditional
trade.

e Consumption abroad (the consumer
comes to get the service; the classic case
is tourism).

e Commercial presence (establishing
a company in a country where that com-
pany will provide a service to customers
of that country). In the case of goods es-
tablishing a company in another country
is defined as investment but in the case of
services it is regarded as trade).

e Presence of natural persons. A ju-
ridical term for people.lt means not only
establishing a company in some other
member nation but also sending person-
nel there to provide the service as distinct
from exporting goods.

Dr Chan explains the negotiators
could be generous and agree a member

nation could agree with another to pro-
vide a service any way that member
wanted to. But, on the other hand, the ne-
gotiators could agree to setting up*a com-
pany but not sending anybody to provide
the service. They could agree only locals
could be employed.

Schedules

He says the product of the negotiations
are called Schedules. They are construct-
ed in a standard format divided by sector
and in the four ways of trade in services.
The Schedules have two columns defin-
ing the conditions under which the nego-
tiations are to be conducted. (The longer
the paragraph the more conditions there
are to be negotiated).

One column is headed Market Access
(specifying the extent to which the sector
is open to negotiation). The other column
is headed National Treatment (when the
market is open, how far is the negotiator
willing to give equal treatment to foreign-
ers as locals?).

If a sector is not included in any

TISMAN —

Schedule, it means that sector is not on
offer. If a sector is included it means a
member nation is willing to negotiate. If a
member nation doesn’t wish to negotiate
at all nothing is written in the two
columns.

“Unbound” may be written against a
sector in the Schedule columns, meaning
the negotiator is not yet binding himself to
any commitment.

“None” in the Schedule terminology
means no limitations. “To None” means
full market access, no limitations on con-
sumption abroad. “Horizontal Measure”
means the condition applies across the
board. “Standstill” means the negotiator is
not changing anything. He is committed
to what he has agreed and is not going
back. In future he may go further.

Dr Chan says the whole purpose of
the round table was to teach people how
to read member nation’s offers, to get ac-
cess to the Schedules and then decide
where an opportunity lies for them, spe-
cific to each service industry. ]
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Something of a novelty

Tony Miller speaks on relations with the Clinton Administration

ony Miller, Director General of

I Trade, told a Chamber round table

lunch on January 25 that the Clin-

ton Administration has been something of

a novelty to deal with from Hong Kong’s

point of view. Unlike previous American

Administrations, the Clinton Administra-

tion has paid lip-service to the multilateral
system but tended to operate bilaterally.

“They acknowledge the existence of
the World Trade Organisation and profess
to believe in its rules. But in dealing with
other players they seem to ignore the rules
and go for the one-off deal and to hell with
the next deal — and the deal doesn’t nec-
essarily have to meet with all the niceities
of the multilateral rules.

“Some have said there has been, if you
like, a gradual loss of faith by the Ameri-
cans in the GATT/WTO which is very
much an institution of which the Ameri-
cans were the architects post war and
since the war of which the US has been
the principal defenders.

“There has been some concern
amongst the trade mafia around the world
that there is perhaps a loss of faith and this
makes things difficult to deal with. Hence,
also, the insistence which you will find not
only from ourselves but several other play-
ers in Geneva on testing the disputes set-
tlement system which is part of the WTO.

Panel rules aginst US

“That is, on picking little items of principle
and driving them to their logical conclu-
sions. The first of the dispute settlement
panels under the WTO came last week to
a recommendation and it ruled against the
US in favour of Venezuela and Columbia.

Tony Miller said that if the Clinton Ad-
ministration in this Presidential election
year is succeeded by the Clinton Adminis-
tration more of the same could be expect-
ed.

He said: “Notwithstanding those rude
remarks, bilateral relations between Hong
Kong and the US had been pretty good.
The US enjoys a surplus with us and de-
spite this we haven’t decided to introduce
a sort of 301 condition in Hong Kong and
enter into anxious negotiations with them
to try to rectify this position. We are quite
happy they should have a surplus with us
— about USD3.2 billion as of last Octo-
ber.

“We do have a few annoyances: As
usual, textiles and clothing produces prob-
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From left: Tony Miller and Robert Dorfman, Chairman of the America's Committee, who
chaired the meeting =i : HBRRENESETRIHFXE

lems. For the second time in my memory
the US has decided to change the rules af-
ter the game-has started. Round about
mid-year we may be forced into amending
our own rules of origin in order to make
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things easier for our trade to comply with
their rules.

“In the meantime we will argue the
toss and if necessary we will take another
dispute to Geneva to test the system.
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Frankly for the textiles and clothing indus-
try, it is more than a pain in the neck.

Spending money
unnecessarily

“In many cases they will have to change
their processing so that for outward pro-
cessing arrangements, in which they do
some work in China and some here, they
will have to reverse sequences. It may
sound simple but in fact it means moving
machinery, changing the whole manufac-
turing process and spending money un-
necessarily.

“That aside we don’t really have seri-
ous problems with the States. We do have
serious problems though with the States in
relation to our second major trading part-
ner, ie the US. [ think it is worth running
through the list of irritants which exist in
that relationship between our two major
trading partners:

e First of all, the US does not enjoy a
surplus on trade with China. They have a
huge and growing bilateral deficit, about
USD29 billion as of October last year. Last
week Mickey Cantor (the US Trade Repre-
sentative) said something to the effect that
we cannot allow China to become anoth-
er Japan.

“I think that suggests a certain mindset
about the relationship. Some of their in-
dustries are worried because the composi-
tion of some of Chinese exports to the

States is changing. Five years ago they
were predominantly cheap, labour inten-
sive products. Increasingly, these exports
are going up the scale to machine tools
and more sophisticasted manufactures
and therefore it is exerting pressure on a
whole new segment of US industry. That is
causing concern.

¢ The second irritant — possibly in the
long term not an irritant — is the talks on
China’s accession to the WTO. You would
recall that last year they hit a pothole be-
cause of (Taiwan’s President) Lee Teng-
hui’s visit to the US. Things were mended
by a meeting between Jiang Zemin and
President Clinton in New York and shortly
after that the Chinese put a very handsome
unilateral offer on the table at Osaka for
bringing their import duties down. And,
shortly before that Ms Bashefsky went to
Beijing and put on the table what was
called a road map — a document which
has not yet seen the light of day but be-
lieved to be a very constructive road map
for processing the bilateral aspect of WTO
accession negotiations.

Concerns
The US concerns about China’s accession
to the WTO are:

1. Related to size: The US can't afford
to get the negotiations wrong because Chi-
na is potentially such a large trading part-
ner and bacause any WTO agreement

MILLER 1

with China would be a model for the pre-
viously communist states in Europe.

2. Market access: Not so much market
access for goods as market access for ser-
vices. There is an interesting balance in
the trade relationship insofar as China per-
ceives the US as a huge market for its
manufactures and the US perceives China
as potentially a huge market for services
and high-tech, Therefore both will want to
protect slightly different aspects of that re-
lationship.

3. Timing: No one has a crystal ball on
this concern. The Chinese previously gam-
bled on trying to finesse accession before
the setting up of the WTO at the beginning
of last year. That didn’t work. It would be a
very brave President who tried to finesse
the problem in an election year. Is it a
problem that a US President can address,
taking quite serious undertakings which
he would then have to defend in Con-
gress? In an election year is President Clin-
ton prepared to expose his flank in
Congress when he is trying to get himself
re-elected?

4. Intellectual property rights: The bi-
lateral deal which was struck last year
comes up for its first anniversary on Febru-
ary 26. Prior to the agreement last year the
US unveiled a set of possible sanctions. |
have no rumours of any new versions of
those sanctions. The question then be-
comes when the anniversary is celebrated
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is the US Administration going to claim
that China has faithfully fulfilled its side of
the bargain? If not, is it going to publish
the same list of sanctions and what is go-
ing to happen in the 30 days which follow
that, in which comments are allowed?

A few things have been published in
the press in which Mickey Cantor and Ms
Bashefsky have said China is not doing
enough on this score. They are under a lot
of pressure now, particularly from their
software industry, interestingly less so the
recording industry where apparently
rather better results have been secured in
China. But particularly for CD-Roms,
computer software, where the accusation
is that there is still huge abuse and the
overall calculation of losses by the Ameri-
cans is about USD860 million per year. So
there is going to be another bun-fight in
February?

Human rights

5. Human rights: Last year we had Harry
Woo. More recently Wei Ding-shan and
no doubt there will be other problems. We
have had the orphanages. Family planning
is on Pat McCelland’s agenda.

6. Arms sales and purchases: There
has been quite a lot in the American press
on China building up its armed forces.
And, usually at some point in the MFN de-

bate somebody talks indiscreetly on CIA
suspicions about arms sales. It comes
around as regularly as clockwork.

7. Lastly, Taiwan and Tibet.

Tony Miller said: “So you’ve'got a cat-
alogue of areas where, if someone wanted
to make life difficult in the MFN debate or
WTO accession debate, they have plenty
to choose from.”

MFN
He said this brought him to MFN:

“Last year the President made his deci-
sion without conditions fairly late but still
he made it. We thought we were then
home and dry.

“But one of these irritations came up
and before we knew it a quite damaging
piece of legislation was sitting in front of
Congress. Barry Wiggham and his lobby-
ing team had a very busy two weeks. In
fact, they set a record for calls on Con-
gressmen. One can never claim cause and
effect in these things but Barry Wiggham
and his team of lobbyists no doubt helped
push the thing in the right direction and at
the end of the day Congress finessed the
legislation leaving the damaging piece of
legislation tabled but inactive. And a mo-
tion of disapproval with no sanctions at-
tached went through.

“As it was, they came to terms with the

fact that President Clinton had broken
with his Party’s original position and re-
versed himself on conditionality and re-
newed China’s MFN status. The
Republicans were not prepared to pick a
fight on that.

“That was quite encouraging in a way
because we weren’t sure quite how the
new Republicans in Congress were going
to behave.

“What's going to happen this year? |
don’t know. But I'll make three predic-
tions, not predictions which are necessari-
ly going to encourage anybody:

Predictions

1. President Clinton will not reverse him-
self again. He will make a decison, not
quite at the last moment, but he will still
make it and it will be to renew China’s
MEFN status without conditions.

“I'm quite confident on that because
there has been several repetitions by se-
nior Administration officials of the Jack-
son-Vanik Amendment to the Trade Act
(requiring the President to certify each
year a continuation of normal trade rela-
tions as a proviso for free immigration).
The only condition in the Amendment re-
lates to immigration. It doesn't relate to
human rights. Several senior Administra-
tion officials have repeated what President
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Clinton said on renewing the Amendment
and that was that he was satisfied on the
score of immigration.

2. President Clinton won't introduce
any other conditions. He’ll make a clean
renewal. | say that simply because | think
he learned his lesson the first time round.
Having made his abortive attempt to link
renewal with human rights and having
seen it effectively blow back in his face,
he’s not going to try it on with some other
new condition, at least not as a first offer.

3. Somebody else somewhere in Con-
gress will probably try to make that con-
nection for him. My purpose in setting out
the list of irritations was to show just how
easy it is for some young enthusiastic
member of Congress who is not prepared
to listen to the Party leadership and wants
to make a name for himself in an election
year to pick on things and chuck a piece
of legislation before Congress. It is such a
wonderfully open system that if you want
to start a fight you can.

Not out of woods
Tony Miller explained the procedure and
said nobody could say “we are out of the
woods until we have got through Septem-
ber.”

“A half-prediction fairly bravely is that
| think it will be done fairly quickly one

way or the the other after June 3. | think
there will be too much preoccupation
with purely domestic election issues for
anybody to want to play with this issue for
very much longer than the early summer.

“There is one encouraging sign. That
came last week when a Congressman
called Christopher Ewing started talking
about introducing legislation which would
effectively get rid of the Jackson-Vanik
Amendment. He is the first person to even
have made half a step in this direction.

“At some point the US Administration
has to address the Jackson-Vanik Amend-
ment because China is not going to accept
accession into the WTO if it still has to go
through this annual rigmaroll in having its
MFN status renewed by the US. If it is go-
ing to be a member of the WTO club it is
going to want to be a member on the same
rules as anybody else — no strings at-
tached.

“So, as part of China’s bargain in get-
ting into the WTO it will want to get rid of
this piece of legislation. | don’t know
whether or not somebody has put Ewing
up to this. But it does seem to suggest that
somewhere in Congress there is the idea
this annual performance is a bit of a waste
of everybody’s time. The more you run it
the more discredited the whole process
becomes.

