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Hong Kong:
our continuing commitment.

For more than 125 years, the Swire Group has shared with Hong Kong and
its people a vision of growth and prosperity. Our commitment to developing that
vision into reality can be seen in many fields — from soft drinks to aviation, from
shipping to property. .

These achievements show not only our commitment to these core
businesses, but also to the future of our home — Hong Kong.
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COVER STORY

The Chamber held its 3rd Business Summit on December 3 with Financial Secretary Donald Tsang as
keynote speaker and Chamber Chairman, James Tien, presiding. 1an Perkin, Chief Economist, added an
unusual touch of mirth by mocking his own economic forecasts at previous Business Summits by
appearing with his arm in a sling and his head heavily bandaged. He blamed unreported trends in
preceding years. P7
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It’s not the
Countdown that
Counts...

he world seems to be full of countdowns. Every time a rocket takes off from somewhere

around the globe there is the obligatory: “10, 9, 8, 7, ..., we have ignition, blast off”.

Children in playground or around the swimming pool have their countdowns: “Ready,
set, go” or “Yat, Yee, Sam” followed by whatever competition or game they are playing. Even the
MTR has its own ritual countdown, of sorts: “Ladies and Gentlemen, mind the doors, please,”
followed by the warning: “beep, beep, beep.”

If all countdowns have one thing in common apart from the process of counting down itself,
it is that what follows the countdown - the implementation of the task undertaken - that is really
far more important. For the rocket it is getting to the proper orbit to enable its payload to do
whatever work it was designed to do; for the children in the playground or swimming pool, it is
the game at hand; and for the MTR it is getting passengers to their next destination.

For some 12 years now, Hong Kong has been undergoing its own countdown of sorts - the
progression to the reversion of sovereignty over the territory to China - and as the period remain-
ing has become shorter, so the concentration on the countdown itself appears to have become
more intense.

This is unfortunate because, as with all countdowns, it is not the countdown process that
really counts, but what follows it. The countdown is not an end in itself, but signals the beginning
of something new, usually something far more progressive and exciting than the countdown
itself.

If Hong Kong is to continue its unbroken economic success of the past 30 years and continue
to improve the quality of life of the whole community then it must increasingly look - and plan -
beyond the sovereignty transfer date of 1 July 1997.

This is all the more important when the two economies involved in the countdown process -
Hong Kong and China - have been going through dramatic changes which have radically altered
their respective economic roles. China’s opening to the world and the restructuring of its economy
has been well documented, as has the rapid restructuring of the Hong Kong economy away from
manufacturing to a services base (much of it orientated to serving the China market).

The Hong Kong General Chamber of Commerce has implicitly recognised the need to look
to the longer term future both in the title choice for this year’'s Business Summit to be held on
December 3 - “Managing Transition: Into the 21st Century” - and in the range of speakers ad-
dressing the Summit.

The creation of the Selection Committee to choose the first Special Administrative Region
(SAR) Chief Executive and the Provisional Legislature - as well as the announcement of the first
Chief Executive himself - also offers the opportunity to look beyond the countdown.

So, too, will next year’s Budget, to be announced on March 5. Because it is the product of the
current administration it will no doubt be a conservative document, but because it has also been
the product of discussions between the Hong Kong and Chinese sides, it will also be a Budget
that not only extends beyond the countdown (the period April 1997 to March 1998), but pro-
vides a mental bridge to take us all beyond it.

There is no discounting the fact that the countdown has a purpose - it tells us where we are
and how far we have to go to the specific date of the return of sovereignty to China. It does not
tell us anything about what we have to do to make Hong Kong a continuing economic social
success, now and in the future.

To do that we need t9 look beyond the countdown, beyond the handover and decide what
‘we must do to ensure Hong Kong’s future success. The territory’s future is in our hands. |

James P C Tien
Chairman




MOVING THE MOUNTAIN
Bl

9 O
% L X4 0’0

Once upon a time in China, Mr Simple decided to
remove the mountains in front of his house. But the
mountains, Tai Xing and Wang Wu, were thousands of
feet high. His friend, the Wise Old Man, advised that

as it was such a huge task, he should use DHL Express

Freight. Mr Simple, for once, did the smart thing. In
no time the DHL courier had arrived, handled customs
clearance, and completed the delivery. The mountains
were gone. Mr Simple was very happy.

‘The Wise Old Man was right.” he said. ‘No-one
moves heavy weights like DHL.’

POST SCRIPT: Not only does DHL move the mountains,

it also offers a Seibu coupon into the bargain.

REMARKS: -DHL Express Freight 1s the solution for the delivery of heavy weights of 30kg or above

-Prompt pick-up and delivery services operate round the clock

-Hassle-free customs clearance services are provided

-Shipment tracing and tracking is available 24 hours a day

-A worldwide servtc;: network covers more than 220 countries

-HK$100 Seibu Coupon - sending shipments of 100kg or over from November 7 to December
31, 1996 entitles you to one coupon. Customers may accumulate airwaybills for shipments
weighing 30kg or over to reach the 100kg target, but any weight left over cannot be accumulated
towards another coupon. A maximum of five coupons will be given for each airwaybill
-24-hour Customer Service Hotline : 2765-8111

v2) 7/ A
e S

1. Redemption deadline: January 10, 1997. 2. Please present your original airwaybills to redeem the coupon from the following centres: ® Shop 13B, G/F Hoi Kwong Court, 9-15 Tong
Chong Street, Quarry Bay ¢ 201 Exchange Square, Tower 1, Central ® 293, 2/F Shun Tak Centre ¢ Shop G23A LG. China Hong Kong City, T.S.T. ® UG39, Tsimshatsui Centre ¢ Shop
64, G/F Hung Hom Square ® Shop 54, 2/F Kwun Tong Plaza ¢ Kwai Hing MTR Station. 3. Jumbo Box and Jumbo Junior shipments are not eligible. 4. Offer is only applicable to Hong
Kong outbound shipments and payment must be settled in Hong Kong. 5. DHL staff are not eligible for this promotion. 6. DHL reserves the right to make the final decision.
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Modest upturn expected
in economy for 1997

Relatively low inflation and low unemployment predicted for Hong Kong's most important

year in its modern history

n balance, the Chamber expects a
Omodest upturn in real economic

growth in 1997 to something above
5.4%, with relatively low inflation (5-6%
average for the year) and a continued strong
employment performance, with a relatively
low unemployment rate (around 2%).

This was the economic outlook for Hong
Kong's transitional year — most important year
in its modern history — that the Chamber's
Chief Economist, lan Perkin, told a full house
at its third annual Business Summit on
December 3.

The Business Summit, with the current
Chamber Chairman, James Tien presiding,
is the Chamber's major business conference
every year. It examined current economic
issues and those impacting on the future of
Hong Kong's economy as well as presenting
an overview for the past 12 months and a
forecast for 1997.

This year, as Hong Kong moved close
toward 1997, "Managing Transition"
continued to be the Business Summit's
overall theme, with an emphasis on Hong
Kong proceeding into the 21st Century.

In his introductory remarks Chairman
James Tien said Hong Kong is now going
through its last phase of transition. The
historical moment of July 1, 1997 when
China resumes sovereignty is very much on
everyone's mind.

"The world will also be watching Hong
Kong closely: To see if we can maintain our
economic prosperity; to see if we can
implement the One Country Two Systems
concept successfully; and to see if we can
maintain our position in the Asian Pacific
region.

"But we must not forget that it is also a
new era that we are moving forward together
with the rest of the world into the 21st
Century where new challenges and new
opportunities await us.

"It is with this in mind that we have
chosen the theme of this year's Business
Summit: Into the 21st Century."

After James Tien's opening remarks, the
keynote address was delivered by Financial
Secretary, Donald Tsang, just back from the
annual summit of the Asia and Pacific forum
at Subic Bay in the Philippines, attended by
re-elected US President Bill Clinton and by
China President, Jiang Zemin. Donald Tsang
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spoke of the importance of the APEC to Hong
Kong and criticised calls from the corporate
community for government spending to be
targeted on individual sectors saying such
intervention would be counter-productive
and wasteful of resources. Government was
not in the business of picking winners.

In plenary session Chamber members
heard Shiu Sin-por, Chief Executive Officer
of the One Country Two Systems Economic
Research Institute and then Pieter Bottelier.
Chief of Mission, of the World Bank Resident
Mission in China.

Pieter Bottelier said he saw three areas
of major new opportunities for mutual long
term economic benefit from Hong Kong's
transition:
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Congratulations

Syreline~

The best ERP software to help you see and run your business.

General Chamber of Commerce

on their

Business Summit '96 Conference

For more information

SyteLine runs:
Visionary software from the  production management deliver accurate quotes fast on SyteLine:

Symix SyteLine SyteLine helps you:

leading provider of customer service shorten time-tt e-mail i ix.com.hk
open client/server solutions resource planning reduce operating costs 1.888.RUN.SYMX (toll free)
for mid-sized manufacturers supply chain management  improve labor efficiency  http://www.symix.com
of discrete, configurable  enterprise administration  become more profitable
run with confidence

products. financial operations

Ell ERNST & YOUNG —var

Software you can run with

SYMix s & registered trademark and Syteline i a trademark
of Symix Computer Systems, Inc.
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* More intensive collaboration in rapid
and orderly development of domestic capital
and asset markets in China.

¢ Hong Kong's comparative advantage

than it already has towards the provision of
specialised services.

e Athirdarealies in promoting financing
and building significant further improvements

in trade with the rest of China will shift more

of road, rail and water as
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telecommunications infrastructure
connecting Hong Kong, Shenzhen, Macau,
Zuhai and Guangzhou in the Pearl River delta.

A panel presentation followed chaired
by Chamber Chairman James Tien, who is
Managing Director, Manhattan Garments
(International) Ltd. The panel answered
questions from the floor.

The panelists represented a galaxy of
experience of big business executives in
Hong Kong. They included:

Peter Sutch, the Chamber's First Vice
Chairman and Chairman of John Swire and
Sons (HK) Ltd.

C C Tung, the Chamber's Second Vice
Chairman and Vice Chairman and Director
of Orient Overseas (International) Ltd.

Paul Cheng, Legco Representative Of the
Chamber and Chairman, Inchcape Pacific Ltd.

Ms Lily Chiang, member of the General
Chamber's General Committee and Executive
Director of Chen Hsong Holdings Ltd.

David Eldon, on the Chamber General
Committee and Chief Executive Officer of
the Hong Kong Bank.

Denis Lee, on the Chamber's General
Committee, Chairman of the Government's
Advisory Committee on Small and Medium
Enterprises and Managing Director of
Kiongscore Industrial Ltd.

VictorLi, adeputy Chairman and Deputy
Managing Director. Anthony Nightingale,
Chamber General Committee member,
Chairman of Jardine Pacific.

Brian Stevenson, Chairman of the
Chamber's Coalition of Service Industries
and Chamber General Committee member.
Chairman of Ernest and Young for Hong
Kong, China and IndoChina.

Alistair Grieve, Deputy Chief Executive
of Hong Kong Telecommunications Ltd.

Johnathan Fenby, Editor, The South
China Morning Post, co-sponsors of the
Business Summit.

lan Perkin, Chief Economist and Assistant
Director of the Chamber.

Chen Kai-zhi, Senior Vice Mayor of
Guangzhou spoke at lunch.

Note: The January issue of The Bulletin
will be devoted to a full report on the
Business Summit. |
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SUN HUNG KAI & CO. LIMITED
Tel: 2822 5678 Fax: 2822 5664
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CHAIRMAN'S REVIEW

ong Kong continues to confound its

critics and to defy its detractors. By

the close of this year, the territory

will have a per capita Gross Domestic
Product (GDP) of more than US$25,000, in
the upper range of the richest developed
nations; itwill have achieved a GDP growth
rate of around 4.5 per cent for the year; it
will have inflation down below 6 per cent
at an average annual rate; and the
unemployment rate will be back around 2.6
per cent of the workforce. During the year,
the Hang Seng Index has soared through the

‘ 13,000 point mark to new record levels,
reflecting local and international investor
confidence in the local stock market and its
constituent companies. All sectors of the
property market have recovered from the
lows reached in the latter months of 1995.
There can now be little doubt that the
territory will enter the historic calendar year
of its transition to Chinese sovereignty in far
better shape - economically, socially and
politically - than the skeptics, the detractors
and the critics ever thought possible;
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probably in better shape than most of the
territory's many supporters ever thought
possible, too. As the final full year of British
administration over Hong Kong comes to a
close and we look forward to the historic
year ahead, it is apparent that the territory is
set for solid economic performance during
the final stage of transition to 1 July 1997
and the months immediately beyond.

For its part, the Hong Kong General
Chamber of Commerce, the oldest, largest
and the most representative business
organisation in the territory, had another
successful year in 1996 and looks forward
with confidence to the transition year. All
members of the Chamber can be extremely
proud of the role their organisation has
played inits 135 years of service to the Hong
Kong business community and to the
community as a whole. They can rest
assured thatthe Chamber will continue to
represent their interests in the new Special
Administrative Region of Hong Kong after
the handover of sovereignty on 1 July next
year.
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Hong Kong in transition:
confounding the critics

Improving sentiment in 1996 to continue into 1997
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1996: the year in review

The territory's successes during the 1996
calendar year have been notable, with the all-
importanttask of ensuring a smooth transfer of
sovereignty to China taking centre stage. It
would be impossible to review the year
appropriately without recognizing the
difficulties that did emerge, many of them not
of Hong Kong's making, but having no less of
an impactbecause of that. Hong Kong's history
has always been one of over-coming difficulties
and moving on to a better and more prosperous
future. The events of the 1996 calendar year
were no exception to that general rule.

Perhaps the best examples of Hong
Kong's ability to overcome odds in 1996
were not in the fields of economics, business
or politics, but in the realm of sports - an
unusual one for the territory to be associated
with at a truly global level. But the
achievements of our Olympic athletes,
especially our historic gold medal winners,
Lee Lai-shan, in the sailboard event at the
Atlanta Olympics (the territory's first ever
gold medal winner in the full Summer
Olympics) and Ben Cheung Wai-leung in
the para-lympics fencing events. Lee Lai-
shan, or "San San", as she is popularly
known, showed tremendous courage and
stamina to win the Gold, but exemplified
the Hong Kong spirit even more on her return
to the territory when she said: "This gold
medal belongs to the people of Hong Kong."

It was amessage for all of us. We should
all "go for the Gold", not just for ourselves,
but for Hong Kong and its future success and
prosperity. Certainly, the 1996 calendar year
began well enough for the territory with
interest rate cuts on the agenda in the US
and the share and property markets picking
up, as a result, from the low points
experienced in 1995. The end of the 1995
calendar year also brought with it the
appointment of the key transitionary body,
the Preparatory Committee, the first of many
transitional developments during the year
that culminates in the election of the first
Chief Executive of the Special Administrative
Region (SAR) of Hong Kong this month.

In terms of international recognition,
Hong Kong continued to excel in 1996,
maintaining its position as the world's eighth
largest merchandising trading entity and the
eleventh largest services trading entity. It
ranked first in the Heritage Foundation's
assessment of the world's most
"economically free" economies and
continued to rank high in most surveys of
global competitiveness. For example, the
territory ranked second in the World
Economic Forum's most competitive
economies behind only Singapore and third
in the International Management
Development group's similar survey. It
remained in the top 10 cities for world
business according to Fortune magazine of
the US and also ranked high in a similar

survey of Asian cities by Asiaweek magazine.

Transitional matters

With just 18 months from the beginning of
the year to the return of sovereignty to China
on 1 July 1996, it was hardly surprising that
transitional matters dominated all else. While
there were some temporary setbacks on the
road to smooth transition during the year,
each minor dip in the road was followed by
a new peak of achievement, culminating this
month (on December 11) in the selection of
the Chief Executive of the Special
Administrative Region (SAR) of Hong Kong.

Importantly, the year began well with the
appointment of the Preparatory Committee,
providing the opportunity early for it to get
down to work on the important tasks
remaining. The Chamber, for its part, was
gratified to see 33 local businessmen
appointed to the Committee out of a total
Hong Kong membership of 94 and total
Committee membership of 150. Two-thirds
of the business representatives were also
Chamber members. Early in the year, too,
Britain and Chinareached agreement on SAR
passports and the contentious issue of the
development of Container Terminal Number
9 (CT9) (with the details to be worked out
between the container terminal operators).
The visits of both the UK Foreign Minister,
Mr Michael Rifkin, and the Prime Minister,
Mr John Major, in the opening months of the
yearalso helped to progress matters, with the
Prime Minister announcing visa-free access
to Britain for SAR passport holders.

By March, the decision was made final
to establish the Provisional Legislature of the
SAR to take over from the present Legco and
attempt to ensure a smooth transition of
sovereignty. Progress also began to become
evident in discussions on the handover
ceremony planned for 30 June 1997 and 1
July 1997 and the process for the selection
of the future Chief Executive. The Chief
Secretary of the territory, Mrs Anson Chan,
went to Beijing at the end of April for
discussions with the Chinese leadership and
talks between senior Hong Kong civil
servants and their counterparts on the
Chinese side became a feature of
Government-to-Government dialogue.

In the second half of the year, attention
turned to the race to become the first SAR
Chief Executive, with several candidates
indicating their intention to run for the post
and still others favoured for the position
holding their own counsel until closer to the
selection time. Community interest in the race
was highlighted not only by media coverage
but more importantly, by the more than 5,000
people who indicated their willingness to
serve on the 400 member Selection
Committee for both the Chief Executive and
the Provisional Legislature of the future SAR.

With the selection of the Selection
Committee, the race forthe Chief Executive's
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post got underway in earnest with an initial
31 applicants for the post being reduced first
to eight and then to three (each of the three
getting the backing of at least 50 members
of the Selection Committee required to move
to the final round of voting). At the time of
writing the final vote in the Selection
Committee for the Chief Executive was
imminent (being scheduled for 11
December) and the outcome of the selection
process is awaited with great interest.

At the more mundane level of the
transition process, continuing negotiations
in the UK-China Joint Liaison Group on
various practical issues of importance
continued to make progress. However, there
is still much to be done in the slightly more
than six months before the handover date
and the demands on all involved will be
heavy in the remaining time. However,
better working relations between Britain and
China, generally and on some key issues,
give greater confidence for the future.

Ata local HongKong level, the good work
of the Preparatory Committee, the
establishment of the Selection Committee, the
imminent election of the Chief Executive and
the creation of the Provisional Legislature all
provide a sound basis for a smooth transition
to Chinese sovereignty. There are, of course,
those within the community who disagree
with the whole process or aspects of it, but
with so short a time remaining to the transfer
of sovereignty, there is a need for the whole
community to throw its weight behind the
process - for the future of Hong Kong and the
Special Administrative Region of the People's
Republic of China.

Economic matters

Surveying the economic landscape from the
perspective of the year's end, it has been a
promising if volatile year. After all, has not
the local stock market reach new highs, the
property market substantially recovered,
employment picked up, inflation down and
overall growth rate turned the corner? Yet
looking back, it is clear that economic
progress throughout the year was dominated
by several major issues, interspersed by
crises, mostly international in nature, which
led to periodic setbacks in confidence.

The real economy did, in fact, begin the
year in fairly ordinary circumstances, with
growth in the final quarter of 1995 (not
announced until well into the 1996 calendar
year) producing a shock Gross Domestic
Product (GDP) of 3.5 per cent (revised), well
down on the expected 5 per centrate originally
expected for the quarter. The announcement
of this result, quickly led the Chamber to revised
downwards its own expectations for the 1996
calendar year from an original 5.2 per cent
growth rate to a range of four-to-4.5 per cent.

Two factors dominated all else in the slow
down in growth - the weakness in domestic
demand (especially evident in retail sales and
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restaurant receipts) and the slow down in the
growth rate of the territory's all important
external merchandise trade performance.
This latter factor was, in turn, affected by the
slower growth in the Mainland Chinese
economy, reduced demand in some of the
territory's other major markets (especially the
US and Europe) and some easing in trade
within the Asian region itself (especially in
the electronics and related industries).

Offsetting these negative economic
influences for Hong Kong, however, have
been continued government investment
(most importantly in the airport and related
projects) and an extremely solid performance
in external trade in services (a reflection of
Hong Kong's expanded role as a services
centre for China and the region). As the year
progressed, it became apparent that private
sector investment (especially in the property
sector) was picking up and there were also
somesigns of improvement in the local retail
market and domestic demand.

At the time of writing, however, these
signs were admittedly tentative. Of far
greater substance were the substantial
improvement in all sectors of the property
market during the year (but especially the
residential market) and the record breaking
performance of the share market, with this
being most apparent in the latter half of the
year. The improvements in both share
market and the property market in the last
six months owe much to improved
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background sentiment than anything else.
The two things that have dominated
sentiment in these markets throughout the
year have been, first, the interest rate climate
in the US (which because of Hong Kong's
monetary link to the US through the linked
foreign exchange rate has a directimpact on
local interest rates) and the periodic crises that
have occurred throughout the year. The
recent run of the share market and greater
property market interest have been driven by
the fact that the prospect of an imminent rise
in US interest rates (and therefore Hong Kong
rates) has receded as US economic growth
has slowed and inflation has remained
benign. It is hard to believe that as little as
four months ago it was believed that US (and
Hong Kong) interest rates would move higher
and now it is anticipated that the next move
(whenever it might be) could be downwards.
This better interest rate scenario, together
with domestic bank competition for
residential mortgages and stamp duty
adjustments by the Government, have also
helped attract greater interest in the local
property market. Economic sentiment in
Hong Kong has also been helped by two
interest rate cuts in Mainland China during
the year which have prompted the view that
the Mainland authorities have achieved what
they wanted - lower inflation and a slower
growth and, therefore, the sought after "soft
landing" - and that China's economic growth
will begin to pick up again in the near-term.
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The other major set of factors which
adversely affected economic sentiment during
the year were various crises, either of a trade
nature (especially between the US and China)
or, more seriously, of an international
diplomatic nature. Thus it was that the Hong
Kong economic and market sentiment were
affected during the year by this usual Sino-US
conflicts over intellectual property, market
access and Most Favoured Nation (MFN) trade
status for the Mainland. Confidence was also
more seriously, although briefly, affected
during the year by the cross-straits tensions
between China and Taiwan, the Diaoyu Islands
dispute and the brief US attacks on Irag in the
Persian Gulf. Ironically, the US Presidential
election race, which might well have had an
impact on local sentiment, was remarkably
benign because of the apparent (and
subsequently proven) lead enjoyed in that race
by the incumbent President Bill Clinton.

More generally on the economy, there
have been some notable advancements for
HongKongduringtheyearunderreview. The
easing of the inflation rate to under six per
cent (as measured by the CPI(A)) is extremely
welcome, as is the overall easing in the costs
of doing business that it represents (especially
for small and medium sized businesses). As
a result, wages growth has also been
restrained and unemployment has eased to
2.6 per cent from 3.6 per cent a year ago.
This overall, albeit tentative, improvement in
the overall economy, has had a positive effect

EHERESR A RAFIBGL > 96 FHEB AR
M Al RE R S Y —4F o (BB > 2%
MERE AR > AR g RRNER
HHIRTS - M5 BIRME SR MRS
(TEIRAR - NEVFAE S - BREMAEIR
B gBELHE - BEY) o EAANE
AR - GREERHILEW AN > TEREFE
RITH R TREREHFRENS T -

HAaSRREL

BEE IR B I A B —F > AAGE
WRMEETEERFRBTERENE—F
Fréa T 23 - IERR MR R HE
A IR 28 > fn B EE & FRF & i &
BAWE L  GBARURIEFIERE -
ZEMEER) - AT TE AR AF T B AR B B
B> MR KBNS R AN A A R
DR RE o

A B0 BT A IE S BRI SRS )
B8RS AE o KA — i 3 Sy B L a2 B8 n 5
B RACIRMEINLL - BB - K
KEmUB RN INR > DEBAERELE
AR E)E BALH -

KRR EREO - BA G OCHME
SR E RS MU FLA R RS > EAER
ST SR [ 0 R 5 1 TR B o

k> ERNAN [ERERg - HaEE
$1 ! n

16 The Bulletin December 1996




on overall confidence with all surveys
showingeconomic confidence far higherthan
it was just a year ago.

On more specific economic matters, the
Chamber has been pleased to see during the
year the further development of the debt
market in Hong Kong (including the
expanded local market through the Hong
Kong Monetary Authority, expanded private
sector activity and the first ever Hong Kong
dollar issue by the World Bank), the
agreement to establish a Mortgage
Corporation and, within the industrial sector
of the economy, the decision by Motorola
to set up a jointventure semi-conductor plant
with Mosel Vitelic of Taiwan.

The territory's own finances have, of
course, remained healthy with external
foreign exchange reserves reaching US$62
billion during the year, a return to a modest
domestic surplus shown in the Government's
own 1996-97 Budget and the existing US$20
billion in Government fiscal reserves,
forecast to reach some US$50 billion by 1
July 1997 when the Special Administrative
Region (SAR) Land Fund will be included in
the total reserves figure.

Despite the overall improvement in the
economy as the year progressed, the
Government was forced to reduce its own
forecast for economic growth for the year to
4.7 per cent fromthe original 5 per cent, which
had been in line with its medium term growth
forecast. The ultimate outcome for the year
may still be slightly below the Government's
forecast, but the prospects for the all-important
transition year of calendar 1997 is (barring any
unforeseen downturn in the global and
regional economies) for better growth, with low
inflation and good employment prospects.

Chamber matters

The Hong Kong General Chamber of
Commerce had another successful year in all
ways in 1996 with membership of the Chamber
passing the 4,440 level (all being corporate
members) for the firsttime. At the same time,
the Chamber continued to extend the range of
services it offers its members whilst avoiding
any major increase in fees and charges to its
members. During the year, the Chamber
established a new company, Chamber Services
Ltd, to undertake business activities on behalf
oftheChamberand itsmembers. The company
has already undertaken some projects on behalf
of members and others and is also organising
its first Shopping Expo at the HongKong
International Trade and Exhibition
Centre(HITEC) from 24-26 January 1997.