CLARK

Flag
“May be someone has asked him to flag it
early that this is an Amendment whose
time has come — and ought to be re-
pealed. It doesn't mean to say it is going to
happen this year. But at least somebody is
prepared to start the debate and | find that
encouraging.”

Tony Miller answered a number of
Chamber members’ questions. n
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Traffic congestion

Expert Michael Clark suggests solutions
Yo AT ff e A PR IR T RE 2

RBMMEEZEEHRUESEER

ore railways and the restraint of
M vehicle usage through Electron-

ic Road Pricing (ERP) are at best
medium-term and at worst long-term so-
lutions to Hong Kong traffic congestion,
Michael C Clark, Director of Wilbur
Smith Associates, told a Chamber round-
table lunch on November 30.

He advocated especially more bus-
only lanes now.

Michael Clark said he didn’t think
Hong Kong would see another railway
line opened in the next 10 years, with the
exception of the new MTRC Airport Line.
These new railway lines could be to
Shatin and Ma On Shan, Tsung Kwan O,
Yeung Long and Tuen Mun in the north-
west New Territories.

“So we are not going to find a lot of
relief within the urban areas. The North
Hong Kong Island line is at least 15 years
away. The East Kowloon Line, running
across Kowloon is at least 10-12 years
away.

“So we are not going to have im-
proved movements available on railway
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systems in the near future.”

Michael Clark said the Government
has been talking about doing a study on
ERP. In fact they did one in the mid-80s.

Five years away

“They have been talking about doing an-
other one for at least 15 months to my
knowledge. We keep being told the brief
will be out any month now. Once the
stidy is started there will be several
stages before any restraint is undertaken.
I would say it would be five years away
at least before we see any ERP in Hong
Kong.”

He said the car population had been
going up on average 10% a year over the
last six or eight years. We are now mak-
ing worse use of our roads than we were
five years ago when there were 3.5 peo-
ple per vehicle on the roads in the urban
area. Now, there are 2.9 people per ve-
hicle.

“The reason is simple: The number of
buses has stayed roughly constant and
roughly the same number of people use
those buses. A few more people are us-
ing the railways but there hasn’t been
that much change in the use of the rail-
ways in the last five years.

But quite a lot more people are using
cars and taxis. On average the number of
people travelling per vehicle has been
steadily dropping.”

Unsustainable

Michael Clark said it was not a situation
that could be sustained for very much
longer. Everybody is aware of traffic jams
and these are getting worse.

He said: “Road capacity is a strange
animal. As you build up to 80% of road
capacity not much happens. You slow
down a little. The roads keep handling
the people.

“But once you get up to 80-90% or
even 100% of road capacity any minor
accident, any bad weather, or any road-
works, and the whole thing comes to a
halt. As we'move to those very high-vol-
ume capacity ratios we see more and
more whole areas of roads coming to a
halt.

“| often catch a bus home from Cen-
tral in the evening and once a week or
something like that, no buses turn up for
15 minutes on Connaught Road, Pedder
Street, etc. The whole thing is jammed.
Nothing is moving. Buses can’t get
through to take me home.

Michael Clark asked what can we do
over the next five years before we may
get some relief from ERP and the five
years after that before we can have a sig-
nificantly denser rail system?

His ideas
He said he had drawn up a list of various
ideas: '

1. He is very much in favour of an
extension of the "bus-only" lanes. Buses
move people much more effectively than
cars. He knew for some purposes cars
could do things which buses cannot — if
you are moving from a place that’s
nowhere near a bus route to another
place that’s nowhere near a bus route,
then a car is a much more effective form
of personal transport.

But the great majority of people trav-
elling on the roads can be served by bus-
es whether they are the big public buses
or the mini-buses, 16-seaters — the
building buses, the residential coaches.
These vehicles should be allowed to
make as much use of our roads as they
effectively need and the rest of our roads
should be used by cars. When we have
multi-lane highways we should seriously
consider introducing bus lanes. The Tuen
Mun road experiment in his view was
highly successful. A lot more people
could be moved a lot more quickly in
bus lanes than without the bus lanes.

He addd: Someone is going to suffer
for it. The people who are going to suffer
are the motorist and the people who use
taxis. Given the equation we have at the
moment between demand and supply it
is inevitable that somebody is going to
suffer and the more people who can be
moved quickly and efficiently the better.
That means bus lanes.
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There should be many more bus
lanes around Hong Kong. Nathan Road
has bus lanes but it doesn’t have enough
bus lanes. | see day after day traffic jams
where cars and taxis in Nathan Road are
slowing the buses down a lot.

Tunnel tolls

2. A second area where, he thought,
something must be done very soon is the
cross-harbour tunnel tolls. We’'ve now
got a HKD10 toll. The western harbour
crossing will be open possibly in a year
from now. For that tunnel to make mon-
ey and for investors to continue to put
money into Hong Kong in future that
tunnel will have to have a much higher
toll — HKD25-30.

There have been attempts to raise the
tolls on existing tunnels but they have
been turned down largely on political
grounds. Government hasn’t fought hard
for this and he thought that was very
shortsighted. Tolls were needed to redis-
tribute the traffic.

If the toll on the Cross Harbour Tun-
nel remains at HKD10 and the toll on the
Western Harbour Crossing will be
HKD25-30, then the Western Crossing is
going to suffer. The best use wouldn’t be
made of that tunnel.

In purely economic terms it didn’t
matter what toll you apply. Equal tolls
would be the best economic solution for
Hong Kong. What we don’t want to do is
force people into traffic jams. That is
what we are doing at the moment.

Higher taxes

3. To slow the growth of cars and reduce
its traffic problems in the early 80s,
Hong Kong boosted the purchase tax
and the annual licence fee. It coincided
with a downturn in the economy. Until
we can have ERP, he thought, there was
a strong case for a fairly drastic increase
in the annual licence fees not to reduce
the number of cars but just to slow the
growth.

This is a blunt instrument that hits
people who are using scarce roads and
scarce resources in the form of congest-
ed roads. It also hits people who have a
car but only use it on uncongested roads
at weekends. | think people ought to be
able to use cars in a way that doesn’t ad-
versely affect too many people. Cars
could be made better to create less pol-
lution and cause fewer accidents.

4. Fees on company cars should be
much higher than personally owned
cars. Company cars are used a lot more
than other cars and they are very often
used in the most congested areas.

5. Parking fees: He thought people
are under-paying drastically for parking

and the fees are one thing that could be
used to restrain trips into congested ar-
eas. Fees are high already but they are
cheaper than central London. Many
companies provide parking spaces and it
really doesn’t cost them very much at all
to provide those parking spaces. He
would be all in favour of a tax on park-
ing spaces.

One problem this tax would cause is
an increase in chauffeur-driven cars. It
would be cheaper to have a chauffeur
driving your car around all day than hav-
ing it parked and that would be worse
than having it parked. That’s another
problem that would have to be ad-
dressed,

Park-and-ride

6. Park-and-ride from a railway or a bus
station works very well in some places.
Wilbur Smith Associated had done a
study for the MTRC, but in its view it
would not work very well in Hong Kong.
That’s not to say you couldn’t build a
few more carparks in places like Taipo
and Yuen Long. But the number of cars
that could be parked at an intermediate
point wouldn’t significantly reduce con-
gestion. What Hong Kong should not do
is get into the Bangkok situation where
people work in their cars with a secre-
tary, telephone and a fax machine.

7. Staggered working hours: There
have been numerous advertising cam-
paigns to persuade people to travel earli-
er or later. It is particularly good idea as
far as the MTRC and the Cross Harbour
Tunnel are concerned. But the curve of
usage after 7.30 am to 9 pm is almost
flat.

8. Goods Vehicles: He had thought
of goods vehicle lanes that would restrict
cars even more. But he didn’t think it
would work. Banning goods vehicles in
certain areas at certain times of the day
for reprovisioning of shops, etc.should
be encouraged and should be expanded.
It should be possible for these move-
ments to be made outside working
hours and in many cases they are. But in
Kowloon many of the vans delivered
about 10am, after the morning peak,
park illegally or wait to get into legal
parking spaces, thus blocking the road.
Finding some way for reprovisioning
shops out of working hours would be a
good thing. :

Grips

Michael Clark said: “I think we have got
to come to grips with the situation we've
got and | think it is going to be forced on
us. | think things are getting worse now.
So far as street conditions are concerned
they have got worse all the time.

CLARK

“The introduction of the MTR in the
late 70s and early 80s freed up personal
travel. But it didn’t do a thing to the roads.
Traffic on the roads hardly changed at all.
I don’t think the new railways are going to
change the traffic on the roads. What they
are going to do is enable people to move
more effectively.” [ |
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Company cars

Chamber said it had submitted a letter

to the Secretary of Transport express-

ing its strong opposition to the provi-
sions of the Inland Revenue (Amendment)
(No 4)Bill, 1995.

The Chamber urged in this letter that in
accordance with the Inland Revenue Ordi-
nance, all expenses which are used to pro-
duce assessable income are tax deductible.
Those for the acquisition and use of private
cars for legitimate business purposes
should not be any different.

lan Christie, the Chamber’s Director,
warned in the submission: “The Chamber
is of the view that an unfortunate prece-

I n a press release on March 5 the
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dent could be set by the proposed legisla-
tion. If one legitimate business taxation ex-
pense can be discontinud fofsocial
engineering purposes, then why not oth-
ers?”

He added that the Chamber believed
the proposed legislation would do little or
nothing to achieve the Government’s stat-
ed aim of reducing congestion on Hong
Kong roads.

He said: “Instead, the proposed legisla-
tion will merely increase the cost to tax-
payers of ‘owning a car, remove a
legitimate business tax deduction and ad-
versely affect existing, well-established
businesses in the provision and financing
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of motor vehicles.”

lan Christie also pointed out that the
Bill might have a potential adverse impact
on other related businesses, including car
rental agencies, airpport limousine services
and hotel cars and naturally the car distrib-
ution and sales business itself.

“The Chamber urges the Government
to seriously consider this legislation with
the aim of withdrawing it and instead, con-
centrate on pursuing the most appropriate
solutions to the reduction of road conges-
tion — providing a better road system for
Hong Kong and ultimately introducing
electronic road pricing,” he concluded. ®
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Annual General Meeting
Tuesday, 23 April 1996
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This year’s Chamber AGM will be held on Tuesday, 23 April, 1996 at 6:00 p.m. at
the Island Shangri-la Hotel. Registration and cocktail reception starts at 5:00 p.m.
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The six seats coming up for re-election at the AGM will be:
B AR FAE I - FAEG ARG LI HE T EE
Mr. Liang Xiaoting Z2/]NBE %6 4=
Mr. David Rimmer & K54
Mr. Gerry Higginson FF®E(5F 554 Mr. Robert Savage A&7 554

Messrs Fung and Higginson have confirmed their intention to resign.
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Formal Notices of Meetings will be mailed to members on 1 April, 1996.
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Expanding through
Franchising - Regionally

by Charlotte Chow

T he Seminar on Expanding
Through Franchising - Regionally,
organized by the Hong Kong Fran-
chise Association was held on Wednes-
day, 24 January 1996 at the Hong Kong
Convention & Exhibition Centre. Over-
seas and local practitioners and experts
shared their experiences on regional ex-
pansion with the audience in the morning
plenary sessions. Franchise-promoting
workshops offering business opportunities
were held in the afternoon.

Government supports
franchising

The seminar is followed by a keynote lun-
cheon speech by Director General of In-
dustry Mrs Regina Ip. She welcomed
views and suggestions to promote fran-
chising. “The Government would be very
happy to work with the actual practition-
ers in the field to explore ways in which
the Government could help to support the
further development of franchising, within
the framework of our free-market and
non-interventionist philosophy.”
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Mr Tony Kitchner of Jollibee. #BF|tLEBRRLH/RT

“The Government supports and busi-
nessmen make things happen. This part-
nership will no doubt hold true in the
expansion of franchising.” she added.

The Seminar

In his opening remarks, Mr lan Christie,
Director of The Hong Kong General
Chamber of Commerce said that franchis-
ing can have a useful role in improving
Hong Kong’s competitiveness and en-
hancing the productive use of capital.
“There is a general belief among fran-
chisors in Hong Kong that growth in the
number of outlets would be faster for fran-
chised than for company-owned outlets,”
said Mr Christie.