One of the highlights of the year was the
Chamber's annual general meeting held on
April 23. The meeting saw the retirement of
the Chairman of the Chairman of the previous
two years, Mr William Fung, and a new
General Committee elected. On a personal
note, it was my great privilege to be elected
Chairman of the Chamber, with the support of

Mr Peter Sutch as first vice-chairman and Mr
C C Tung as second vice-chairman. | would
also like to record here my appreciation of all
the work put in by my predecessor and to pass
on to him the thanks of the Chamber and all
its members for his valuable contribution.

During the year, the Chamber continued
its regular lobbying of Government in the
advancement of business interests in the
territory. In these efforts, it was ably
supported by the Hong Kong Coalition of
Service Industries (CSI), a highly autonomous
body within the Chamber structure, the
Hong Kong Franchise Association and allthe
specialist Committees within the Chamber
itself. The Chamber's annual Budget
submission was again well-received by
Government as were other submissions to
Government on issues vital to Hong Kong's
future such as the Government's own fees
and charges, the Mandatory Provident Fund
Scheme, the future of small and medium
enterprises in the territory, the labour market
(including submissions on the present
inadequate imported labour programme and
attendance at the Governor's Employment
Summit) and the need to restrain wages.

During the year, the Chamber also
staunchly defended business interests and the
business attitudes to the transition process
from attacks by other interest groups in the
Community. The Chamber also continued
its lobbying efforts in the US and China on
such issues as Most Favoured Nation (MFN)
status and other bilateral issues which may
have an indirect effect on Hong Kong's own
interests. The Chamber hosted two visits for
US Congressional staffers during the year in
a bid to better acquaint them with
developmentsin Hong Kong and south China.
It also invited many international speakers of
note to address Chamber members including
the British Prime Minister, John Major; that
country's Foreign Secretary, Malcolm Rifkind;
the Director-General of the World Trade
Organisation and the Hong Kong Governor,
Christopher Patten, among others. The
General Committee of the Chamber also
hosted meetings for the major candidates for
Hong Kong's own Chief Executive.

The Chamber undertook or took part in
four top level missions to Beijing, including
the first Beijing mission by the Coalition of
Service Industries. The Chamber continued
its prominent role in the private sector's
important regional body, the Pacific Basin
Economic Council (PBEC). During the year,
the Chairman of PBEC Hong Kong, Dr Helmut
Sohmen, a former Chairman of the Chamber,
was elected International Vice Chairman of
PBEC. Mr Martin Barrow, Chairman of the
Chamber Economic Policy Committee, was
also appointed to head an important PBEC
Working Committee examining
administrative barriers to regional trade. In
otherimportant appointments during the year,
General Committee member, Denis Lee, was
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selected to Chair the Hong Kong
Government's new Small and Medium
Enterprises Committee and the CSI's Secretary
General, Dr W K Chan was made a member
of the Town Planning Board.

The International Division had another
especially successful year, with its visits to
established and emerging markets
(particularly to China) strongly supported by
membership. Italso jointly hosted with other
Hong Kong associations the two visits by US
Congressional staffers to Hong Kong and to
southern China. These visits have been
especially useful in giving staffers of US
Congressmen a "hands-on" appreciation of
the dramatic developments that have
occurred in southern China and in the Hong
Kong-China relationship over the last 15
years of the Open Door Policy.

Due to slower growth in Hong Kong's
merchandise trade in the past year and the
activities of the recently established China
Inspection Company, the Certification Division
had a difficult 12 months. Nevertheless the
Division continues to update the hardware and
software used in the provision of its services to
members. The Chamber's wide range of services
to members (extratraining seminars, roundtables
and services like the Phonafax information base
and the Discount and Golf Clubs) saw increased
useduringthe year. The success of these ventures
is mainly attributable to the work of the Corporate
and Industrial Affairs Division.

Confidence in the future

As we move into the vital transition year to
Chinese sovereignty, | would like to thank
all members for their supportduring my first
and very rewarding year as Chairman of the
Chamber. It was made all the easier by the
consistent backing of my fellow General
Committee members and the work of the
Chamber staff in all Divisions and Offices
around the territory. Without doubt there
will continue to be many challenges in the
year ahead with the transition process
continuing to be the most important issue
for the whole community.

The Chamber looks forward to working
co-operatively with all bodies associated
formally with the transition process. It has
consistently attempted to encourage greater co-
operation between all bodies concerned with
the transition process and will keep doing so
in the future. Continued economic progress
and a steady pace of economic growth will be
other key issues for Hong Kong in the year
ahead and throughout the transition period.

Finally, we should all look forward to
the future with confidence, both for the
continuation of the Chamber as the pre-
eminent business body in Hong Kong, and
Hong Kong as the best city in which to do
business in the Asian region. In conclusion
I would just like to say: "Seasons Greetings
to everyone and my best wishes for a happy
and prosperous New Year".
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Diary Dates
o Sundan 26 25 samsoy 159 Forecast

10:00 am - 7:00 pm

Hong Kong Products & Services Time Events & Meetings
Exhibition - Shopping Expo '97 Dec 2 12.30 pm SUBSCRIPTION LUNCHEON: Richard Frank,
Managing Director, The World Bank
HK International Trade & Dec 3 8.30am-2.30pm HONG KONG BUSINESS SUMMIT ‘96
Exhibition Centre, Kowloon bay
Dec 4-7 Chamber Mission to the Philippines

The Chamber’s first large scale consumer ex-
hibition will be held on the weekend, Friday Dec 5 8.30am - 2.30 pm  SEMINAR: Introducing Cyprus: An International
to Sunday, 24-26 January 1997, at the Financial and Business Centre

Hongkong International Trade & Exhibition

Centre, Kowloon Bay. Over 100 exhibitors Dec 6 9.15am - 11.15am SEMINAR: Tax Seminar for Foreign Companies in

will showcase their goods and services to the jlongions

public. Visitors will be able to shop for a large Dec 9 2.00 pm - 6.00 pm  SEMINAR: China Study (Cantonese)

variety of bargained goods under one roof, to

see and try new products, as well as to enjoy Dec 11 9.00 am - 5.00 pm  TRAINING: Time Management for the Effective &
on-site musical entertainment performed by Organised Sales Consultant (Cantonese)

well known Hong Kong pop singers, and to
enter into a lucky draw. The winner will re- ==
ceive a Puguet 406ST Sedan (worthing HK$ | Dec 19 1230 pm

238,000)! . —

Dec 17 6.30 pm - 9.30 pm 3288 Dinner Club (Cantonese & English)

ﬁbw'Mémbeﬂrs’ Briefing (Cantonese)

Dec 19 9.00 am-1.00 pm  TRAINING: Effective Travel Planning Skills for
The products on exhibit will include: garments Travel Co-ordinators/Secretaries (Cantonese)

& fashion accessories, games & education,
consumer electronics, home decor, personal
care, food & beverage and personal services.

Dec 20 12.30 pm ROUNDTABLE LUNCHEON: An Evaluation of the

Territorial Development Strategy Review '96: A
Hong Kong Institute of Planners’ Perspective

Come join the expo and share the fun. Jan 24-26  10.00 am - 7.00 pm HONG KONG PRODUCTS & SERVICES
EXHIBITION: SHOPPING EXPO '97

(Enquiries: Sylvia Cheung, Tel 2823 1266)

HONG KONG
PRODUCTS
& SERVICES
EXHIBITION

iy 9

Hongkong Intemational Trade & Exhibition Centre, Kowloon Bay

19974E124-26H 2426 January 1997
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lan Christie Reports

LOCAL AFFAIRS AND ECONOMICS

DIVISION

Preparations for the Chamber's Business
Summit on 3 December and continued
discussions with Government
representatives on the future Mandatory
Provident Fund (MPF) Scheme were
highlights of the period under review (to mid-
November). During the month, the Chief
Economist began work on the detailed
forecasts for the local economy to be
presented to the Business Summit and the
Executive Officer, Research, began preparing
the Chamber's forecast for the Mainland
economy for tabling at the Summit. Outside
speakers for the Summit were also finalised

as promotion for the event moved into top
gear.

The Chief Economist, together with other
employer representatives, also met again
with representatives of the Government's
Mandatory Provident Fund Scheme Office
to discuss details of the MPF Scheme. During
the month the Division also arranged a
successful luncheon for the Chairman of the
Securities and Futures Commission (SFC), Mr
Anthony Neoh, who addressed members on
securities and futures market regulation in
Hong Kong in recent years and the outlook
for the immediate future.

The Chief Economist met with a Deutsch
Bank Economist, Keidanren members and
journalists from Argentina, Australia,
Canada, ltaly, Norway, the Philippines and
the USA, to briefthem on the local economy.
He also delivered two speeches during the
period under review, the first to the annual

Devoted
service

After more than 30 years of devoted service
for the Chamber, Senior Manager. W C Lo,
and Manager, Michael Yau, both in the
Certification Division, retired at the end of

October. At a dinnar party in their honour on
November 1, W S Chan, Assistant Director of
the Certification Division, presented W S Lo
with a Chinese traditional gold good luck
charm and Michael Yau with a gold chain.

Michael Yau, W S Chan and W C Lo.
Ef: RER -BRR{L - - EXH

W C Lo and Michael Yau with their mementos.
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conference of the Hong Kong Institute of
Human Resource Management (HKIRHM)
on the economic outlook and the Chamber's
pay review recommendation for the 1997
calendar year, and the second to the
European Union Conference for European
Journalists on the attractiveness of Hong
Kong for international businesses beyond
1997.

COMMITTEES

Taxation Committee

The Taxation Committee met on 29
November to discuss a wide range of issues
including future Bulletin articles and
seminars and roundtables on topics of
potential interest to Chamber members. It
alsotabled the Chamber's Taxation Policy
stance and the Chamber submission to the
Government on the 1997-98 Budget,
discussed the future of the China Tax
Group (a sub-committee of the Taxation
Committee), decided on future meeting
times for the Committee and looked at the
problem of double taxation between China
and Hong Kong. The double taxation issue
was referred to the China Committee in
the hope that it might be raised during the
Committee's annual visit to Beijing. Mr
Rex Young's resignation from the
Committee was noted with regret and Mr
Stephen Lee was welcomed as a new
member.

Legal Committee
At its meeting on 30 November, the Legal
Committee discussed progress on the

Government's Company Law Review, the
Companies (Amendment) Bill 1996
(including the Secretary's letters to the
Bills Committee examining this legislation
and his appearance before the Bills
Committee) and issues being examined
by the Standing Committee on Company
Law Reform. It also examined the
forthcoming legislative programme before
the Legislative Council. Mr Colin Leaver's
resignation from the Committee because
of his imminent return to London was
noted with regret.

Economic Policy Committee

Special guest speaker atthe Economic Policy
Committée meeting on 12 November was
Mr Canice Mak, Deputy Secretary for
Planning, Environmentand Lands. Mr Mak
briefed the Committee on Recent Trends in
the Hong Kong Property Market, noting the
recovery that has recently occurred in the
residential market, the stabilisation in the
commercial market and the continued
weaker tone in retail and industrial sectors.
Other issues discussed at the meeting
included the Chamber's government-
deregulation initiative and the trends in the
local labour market.

SERVICE INDUSTRIES DIVISION

HONG KONG COALITION OF
SERVICE INDUSTRIES (HKCSI)

Committees
An Informal sub-group on benchmarking
met on 31 October and agreed on a way

Zhao Xue-min presents an elegant Fujian-
made souvenir to James Tien.

HERREXL2R FHLE

Fuzhou

Chamber Chairman, Legislative Councillor
)James Tien, received on September 27 a high
level delegation from Fuzhou, capital of
Fujian Province, led by the Party Secretary,
Zhao Xue-min. He was seeking Hong Kong
investment. Zhao Xue-min said factors which
fostered the growth of investment in his
Province were its long open coastline and its
cross strait link with Taiwan.

The meeting.
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Delegation
from Chile

Robert Dorfman, Chairman of the
Chamber's Americas Committee, and
interested members received on October 25
the Vice Minister of Foreign Affairs of Chile,
Mariano Fernandez. The Vice Minister was
accompanied by Ambassador Jose Letelier,
Director of the Asia-Pacific Division of the
Chilean Foreign Office; the Chief of Cabinet
to the Vice Minister, Minister Counsellor
Jose Luis; the Consul General for Chile in
Hong Kong, Mario Prieto; and the Assistant
Consul General, Hernan Brantes.
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The Vice Minister and Robert Dorfman.
R BRHENIBR  HBH

The Chilean delegation and interested
Chamber members.

EHAXER

forward. The Hong Kong Benchmarking
Clearinghouse would take the lead in
promoting benchmarking and will be
supported by the Hong Kong Productivity
Council and the HKCSI.

The Financial Services Committee met
on 5 November to discuss promotion of
financial services with representatives of the
Trade Development Council. The
Committee also discussed the proposal for
a possible credit guarantee agency for small
and medium enterprises. This was the last
meeting for Committee Chairman Mervyn
Davis, who has now been succeeded by Mr
Gareth Bullock.

The Professional Services Committee
met on 6 November with a presentation
from representatives of the surveyor
profession on experience in China. The
Committee also discussed the concept of
multidisciplinary practices as well as other
ongoing issues such as GATS and legal
services reform.

The Information Services Committee
met on 6 November with Mr Geoffrey
Woodhead of Economic Services Branch to
discuss the GATS telecommunications
negotiations as well as development in Hong
Kong's telecom policies, such as pricing of
telephone services, amendment of the
Telecommunications Ordinance, calling
number display, etc.

The Transport/Distribution Services
Committee met on 14 November with a
team from the Kowloon Canton Railway
Corporation to discuss the West Rail project.

The Committee also met Richard Yuen of
the Port Development Board to discuss port
development issues.

Hong Kong Awards for Services
Thefirst meeting of the Organising Committee
of the Hong Kong Awards for Services was
held on 16 October. The Chairman of the
Organising Committee is Mr Y S Lo, Chairman
of the Hong Kong Tourist Association. Other
members included representatives from the
five leading organisers, namely, the HKCS],
the HKTA, Hong Kong Productivity Council,
HKTDC and the Retail Management
Association, as well as representatives from
Industry Department and Financial Services
Branch. The committee agreed on the overall
direction and the plan for the first award
scheme.

Promotion of Services

HKCSI Chairman, Mr Brian Stevenson, was
invited to the "Trade & Industry Summit" in
the Emirates International Forum, Dubai on
9-11 November and gave a speech on "New
Trends in Global Economic Competition:
Challenges for Regional Business Centre
Locations" on 11 November.

Representation
HKCSI Secretary General, Dr W K Chan,
was appointed as a member of the
Services Support Fund Vetting
Committee, which held its first meeting
on 18 October.

Dr Chan was also appointed
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Professor Enright

Professor Michael Enright, of Harvard
University, spoke on Hong Kong's
Competitivenes on September 26 at a joint
dinner reception of the Chamber's Americas
and Asia Committees. Robert Dorfman,
Chairman of th Americas Committee, made
the opening speech and Andrew Yuen,
Chairman of the Asia Committee, presented
Professor Enright with a souvenir.
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Robert Dorfman.
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Andrew Yuen makes the presentation to
Professor Enright.
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The joint dinner.
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member of the newly established
Personal Data (Privacy) Advisory
Committee, which held its first meeting
on 31 October.

The HKCSI submitted a follow-up paper
on the Estate Agents Bill 1995 to the LegCo
Bills Committee on 24 October.

The HKCSI submitted its comments on
the Consumer Council report on residential
property market to government and the
Consumer Council on 25 October.

Following consultation among
international CSls, a joint CSI resolution on
professional services liberalisation was
submitted to Trade Department on 25
October.

CSI Secretary General Dr W K Chan met
with a delegation from the Law Society on
29 October and held discussion on the Legal
Services Legislation (Miscellaneous
Amendments) Bill 1996.

Dr Chan attended a meeting of the
government Statistics Advisory Board on 13
November.

HONG KONG FRANCHISE
ASSOCIATION (HKFA)

HKFA Committee Meeting

The HKFA Committee met on 16
October and considered among others,
making use of the Government Services
Support Fund for franchise promoting
activities. A task group was set up and
had its first meeting on 8 November to

decide on the nature of projects and
application timetable.

INTERNATIONAL AFFAIRS
DIVISION
COMMITTEES

Americas Committee

The Vice Minister of Foreign Affairs of Chile,
Mr Mariano Fernandez, called on the
Chamber on 25 October and waswelcomed
by the Chairman of the Americas Committee,
Mr. Robert Dorfman. Mr Fernandez briefed
the meeting on the latest political and
economic developments in Chile. The Vice
Minister was accompanied by a number of
senior Chilean officials namely the Director
of Asia-Pacific Division, Ambassador Jose
Letelier, the Chief of Cabinet of the Vice
Minister, Mr Jose Luis, the Consul General
of Chile in Hong Kong, Mr Mario Prieto.

A 6-member business delegation from
Suriname, South America, visited the
Chamber on 16 October to promote the
trade opportunities in Suriname. The
delegation was led by Mr Gangaram Pandly,
International Relations Officer of the
Suriname Chamber of Commerce &
Industry.

Arab & African Committee

Mr Willie van Heerden, Senior Development
Officer of Ciskei Peoples Development Bank
Limited, and Mr Billy Knight, Partner of
Coopers & Lybrand, called on the Chamber
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M G Forsgate chaired the meeting with
Chamber members.
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Conservative MP

Henry Bellingham, Conservative MP from the
UK, visited the Chamber on September 26. H

Henry Bellingham, H M G Forsgate and Chamber Director, lan Christie.
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on 22 October. Duringthe meeting, Mr van
Heerden outlined the business and
investment opportunities for Hong Kong
companies in South Africa.

Asia Committee

The Asia Committee met on 5 November,
following a lunch talk given by Ms Deborah
Annells. The Committee discussed and
agreed that a mission to Japan covering
Tokyo and Ibaraki Prefecture be arranged
for April 1997. Joint social functions with
Arab & African and Americas Committees
were being fixed for 22 January and March
1997 respectively.

A sold out luncheon talk with Ms
Deborah Annells, Director of Grant Thornton
Byrne on "Taxation in the Asia-Pacific
Region" was held on 5 November. 35
members participated.

Mr Andrew Yuen, Chairman of the
Asia Committee, represented the
Chamber on the "1996 Hong Kong/
Kumamoto Business Forum" held in Hong
Kong on 5 November promoting bilateral
economic exchanges between"Hong
Kong and Kumamoto, a prefecture in
Kyushu, Japan.

Mr Sidney Fung, Assistant Director for
International Affairs, received a 10-member
delegation from Japan Rendering
Manufactory Cooperative Association on
15 November. The Association represents
some 100 importers, exporters and
manufacturers in Japan who intend to
establish a strong purchasing base in Hong
Kong.

China Committee

Mr Tony Fung and Dr Lily Chiang,
Chairman and Vice-Chairman, led a 20-
member delegation to visit to Beijing from
3-6 November. The objective of the
delegation was to maintain goodwill and
to update information on current economic
developments with senior Chinese central
government officials. Sponsored by the
Protocol Department of the Ministry of
Foreign Trade and Economic Cooperation
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Delegation
from Japan

Sidney Fung, the Chamber's Assistant
Director of International Affairs,
received on November 15 a 10-member
delegation from the Japan Rendering
Industry Association, led by Executive
Director Miyoshi Hashimoto. The
delegation was briefed on the current
political and economic developments in
Hong Kong. The delegation was keenon
exploring the possibility of trading with
Hong Kong in rendering products (edible
oils based products used in the production
of soap, cream and cosmetics).
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Miyoshi Hashimoto and Sidney Fung.
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(MOFTEC), the programme included visits
to MOFTEC, Hong Kong and Macao Affairs
Office, State Planning Commission, State
Administration for Exchange Control, State
Administration of Taxation and General
Administration of Customs. Delegates also
had the opportunity to exchange views on
current practical issues relating to
investment and business operations in
China.

The Committee met on 14 November,
at which members discussed the proposed
Chamber projects for 1997. The
Committee also invited Dr William
Magree, Founder and Chairman of
Operation Smile International (OSL) to
speak at a breakfast meeting held on 15
November. OSL is a worldwide charitable
organization aimed at performing free
operations on children suffered from facial
deformities, including over 1,600 children
in China.

Europe Committee

The Europe Committee held its regular lunch
meeting on 13 November and invited Mr.
Alberto Bradanini, the new Consul General
of Italy in Hong Kong to speak on the Italian
relationship with Hong Kong and China,
highlighting the trade and investment
experiences of Italian businesses in China.
Attendance at the luncheon talk was very
encouraging.

A meeting with Mr. Colin Wood,
Executive Director of International Business
Development, London First Centre, was
arranged on 18 October. London First
Centre is an inward investment agency for
London. The objective of Mr Wood's visit
was to assist and advise businesses on their
initial move to the region.

Mr Hilary Moore from the Overseas
Trade Services of Business Link of

Nottingham, United Kingdom and Mr
Michael Brosch, the ‘Director of Trade
Development of the Nottinghamshire
Chamber of Commerce & Industry visited
the Chamber on 23 October and were
received by Mr Sidney Fung, Assistant
Director of International Affairs. The meeting
discussed a number of business issues
including the latest progress of EDI
(Electronic Data Interchange) development
in Hong Kong.

HONG KONG INTERNATIONAL

Mr Katsuhiro Fujiwara, Managing Director
of Japan Federation of Economic
Organization (Keidanren) of Japan, called on
the Chamber on 15 November and was
warmly received by Mr Simon Lee, General
Committee Member, Mr lan Christie,
Chamber Director, and members of the HKI.
Mr Fujiwara discussed with members,
among other issues, the deregulation
movement in Japan, particular in the
financial field. Mr Fujiwara is closely
associated with the important Japan/Hong
Kong Business Co-operation Committee,
which in the Japanese end is run by
Keidanren.

During the month, Mr Sidney Fung,
Assistant Director, International Affairs,
received the following visitors who were
briefed on the current political and
development in Hong Kong and its
relationship with China. They were Mr Ake
von Sydow, Senior Adviser to the Swedish
Trade Council, and Dr Hans-Adolf
Neumann, Director for Anti-Dumping of
European Commission.

HONG KONG TAIPEI BUSINESS
COOPERATION COMMITTEE

The HKTBCC held its 7th Joint Meeting
with the CTHKBCC on 31 October in
Hong Kong, in which speakers from Hong
Kong and Taiwan were invited to address
relevant business issues. The main theme
of the Joint Meeting was "The Direction of
Hong Kong/Taiwan Economic, Trade and
Business Cooperation After 1997". The
Joint Meeting was opened by the Hon Paul
Cheng and Mr Kao Chin-yen, respective
Chairmen of the two Committees. The
key-note speaker at the Meeting was Mr
Yang Zi-lin, General Manager of Bank of
China. At the conclusion of the Joint
Meeting, the two Committees signed a
"Memorandum of Cooperation" promoting
further business co-operation and
exchange.

PACIFIC BASIN ECONOMIC
COUNCIL

The Core Group for the Working
Committee on Administrative Barriers to
Trade of PBEC met under the Chairmanship
of Mr Martin Barrow on 17 October to
discuss the interim report produced by the
City University of Hong Kong research
team, which was subsequently reviewed at
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the PBEC Mid-term Steering Committee
Meeting in Hawaii. The team was
commissioned by PBEC Hong Kong
Committee to undertake a study on
administrative barriers to trade. The study
was set to be completed by May 1997 in
time for endorsement at PBEC's
International General Meeting in Manila.
Dr Helmut Sohmen, International
Vice-Chairman & Chairman of PBEC
Hong Kong Committee, led a delegation
to attend PBEC's Mid-term Steering
Committee Meeting in Hawaii from 25-
27 October. The meeting was successful
in that a number of new initiatives were
made in line with PBEC's goal of
promoting business opportunities and
economic growth and prosperity in the
region. PBEC also pledged its support for
an Information Technology Agreement
which aims to eliminate tariffs on
information technology products by the
year 2000. Iturges all Pacific economies
to become parties to this agreement. The
meeting also reviewed the activities of its
five Working Committees namely
Administrative Barriers to Trade (chaired
by Hong Kong), Environment, Food
Products, Foreign Direct Investment, and
Technology. Italso agreed to establish a
new Working Committee on Services.

INDUSTRIAL AND CORPORATE
AFFAIRS DIVISION

COMMITTEE

Human Resources Committee

At the meeting on 22 October, Chamber
Chairman sought to solicit members' views
on equal opportunities issues so as to enable
him to reflect them in Legco. Members
raised doubts on the legal status of the code
of practice on employment. It provided few
guidelines on employee's behaviour and put

Keidanren

With General Committee member Simon
Lee in the chair, Chamber members
welcomed on November 15 Katsuhiro
Fujiwara, Managing Director of the
influential Japan Federation of Economic
Organisations (Keidanren).
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responsibilities mainly on employers'

shoulders.

Pre
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Other issues such as the proposals to the
paratory Committee on statutory holidays
Hong Kong for the later half of 1997 and

1998 were also discussed.

EV

ENTS

A friendly competition was held on 11
October at the Clearwater Bay Golf &
Country Club. 11 Chamber Golf Club
members were invited to play against the
members of Hong Kong Golf Amateur
Association.

120 members and guests joined the
October 3288 Dinner Club meeting on
15 October.

Ms Daryl Chau of Lloyds Pacific
Financial Consultants was the featured
speaker for a roundtable luncheon on
"Financial Planning for Small Investors"
organised on 18 October. This eventwas

1ISO 9000

Edward Kwan of law firm, Edward Kwan &
Co., spoke on Quality of Service: Success
into the 21st Century, at a round table
lunch on October 29. Edward Kwan's legal
practice was the first law firm in Hong
Kong to be awarded the 1ISO 9000
Accreditation. Ms Phyllis Kwong, a
Chairwoman of the Chamber's Small and
Medium Enterprises Committee, chaired
the round table.
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attended by 22 members.

30 members attended the New
Members' Briefing, in Cantonese, on 23
October.