“The Association has started promot-
ing franchising in China since 1993
through organizing seminars and study
missions. The Association made its first
official visit to Beijing officials last Octo-
ber and had frank and useful exchanges
of views and experiences with Chinese
officials responsible for chain stores oper-
ations,” he added.

Tony Kitchner, Vice President of Jol-
libee Foods Corporation in the Philip-
pines told participants that “in 1910,
franchise operations in the Philippines
were in the format of product distributor-
ship. Business-format franchising was in-
troduced in 1965. From 1970-1980, more
overseas franchisors entered the Philip-
pines market. In 1990, about 55 fran-
chisors have set up their franchises and
achieved an extremely high success rate”.

He pointed out that there were also
failure cases, the reasons being absentee
franchisees and wrong selection of prod-
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ucts. “There are 64 successful local fran-
chises in the Philippines, 30 in the food
and 34 in the non-food categories. Jol-
libee Foods Corporation is the most suc-
cessful home-grown business in the
Philippines,” he said.

Jollibee began modestly in 1975
when Tony Tan Caktiong and his brothers
opened a two-branch ice-cream parlour
in Manila’s bustling commercial districts.
They later expanded their menu to in-
clude hot sandwiches and other meals
which eventually outsold the ice cream.
They decided to fully explore the possibil-
ities of a hamburger fast-food chain that
would cater to a broad market by offering
hot meals. In 1978, they incorporated the
company into Jollibee Foods Corporation
with a network which had grown to seven
outlets. In 1993, the company listed its
shares in the Philippine stock exchange to
broaden its capitalization and provide op-
portunities for investors to share the suc-
cess of Jollibee. The offering has laid the
groundwork to further expand beyond
Philippine shores.

Jollibee’s strength is drawn from its
commitment to provide customers with
quality, superior-tasting food with fast, ef-
ficient, warm and friendly services in a
clean and comfortable environment. Mr
Kitchner feltthat Jollibee is one of the few
Philippine-based enterprises which pos-
sesses the competitiveness and potential
to become a major international brand.
He highlighted five areas of concern in
international expansion: i) organization

setup; ii) visual identity; iii) product line;
iv) international designs; and v) organiza-
tion support.

Shoichiro Oki, ex Chairman of Japan
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Mr Harold Hutton and Ms Ella Cheong
answering questions from the floor.
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FutureKids, franchise promoting workshop
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Franchise Association, previously Presi-
dent of Family Mart, now Senior Corpo-
rate Advisor of Family Mart and Chairman
of Ryohinkeikaku Co Ltd (Muji) in Japan
specially visited Hong Kong to address
the seminar on the current status of fran-
chising in Japan. Mr Katsutoshi Suzuki,
Chief Representative & Manager of Prod-
uct Sourcing of Mujirushi Ryohin in Hong
Kong assisted in interpreting Mr Oki’s pre-
sentation from Japanese into English.

Mr Oki said that the retail system in
Japan is similar to the basic concept of
franchising. In the restaurant business, it is
common to pay the founder (the fran-
chisor) for the right to use his trade name
and know-how, even before the American
franchise concept was introduced. The
American franchising system is different
since it is mainly based on written docu-
ments including contract and menu. Un-
der the contract, the franchisor provides
the franchisee with training to secure full
understanding of its purpose and goals.
The contract lists out everything clearly.
In Japan, different restaurants under the
same name, be they operated by the fran-
chisor or franchisee, are expected to offer
the same standard and quality. It is as-
sumed that the good name will not be
spoiled.

When the Japan Franchise Association
was established in 1972, its members
were mainly restaurant chains. Conve-
nience stores (such as 7-11, Family Mart
and Circle K) and other retail and service
industries joined later. Franchise sales
amounted to US$40 million in 1984. In
1994, it increased to US$126 billion.
During the past ten year, retail business

FUTURI

grew from US$80 billion to US$84 bil-
lion; food service business expanded from
US$15 billion to US$28 billion; whereas
other business increased from US$6 bil-
lion to US$13 billion.

Mr Oki added that department stores
contributed quite substantially to the total
retail business in Japan. He expected that
franchising activities will continue to
grow in Japan.

Ella Cheong, Senior Partner of Wilkin-
son & Grist advised that there is no spe-
cial legislation on franchising in Hong
Kong. Generally speaking, laws related to
franchising include those on: franchise,
contract, company formation, business
registration, tax, intellectual property, and
others (such as restaurant licence, etc).

She said that a typical Franchise
Agreement would normally include terms
such as:

e Definitions of franchise and other
terms
Rights granted
Consideration and payment of roy
alties or management fees
Term and provisions on renewal
Franchisor’s obligations
Accounting records and books
Advertising and promotion
Insurance
Use on and protection of
intellectual property rights
Infringement and legal proceedings
Non-competition
Termination and past-termination
obligations
Warranties
Force majeure
Governing law and jurisdiction

Ms Cheong gave the audience a brief
summary of laws affecting franchising in
the region. She suggested investors obtain
professional advice regarding all legal
and accounting aspects before entering
into franchise arrangement.

Harold Hutton, Chairman & CEO of
ILC International Corp said that the word
“Franchise” came from French, meaning
to be “free from servitude”, in other
words, be your own boss.

According to Mr Hutton, “franchising
originated back to 200 BC when the first

19934518 » BRMFFRE L niE
b A = E4fE800 8 £ T 0 H 200t
A e

Whdg > T HAW I E R AR M T AR AT RS
BEGKEMERE - HpgaItEmn —H
JEEH M AET s A o BEZE T R AT
PE BRI R RG> HAt
MR > EKFELE - ENE ~
B S R S ETAE
fbst#l > WEEH > FRER - CNAR
B> BRNAS AR T EES T R AR
o FEREAZHRE » BN EHENE
HEREHEET U4 - EBLE > HE
B [ [ 4 ] 7 > i 7 B 2 B v
RAVE) SIHCR -

P —IHEE RRE A B A E B
EE&RAER T (AR E 5418
AR - BIHBEERAB(ESRMNE ST
A m RN E R —ERERILA) > LU
HIAR 51T 200 B 5 Al BB 5 AH B RO R e
o WIRMET —MARNERE > B
EEHBLUERERE -

MAR S 45 AR S B I A A R
B A = S R O AT R R TS B 5
AR sl MEEEEA B ESTEE
MR RS -

i 75 > BUFAYA THEEBUR /5 5
[BRW X VW TFE] - hEES
e BEF I TEEBOR 8 - RERH
PR BTRB RAIEETN > ERETEY
FEA AN R B - 2R aE 1 - BUFER
FEEAHTTHE - A8 > BUTEBES
HEFF—BA AT IR -

o > RN TEAEARE
BRRE > Gl EMEAR > UNKRE
SIERERE o WiEkth E AL > K
& RIS VAR - N5 Hh (% 5 1F Ko i 26T
B WmmE—MA THETERE - 85K
FE > BIFE TS EEE > FlaitEE
BHSE) I (RIEEE S EEARL
HIFIESE > W MR M At T3 SR 7S 24
RS AT o

SMEBHENENHECE 58
B KRR T - AEEEE - SECIRE - RAE
/e ]

52 The Bulletin February 1996




retail chain store operation was launched
in China in the format of product or trade-
mark franchise. Later, it evolved into dis-
tributorship. Business Format Franchising
is the most recently. established format. It
fully integrates the relationship between
the franchisor and franchisee and now ac-
counts for the majority of franchising ac-
tivities.”

He said that there are two strategies
for expanding one’s business: sole propri-
etorship or joint ventures. Sole proprietor-
ship is generally considered to be more
profitable with enhanced control over the
use and development of intellectual prop-
erty. However, it requires significant capi-
tal resources, the proprietor needs to
build and train human resources, and
there are more legal, cultural and opera-
tional barriers to entry.

Joint ventures could be in the format
of dealership, partnership, joint venture,
license and franchise involving parties
with common interests and goals bound
by contract. “You must know who is re-
sponsible for the financing of the busi-
ness. Who shall control the management,
tradename, operation and marketing of
the business? What recourse is there if
things don’t go according to plan,”
warned Mr Hutton.

“Franchising is less risky financially as
the financial burden is largely underwrit-
ten by the franchisee. There is no need to
build a complex network of human re-
sources. It has steady cash flow through
royalties. It limits legal liability and pro-
duces highly motivated management
team. Certainly, it has its pitfalls such as
problems in managing franchisee/fran-
chisor relationship; the potential of tiding-
up strategically important territories;
provision of service and enforceability of
contractual rights and obligations.”

Franchise
promoting
workshop:
TCBY Frozen
Yogurt -
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When referring to the Asian perspec-
tive, Mr Hutton felt that the potential for
franchising is great as retailing/service en-
vironment is relatively unsophisticated;
cultural barriers are less clearly defined;
economies are strong; the degree of ur-
banization is growing; and consumers are
demanding better-quality goods and ser-
vices.

On the other hand, potential prob-
lems such as diverse regulatory regimes,
lack of cultural homogeniality, language
barriers, foreign currency and ownership
restrictions, etc should also be handled
carefully.

Regina Ip, Director-General of Indus-
try shared her views on franchising with
the audience during lunch. “Franchising
has proven over the last twenty years in
North America and Europe to be an effec-
tive method of distributing goods and ser-
vices. It provides a channel for putting
capital into more productive use and can
have a positive influence on economic
development. There is great potential for
franchising as a form of business, particu-
larly in the Asia Pacific region. Hong
Kong is not the only economy to have
recognized this. This is reflected in the es-
tablishment of franchise associations in
the past few years in Indonesia, Taiwan,
Singapore, Malaysia and the Philippines.
Many of them are venturing aggressively
into regional franchising.” said Mrs Ip.

She felt that the driving forces to ex-
pand franchising in the region has come
from advanced industrialized countries
which have found franchising a useful
means of exporting their goods and ser-
vices. Most franchise systems have been
developed in western economies and
their expansion has brought enormous
benefits both to the home franchisor and
to franchisees in most Asian countries. In
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the case of the US, franchised exports to-
talled US$408 million in 1993 of which
29% are to the Asia Pacific.

This drive is spurred on by two recent
developments. One is the rapid develop-
ment of the Asian economy. Following
the successful adoption of the ‘reform and
opening up’ strategy by China to reinvigo-
rate its economy, other Asian economies
are following suit to privatize, deregulate
and generally to open up their
economies. The result is the tremendous
outburst of growth across Asia in the past
decade, which many economists agree
will continue well into the next century.
Indeed, there is now international con-
sensus that Asia is the region of high-
speed growth which will become the
locomotive of growth for the rest of the
world.

Another development is the conclu-
sion of the Uruguay Round of GATT, lead-
ing to the creation of the World Trade
Organization. This has not only made it
easier for trade to flow across borders but
also provided for intellectual property
rights. These provide an environment
conducive to the expansion of franchising
across borders. She said while franchising
will remain a tool in fostering cross-bor-
der trade between Asian and advanced
developed economies, the potential for
developing local franchising systems may
be even bigger.

She added that under the govern-
ment’s “maximum support and minimum
interventionist” policy, the government
will not intervene in the way in which
franchise systems are tried and expanded
here and abroad, provided that such ac-
tivities are conducted lawfully. However,
it will continue its efforts to maintain an
environment friendly to business expan-
sion, including the expansion of franchis-
ing.
Externally they try to ensure a level-
playing field by seeking to remove barri-
ers to trade and investment through
bilateral channel or in multilateral form
such as the WTO, and through promoting
regional cooperation and business net-
working in regional form such as APEC.
Domestically, they all adopt measures
that will enhance the competitiveness of
domestic industries or services in world
markets, such as ensuring the supply of a
quality workforce; promoting the en-
hancement of productivity; and improv-
ing access to information and technology.

The franchise presentation workshops
include: Futurekids, Crilled Chicken King,
Sign Express, Shing Kee Motors and TCBY
Frozen Yogurt. |
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SPECIAL FEATURE/FRANCE

Imported labour curbs
worry French contractor

rench Foreign Minister Herve de
F Charette heard of local French busi-

ness concern about Hong Kong’s re-
strictions on imported labour when he
stopped over briefly in the Territory from his
mid-February visit to China.

One well-known French engineering
and building contractor with a business in
Hong Kong is working on deep tunneeling
for Hong Kong’s new sewage system and
requires experienced people like ex-miners
who are not available locally.