A roundtable luncheon was held on 29
October at which Mr Edward Kwan of
Edward Kwan & Co, a Hong Kong-based
law firm, spoke on the "Quality of Service
- Road to Success in the 21st Century".
The gathering was well-supported by 21
members.

"Managing Foreign Exchange and
Interest Rate Risks" by Mr Alvin Ma of
Citibank on 29 October. 17 members
attended.

Seven Directors joined in the Directors'
Dinner held on 30 October. The topic
for presentation was "The Fish Rots from
The Head" by Mr Bob Garratt. The topic
was drawn from a book written by Mr
Carratt.

40 members and guests joined the golf
outing to Long Island Golf & Country
Club on 31 October.

"Assessing the Credit-Worthiness of
PRC Companies and Debt Collection
Procedures in China" by Mr Daniel
Lee and Mr Zou Hai Yan of K L Lee &
Co on 8 November. 25 members
attended.

"Corporate and Financial Management
Re-Engineering" series coordinated by
Ms Elaine Cheng of China Overseas
Business Consulting on 12, 14, 19, 21,
26, & 28 November. Between 7 to 35
members attended.

The Elementary Putonghua for
Expatriates and the Influencing Others
training courses were well attended
with 10 expatriates and 19 executives
respectively. 13 frontline staff joined
in the Tele-Sales Training.

Two types of golf balls with Chamber
logo were produced and launched as
premiums for Chamber Golf Club
members' purchase. [ |
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ime to Support the Chief

Executive Designate

At the time of writing, the race for
the post of Chief Executive of the Hong Kong
Special Administrative Region is drawing to
a close. By the time many of you are reading
this, we should know finally who has been
tasked with the challenging role of leading
Hong Kong into the new, exciting era that
lies ahead.

Although much has already been written
on the subject, | believe it is still important
to put the Chief Executive selection issue into
perspective.

In recent weeks and months, the
candidates for Chief Executive have been a
prime focus of attention for just about everyone
in Hong Kong. Meanwhile, in the Legislative
Council, there has been considerable
discussion about the Selection Committee -
the body of 400 HongKong people responsible
for choosing the Chief Executive. Some Legco
members have sought to condemn the
Committee as “undemocratic”, others to
castigate the candidates for not formulating a
comprehensive policy on people’s livelihood;
and still others to criticise the media for treating
the Chief Executive race like a “genuine
election” and giving ittoo much publicity!

Personally, | have found the hectic
merry-go-round of meetings undertaken by
the Chief Executive contenders with different
groups all over Hong Kong - together with
the accompanying media frenzy - quite
reminiscent of the arrival in Hong Kong four
years ago of the last British Governor.

One man, one vote
There was, however, one key difference. The
Governor’s precedent-setting and highly
successful “meet the people” campaign came
only after the event. The choice had already
been made in what was a true “one-man-
one-vote election”. The one man was British
Prime Minister John Major and his vote went
to Governor Patten. As with our previous
appointed Governors, there was no
consultation with the Hong Kong people, and
no Hong Kong people had the chance to vote.
The recent exercise has been rather
different with no fewer than eight candidates
campaigning before the event, and with 400
Hong Kong people from different walks of
life able to vote for their preferred candidate.
While this procedure may fall short of the
Western concept of democracy, it
nevertheless represents encouraging progress

by The Hon Paul
M.F.Cheng

for Hong Kong at this stage of our
constitutional development. And it is
certainly more in keeping with the principle
of Hong Kong people governing Hong Kong
than anything we have had before.

To suggest, as did one of the Motion
debates introduced into Legco, that “only
an SAR Chief Executive elected through the
one-person-one-vote system by the people
of Hong Kong can effectively protect the
interests of Hong Kong people” is an insult
to all those who put themselves forward as
Chief Executive candidates and who made
great personal sacrifices in their bids to serve
the community. It is also an insult to many
of the Governors who have served Hong
Kong faithfully over the past 150 years.

Steady as she goes

To expect that Hong Kong could and should
make the jump in one fell swoop from
appointed Governor to a Chief Executive
elected by universal suffrage is unrealistic and
foolhardy. Hong Kong is embarked on a
dramatic and unprecedented period of
transition and change. In almost every other
area, Hong Kong wants as little change as
possible and as gradual as possible in order
to facilitate a smooth and successful transition.

But when it comes to democratic
development, some people want to rip up
the blueprint. | do not believe they speak
for the majority of Hong Kong people, who
| am sure prefer the ‘steady as she goes’
approach outlined in the Basic Law -
including the gradual broadening of the
electorate for selection of the SAR Chief
Executive (Article 45 of the Basic Law states
that the “ultimate aim is selection of the Chief
Executive by universal suffrage”).

To their credit, the Chief Executive
candidates recognised that public confidence
would not be best served by a closed selection
process involving candidates hardly known
to the general public. They therefore not only
canvassed the 400 Selection Committee
members, but also went to great lengths to
explain publicly their views and positions on
key issues in the hope of gaining broader
acceptance by the Hong Kong people. The
media also played a valuable role in helping
disseminate this information.

Livelihood issues are, of course, vitally
important . However, | feel it is premature to
criticise the Chief Executive candidates for
failing to formulate a “comprehensive policy”
on these, or indeed any other issues. This is

putting the cart before the horse. We should
give the Chief Executive designate time to
build his team and to work closely with them
to formulate a comprehensive policy for the
future SAR Government, covering all policy
issues. Interested parties should make
submissions to the Chief Executive designate,
detailing what they think should be included.

When the Chief Executive designate
announces his team of senior officials for the
future SAR Government, | hope the name of
Chief Secretary Mrs Anson Chan is right at
the top. Hong Kong's interests will be best
served by stability and continuity - and that
can best be achieved by Mrs Chan
continuing to lead the Civil Service as she
has done so well in recent years; and by as
many senior civil servants as possible
retaining their posts.

Meanwhile, | urge the Hong Kong
community as a whole to rally behind our
Chief Executive designate and to give him
and his team every support in the months
ahead in the interest of helping sustain Hong
Kong's success, prosperity and stability -
thereby protecting people’s livelihoods.

Question Time
Labour shortages on the Airport Core
Programme, delays in construction due to
design changes and rumours of more claims
by contractors... what was going on?
Responding to my question in
November, the Government said that the
ACP is making good progress, being
approximately 68% complete at the end of
September. They admitted labour
availability is a critical factor in the timely
completion of the new airport and the airport
railway. An ACP Job Centre has been set up
to help contractors employ local workers,
while trade associations and unions are
helping with worker retraining. The
Government added that only essential design
changes would be entertained, but they were
non-committal on whether any further major
claims may be forthcoming.

Bills Committee
Companies (Amendment) Bill & Banking
(Amendment) Bill

e Both well into the clause-by-clause
deliberation.
Patents Bill 1996

e Brings Hong Kong’s intellectual
property protection into line with
international standards. A few meetings have
been held with the Administration and
interested parties. If you have concerns,
please let me know. |

— Paul M. F. Cheng

P.S. If you have any comments, suggestions
or issues you wish to raise, please
contact me through my Legco office at
Room 312, Central Government
Offices, West Wing. Tel: 2537-2106/
2107. Fax:2530-3451.
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CHINA COMMITTEE DELEGATION TO BEWING

Concern over Singapore
tax treaty with China

Importance of China joining WTO

Group picture of the delegation with Chen Zi-Ying, Deputy Director of the Hong Kong and Macau Affairs Office.

SFREEBRNEEERELRSE

wo of the most important issues
raised atthe several China Ministries
by the 20-member Delegation of
the Chamber's China Committee who visited
Beijing from November 3-6 were:
¢ The importance in Hong Kong's view
of China joining the World Trade
Organisation as a developing nation; and,
e The importance to Hong Kong of
Beijing maintaining a level playing field with
similar protection or tax incentives for all
foreign investors.
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Tony Fung, Chairman of the Chamber's
China Committee, who led the annual
delegation, described the discussions as
positive. Ms Lily Chiang, Vice Chairman of
the China Committee, was Tony Fung's
Deputy leader.

Under the heading Observations and
Recommendations, Thinex Shek, Secretary
to the Chamber's China Committee, says in
his report: "The China Committee Delegation
was well received by the Ministry of Foreign
Trade and Economic Cooperation
(MOFTEC). With the experience of receiving
high level government delegations, the
Protocol Department showed a very high
professional standard in arranging visiting
programmes.

Ministries

"Meetings with various Ministries and
Commissions were arranged, including the
Ministry of Foreign Trade and Economic
Cooperation, the Hong Kong and Macau
Affairs Office, the State Planning
Commission, the State Administration for
Exchange Control, the State Administration
of Taxation and General Administration of
Taxation and the General Administration
of Customs. It is recommended that the
Committee should maintainregular contact
and relationship with MOFTEC and continue
to invite them to sponsor future China
Committee visits to Bejing.

"It is with regret that the Delegation was
not able to meet a State Leader. The
organiser explained that some key Leaders
were out of town during our visit. Members
suggested that on future visits, the mission
leader should arrange a meeting with a State
Leader personally prior to the organisation
and formation of the Delegation.

"Members felt that the discussions
with officials from the Administration of
Foreign Exchange Control and Taxation
were too technical. It was suggested that
the Secretariat shouldfollow up with these
two Administrations asking for written
comments on the questions being raised
at the meetings.

"In the interest of participants and to
facilitate discussions with various Ministries
and Government Departments, it would be
useful if each participant could put forward
a few specific questions relating to his/her
specialised field while the Secretariart will
consolidate and priortise the questions into
a form of discussion paper.

"It is recommended that the Chamber
should invite senior officials from respective
Ministries to Hong Kong to brief members
on the latest economic policies and
developments."

e At the Ministry of Foreign Trade and
Economic Copperation, the Delegation met
Assistant Minister An Min and discussed
China's entry into the World Trade
Organisation.
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Delegation meets at MOFTEC

Open markets

The Assistant Minister said China hoped that
eventually the USA will support its
application as a developing country instead
of a developed country. China will continue
to open up its markets and aggresively adjust
the investment terms to match international
standards. Many countries supported China
but the entry conditions basically remain
unchanged.

He said in the long run, China will unify
investment terms in all areas except some
special cases. For example, customs tax had
been reduced from 36% in 1994 to 23%%
in 1996 and further reduction can be
predicted to match the standards of other
developing countries. On the other hand,
the elemination of preferential tax treatment
is to unify the investment terms not to
discourage foreign investment.

China announced lists of encouraged
and of prohibited foreign investment projects
in June, 1995. Preferential investment terms
are offered to encourage projects.

The Assistant Minister said since many
local brands are unable to compete with
well-known international brands and many
local enterprises did not carefully study their
assets amd cash flows before signing joint
venture contracts with foreign enterprises,
they had ended up in bankruptcy. China
tends to offer mild trading terms to local
enterprises. Some foreign investors
misinterpreted this as protection of local
industries.

China tends to select well-known
international companies as joint venture
partners in order to increase its bargaining
power and to enhance its export
competitiveness.

MOFTEC agreed that whenever the
Central Government is to formulate new
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CHINA COMMITTEE |

Chen Zi-ying with Tony Fung
PR ER KM

policy, public opinions would be taken into
account and a grace period allowed before
implementation of new policy is positively
considered. However, if problems arose
unexpectedly, such as with plastic waste,
then the Government is forced to take
immediate action and hence no grace period
is applicable.

Singapore

e Atthe State Administration of Taxation
the Delegation met Cheng Fa-guang, Deputy
Director. Delegates expressed concern about
the potential for double taxation of profits
derived from cross-border activities and
suggested that the authorities in both
territories sign a tax treaty or agreement in
order to minimise this unfairness.

Members noted that China has signed a
mutual investment protection agreement
with Singapore as well as a tax treaty to
avoid double taxation of income earned in
China by Singapore companies. It was also
noted that Taiwan companies enjoy some
advantages in operating/investing in the
retail sector in China.

"Members requested similar treatment is
given to Hong Kong investors in order to
ensure that China truly offers a level playing
field to all foreign investors. Members
believed this is not a confidence issue and
is not related to 1997. But it is rather a
regulatory one in which China may consider
offering Hong Kong investors similar
protection or tax incentives.

The Chinese officials of the

Customs Deputy Chief Duan-Mu Jun.
BRRERBERRAE

Administration present at the meeting said
they took note of the Chamber Delegation's
concern and agreed to reflect its views to
the State Council.

Other points:

e The Delegation first met Chen Zi-ying,
Deputy Director of the Hong Kong and
Macau Affairs Office. He said with two
distinct systems being implemented in China
and the HKSAR in 1997, the Hong Kong and
Macau Affairs Office will enhance its role in
coordinating communications between the
two sides after 1997 and prevent any
provincial or municipal government
interfering in Hong Kong affairs. The
objective is to maintain the stability and
prosperity of Hong Kong.

Financial policies

The China Government will not interfere in
Hong Kong's financial policies which will
remain unchanged after 1997. The Hong
Kong dollar will not be replaced by the
Reminbi; free flow of currencies will
continue; the Bank of China has complied
with the requirements for issuing currency;
the exchange rate will be determined by the
HKSAR the HKSAR will be financially
independent from the Chinese Taxation
policies; the Land Reserve Fund will be given
to the HKSAR, while the cost of managing
the Fund, including salaries, will be paid by
the Central Government.

e The Delegation next met the Deputy
Director of the General Administration of
Customs, Duan-Mu jun. He said smuggling
activities were serious, causing a loss of
RMB3 billion last year. Unified procedure
for Customs clearance is one of the essential
elements for the economic opening policy
in compliance with the requirements of the
WTO and of the APEC.

Subsequent to the elimination of
preferential treatment on importing capital
in April this year, foreign enterprises have
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Tony Fung with Cheng Fa-guang

been urged to import goods and equipment
for projects under USD30 million before the
end of the year. However, it is noted that
many enterprises will not be able to import
their capital goods completely before the
deadline. As a resultthere are requests from
foreign enterprises to defer the deadline.
Customs officials who consider the requests
are reasonable will bring this issue to the
attention of relevant authorities.

Duan-Mu jun explained each Customs
entity has two units to handle complaints.
That is an Anti-Smuggling Unit and an
Investigation Unit. Complainants can also
be reported to the Judicial Council for
processing. Anonymous complaints are
accepted.

Convertibility

e The Delegation's third call was on
the Deputy Director of the Foreign Funds
Department of the State Administration, Xu
Hongde. He confirmed that RMB
convertibility in current accounts will be
before the end of the year. Foreign-funded
enterprises had been included as of July 1
in settlement and trading of forex in
designated banks, an undertaking that had
been enjoyed by domestic firmssince 1994.

He said the Chinese Government has
been making healthy progress in opening
RMB business step by step. At present,
foreign banks are allowed to oprate RMB
business with some restrictions. Relevant
departments are in the process of studying
the possibility of opening RMB business to
foreign bankers.

There is no timetable for the opening for
capital account butthe Chinese Government
is aiming at achieving that target by the end
the year 2,000.

RRBERER

e At Its meeting with An Min, the
Delegation learned China is in the process
of opening up the tertiary industry sector to
foreign enterpries on a trial basis. Limited
testing points have been or will be set up in
the major provinces. The majority of
companies that have been successful are
American and European. MOFTEC predicts
the tertiary sector will be completely opened
up before the year 2010.

In the short run, China is unable to open
up the market for domestic sales. China is
unable to afford for foreign investors to
transfer too much foreign currency out of
China. However there was one example
where China approved the right of 100%
domestic sales to a foreign enterprise. That
investor had agreed to continue to reinvest
all its profits and not to transfer out of the
country any foreign currency. [ |
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HKTBCC\CTHKBCC JOINT MEETING
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HK in middieman role

Paul Cheng clarifies the future

aul Cheng, Chairman of the Hong

Kong/Taiwan Business Cooperation

Committee, clarified the future
direction of Hong Kong/Taiwan trade and
business cooperation after 1997 at a seminar
in Hong Kong at the seventh joint meeting
of the counterpart business cooperation
committees on October 31.

"What | said is that for all three parties -
- it has to be Taiwan, the Hong Kong SAR
and Mainland China -- if the situation
becomes too political on one side or the
other and the two parties become inflexible,
then it will impact on our position as the
middleman, because we will continue to
play the middlemn role for the foreseeable
future until they can achieve the direct link
in terms of commercial activities, cultural
exchanges, etc.

"Hopefully, we have quite a few years
when we will play this very important
middleman role between Taiwan and
Mainland China.

"However, in the interim if something
flares up between the two, then obviously
China will play the 'Hong Kong card' on
them and there will be some impact. What
specific kind of impact | don't really know.

"But if everybody leaves the situation
alone and Taiwan does not declare
independence and the Americans don't get
too involved, China will probably be willing
to let the situation go on for a few years and
let the Hong Kong experiment of one-
country-two-systems serve as an example to
encourage Taiwan to soften its stand and
'‘come home,' so to speak.

Fine for us

"Then, I think, it will be fine for us, because
we will get a lot of benefit in continuing to
play the role of channeling a lot of equipment
and raw materials into China where
Taiwanese companies have a lot of
investment and are re-exporting their
finished products to the rest of the world
through Hong Kong.

“The key is that hopefully we can all be
very pragmatic about this and not get too
much politics involved in it. Commercially,
the structure is already there and we could
carry on after 1997.

Q. Do you plan to hold joint meetings
of the business committees next year?

Chinese officials?

Paul Cheng: "Yes, the next meeting will be
in Taipeh in 1997. And there is a lot of
interest whether or not we will invite some

Paul Cheng called for business cooperation in the Greater China region in his opening remarks.
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Kao Ching-yen, said he hopes to encourge
mutual understanding to promote China,
Hong Kong, Taiwan business cooperation.
BERERT  FELHMBRERED B ASHNK
BEE -

Chinese officials to attend that meeting in
Taipeh.

"But all this will depend upon the
political atmosphere."

Hong Kong Chairman Paul Cheng and
Kao Chin-yen, Chairman of the Chinese
Taipeh/HK Business Cooperation Committee
and the Taiwan Federation of Industries,
made the opening remarks at the formal
opening ceremony of the seventh joint
meeting on October 31.

Ms Lau Pui King made a speech on HK/

Taiwan Business Cooperation Present and -

Future in part one of the general dicussions
that followed. In part two (practical
discussions) Yang Zi-lin, General Manager
of the Bank of China, spoke.on the
development of the Banking and Finance
Sector after 1997 and Chou Tein-chen,
professor of the Chung Hsing University,
spoke on Opportunities for HK/Taiwan
Industrial and Commercial Cooperation.

Joint working groups' dicussions
followed and the conclusions were
reported back to the closing ceremony
where the closing remarks were made by
Kao Ching-yen and ) P Lee, Vice Chairman
of HKTBCC.

Memorandum
A Memorandum of Cooperation was signed.
The six clauses covered:

1: A pledge to continue to enhance the
function of the working groups and
implementation of their recommendations;

2: Information exchanges to continue;

3: Feasability studies and pragmatic
exchanges of opinions on joint venture
development projects and related
industries in the Mainland with a view to
establishing mutually beneficial
relationship between Hong Kong and
Taiwan and realising the importance of
business cooperation between China,
Hong Kong and Taiwan;

4: Exchange of human resources
encouraged in financial services,
manufacturing and advanced technology
sectors, investment and cooperation
expanded and standarised;

5: Both parties recognise that for a
considerably long time, Hong Kong's role
as an intermediary in the region and the
status quo should remain unchanged after
1997. That business coperation between
the Mainland, Hong Kong and Taiwan will

‘be further strengthened;

Paul Cheng hosts the banquet to receive Kao Chin-yen, Chairman of the Taiwan Federation of
Industries.

BPIERFBRALBTITERSEERBERENTES -

HKTBCC\CTHKBCC

Ms Lau Pui-king, a Hong Kong adviser.
£ims

6: Improving the administrative issues of
Hong Kong and Taiwan:

i) Containers from the Mainland should
be allowed entry into Taiwan via Hong
Kong.

ii) Taiwan should relax its control over
capital flows and foreign exchange.

iii) Taiwan relax restrictions on Hong
Kong financial institutions to set up offices
in Taiwan.

iv) Hong Kong should relax the issue

GRAND HYAT

Yang Zi-lin, General Manager of the Bank of
China.

FERITEBITRCEFIM
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HKTBCC\CTHKBCC

Professor Chou Tein-chen of the Chung Hsing
University.

RRKXBEFEBE

of work visas to representatives of Taiwan
companies seconded to Hong Kong.

v) Hong Kong should allow Taiwan
visitors with confirmed tickets to other
countriesto stay in Hong Kong for seven days
without visas. |
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From left: Simon Ngan, Dr Lily Chiang and
Rock Huang of the Joint Manufacturing
Working Group.
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From left: C C Tung, Stanley Ko and Peter
Pan, of the Services Industries Group.
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Kao Ching-yen and | P Lee sign the
Memorandum of Cooperation.
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The HKTBCC / CTHKBCC 7th Joint Meeting on The Direction of Hong Kong /
Taiwan Economic, Trade and Business Cooperation after 1997.
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Our Stock Exchange

Anthony Neoh speaks on need for culture of compliance and common objective

nthony Neoh, chairman of the

Securities and Futures Commission,

outlining the remarkable
achievements of the Hong Kong Stock
and Futures Exchanges in the past seven
years to a Chamber lunch on November
1, spoke also of the need for a culture of
compliance and a culture of common
objective.

He said the culture of common
objective was a need for still better
management and a need to regard
regulation as enabling market development
and confidence.

Investors themselves must actively
understand and participate in the investment
process. An Investor Education Programme
was needed.

Anthony Neoh began by saying
sometimes one begins to feel that scandals
are the stuff that financial markets are made
of as one sees a succession of cases,
unearthed by the regulator, of rat trading,
unregistered dealings, unauthorised
shortselling, market manipulation and
insider trading, fund management
misconduct... and the list seems to
continue.

Cowboy
A reporter had put it to him that Hong Kong
was still a 'cowboy market.’
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Anthony Neoh showed on slides how
he presented his case in disagreeing:

e Market capitalisation since 1990 of
HKD2,641 billion, eighth largest stock
market in the world.

e Turnover of HKD1 trillion and this year
it will certainly exceed one trillion. This
financial year it probably will exceed the
1993 high

e Listed securities: 548 companies.

e Futures market turnover: 1995\6
HKD4,609,568 billion. Over 2 million
contracts.

Anthony Neoh said Hong Kong had
therefore a strong rising market. Looking at
the international scene, there was increasing
participation by internationally controlled
intermediaries.

240 security firms

He said in 1989 there were 130 security
industry firms. Now we we have 240. The
real increase has come after 1993. Futures:
An 91% increase. Thereally strong increase
had come in 1995.

He said Hong Kong had been raising
capital since 1993 for Chinese State-owned
enterprises in the continuing
internationalisation of our market. HKD4
billion had now been raised.

The market had become a
predominantly institutional market in stark
contrast to most Asian markets. There had
been a continual increase in the number of
fund managers. The money managed in
publicly authorised funds alone had risen
to over HKD82 billion. With privately
managed portfolios some very
conservatively estimate the total at over
USSD200 billion.

Hong Kong had the larget concentration
of fund managers in Asia. Impirically the
evidence is that the international market has
not treated the Hong Kong market as a
cowboy market nor an emerging market,
notably by the Morgan Stanley capital index.
Since 1988 Hong Kong had been put outside
the emerging market category. Since 1987
Hong Kong been a a member of the technical
committee of the 13 most advanced markets
in the world.

Anthony Neoh said Hong Kong's
capital-raising standards are the most
advanced in Asia. They were based on four
criteria:

Criteria

e We only apply financial and non-
financial disclosures.

e There is a strict regime of continuing
disclosure and compliance.

e Hong Kong, most importantly, is a
market in contrast with many other markets
in Asia which applies what is called a
market-based listing criteria rather than a
merit-based listing criteria. We also have in
Hong Kong a mechanism to allow offers to

CHAIRMAN SFC [_ —

be made internationally as well as
domestically which is being reviewed
contiuously.

* In the past seven years we have a state-
of-the-art automatic trading system in our
infrastructure of both exchanges. We have
a central clearing system which operates on
a continuous netting basis so that at any one
time only the net amount owing to the
clearing house is shown. The net amount
the clearing house owes the intermediaries
is shown. It is a tremendous improvement
not only on settlement but also on risk
management.

* We now have a central depository for
scrips. About 87% of the shares in public
hands are now kept in the central depository
and Hong Kong could look forward to the
time when all shares in public hands are in
the central depository. When settlement of
shares can therefore be done electronically,
not from passing piles and piles of shares
from one firm to another.

“"That day will not be too long. When
the clearing company is looking into direct
investor participation in the depository
company. That | believe is an important
piece of financial infrastructure which we
still lack. Something which the depositoray
company is working on with my full
support."

* We now have a much wider range or
products in our exchanges, also generally
over the counter in dirivatives.

Risk management

Anthony Neoh said he thought the most
important ahievement Hong Kong had
made, apart from market structure, was in
risk management. It was risk management
that actually drove the market into the state
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The lunch. S8R5

that it was in 1987 when there were
massive defaults and the Government had
to come up with a lifeboat fund of HKD2
billion.

It had all been repaid by way of a
market levy. Hence, because of this bitter
experience, Hong Kong has had a great
focus on risk management. We monitor
very strictly the market and if it moves
beyond a certain percentage extra
margin is collected from the market
participants.

Last year in March the market went
down something like 10%. This year it also
went down in March about 8%. During
those two days when the market went down
very rapidly there were three margin calls
to be filled within an hour. They were all
filled 100%. You can see therefore the ability
of our market to respond. It has in addition
reserve funds with statistical models tested
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on adaily basis.

The market's financial rules were
rigorourly enforced and were continuously
being refined. Every broker has to take
fidelity insurance. Insurers had expressd an
interest in topping up the HKD8 billion
compensation fund. A code of business
conduct had been published and soon and
SFC would publish guidelines on how the
code of business conduct should be
interpreted.

Integrity

Anthony Neoh said market integrity was
important so that there may be confidence
in the markets.