Herve de Charette, with a big delega-
tion of French politicians and business-
men,is reported to have opened a new era
of closer relations with the Beijing Govern-
ment. He later visited Xian and
Guangzhou.

The French Foreign Minister, on his first
visit to Asia since Jacques Chirac was elect-
ed President of France, lunched with the
Governor Chris Patten on February 11. He
later met Chief Secretary Anson Chan and
then had a meeting with the French com-
munity in Hong Kong before flying to Jakar-
ta for a conference with French diplomats
in the region.

Important

Laurent Aublin, Consul General for France
in Hong Kong, says Herve de Charette’s vis-
it to Hong Kong recognised the part Hong
Kong plays in doing business with China
and particularly the part Hong Kong plays
in French business transacted with this part
of the world. After Japan, Hong Kong is by
far the most important place in the Far East
for France’s business within the region.

It was confirmed by the size of the
French business community in Hong Kong,
which Laurent Aublin says, has now passed
the threshold of 4,000 registered with the
Consulate General and is estimated to total
somewhere between 4,500-5,000.

The figure is very impressive for France
because French people don't like to live
and work in foreign countries. The Hong
Kong French community is now bigger
than in Tokyo. It is also bigger than the
number of Germans or Italians in Hong
Kong, though Germany and Italy have big-
ger populations in Europe than France.

“So, it is a very special link that we
have with Hong Kong, Lauent Aublin says.
There are between 450-480 French compa-
nies in Hong Kong.”

He says France has long historical links

with China and was the first Western coun-
try to establish diplomatic relations with the
current regime in China in 1964. The Far
East is one of France’s main priorities in its
external policy under the impetus of
Jacques Chirdc who has visited China and
Japan many times and is a student of Chi-
nese history.

Chirac’s personal interest

“He has researched many areas of the his-
tory of China and its literature. This is his
personal interest,” Laurent Aublin says.

Besides this, France follows the trend of
the world’s developed economies in in-
creasingly involving itself economically in
this part of the world.

For evidence of this, the French Consul
General invites us to look out the window
of his office on the waterfront and see the
construction of the extension to the Hong
Kong Trade and Exhibition Centre. He says
both the reclamation and the new building
being erected are the work of a French con-
struction company.

He then invites us to look farther down
the harbour to Kai Tak Airport where he
says there are many aircraft that are Euro-
pean-made. The final touches to the Airbus
are done in France.

He says he doesn’t think the French
business community in Hong Kong has any
strong demands. Its most important request
is that the French Government remain in-
volved in Hong Kong, through its Consulate
General, after 1997 and also remain active
in the sense that it should be a promoter of
the continuity of the economy. They hope
that China will fulfill its obligations and
keep Hong Kong as it is as a place for busi-
ness.

Alcohol

“We want Hong Kong to remain as a place
where business is easy, with low taxation
and so on. We have expressed our regrets
that Hong Kong has established a new sys-
tem of taxing alcohol products which actu-
ally penalise French wine and spirits. This is
not a major event in our relations with
Hong Kong. Basically we have good rela-
tions with Hong Kong.

“We have another little problem which
is not only a concern to French companies.
It is about the possibility of our two major
construction companies importing man-
power. Sometimes these companies work

Laurent
Aublin,

in a very
special en-
vironment
where it is

: very difficult
to find people to fill special skills.

“One is involved in the new sewage
scheme at the present time which is very
important to Hong Kong as an environmen-
tal issue. It is a big worry now that this com-
pany will have problems in fulfilling its
contract because maybe it can’t get the
manpower to do the work.

“Sometimes the manpower comes from
Europe. People who do tunneeling work
can be former miners. They are used to
working underground, which the Chinese
don’t like so much. It's a big problem be-
cause the Government is very relucant to
give the green light to importing labour
when Hong Kong has an unemployment is-
sue.

Laurent Aublin says not only France,
but other countries involved in Europe are
very happy that Cathay Pacific and Dragon
Air have both bought the Airbus to com-
plete their fleet of aircraft. The sales come
under the French foreign exchange and will
boost the French trade figures.

But he thinks the most important thing
in the trade relationship is that France
wants to stress the need for continuity and
retaining good conditions for business.

Anson Chan

He says Chief Secretary Anson Chan re-
ceived a high level reception in France to-
ward the end of 1995. She was received by
three French Cabinet Ministers, including
the Economic and Finance Ministers and
the two Presidents of the French Parliament
and an Adviser to the President.

“We did our part to witness that France
is very interested in Hong Kong, which has
been followed by the recent visit of the
French Foreign Minister.”

Herve de Charette is a former
French civil servant and has been a
prominent member for many years of
the UDF Party, a constituent of the cur-
rent coalition in power. L
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SPECIAL FEATURE/TALY

Football useful export

for Italy

Consul General says it's a positive image-maker

olco de Luca, Consul General for
F Italy, once told The Bulletin how

happy he was that Italian pizzas
had at last become popular with the
young Chinese population in Hong
Kong, even if those pizzas are mainly
made and retailed via United States
transnational food chains that form part
of a host of popular Italian restaurants in
Hong Kong.

Another year he debated whether
Marco Polo took noodles back home to
Italy and made spaghetti — or was it
vice versa?

The only alleged fact that seems to
have emerged from that debate is that
the Romans didn’t eat spaghetti, which
perhaps enhances the China noodles’
theory. Folco de Luca said diplomatical-
ly with a gracious smile at the time that
he enjoyed noodles as much as spaghet-
ti.

Folco de Luca, always proud to
show how modern lItaly is still influenc-
ing the enjoyable side of the lifestyle of
the world and has been since Roman
times (or should we say Marco Polo),
now is leaving for a new postin Los An-
geles after three years in Hong Kong.

Before his departure he defended
Marco Polo against one recently pub-
lished accusation that the famous Venet-
ian adventurer was not the first
European to visit China. In addition
what Marco Polo allegedly wrote about
his having visited China was the figment
of his own imagination after having
been lost on what later became known
as the Silk Road or thereabouts.

A Scot!

The departing Italian Consul General
says Marco Polo’s accuser was a Scots-
man and he thinks anyone so distant
from Italy must have been joking.

But there again, some contend there
is indeed an early European ethnic con-
nection between Italians and Scots.

And there is no doubt the Roman in-
vasion of Britain must have left at least a
few ltalian-looking young Celts, as well
as enriching the English language with
Latin derivations and, after 1066-and-
all-that, helped define the concept of

the modern State and the concept of the
rule of law.

Be thatas it may, there is nothing du-
bious about Folco de Luca’s main con-
tention in his final interview this year
with The Bulletin, though it may come
as a bit of a surprise to his own Italian
Trade Commissioner:

An export

He counts soccer among Italy’s impor-
tant exports to Hong Kong. He hasn’t
found soccer in the trade statistics nor
can he put a price on ltaly’s soccer ex-
ports. Still, Italian soccer is popular on
local TV and the video tapes do have to
be bought for a price.

What Folco de Luca says Italian soc-
cer’s value is in its positive image-mak-
ing in Hong Kong for Italy’s name and
culture — like its pizzas, like its restau-
rants, its fashion clothes; and yes, like
Marco Polo, not to mention the Roman
influence ultimately from France on our
rule of law or even Florence’s third din-
mension when modern Chinese artists
now draw or paint.

It's true modern Italy is having a pro-
found and expanding influence on the
world’s lifestyle, including our own
Hong Kong lifestyle — from food and
fashion to fast cars and now soccer!

Folco de Luca says he found new ev-
idence of the Italian impact from talking
with soccer players in Italian football
teams that have recently toured the Far
East, including Hong Kong.

He says they were not Italy’s top
teams by any means but the players
were astonished at the crowds they at-
tracted to their games in places like
Japan and Hong Kong.

Positive image
It is clear, according to the proud Italian
Consul General, Italy has created a posi-
tive image for itself in the Far East as a
skillful exponent of this widely enjoy-
able sport — and that must be another
valuable Italian expart, though the
British would claim to be the originators
of the game’s dissemination.

When it comes to Italy’s influencing
exports to Hong Kong that are indeed

L1
L4
.
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The departing Consul General.

found in the official trade statistics, Fol-
co de Luca puts his emphasis not on
soccer nor ltalian food nor fashion, nor
on its luxury sports cars but on machin-
ery.

He says Italy also has made an eco-
nomic contribution as well as more than
one that is universally enjoyed.

It produces a lot of machinery to
help make numerous consumer prod-
ucts in leatherware, clothing, metalware
and glassware and this diverse machin-
ery is suitable for both the small manu-
facturer in Hong Kong and the bigger
manufacturers in China.

It has been developed for Italy’s own
light industries. It isnt particularly high-
tech but it has found a market in all
parts of the world, not to mention in the
emerging economies that have em-
barked on light manufacturing.

Core
It is at the core of Italy’s exports to Hong
Kong and is mainly re-exported to China
where this Italian machinery ends up
helping China’s big trade surplus with
the US.

Growth in this Italian capital goods
category is mainly responsible for Italy’s
steady growth in exports to the Territory
where expansion over recent years has
averaged about 12%. u
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' SPECIAL FEATURE/INSURANCE

l Industry to lobby for

post-1997 LegCo seat

Dennis Pedini explains the Insurers’ Federation role

ennis ] Pedini, Chairman of the

Hong Kong Federation of Insur-

ers, says the Federation is prepar-
ing to lobby for an insurance industry seat
in the post-1997 LegCo.

“We are pragmatic about post-1997.
Every industry would like to have repre-
sentation in Government. So we are
preparing to do some lobbying with the
proper groups to make our desires known
for a Legco seat post-1997. Everyone in
our industry would be interested in hav-
ing that.

“We have a shared seat now in the Fi-
nancial Services functional constituency.
But full representation is always a ‘hot
button.” We certainly would like that. So
one of the activities of the Federation right
now is planning an effort to achieve that
and to promote our industry in the right
direction with the authorities.”

Dennis Pedini is Managing Director of
East Asia Aetna Insurance Group, a joint
venture of the Aetna Insurance Company
of the US and the Bank of East Asia. It is in
both general insurance and life assurance.
It bought the medical and general insur-
ance company called Blue Cross, so it is
also in health insurance.

The Chairman of the Federation of In-
surers serves on the executive committee
of the Hong Kong Coalition of Service In-
dustries (HKCSI), the services arm of the
Chamber. He also sits on the HKCSI Fi-
nancial Services Committee.

150 members

He says the about 150 member compa-
nies of the Federation represent well over
95% of the insurance business transacted
in Hong Kong. The Federation is recog-
nised by the Hong Kong Government as
the representative body of the insurance
industry when it comes to consultation
and other matters. Forty of the Federa-
tion’s members are life insurers and the
remainder are engaged in general insur-
ance.

Dennis Pedini says the Federation be-
gan nine years ago and really speaks for
the industry. It started very much bottom-
up. Like-minded insurers, such as fire, ac-
cident and marine insurers began to get
together many years ago to discuss mat-

ters of common interest, become more
structured and to begin to do things in a
concerted way.

They coalesced over time to a body
called the General Insurance Council.
Similarly life insurers coalesced into a Life
Insurance Council. Then the Councils
came together under one umbrella and fi-
nally last year the Federation became one
limited company.

He says: “Our mission is to promote
the industry, enhance the professionalism
of the industry and to speak for the indus-
try on matters of common concern with
governmental bodies and others. We have
been most visible in the past few years in
the area of self-regulation.

“We know if we don’t do a good job
in regulating ourselves then we are invit-
ing Government to come in and legislate
to cause us to do things that we think we
are in a better position to monitor the be-
haviour of of insurance agents and the be-
haviour of our own companies, claim
practices and so forth.

Claims complaint bureau

“So we have been steadily enhancing and
enlarging the body of self-regulation. We
have a Claims Complaint Bureau which is
chaired by an independent person, a for-
mer judge. It is a five-member body to re-
view consumer complaints on how
insurance companies have handled
claims and make decisions up to
HKD®600,000.

“We have an Insurance Agent Regis-
tration Board, again a five-member board
with an independent chairwoman, Leg-
islative Councillor Elizabeth Wong. The
Board reviews complaints about the be-
haviour of agents and discipilines agents
who have misbehaved. We have state-
ments of practice about how agents
should behave.

“We are enlarging again our body of
self-regulation as well as working with the
Government on legislative initiatives.
Working now with the Government on
the MPF and helping shape that.” .