He said we needed a culture of
compliance and culture of common
objective. The common. objective was a
need for better managment and a need to
regard regulation as enabling market
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development and confidence by the industry
by developing best practices and a need for
communication.

Investors themselves must actively
understand and patrticipate in the investment
process through an education programme.
He said the opportunities that 1997 brings
are:

1) Developed market in a fast developing
and still emerging economy.

2) Financial Services Centre for China
and Asia.

3) Need for development of skills:

a: Professional accreditation body.

b: Investment by Government in
financial services related (finance,
accounting, law) education.

c: Need for development of
managerment skills generally (from
entrepreneurial eratoan era of consolidtion
and building). ]
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TAX AUDITS -‘

How to deal with Tax Audits

he success of the Inland Revenue
Department's (IRD) Field Audit and
Tax Investigation units in raising
revenue has prompted the Government to
expand the number of auditteams involved
and the range of companies being audited.

Tax specialist with Deloitte Touche
Tohmatsu, Yvonne Law Shing Mo-han told
a Chamber Roundtable luncheon on how
to cope with the audit and investigation
process that the teams had raised an
additional $1.8 billion for Government in
the 1995-96 tax year.

She said that just over $800 million of
this had come from the IRD's Field Audit
teams and almost $1 billion from back tax
and penalties under the Tax Investigation
process.

Mrs Law said the IRD had begun the field
audit process in the early 1990s with just
four teams and 24 staff, but this had now
been expanded to nine teams with 81 staff.

After raising a mere $1 million per audit
team member when the field audit teams
were established, they now raise more than
$10 million for every tax audit professional
involved.

Mrs Law warned that almost any
company could become the target for tax
audits, but "cash rich" businesses, or
businesses where new information had
become available (perhaps through
informants) were the most likely targets.

When faced with a tax audit, she urged
all companies to offer full co-operation with
auditteams to help avoid misunderstandings
which could lead later to higher penalties
as well as back tax payments.

She said it was vital that all companies
keep good accounts and all relevant
documentation to help support their case in
the event of being the subject of the audit or
investigation process.

Consulting a tax professional on
immediately receiving a request for a tax
audit or investigation interview was always
advisable as it is tax professionals who have
the experience in dealing with each process.

Mrs Law said the tax audit and
investigation process by the IRD is another
step along the way to the introduction of the
"self-assessment" or honour system within the
whole taxation system.

She said the IRD wanted to concentrate
on field audits and tax investigations because
they were more effective in ensuring the
correct tax is paid than is the existing IRD
assessment process.

"This is an income producing project,"
she said. "People are making a mistake if
they think they are not involved because

audits and investigations are
becoming increasingly the
aim of the IRD."

She said field audits and
tax investigations were
highly regarded within the
IRD because they reflected
the enforcement aims of the
IRD and gave it-a visible l
presence to remind
taxpayers to pay the correct
tax.

She said tax
investigations were more
detailed than field audits
and that serious matters
uncovered in a field audit
could lead to a full tax
investigation. [ |
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The Chamber's Chief Economist chaired the
roundtable lunch
EERBSRIH NEFEE
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By KAUSHAL TIKKU

he Inland Revenue Board of Review
has recently handed down an
important decision regarding the anti-
avoidance provisions of S61 and S6TA
Inland Revenue Ordinance ("IRO") in case

D67/95.

THE FACTS

The Taxpayer was a listed Hong Kong
company whose principal activity was the
manufacture of micro-motors. In 1988, due
to concerns about China's resumption of
sovereignty over Hong Kong in 1997 (1997
Factor"), the group was re-domiciled in
Bermuda and its ownership of patents and
other intellectual property relating to micro-
motors ("IP") was restructured as follows:

1. The Taxpayer sold IP which it had
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developed and registered, to a Swiss affiliated
company for HK$100 million.

2. The Swiss company granted its
Bermuda sister company an exclusive
worldwide licence, with the right to grant
sub-licences, over any current and future IP
owned by it for an amount equal to the costs
incurred by the Swiss company in acquiring
the IP.

3. The Bermuda company then granted
a sub-licence to the Taxpayer to use the IP
for a royalty equal to 5% of net sales made
by the Taxpayer.

The Taxpayer claimed a deduction for
the 5% royalty payments which the
Commissioner rejected.
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il'ax Avoidance and the
"1997 Factor"”

THE ARGUMENTS
The Commissioner cited the following three
reasons:

1. Steps 1, 2 and 3 were carried out by
the parties for the sole or dominant purpose
of enabling them (individually or as a group)
to obtain a tax advantage as contemplated
under S61A IRO. In particular the
Commissioner pointed to the fact that the
Taxpayer had sold its principal intangible
assets whilst it was still engaged in the
business of manufacturing and trading.

2. Steps 1 and 3 could not be described
as ordinary commercial transactions because
they were commercially unrealistic and
artificial for the purpose of S61 IRO. The
Commissioner contended that the Taxpayer
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TAX TALK

was seeking a double benefit: it had
previously claimed a tax deduction for
research and development costs and now,
having transferred the 1P, wanted to claim a
tax deduction for the royalty payments.

3. The royalty payments were not
incurred in the production of chargeable
profits and therefore were non-deductible
under S16(1) IRO.

The Taxpayer argued that the above
transactions were not carried out for tax
reasons but were part of the wider re-
domiciliation exercise. The group's business
focus was no longer primarily Hong Kong
but markets in Europe, USA and Japan. As a
result of the 1997 Factor, the Taxpayer had
to take steps to protect assets like IP. There
was also the concern for the continued
integrity of the laws in Hong Kong after 1997
pertaining to IP.

In support of these arguments several
witnesses appeared, both experts in their
fields and directors of the group companies.

THE DECISION
The Board addressed the case in terms of
three issues:

(1) Application of section 6TA

The Board felt that it was this provision
which waskey to thecase. For S61Ato apply
there must be a transaction the sole or
dominant purpose of which is to confer a
tax benefit.

The Board concluded that there was a
transaction. However this was wider than
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the steps cited above. It stated: "... We
infer from the evidence and find as a matter
of fact that the Scheme constituted a single
composite operation, wherein the whole
was greater than the sum of its parts, that
atthe moment the circular (to shareholders
explaining the re-domiciliation) was
published those parts including
specifically steps 1, 2 and 3 were pre-
ordained with little expectation that they
would not materialise."

The Board agreed that any tax benefit
the Taxpayer may have obtained was
incidental and not the sole or dominant
purpose of the transaction. This area was
discussed at length usingthe seven specified
matters to be taken into account when
determining if the sole or dominant purpose
was to gain a tax advantage as set out in
Department Interpretation and Practice Note
No. 15.

In conclusion the Board stated that "...
the impugned transactions were not in our
opinion 'blatant or contrived arrangements'
which was mentioned in (Departmental
Interpretation and Practice) Note 15, S61A
should 'strike down"".

(2) Application of S61

The Board also held that S61 would not
apply since the transactions were not
artificial. The Board accepted that there was
a commercial rationale for the transactions,
namely, asset protection in general and
preservation of IP in particular.

(3) Deductibility of the royalties
The Board again agreed with the
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Taxpayer and permitted a deduction for the
royalty payments. The Commissioner's
argument hinged on the fact that since the
Taxpayer had already claimed a deduction
for the research and development
expenditure, i tshould notbe entitled to claim
a deduction for the royalties, as this
effectively meant a double deduction.
However the Board held that there was
nothinginS16andS17 which prevented the
Taxpayer from claiming a deduction for the
royalty payments and in fact the royalties
were paid not merely in respect of the IP
sold but also in respect of new IP developed
by the Swiss company.

Conclusion

It has always been considered that S61 and
S61A do not apply to transactions
undertaken for good commercial reasons
and the Commissioner would agree with
this proposition. Nevertheless, this case
shows that the Commissioner will not
hesitate to attack transactions with a
commercial flavour if, in this view, the tax
benefits outweigh the commercial rationale.
The Taxpayer was able to successfully
withstand the Commissioner's attack
because he could produce detailed
evidence and credible witnesses in support
of his position. Taxpayers who undertake
aggressive tax planning transactions should
ensure that they can substantiate the
commercial rationale for their transactions;
otherwise they will run the risk that their
schemes may be attacked and fall afoul of
S61 and S6TA. [ |

e MrKaushal Tikku is Taxation Partner
at Price Waterhouse, Hong Kong.
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Moving into high technology

ctual ltalian investment in China is

estimated at about USD1 billion

with about 500 joint-ventures, 10
co-productions and 20 fully Italian-owned
companies, Alberto Bradanini, Italian
Consul General in Hong Kong, told a
Chamber round table lunch on November
13.

He spoke on the Chinese Market in
Italian Perspective.

He said on average, joint-ventures
between Italy and China are a somewhat
recent phenomenon and the majority are
notmixed enterprises strictly speaking, since
they belong to the "contracted joint-venture"
category.

Italian investments — until recently
mainly focused on labour intense areas and
relatively low technological content (textiles,
light machinery, leather-processing, and
wood processing) —are moving to new areas.

Significant

Among the most significant areas are FIAT-
IVECO for the production of vehicles for light
transport; AGIP for the management of the
bunker at Zhuhai; ERIDANIA-BEGHIN SAY
for production of starch; ITALTEL for the
production of fibreoptic telecoms systems;
PIRELLI, pneumatics and cables; MERLONI
and SAVIO for textiles machinery; PIAGGIO,
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production of scooters; SAIAG, car
components; SANREMO, clothing; and a
very recent venture between car designer
PININFARINA and HAFEI Motor CO for the
development of a vehicle designed by
Pininfarina and produced in China.

Among the joint ventures still under
negotiations with the Chinese authorities, the
most important one which involves FIAT is
for the production of the so-called "world
car."

Potential interesting areas for Italian
investors are also telecommunications,
transport (subways, motorways, railways
and ports), energy and environment besides
the traditional areas of machine tools and
light industry where Italy has advanced
technology and the service sector, finance
and insurance.

Information

Alberto Bradanini said to develop a stable
economic presence it is more and more
necessary to ensure accurate information
to the thousands of companies potentially
interested in exploring new strategies,
together with adequate financial resources,
creditlines, especially long term ones and
an intelligent policy of export credit
insurance. He said according to the Chinese
authorities — and given the advanced
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italian investment in China

From left: Alberto Bradanini, David Rimmer,
Chairman of the European Committee, Erica
Ng, secretary of the European Committee and
lan Christie, Chamber Director.
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technology and competitiveness of Italian
enterprises — the Italian economic presence
in China is bound to expand in the next few
years, but under specific conditions.

The main priority of the Chinese
Government is to introduce foreign capital
to acquire technology and management. For
increasing the volume of Italian investments
Italy has to persuade larger groups and the
small enterprises to become more
aggressive. ]

A A BLBSHEERNRE A FR L
HERER SR - MAIIHE - FE > FrRlR R
AR > AR AR d O RRE -

R - BEA SER T R SR B
T MR B  RREF > TEREN
BT > BRI HREMETEERLA—A
TH o

UM A E B EUR 25| ASNE ATAG
HMT I B 15 - BN E TE R B A R
5 BARMEBUF RS KN 2T It
3R o |

o =
-

The round table lunch FEERE

The Bulletin December 1996 41




HKCSI

Services Support Fund

A $50 million fund to increase the competitiveness of Hong Kong's service

industries.

he Government has recently set up

a Services Support Fund to provide

financial support for projects which
are beneficial to the overall development
of Hong Kong as a service centre or
which contribute to the further
development of one or more service
sectors, such as by enhancing
international competitiveness or
domestic capacity for production. The
fund is administrated by the Industry
Department, upon the advice of the
Vetting Committee of the Fund.

As an organisation committed to
promoting the interests of Hong Kong's
service sector, the Hong Kong Coalition of
Service Industries supports the Fund and we
urge other service sector organisations to
submit applications to carry out service
support projects.

Who can apply?

Four main types of organisation are eligible:

e Services-support bodies

e Trade and industry associations

e Higher education institutions

e Professional bodies and research
institutes

However, in exceptional circumstances,
applications from locally incorporated
companies may also be considered if the
applicants can demonstrate that their
projects will bring benefits to the service
industry that go beyond the interests of
individual enterprises.

What kind of Projects?

Projects to be funded should be able to
contribute to the overall development and
the competitiveness of Hong Kong's service
industry. Examples of projects are those
which aim to increase productivity or
enhance the infrastructural support to the
service industry.

Projects to be funded should be non-

profit making in nature, except for the
purpose of the project's long-term self-
sufficiency.

How to apply?

Applicants have to fill out an application
form which can be obtained from the
Service Support Fund Secretariat. Each
applicant can submit more than one
application. No application fee is charged.
All applications will be considered by the
Vetting Committee which makes
recommendations to the Director-General
of Industry on whether the applications
should be supported and, ifso, on the terms
and conditions of funding support. The first
batch approved projects will be announced
in March or April 1997.

¢ More information can be obtained
from the Service Support Fund Secretariat,
Room 1445, 14/F., Ocean Centre, 5 Canton
Road, Kowloon. (Tel: 27372206, Fax:
23770730). |
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You're tied up in a meeting with colleagues.
So who's looking after calls from your clients?