Dennis Pedini says the industry itself
is continuing to enjoy robust growth, par-
ticularly in the life and health areas. Gen-
eral insurance is a more mature market

Dennis Pedini

and still a strong business. But it more tied
to the ups-and-downs of the economy.

Tough but satisfactory

He says: “If the economy slows, as it did
last year, then the amount of business
slows a bit — less prosperity, fewer peo-
ple buying, fewer new automobiles, thus
less motor insurance premiums. Perhaps
people cutting back a litttle bit on the lim-
its of various property or business cover-
age. So it has been a little bit of a tough
year on the general insurance side.

“But still it seems to have been a satis-
factory year.

Q. Still cargoes pouring into the port
and requiring insurance when they are
shipped abroad?

Dennis Pedini: “Exactly. And for statu-
tory lines. Compensation is still required
for employees and vehicles have to be in-
sured. So it is only a few areas where it
has slowed down. (See chart extracted
from the latest Commissioner for Insur-
ance’s annual report).

Tripartite

Dennis Pedini’s explains the balance of
regulation in the industry: He says the
Government with the support of a Statute
concentrates on financial regulation. he
says the best way to protect the consumer

The Bulletin March 1996 57




is to make sure the piece of paper the
consumer buys, called an insurance poli-
cy, has worth to it. That is, that the com-
pany from which the consumer buys a
policy is financially solvent, that it will be
there when the policy matures and that it
is maintaining reserves to cover its liabili-
ty.

The focus of the Government’s con-
centation is that when a consumer needs
to access the proceeds of a life policy, a
medical policy, a motor policy, etc. the
money is there.

“When it comes to behaviour, how
the agents behave, how companies be-
have that is what self-regulation should
do and can do better than statute regula-
tion.

“And when it comes to price and
product leave that to the market. No one
can regulate like the market. If your price
isn’t good the market is going to find out
and go some place else. If your products
aren’t good the market will find out.

“It's that tripartite regulation — Gov-
ernment on financial matters, the industry
on behaviour and the market on price,
product and servicing — that is the right
balance. If we keep that balance right we
will have a good industry here. We have
to keep the Government from moving
into the other areas. In some other places,
like Singapore and Taiwan the govern-
ments cannot resist getting into the pric-
ing and that ends up in hurting the
consumer in the long run,” Dennis Pedini
says.

Maturing

He explains Singapore in the early days of
its independence favoured onshore in-
vestment of insurance companies’ rev-
enue. The Central Provident Fund was a
way to collect a lot of money.

He said life companies in Hong Kong
now have so much to be invested it was
very difficult finding a Hong Kong paper,
Hong Kong securities, that could absorb
that much money. But the market is ma-
turing.

Life companies tended to look for very
safe investments. The corner stone of life
funds are fixed interest, long-term invest-
ments. There is not much of that in Hong
Kong. The 30-year Treasury Bonds in the
US in peak years are considered a long
bond. So you have to look elsewhere to
round out your portfolio as this market is
maturing.

“We do sell a lot of policies in USD
dollar denominated so we need USD
backing or Sterling. It would be more dif-
ficult to sell these policies if we bought
HKD securities because we would have a
mismatch of currencies. You would have
to hedge for that and that costs money.

Positive

“The positive side is that there aren’t too
many restrictions on the life assurance
side on where you can invest. There are
certain restrictions with respect to the
quality of your investment perhaps on the
type of investment but not the location of
the investment.

“On the general insurance side, be-
cause its short-term business, there is a re-
quirement that a certain percentage of
your funds be invested in Hong Kong. It is
a much more volatile business and a
higher risk business. That again is part of
the Governiment’s role in financial regula-
tion.”

He. says the Federation avoids those
things that are commercial decisions
among individuals. Companies compete
on products, on service and on perfor-
mance and the Federation doesn’t want to
compromise that basic competition.

Other issues, he says, now concerning
the Federation include the Mandatory
Provident Fund (MPF), motor insurance
and employee compensation.

MPF

He says: “The MPF is something that we
are keenly interested in, are following
closely and working with Government.

“We are seeking to put more disci-
pline in our handling of certain statutory
benefits like in motor insurance and em-
ployee compensation by having agree-
ment on commission levels of 15% for
agents.

“We wouldn’t want to extend that to
all of our business. Those are statutory
lines that are required to be purchased, So
when the Government says to people we
mandate you buy motor insurance and
employee compensation, then there is a
bit more of a burden on us to make sure
all aspects of it are somewhat consistent
and that no one is unfairly putting prices
up too high, which might be the result of
overly aggressive commissions.”

Q. This could be complicated by ve-
hicle thefts?

Dennis Pedini: “The unpredictability
of when there will be a spate of thefts
means that we may go through a period
of six months or more when thefts are
down and therefore the performance of
motor insurers looks good and rates come
down and everyone aggressively goes af-
ter the business. But when smuggling and
losses of automobiles go up we then get
swings of experience that are exacabated
by exorbitant commission rates that need
control. That’s an issue being followed.

China
“Though it is not a specific matter for the
Federation there are so many members

interested in China that we have a China
Sub-Committee. This Sub-Committee is
looking at the opportunities in China,
helping build a general relationship with
China and the Chinese insurance indus-
try, not on behalf of any particular insurer
but just to open up the dialogue. That's a
big area of activity for us.

“This year, 1996 is another challeng-
ing year. there have been a lot more en-
trants in the market over the last few
years. Many foreign insurers are recognis-
ing that Hong Kong is the gateway to Chi-
na. China is the biggest market opening of
all time. No one wants to miss out on
that.

“So US, European and Australian in-
surers that have not been in this area are
all flocking to Hong Kong. It means Hong
Kong is an overly crowded market with
many players looking beyond Hong Kong
to China seeking licences and ignoring
the fundamentals of Hong Kong which is
making it fiercely competitive here.

“For the long-term players it is a bit
problematic because we have behaviour
that isn’t necessarily attractive to normal
market forces, aggressive recruiting for
agents and so forth.

Extra emphasis

“Our competitiveness puts extra emphasis
on our self-regulation. Left unchecked
sometimes being overly competitive caus-
es some erratic behaviour. We try to avoid
that.

“So we have to keep after what we are
doing in self-regulation to keep our indus-
try profeesional so that we can attack the
opportunities, like the MPF, like China,
like other business growth here such as
medical insurance and travel insurance
that are growing more and more popular.

Q. Have you any thoughts on when
the MPF gets going? It's going to generate
a lot of funds?

Dennis Pedini: “HKD30-40 billion a
year. And that’s going to compound very
quickly. It's an enormous opportunity for
fund managers, trustees, custodians, ser-
vice providers, insurers, etc. It is one of
those very nice win-win opportunities be-
cause | think MPF is really the right an-
swer for Hong Kong. It is simple, and
straight forward. It’s predictable. It's not
the heavy-handed Government answer
like Singapore, or the US Social Security
system.

“It is very suitable for a free port. It en-
courages savings and the money just ac-
cumulates and accumulates. There are
always ways to find investment opportu-
nities for that money. | suspect in the next
five years, the US will go that way also.

“The younger people are disenchant-
ed with the social security system and
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they know there has to be an-
other answer. The political cli-
mate is right to consider other
answers. Perhaps not doing a
thing for people over 50 years,
for example, but people in the
middle having some options
and young people saying give
us a tax break and let’s start
saving for ourselves — and
leave social security as it was
originally intended as a safety
net.”

INSURANCE

| Total Office Premiums and Net Liability

Office Net
Premiums Liability
Class of Business 1991 1992 1993 1991 1992 1993
$m $m $m $m $m $m
A Life & Annuity 6,687.6 8,665. 1 10,220.3  9,962.8 13,194.1 17,212.5
B Marriage & Birth - - - - - -
C Linked Long Term 3149 471.3 587.4 2,735.5 2,2082  4,1339
D Permanent Health 27.5 439 57.2 24.3 31.3 54.8
E Tontines - - - - - =
F Capital
Redemption - - - - - -
Retirement Scheme
G Category | N.A. N.A. 3,219.3 N.A. N.A. 11,819.8
H Category Il N.A. N.A. 1,072.4 N.A. N.A. 10,121.6
3,734.7 3,846.6 4,291.7 15901.6 16,654.5 21,9414
I Category lll N.A. N.A. 333.8 N.A. N.A. 160.2
Total 10,764.7 13,0269 154904 28,6242 32,088.1 43,502.8

Overall Results

Gross Premiums

Net Premiums
Underwriting Results:
Earned Premiums

Gross Commissions Payable

Commissions Receivable
Management Expenses

Unexpired Risks Adjustment

Net Claims Incurred
Underwriting Profit/(Loss)
Unearned Premiums
Unexpired Risks Provision

Outstanding Claims Provision

Technical Reserves

Retention Ratio

Gross Commissions Payable Ratio

Management Expenses Ratio

Gross Claims Paid Ratio
Net Claims Paid Ratio
Net Claims Incurred Ratio

Underwriting Profit/(Loss) as % of Earned Premiums

Technical Reserves Ratio

Direct & Reinsurance Direct
Inward Business Business

1991 1992 1993 1991 1992 1993
$m $m $m $m $m $m
11,246.2 14,181.7 17,0819 8,510.5 10,988.1 12,825.7
7,090.8 9,068.0 10,5942 5,192.2 6,884.7 7,878.7
6,779.4 8,372.2 9,946.9 4,950.1 6,269.2 7,444.3
3,352.2 4,161.2 4,529.0 2,500.4 3,230.1 3,292.3
1,352.0 1,655.4 1,966.0 1,105.8 1,365.0 1,519.2
1,051.5 1,222.4 1,379.8 914.6 1,070.0 1,185.2
(1.2) 16.0 58.3 5.6 13.4 72.8
3,990.1 4,640.9 5,298.1 12,517.2  3,196.9 3,614.5
(612)  (129) 6477 118.1 123.8 798.7
2,484.5 3,180.3 3,827.6 1,837.5 2,453.0 2,887.4
110.3 126.3 184.6 83.1 96.5 169.3
3,586.8 4,489.1 5,672.9 2,216.5 3,039.3 3,670.2
6,181.6 7,795.7 9,685.1 4,137.1 5,588.8 6,726.9
% % % % % %
63.1 639 -* 62.0 61.0 62.7 61.4
29.8 29.3 26.5 29.4 294 25.7
14.8 13.5 13.0 17.6 5.5 15.0
47.6 439 43.4 43.8 39.0 39.1
46.3 4].2 38.8 39.8 345 37.9
58.9 55.4 53.3 50.9 51.0 48.6
3.9) 02) 6.5 24 2.0 10.7
87.2 86.0 91.4 79.7 81.2 85.4
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You protect

your family’s
interests.

But how well
do you protect
their health?

Now you can have $1,000,000 worth
of medical insurance for as little as $200 a month
Like every caring father, you do your best to protect your
family. But when it comes to their health you sometimes
need a little outside help.

Unfortunately, this can prove expensive. Medical costs
are escalating at an incredible rate. Hospital bills can
quickly run into the thousands and leave a dent in your
financial resources.

So the question isn't whether you should buy medical
insurance, but more importantly, who you should buy it from?

We believe there's only one company that can provide
you fully with the protection you need. Namely BUPA.

BUPA, as you may know already, is one of the world's
largest health care organisations. And has been providing
insurance to the people of Hong Kong for the last 20 years.
So what makes us unique? It's the fact that we're the only
company that specialises in medical insurance. Which is
why we know better than anyone else how to get the best
cover for your individual needs - and at the best price.

So if you want to protect your family against the
unexpected, call us on 2517 5268 now for our free health
care booklet and information pack.

Tel: 2517 5268  Fax: 2540 8531
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Yes, I would like to receive BUPA's free Health Care booklet,
and more information about medical insurance.
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Health care forum

Andrew Kielty wants private hospitals, doctors and health insurers to come together

and find common ground

ndrew Kielty, Managing Director

of Bupa Limited, the medical in-

surance specialist, says he is de-
lighted the 12-13 private hospitals in
Hong Kong have formed a Private Hospi-
tals” Association and will start addressing
issues of common interest.

He firmly believes there would be
enormous benefit in the new Association
taking its formation a step further and es-
tablishing communication with the Med-
ical Insurance Association.

[Andrew Kielty is a Committee mem-
ber of the Medical Insurance Association
and says he is especially involved in the
work of its External Sub-Committee].

He says previously the Medical Insur-
ance Association has had no forum for
communication with the private hospitals.
As a result any communication that took
place was fragmented. That communica-
tion has been with an individual hospital
manager. It has not been about an indus-
try-wide issue but about a specific issue.

No common voice

“There has been no common voice for the
private health care sector addressing and
considering how to make our market bet-
ter for the consumers we have,” Andrew
Kielty says.

“I would urge strongly that the Private
Hospitals’ Association, when they are
ready, contact the Medical Insurance As-
sociation. We, as an industry, would very
much like them to do that.”

Andrew Kielty goes on to advocate for-
mation of a private health care forum to
include Hong Kong'’s doctors.

He says: “The GPs, the specialists and
the surgeons provide the skills and ability
to deliver health care. They are right at the
interface with the consumer, the customer,
the patient. They are an absolutely critical
part in the mix.

“We have to get them involved in this
communication as well. They have to join
with the other two parties. We have to be
prepared to say as an industry what our
concerns are. And each group will have its
own concerns and they will not all be eas-
ily reconcilable.

Whole list

“What | think we’ll find, if we have this di-
alogue, that after a couple of sessions is
that we’ll have a whole list of things to talk

i
v W

about. And will probably find that two or
three of them are relatively straight for-
ward and easy to reconcile.

“For example, we are relatively close,
despite not having had this dialogue, to es-
tablishing a common industry claim form
for hospitalisation. That means everybody
in the industry — the hospitals, the doctors
and the insurers — are going to start work
on a standard data capture form for some-
body’s hospital treatment in order to make
a claim.

Andrew Kielty.

“That instantly makes things easier and
more administratively friendly and sim-
pler. It cuts out errors, raises quality and
improves consumer confidence. It has
tremendous impact just doing little things
like that.

“I'm sure that if we talked we would
find three or four things we could address
pretty quickly. We would also find three or
four pretty tough issues. But it is exactly
those issues we need to be talking about,
debating, listening, learning and under-
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standing each other’s positions.

“It is only when we have a full under-
standing of each other’s concerns — why
the hospitals feel this way, why the insur-
ers feel that way and why the doctors feel
their way — that we are going to stand
any chance of reconciling these issues.

Understanding

“At the moment we don’t have the com-
munication in a manner that would en-
able us all to achieve a common
understanding in order to find solutions.

“At the end of the day, we three parties
serve the same customer. If we don’t work
together our customer will vote with his
feet and go elsewhere.”

“I'm delighted the private hospitals
have come together.

“From the contacts that we have with
the doctors associations, like the Medical
Association and the Colleges, we know
many of the doctors are keen on talking
and to come together to have discussions
on behalf of their peers and their col-
leagues.

Forum

“I would urge anybody reading this inter-
view to help us progress to the next step
which is not just the segmented industry.
Let’s get together and talk together. Let’s
have a private health care sector forum. It
should involve the people who pay the
bills, the people who do the work and the
people who provide the facilities. At the
end of the day the consumer is going to
benefit.”

Andrew Kielty says the hospitals, the
doctors and the health insurers are very
much in a service business. People come
to us in this service role to effectively fi-
nance their health care. Nobody ever
wants to use it. Nobody wants to go into
hospital. It is the last thing people think of.
But when they do it is an anxious, emo-
tional and stressful time and they certainly
need the the hospitals, the doctors and the
health insurers to be their consumer’s
champions working together so that they
can get well.

He says: “That’s our job. And if we do
that well for them, the word will spread
and the industry will continue to flourish.”

Tough problems

The Bulletin asked Andrew Fielty what are
the tough problems that are likely to be
hard to reconcile in the health care forum
he is advocating?

He replies: “Firstly, private hospitals
generally in Hong Kong have declining
occupancy rates. Fewer and fewer beds
are being occupied as a percentage of all
their beds each year. Probably there are
some customers who would have used the
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private health care sector who are going
back to the Government health care sec-
tor. Why? Perhaps, they are concerned
that they are unable to meetthe cost in the
private sector.”

Andrew Fielty says another reason is a
fundamental shift going on for three to five
years in Hong Kong hospitals toward more
day surgery and less in-patient stay. Where
five years ago a patient would stay three or
four nights for a simple procedure he
could now walk in at 10am, have his sim-
ple procedure, lie on a bed and rest for a
few hours and walk out at 4pm.

He says the patient having gone within
six hours has had a fairly radical impact
on the hospitals. The cost of that episode
of treatment compared with three or four
bed nights in hospital may well come
down even though the front-end cost may
be more intensive. At least potentially the
hospitals lose revenue.

Occupancy dropping

“These are two of maybe several reasons
why occupancy in private hospitals could
be dropping.” He asks what does that
mean for the industry? Some hospitals
may find themselves in financial difficul-
ties and find it more difficult to survive.

“For the consumer, at the extreme, it
means potentially fewer hospitals. That
could be a good thing or a bad thing. If it
were the loss of a hospital in a geographic
district where there was no other hospital
it is a bad thing. All the consumers in that
area would have no choice any more.

“If it were a heavily populated area
where there are several hospitals closely
located and one private hospital goes out
of business then it is a bad thing for that
hospital but may be not a bad thing for the
other hospitals in the region. They would
probably get more business.

“At the end of the day, there are some
swings and roundabouts in it. Probably
there is less choice, which is not necessar-
ily a good thing.

“So there is an issue there and I'm
quite sure the newly-formed Private Hos-
pitals’” Association will be addressing and
discussing what are the factors that are
causing the decline in occupancy and
what they need to do to reorganise, re-
verse the trend and effectively ensure their
financial viability.

“Itis absolutely in our interests to sup-
port them in that cause. There is no point
in having a private health care financing
orgnisation (health insurers) if there are no
facilities for delivery of private health care
in town. s

Opportunity to contribute
He qualifies his remarks and says: “I'm
way out in the extreme but | stretch the

point to illustrate it.”

But he still says that’s an issue that
needs overcoming and he’s sure the hospi-
tals are addressing it. He’s sure, too, the
Medical Insurance Association will con-
tribute if invited to those discussions. He
sincerely hopes there is an opportunity to
contribute.

Andrew Fielty switches to what he
calls another hot issue — managed care.

“Broadly speaking managed care is a
way of describing delivering appropriate
quality health care at best value for mon-
ey. All health care costs money whether it
is government delivered or private. Some-
times expenses are just hidden...best out-
come for the patient at the lowest cost.

“That’s not saying compromise cost,
because that will compromise quality.
What we have to do is try to find the bal-
ance. The optimum quality level at the op-
timum cost level.

Formalised managed care
“Managed care is about doing that. It's not
rocket science. If you ask any physician in
town what is he doing he would say that’s
exactly what I’'m doing. But there are ways
of formalising it and taking it a step further
for the customer, the person who's actual-
ly paying for health care.

“This is something that we would very
much like to see happen in Hong Kong. It
is a means to an end. | explained to you
18 months ago that my role was to help
BUPA provide to its customers a medical
benefits programme that paid in full policy
holders’” medical treatment costs. That’s
my vision.

“We ought to be offering it to our cus-
tomers because that’s what the consumer
wants. What they don’t want to have to do
is pay HKD10,000 of a bill that they had
expected to be paid in full by the insurer.”

Barriers and concerns

Andrew Kielty says: “It isn’t happening yet
because there are fundamental barriers
and concerns between the financiers (in-
surers), the doctors and the hospitals.
Those concerns have not been addressed.

“What are those barriers and those
concerns? Understandably the doctors are
concerned — to take the Amerian experi-
ence — that managed care might mean
we have to negotiate fees with them and
our interest is simply to minimise their
earnings.

“That is clearly not the case. If, howev-
er you are a doctor and perceive that to be
the case, you are going to resist this like
crazy because it is not in your interests.
Because we have not been able to get to-
gether and discuss it properly and find a
solution, we haven’t made progress on it.

“My view is this: Clearly the insurers




would want to agree what doctors are in-
tending to charge for their services. We
need to have those agreements in place
because we need to take those fees for ser-
vices, use our actuarial expertise and
translate it into an average premium to
join BUPA.

Common ground

“We can’t do that if we have not stablised
with the doctors what they intend to
charge for their services. So we have to
have those discussions. Negotiations if
you like. They have to be fair and reason-
able, which means they have got to be in
the doctors’ interests, in the patients’ inter-
ests and in our interests. We have got to
find common ground.

“If we achieve that then we would be
able to put this product together, this man-
aged care plan, and offer it to the cus-
tomer.”

Andrew Kielty says the first fundamen-
tal step is negotiating agreements with the
doctors that are fair and reasonable.

“The second step is one that clearly
not all doctors will want to participate in.
We need to recognise as an industry that
that is fine. That the doctors, like any other
groups, will make their choices.

Products will differ

“What that requires us to do therefore is to
recognise that the products and services
we offer to the customer will all differ and
represent certain sets of doctors. Doctors
who said they want to participate in that
scheme.

“That means we will have to send out
invitations, tenders, inviting qualified doc-
tors and specifying what the basis of par-
ticipation might be for a particular
product, thatis how much it will be to pay
for a particular medical treatment.

“This might be very focussed, a specif-
ic invitation to participate in a specific
treatment plan. Or, it might be a very
broad product covering just about every-
thing and that might have a very broad in-
vitation to participate.

“We would need to delare what the
basis of participation was and what were
the fees that were going to be paid. We
might even request the doctors to say what
fees they wanted to be paid.

“At the end of the day some doctors
won't respond. Some doctors might say
they would like to participate. Others
might say they would like to do it differ-
ently and we’ll have a discussion.

“What we'll end up with is a network
of doctors who have agreed to participate,
are willing and feel it's fair and reason-
able; but they might only be 10% of the
doctors in Hong Kong.

“You might have a doctor that is will-

‘Technology in

marketing

Andrew Lo explains his company’s new system

n January this year Andrew Lo be-

came the first Asian General Man-

ager of New Zealand Insurance in

its 110 years of doing general in-
surance businéess in Hong Kong, where
it has built up and enviable reputation
for reliability and efficiency among its
extensive list of clients — as it indeed
did in Shanghai where it opened for
business before it came to Hong Kong.

The company is an old China hand
but also a modern one in its efficiency.
It has achieved I1SO 9001 certification
and was the first insurance company in
Hong Kong — and probably the first in
Asia — to do so. It was also the first in-
surance company within the General
Accident Group worldwide to achieve
that distinction.

But that’s not all. It has designed its
own computer system for providing
quick policies for customer’s individual
needs instead, as in the past, policies
for homogenous groups of customers.

Andrew Lo says a lot of its agents
came to Hong Kong from Shanghai and
their companies are still doing business
with New Zealand Insurance.

Competitive
He says: “The industry now in Hong
Kong is quite competitive. We have
seen a lot of newcomers recently, in-
cluding from China. They are very ag-
gressive and to a certain extent
reckless. They cut prices and pay high
commissions to intermediaries.”

He says he believes in paying inter-

ing to participate in all our plans. You
might have another who might choose to
participate in three out of 10-20. There
might be some doctors who would prefer
not to be bothered with any of them.

That’s fine

“That is absolutely fine. What you end up
with is an environment of willing
providers, willing doctors, enhancers of
care in a whole range of options and
choices for the customer. The central
thread in those options and choices is that
the health care when needed will be paid
infull.”

Andrew Kielty says the options may be
very limited health care or they might be
extremely broad, everything under the
sun. One option is going to be more ex-
pensive than another option.

“That means being able to say to the
customer: “How far do you want to take
your health care? How much do you need
from us? Do you want everything under
the sun or are you just looking for cover
against cancer or heart disease or sport's
injuries? That's choice.”

Andrew Kielty says he would very
much like to see this happen. It requires
the doctors and health insurers to reach
agreement on how we would do it. The
stumbling blocks at the moment are pre-
dominantly to do with the perception of
advertising.

Advertising

He says anywhere else in the world it isn’t
a problem for a medical insurer to estab-
lish a network of providers at predeter-
mined fees and services and offer that
product to its customers. In Hong Kong
the Medical Association is concerned
about that and these sort of obstacles are
things on which we must get together and
find a solution.

“Just staying in our offices we'll never
make progress,” he says.

Andrew Kielty prefaced these remarks
by talking about the health care insurance
industry’s progress in the 18 months since
he last spoke with The Bulletin.

He says it is not a surprise as Hong
Kong continues to progress and affluence
continues to grow that health care is high
on people’s lists of expectations. Hong
Kong Chinese generally value health
tremendously as an important asset and it
is very much at the centre of their social
beliefs and culture. Also, choices in the
health care insurance market continue to
grow.

He says BUPA'’s share of the market
has grown by about 20% in those 18
months since the last interview. The bal-
ance hasn’t changed. It is still two-thirds
corporate and one-third individual. The
area likely to grow fastest and longest is
the individual policy holder. |
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mediaries a reasonable basic because
he relies on them to market his prod-
uct. But he thinks his product has to be
competitive in price direct to the cus-
tomer. He regards his product as the
macro product in the market, which is
not just a piece of paper but a product
that assumes full liability and a promise
to pay when claims come in.

Andrew Lo says New Zealand Insur-
ance€’s services includes welcoming
clients with open arms who make
claims and giving them advice on how
to make claims against the company.

Q. Are the claims high?

Andrew Lo says they are getting
very high. In the old days they used 18
years as the multiplier in injury court
cases, nowadays there have been cases
where a formula has been used that is
much different, more like 30% as in the
UK. One or two court cases have hit
the industry quite hard.

Insolvent?

Liability in injury claims have been in-
creased to a significant extent. To such
an extent that many of the insurance
companies today could be insolvent.

This is a bold statement to make but
it is true, he says. The formula applied
in calculating compensation for injury
in an appealed relatively recent case
involving the KMB and another case in-
volving an accident in Discovery Bay
have resulted in payments of HKD6-7
million or more.

Q. Has this resulted in increased
premiums?

Andrew Lo replies that he would
like to see premiums increased but in
the competitive environment in Hong
Kong it is not very possible. A-lot of
discounts on premiums are collected
by agents instead of by customers. That
is why the Insurance Commissioner has
said agents’ commission should not be
more than 15%. Under the 15% rule
insurance companies could still. dis-
count their products but any discount
should then be given to the customer.

“| think that is fair as applied to mo-
tor insurance and employees, compen-
sation. If you think you can produce a
competitive product why shouldn’t the
end-users take the benefit?”

Less robust economy

He says another reason for premiums
not going up is that the economy is less
robust than before.

Andrew Lo says New Zealand [nsur-
ance focuses on technology and quali-
ty. The company has just spent quite a
lot of money on re-inventing its tech-
nology system. It took him personally

some 18 months as the team project
leader to bring that new system into
Hong Kong.

He describes the system as a sort of
state-of-the-art computer developtnent.
Hitherto the computer helped the ad-
ministration of the firm. Now it helps in
marketing. Customers and brokers were
invited to share with the propject de-
velopment team what they wanted.
Then the team developed the system as
an ongoing and never-ending exercise.

New Zealand Insurance developed
the market-oriented system after it had
completed its work on 1SO-9001. The
total quality management project is
also looked upon as a continuous exer-
cise. Customer expectations are now
very high and the company realised it
needed to make a quantum jump to
meetthe competition.

Identifying with customer

“To be succesful nowadays you have to
identify what the customer wants and
what the market trends are,” Andrew
Lo says. “You have to be quick in re-
sponding to the customer’s constantly
changing needs and, of course, the
needs of our intermediaries as well.”

“With the new system we can pro-
duce instant product. You come in, you
tell us what you want, we key into the
computer and we can give you a new
product. In the old days we could sell
to a group of people who had a ho-
mogenous requirement. Now we can
provide for individual requirements.

“We are still the first and only insur-
ance company in Hong Kong to have
achieved ISO 9001 accreditation
which means our quality assurance and
management system has been subject,
by an external party who has come in
and audited us, that we have achieved
the standard of some world-class or-
ganisations.

“Our aim is not just there. We actu-
ally want to set up our own world-class
standard in insurance. Surely, we want
to be the best. That is the only way we
can always be competitive.

Market share

Q. In what type of insurance do you
hold the biggest market share in Hong
Kong?

Andrew Lo: “Cargo. | think we have
almost the biggest share, again because
of technology. We have a cargo net sys-
tem that enables us to link-up with so
many of our customers and intermedi:
aries. Precise and instant issuing of
policies is very important. It has to be
good and fast. Nowadays speed is very
important. It is no good your having the

INSURANCE —I

Andrew Lo

best product and taking days to deliver
it.

“Speed, the quality and of course
ultimately price are important. It is no
good that we have a good product but
at such a price people cannot afford it.
We understand all that. That is why |
think we are one of the top five leaders
in the market. In terms of the foreign
owned insurance companies in the
Hong Kong portfolio we are, | think, ei-
ther the first or the second.”

Q. What other types of insurance
are you selling?

Andrew Lo: Commercial and fire, |
packaged type of products. We are very |
good at designing products for individ-
ual agents or brokers. To a certain ex-
tent for the customer as well.

“If you have a need we sit down
with you to work out the kind of re-
quirement you want and we produce
the product. We are in general insur-
ance. We sold our life portfolio to Top
Glory a couple of years ago. All of a
sudden the life market is getting very
popular. The living standard is getting
so high that the young person coming
out from college to work has a liability
but they don’t have enough savings. Li-
ability with their young family has a
role to play.”

He says his industry is like a video
game, both require speed and provide
opportunity. a
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SPECIAL FEATURE/INSURANCE

TGI’s remarkable growth

Locally owned and run insurance business produces
remarkable growth in three years

ndrew Yang, Executive Vice

Chairman and President of Top

Glory Insurance (TGI), says TGl’s
very large full-time agency force of about
1,800 wrote HKD431 million in premi-
ums in 1994.

New business comprising 83,000
policies in 1994 put TGI within its first
year squarely in the No 3 spot in Hong
Kong's life insurance industry with a total
of well over 100,000 individual and
group policies.

TGl only changed its name on Febru-
ary 4, 1994 to Top Glory from New
Zealand Insurance Life (Bermuda) Ltd, a
company that was originally formed in
1985.

Prior to joining TGI, Andrew Yang
was at AIA and rose from an officeboy to
a Vice President for the region. He says he
is now entering his 39th year in the indus-
try. All his management team of about
200 members have at least 10 years, ex-
perience.

Young and energetic

Great emphasis is put on productivity.
Any salesman in the force of 1,800 not
producing for two consecutive months is
terminated automatically. The result is a
team that is young and energetic and both
highly productive and highly qualified.

He says he is a sort of godfather to
Hong Kong's insurance salesmen.:In his
lifetime in insurance he thinks he must
have trained over 60% of the successful
salesmen.

He lists, besides his salesmen and
management team, what he thinks are the
factors contributing to TGlI's rapid growth
within its short three-year history:

e Shareholder base. Top Glory is lo-
cally owned and run. Its major sharehold-
er is Pacific Century Regional
Development Ltd, owned by Richard Li,
nominated by Time Magazine as one of
the future world business leaders. In addi-
tion, China Insurance Group, a State-
owned entity under the People’s
Insurance Company of China, has a sub-
stantial minority interest, a commitment
of considerable importance to Top Glory’s
long-term future success.

Culture
e TGl's flexible and dynamic culture, has
cultivated a company that offers many life

assurance products and services that are
unique and innovative.

e The features and benefits of these
products and services. They are often ob-
viously attractive to the family man with
increasing disposable income and are
useful to the businessman. The features
and benefits are inductments to people to
take out policies.

e TGl’s company philosophies. TGl
wants to be fair not only to its policyhold-
ers but also everybody working for the
company. It wants to be open-minded,
helpful and reasonable. It tries to help
people fill the gaps in the social welfare
system. That is TGl’s management style in
dealing with the general public and its
own staff.

e TGlI’s future development plans.
Apart from aiming to do business success-
fully in Hong Kong, TGl aims to expand
to other territories, namely China and per-
haps other countries. TGl plans to open
representative offices this year in Beijing
and Shanghai and to obtain a full licence
in Shanghai within two years.

Medical Card

Andrew Yang says in 1995 Top Glory pol-
icy holders were given a reliable TGl
Medical Card which, in addition to pro-
viding access to 12 hospitals, 284 clinics
and nine dental clinics, gives other bene-
fits such as discounts on prescribed medi-
cines from Watsons. TGl has a panel of
over 300 doctors for Medical Card hold-
ers.

It also last year has made available to
policy holders unlimited value-added
medically supervised worldwide evacua-
tion and repatriation services that are the
best among insurance companies that of-
fer similar benefits. It could have handled
problems such as those that fairly recently
happened in Bali.

TGl linked up in 1995 with a leading
telecommunications company enabling
its clients to get in touch with their agents
via a hotline without remembering their
phone or pager numbers.

A sophisticated Voice Response Sys-
tem to agents and policyholders now also
enables quick and efficient inquiries. .

Living Protector Plan
TGl launched an innovative Living Pro-
tector Plan that quickly became TGI’s best

Andrew Yang.

selling product.

TGI Chase Visa and TGl Mastercard
credit cards became available last year to
TGl policyholders.

Andrew Yang estimates about 40% of
the Hong Kong population is insured. He
shrugs off the influx of foreign competitors
and says the market is still quite huge.
With his experience he is confident he
can meetany kind of competition.

Besides life and health insurance he
says he intends launching disability insur-
ance very soon.

He says if a policyholder has a serious
sickness TGl also pays benefits. TGl cov-
ers 26 kinds of illness, including cancer,
heart trouble, paralysis, loss of limbs, or-
gan transplants etc., according to the
needs of its customers and the communi-

ty.

Retail outlets

TGl tries to be more approachable with
three walk-in retail outlets in the NT in-
cluding in a housing estate at Tuen Mun
to take away whatever mystery about in-
surance may be in the minds of the gener-
al public. Another four “insurance shops”
are opening shortly. They are not just to
do new business but also to explain insur-
ance and service policy holders.

Andrew Yang says when people take
out a mortgage to buy a house they
should buy insurance to cover the mort-
gage repayments. They buy insurance on
the house but they don't buy insurance on
the mortgage payments. Interest rates can
change and Top Glory likes to do every-
thing that can to be helpful.

Of course, TGl is in business to make
money but it wants also to take care of
those areas no one else wants to tackle. B
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As Solid as

a Rock.

A Swiss Rock.

A Swiss Heritage
The Winterthur Swiss Insurance Group takes its name from
an industrial town close to Zurich where it was founded in
1875. Today, Winterthur is the largest insurance company
in Switzerland, and the heart of a global insurance and
financial-consultancy network that spans twenty-two
countries, with investments of some SFr 70 billion and a
jealously guarded AAA rating from major rating agencies
such as Moody's and Standard & Poor's.

A World-Wide Commitment

Every Winterthur office — whether in Hong Kong or
London, Tokyo or New York — still carries on the fine
traditions set by its founders well over a century ago,
providing expert insurance and financial services with a
unique, Swiss touch. The touch that has made Switzerland
the financial hub of Europe, if not the world.

Winterthur — As Solid as a Swiss Rock

winfterthur
TS -

The Winterthur Swiss Insurance Group

19/F Dah Sing Financial Centre, 108 Gloucester Road, Wanchai, Hong Kong
Phone 2598 6282 Fax 2598 5838




PECIAL FEATURE/INSURANCE

Help for the old

Winterthur Swiss sets up a charity fund to promote events that raise money
particularly for the elderly

andolph Wein, Senior Vice Pres-
R ident and Regional Chief Execu-

tive of Winterthur Swiss
Insurance says his company has set up a
charity fund to promote events that raise
money particularly for old people in
need.

Winterthur Swiss has been represent-
ed in the Asia/Pacific region since the
turn of the century but only directly rep-
resented in Hong Kong since 1991.

The Swiss [nsurance Company is in
every class of insurance and re-insur-
ance from life to general accident insur-
ance. It serves the European community,
some American international companies
but 80% of its business is with local Chi-
nese, usually medium and large com-
mercial and industrial accounts.

He says from his own experience in

dealing with insuring cargoes which is
an important part of his business he can
confirm Hong Kong is famous around
the world for very good standards of
handling by its port facilities.

Competitive

However the market is quite competi-
tive with well over 200 insurance com-
panies competing. It means one has to
pull one’s act together and be quite
good at what you are doing for the mar-
ket to be lucrative.

Other Swiss underwriters were not
directly represented in Hong Kong but
they did work through other agencies. In
terms of volume Winterthur is one of the
most significant players in this market.

Q. If | wanted to take out a life poli-
cy why should | come to a Swiss firm?

Randolph Wein: “Because we have
been in the business for 120 years. We
have the know-how, the expertise. We
have the security, We are triple-A rated
and we think we can offer you a product
that is very competitive. We offer excel-
lent benefits for your money.”

He says one of the few things Win-
terthur dosn’t do is mortgage insurance.

“When you look into the theory of
mortgage insurance you might conclude
it is not the best business for an insur-
ance company. It is more bank-related
business. Some underwriters have had
some pretty painful experiences with
mortgage insurance.”

Right thing
On using insurance to improve social
security, Randolph Wein says he be-
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lieves that what Hong Kong is doing is
the right thing because many pension
systems and social security benefits of
the Western countries have found to be
not sustainable in the long term.

“They simply cannot be financed by
the governments. So the policy to shift
as far as possible into the private sector
is an excellent move. As a result what
we are doing is trying to sell to our
clients provident funds for employers
and other insurance products for people
to provide for old age.”

“As a matter of fact, old age is some-
thing which has our particular interest.
We have a charity fund, started not so
long ago.”

Q. What’s it do. Gives money away?

Randolph Wein: “The main idea is to
sponsor particular charity events. Hong
Kong is by nature a very charitable city.
It is unusual. There are very few places
where people are as generous are they
are here.

[ Mentality
[ “Our fund complies with that general
| mentality. People who have a lot of

Randolph Wein

money are quite happy to plough some-
thing back for the needy. My experience

is that businessmen here are more gen-
erous than their European counterparts.”

“The systems are different. In Europe
many enterpreneurs have the feeling
they have already given a lot back to the
community by employing people and
paying all the contributions for employ-
ee social security. That is something we
here are trying to avoid and in our chari-
ty work we want to target particularly
the older generation.”

Randolph Wein says he has very
strong local management in Hong Kong
which helps him with his regional re-
sponsibilities that stretch from Japan to
Pakistan and Australia and New
Zealand.

Winterthur has companies in Japan,
Taiwan, Hong Kong, Singapore, Aus-
tralia and New Zealand, Hawaii and In-
donesia. It has offices in China,
Malaysia and the Philippines. It has
good coverage throughout the Asia/Pa-
cific. Unlike some years ago, govern-
ments in the region are now very
reasonable with insurance companies
investing abroad to secure their commit-
ments to their policyholders. |

ichard Walker, Managing Direc-
R tor, says Lambert Brothers Insur-

ance Brokers Limited s
celebrating its 50th Anniversary in Hong
Kong.

“On our Anniversary we are taking
| the opportunity to demonstrate our com-
| mitment to the future of Hong Kong. We
have strengthened our staff in certain ar-
eas, not reduced it as 1997 approaches.
That confirms our intention to continue
to remain in Hong Kong, to service our
| clients as fully as we can as we have
done in the past,” he says.

Richard Walker explains the compa-
ny was originally established as Wallem
Lambert Brothers a joint venture be-
tween Lambert Brothers in the UK and
Wallem Shipping in Hong Kong. Lam-
bert Brothers in the UK was acquired in
1968 by Hill Samuel and Co. who
merged it with Noble Lowndes and Part-
ners to create the Lowndes Lambert
Group.

The insurance broking activities of
Wheelock Marden and Stewart were ac-
quired in Hong Kong in 1985 and

50th anniversary

Lambert Brothers Insurance Brokers give a commitment to the future

Wallem Lambert Brothers changed its
name in 1988 to Lambert Brothers Insur-
ance Brokers Ltd. (LBI)

Always a broker

Richard Walker says LBl has always been
a commercial broker and has had 50
years experience in Hong Kong acting
for large and diverse industrial clients.

The experience and expertise of a
broker benefits a client in a number of
ways. Expertise and market knowledge
are required to secure a competitive pre-
mium. Experience is required to negoti-
ate a wider scope of cover and an
effective speedy claim settlement.

LBI employ 60 people in Hong Kong
which means that each client has a des-
ignated account executive. Clients there-
fore know who to contact with an
inquiry and LBI is able to give personal
local service.

As part of the Lowdnes Lambert
Group, LBI can take advanatge of access
to the London and international markets.
Its network of worldwide offices and the
specialist expertise is available at Head

Richard Walker
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Office level. Senior staff at LBI have a
broad range of experience both in Hong
Kong and elsewhere in the world. LBI
and the whole Lowdnes Lambert Group
are totally independent from other con-
trolling interests.

LBI’s areas of expertise are a Non-
Marine Division, a Marine Division and
a separate subsidiary, Barkeley Lambert,
which handles employee benefits.

Expanding
Richard Walker says most of the insur-
ance companies in Hong Kong are ex-
panding operations, bringing new
people in as the market becomes more
sophisticated.

“I think just about every major un-
derwriter from Europe, the States and
everywhere around the world is repre-
sented in Hong Kong. There are now
about 230 authorised insurers in the Ter-
ritory. Quite a number are international
companies, some with very substantial
offices.

“Probably not that many years ago
you would have probably found the per-
centage of people who took out insur-
ance on their personal effects or on their
life, was quite small. A high percentage
now understand what it is and take out
insurance.

“In the same way the big boom is go-
ing to come with China. At the moment
only a fraction of the people in China
take out insurance. When 1.2 billion
people take out insurance on personal
effects and life, China will be the same
as a developed country.

Changes

“That’s why a lot of the companies

are here to de-
velop their life
insurance where
they see enor-
mous growth.
Also, they see
generally a
change in the
mentality of the

Asian people
who hitherto
usually  kept

their money to
themselves.
These days they
understand the
insurance prod-
uct much bet-
ter.”

He says the
third part of his
company, the
subsidiary that is
expanding rapid-
ly, is the employ-
ee benefit side.
Barkeley Lam-

INSURANCE
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Insurance Brokers Limited
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medical
schemes. These
days with staffretention and staff acqui-
sition becoming more difficult, Hong
Kong companies, that perhaps hitherto
had limited benefits, now find it very im-
portant to have a medical scheme, for in-
stance.

Also, the Occuptional Retirement
Scheme Ordinance (ORSO) has made a
difference. Companies which may have

A scene in LBI’s modern office

| Em——
Team of 12 people
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 including Claims Dept :
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had some provident fund arrangements,
now have to have a proper scheme un-
der ORSO for their employees. It has
meant increased business in that area.
Barkeley Lambert can evaluate com-
pany risks and decide where it is best to
place a company’s insurance — what
they need to cover and whatthey don't.

Property and construction

In its Non-Marine Division, LBl common-
ly handles for modern commercial enter-
prise these classes of insurance: property
(all risks), liabilities, construction (all
risks), consequential loss, employees’
compensation, machinery breakdowns,
and professional indemnity.

In its strong Marine Division LBl
handles all classes of insurance required
by any marine venture. Those common-
ly handled are: Marine hull, marine
cargo, protection and indemnity,
yacht/pleasure craft, aviation and gener-
al liabilities.

All types of employee benefits are
handled by LBI’s subsidiary Berkeley
Lambert, particularly: Group provident
and retirement schemes, group life
schemes, group disability income
schemes, group medical schemes and
self-administered schemes. ]
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LAMBERT BROTHERS INSURANCE BROKERS LTD.
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BERKELEY LAMBERT (EMPLOYEE BENEFITS) LTD.
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Since 1946

| Podium Level 3
Sun Hung Kai Centre
30 Harbour Road
Hong Kong

Tel: 28 777 777 Fax: 28 777 666

‘ Specialising in all classes of commercial insurance

A
g! Subsidiary of LOWNDES LAMBERT Group Holdings plc @I] Hong Kong Confederation of Insurance Brokers
-
Member



PRESS RELEASE

LegCo vote damages
LAB co-operation?

Chamber warns of consequences

he future role of the Labour Ad-

I visory Board (LAB) may have

been severely damaged by the

Legislative Council vote amending the

Protection of Wages on Insolvency Or-

dinance, the General Chamber warned
in a press release on February 1.

“The decision by LegCo to overturn
payment levels as agreed between em-
ployers, employees and Government
representatives in the LAB is a blow to
co-operation on labour matters through
the advisory body,” Chamber Chair-
man, William Fung said.

“Employers enter into discussions
and negotiations in the tripartite LAB in
good faith and expect decisions taken
within it to be honoured once they are
accepted by employee representatives
and Government,” he said.

“To have them altered within the
LegCo at the instigation of some union
representatives not involved in LAB de-
liberations is devastating to future LAB
co-operation.”

William Fung said employers were
concerned about the recent deteriora-
tion in the co-operative approach on
labour issues.

Second time
“We saw it in the negotiations on the
Supplementary Labour Import Scheme,
where the trigger point review of labour
imports was lowered to a mere 2,000
workers,” he said.

“And we are now seeing it in the
amendment of the Protection of Wages
on Insolvency Ordinance with the sig-
nificant increases in wage arrears,
wages in lieu of notice and severance
payments to laid off employees.”

William Fung noted there were a
number of labour issues set for discus-
sion in the near future which, in the
past, would have been better dealt with
through a co-operative forum like the
LAB.

“But how can employers look with
confidence to the future role of the LAB
when their decisions are not respected
and likely to be overturned by union
representatives and their supporters in
LegCo?,” he asked.

William Fung ex-
pressed great con-
cern that such
actions by union sup-
porters in LegCo
would provoke un-
certainty about the
underlying costs of
doing business in
Hong Kong. This
could discourage
employment and in-
vestment in the terri-
tory at a time when it
badly needed en-
couragement. |
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Fees and charges

Chamber calls for transparency and accountability for increases in Government

charges

Secretary, the General Chamber has

drged the Government to adopt

greater transparency on how fees and
charges are arrived at, the Chamber said
on January 29 in a press release.

The press release said: “William Fung,
the Chamber’s Chairman, said in the let-
ter: ‘The Chamber does not support the
blanket rejection in LegCo of increases in
fees and charges that have been recom-
mended by the Administration and the
Executive Council. On the other hand, it
is concerned that proper, transparent,
long-term criteria should be established to
govern the management of government
fees and charges.””

I n a letter submitted to the Financial

The Chamber believes that it is cer-
tainly no longer acceptable for the Gov-
ernment to simply seek increases in fees
and charges broadly in line with the rate
of inflation.

“In the present economic situation,
there needs to’be a thorough explanation
of costs,” William Fung said.

“Autgmatic indexation of fees and
charges to the inflation rate merely pushes
up community prices and costs further
and does nothing to increase the level of
operating efficiency in Government.”

User pays
The Chamber also reiterated its support of
the “user pays” principle in payment for

the supply of government goods and ser-
vices to the public. However the Cham-
ber felt that a clear definition of the “user
pays” concept and that of “full cost recov-
ery” were necessary.

In this respect the Chamber believes
that “full cost recovery” should be on a
transactual basis, that is the recovery of
the cost of actually completing or pro-
cessing the transaction. General overhead
costs should generally not be included as
these should be paid for out of general
revenue.

“If the Government is intent on “full
cost recovery” on everything it does, there
should be less need to pay profits and
salaries taxes,” William Fung said. |
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You showed us the way.

In 1927, Charles Lindbergh, a 25-year-old former airmail pilot,
added a new destination to his route.

By the time he landed in Paris, he had changed the world. cargolux

In the 25 years since its founding, Cargolux has continued this tradition,

frequently adding new destinations to meet our customers' needs. Cargolux Airlines International S.A.
. . . . Room 711-715 Star House
Today, with over 60 offices in more than 35 countries and dozens of 3, Salisbury Road
gateways, we deliver the world. Tsimshatsui
- Kowloon
Cargolux. Europe’s all-cargo airline. Hong Kong

, o , . Tel : (852) 2736 7832 | Fax : (852) 2730 5137
Make us your first destination and we'll show you some of our spirit. ) /
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Advertise to reach
300,000 buyers globally

You get real value when you advertise in Hong
Kong Trade Development Council product
publications. Our 13 titles (including 3 specially
published for the China market) reach a
combined audience of 300,000 international
buyers. Our targeted buyers list is selected and
continually updated by more than 40 TDC
offices around the world.

Choose your HKTDC publication today and
contact Miss Yuen at Hot Line, 2892-4888.

Hong Kong Trade Development Council

We Create Opportunities

BIE

31/F., Wu Chung House, 213 Queen’s Road East, Wanchai, Hong Kong. Fax: 2575-0303