L)

In a busy office you can't be available to your
customers every minute of the day. But can you afford not to
be? With Hongkong Telecom Business Solutions you can
avoid this dilemma.

AlwaysAnswer answers all unattended calls with
your company's unique information message, up-to-date
product information and current promotions. Even multiple
calls can be dealt with simultaneously. PhoneMail takes

all your messages, 24 hours a day, taking any messages

Y®UR TIME IS BETTER SPENT WITH HONGKONG TELECOM

~ A CABLE & WIRELESS COMPANY

when you are otherwise engaged, so your line is never
busy. And with our International Toll Free Service, your
existing and potential overseas clients can call you free
from over 40 countries.

If you want to ensure your phone is always
answered, call us and we'll create a Business Solution for you

that will help you spend your time more efficiently.

Business Solutions Hotline = = o 1

B SIP;_ESS SOLHTOS

)

Hongkong Telecom
What can be imagined, can be achieved.

<




HONG KONG AWARDS FOR SERVICES

Hong Kong Awards for

Services

First meeting of the Organising Committee

Secretary has launched an initiative to

promote Hong Kong's service sector. To
complement the Financial Secretary's
campaign, the Hong Kong Coalition of
Service Industries proposes that a new Award
Scheme for the service sector to be designed
and launched.

The inaugural meeting of the Hong
Kong Awards for Services Organising
Committee was held on 16 October 1996.
The Committee is chaired by Mr Y S Lo,
Chairman of the Hong Kong Tourist
Association. Other members include
representatives from the leading
organisers, government officials from
Financial Services Branch and Industry
Department.

I n his 1996/97 Budget, the Financial

Hong Kong Awards for Services

The Hong Kong Awards for Services is an
Award Scheme designed to recognise and
encourage excellence in the service
industries. It is the most valuable and
highest profile award for local service
industries.

Leading Organisers
Initially, Award scheme will consist of five
award categories organised by the
following leading organisers:
e Hong Kong Coalition of Service
Industries
e Hong Kong Productivity Council
e Hong Kong Tourist Association
e Hong Kong Trade Development
Council
¢ Retail Management Association

Eligibility and Awards
All companies operating in Hong Kong
are eligible to enter in the Award
Scheme. The Award Scheme is also
open to individual divisions of a
company provided that the principal
activity of the division is a sufficiently
distinct service.

In each award category, there will be
one winner of the Hong Kong Award for
Services and not more than five winners

of the leading organisers' subsidiary
awards. Winners of the Hong Kong
Service Award are entitled to display the
Award logo for three years. They will
also receive a Hong Kong Awards for
Services trophy as a permanent memento
of their success. The Chief Executive of
the SAR will be invited to present the
trophy during a presentation ceremony.
The first award presentation ceremony
is expected to be held in November
1997.

Logo Design Competition

The official logo of the Award scheme
is yet to be designed. The Committee
is planning a logo design competition.
Interested organisations, individuals, or
students will be encouraged to design
a qualitative logo for the Award
scheme. |
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An ideal partner

In Hong Kong's quest for high productivity growth and in the face of rising labour costs

ermany is an ideal partner for Hong

Kong in its quest for higher

productivity growth and in the face
of its rising labour costs.

Dr Wolfgang Gottelmann, Consul
General for Germany, expressed this view
to a well-attended Chamber round table
lunch on September 19.

He said high tech products, requiring a
highly-qualified workforce and extensive
scientific, technical and organisational
knowledge of the manufacturing process,
remain one of the assets of German industry.
Research and technology intensive goods
account for about half of German exports.

German companies are not only
respected throughout the world for their high
technological quality products but for their
service, reliability and readiness to supply
promptly and efficiently. All of this makes
them suitable partners in Hong Kong.

Agreement

Dr Wolfgang Gottelmann said in January this
year Germany and Hong Kong had signed a
bilateral investment Promotion and
Protection Agreement which will give further
impetus to the growing economic and trade
ties between Hong Kong and Germany.

German presence in Hong Kong has
risen continuously over the past years and
stands now at about 480 German companies
with representations in the territory.

"Hong Kong is a perfectbusiness location
for us," the Consul General said.

"Hong Kong is firmly committed to an
open market policy which applies to trade,
financial and other services as well as to
investments. Hong Kong and China have a
particular close relationship because of
historical, social and geographic factors.

"China's open door has led to rapid
increase in economic links between Hong
Kong and China with a profound impact on
growth and development. Hong Kong is
ideally located as a gateway to China and
China's hub to the world markets and enjoys
an established and stable legal system.

Attractive
"All this makes Hong Kong very attractive as
a business location for German companies.
We are confident that Hong Kong's political
and economic development after 1997 will
remain stable and predictable."

The German Consul General prefaced
this view by saying for years Germany and
Hong Kong have enjoyed a strong and stable

economic partnership. As
Europe's biggest market
with over 80 million
consumers, Germany is
Hong Kong's most
important trading partner
in Europe. Since German
unification in 1990 and
the introduction of the
European Single market in
1993 opportunities for
business in Germany have
opened up even more.
Germany with its wide
range of service facilities
is also an excellent basis
for doing business in the
reforming countries of the
Middle and Eastern
Europe.

Hong Kong-German
business trade has grown
continuously up to
HKD90 billion in 1995.
Hong Kong's imports from
Germany in 1995 grew by
11.8%, thus keeping the
traditional but still very
large surplus in favour of
Hong Kong of HKD25.9
billion on the level of the
previous year. Germany
ranks fourth among Hong
Kong's customers, after
China, the USA and Japan

Wolfgang Gottelmann.
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GERMANY/ NEW SECURITY LAW

and is the biggest customer of Hong Kong
outside the Pacific region, Germany is also
seventh among Hong Kong's suppliers and
in total volume.

He said this reflects Germany's role as
the biggest trading partner of Hong Kong
outside the Pacific region. 5.3% of Hong
Kong's total domestic exports are going to
Germany.

A bilateral Textiles Agreement between
Hong Kong and the EU has been in place
for many years, regulating textile exports to
the EU. Apart from that, Hong Kong had ben
the beneficiary of the EU generalised system
of preferences (GSP) scheme since its
introduction in 1971. The scheme had been
helpful to Hong Kong's diversification of
exports away from textiles and clothing.

New policy

Wolfgang Gottelmann began by saying three
years ago the German Government had
approved a new policy concept on Asia
acknowledging the growing importance of
Asia countries and the Asia-Pacific within
the scope of Germany's foreign policy and
foreign trade priorities. As an export-
dependent nation, Germany must be
involved in Asia's dynamic markets through
trade and investment.

Asia now absorbs 14% of German
exports and accounts for 15% of Germany's
imports. Asia has come to be the most
important destination of German foreign
investments ahead of Latin America.
However, the fact that until now a mere 5%
of all German foreign investments goto Asia
gives food for thought.

He said German trade and investment
in Asia — and in particular China — will

certainly grow further, provided that the
opening of China to foreign economic
activities and the improve of business
conditions in general continues, without
serious setbacks, which would also have a
considerable impact on Hong Kong's
economy and prosperity. Investments should
however be heading in one direction.

"It is important that we, in turn, present
Germany — especially the new federal states
- to Asia as an investment location of the
future." |
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Securing your security

By Elaine Lo, Partner, Johnson Stokes & Master

he new Regulations for the

Administration of the Provision of

External Security by Domestic
Institutions to Foreign Entitles (the "External
Security Regulations") which were
announced by the People's Bank of China
at the end of September and became
effective on 1st October, are regulations
introduced to empower the State
Administration of Exchange Control
("SAEC") to examine, approve and register
all forms of security granted in favour of a
"foreign" creditor or beneficiary by a PRC
entity.

Foreign investors with projects in the PRC,

and foreign banks and financial institutions
should study the new regulations in order
to ensure that guarantees, mortgages and
pledges granted to secure loan facilities,
lease financing of even construction or
engineering contracts to be performed
outside of the PRC are valid under PRC
law.

The Security Law of the PRC, enacted last
year, covered all forms of security whether
granted in favour of a domestic or foreign
beneficiary, the types of property which can
be mortgaged or pledged and the
procedures for registration, but did not
touch one issue of whether government

approvals are required for the granting of
security generally. The new External
Security Regulations are intended to clarify
this issue.

The External Security Regulations

The External Security Regulations apply to
all PRC legal entities that wish to grant
guarantees or create mortgages or pledges
over assets in favour of foreign creditors/
beneficiaries. The Regulations state that
approval from SAEC is required in all such
cases.

The new Regulations are much wider in
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scope than the Procedures for the
Administration of Foreign Exchange
Guarantees Provided by Domestic
Organisations to Foreign Entities (the
“Guarantee Procedures") which they
replaced. Forinstance, the new External
Security Regulations apply to all PRC
legal entities with the exception of PRC
banks and financial institutions which
have foreign investment. Therefore, the
new Regulations apply to all foreign
investment enterprises which are not
banks or financial institutions, whereas
the Guarantee Procedures did not apply
to any foreign investment enterprise. The
new Regulations also cover a wider range
of security, including guarantees whether
issued in foreign exchange or Renminbi,
standby letters of credit, promissory notes
and bills of exchange, mortgages over
property such as land use rights,
buildings, machinery and equipment, and
pledges of assets and rights such as
certificates of deposit, bills of lading,
warehouse receipts, shares and
intellectual property rights. The
Guarantee Procedures, on the other hand,
only covered the issuance of guarantees
denominated in foreign exchange, and
did not apply to any other form of
security.

The Regulations are also applicable to
counter-indemnities given by PRC entities
to foreign beneficiaries.

Scope of application

"Foreign beneficiary/creditors" is defined in
the External Security Regulations to include
all entities located or established outside the
PRC, branches of foreign banks located
inside the PRC and all PRC banks and

financial institutions which have foreign
investment.

The Regulations clearly state that the
issuance of a guarantee and the
mortgaging or pledging of assets by a
foreign investment enterprise in favour of
such foreign beneficiaries /creditors to
secure the debts and liabilities of a third
party will now require specific approval
from SAEC.

The Regulations are not clear on whether a
foreign investment enterprise has to obtain
the approval of SAEC for mortgaging or
pledging its own assets by way of security
for its own debts or obligations. Officials
from SAEC Head Office said that they do
not make any distinction between granting
security for one's own debts and granting
security for a third party's liability. The only
distinction made is whether the security is
provided to a "foreign creditor" or not. As
long as the security is to be granted to a

"foreign creditor", the External Security
Regulations will apply.

Who can be Security Providers?

The Regulations permit the following entities
to provide external securities:

e financial institutions which are
authorised to engage in the business of
providing external securities (excluding
all foreign investment financial
institutions)

¢ non-financial enterprise legal persons
which have the ability to repay debts and
discharge liabilities on behalf of other
persons, including all PRC domestic
enterprises and foreign investment
enterprises

State organisations or government
agencies are not permitted to provide
external security, except with approval from
the PRC State Council.

Criteria for SAEC approval

The External Security Regulations lay down
certain conditions which PRC entities must
fulfill before they will be allowed to provide
external securities. The maximum amount
of liability which can be assumed differs
depending on the status of the would be
security provider. The aggregate liability
that can be assumed by a financial
institution under all its outstanding external
securities, foreign exchange guarantees and
foreign exchange debts must not exceed 20
times the amount of its self-owned foreign
exchange funds. The maximum amount of
liability which can be assumed by a non-
financial enterprise cannot exceed 50% of
its net asset value and also cannot exceed
the total amount of its foreign exchange
earnings for the immediately preceding
year.

A PRC domestic enterprise wishing to
provide external security for the benefit of a
jointventure company in which it has made
an investment must ensure that the
proportion of that joint venture company's
debt to be guaranteed or secured by it does
not exceed the proportion of the Chinese
partner's shareholding in that joint venture
company. The Regulations also make it
abundantly clear that state-owned
enterprises are not allowed to provide
guarantees or securities to cover 100% of
thedebts incurred by a Chinese-foreign joint
venture company.

Certain debts to equity ratios must also be
maintained by PRC domestic enterprises if
they wish to obtain approval. A domestic
enterprise which carries on trading business

NEW SECURITY LAW j

must ensure that the value of its net assets is
not less than 15% of the value of its total
assets. A domestic enterprise which is not
in the trading sector should ensure that the
value of its net assets is not less than 30% of
its total assets.

The Regulations reiterate PRC
government policy that no guarantee to
security can be provided for loans
advanced to a shareholder for the purpose
of financing such shareholder's capital
contribution in a foreign investment
enterprise.

Information to be submitted

When applying for approval to provide
external security, the entity that wishes to
provide the security is required to submit
certain information to the local branch of
the SAEC including the government
approval document relating to the feasibility
study report of the project for which the
security is to be provided and any other
relevant approval documents, the most
recent audited financial statements of the
security provider or of the group of which
it is a member, the most recent audited
financial statements of the debtor, the letter
of intent setting out an intention to provide
the external security, the principal contract
for which external security has to be
provided, information referred toin Articles
8 and 9 of the External Security Regulations;
and any other information requested by
SAEC.

SAEC registration

Providers of external security can carry out
registration procedures at the local branch
of the SAEC. If the party providing the
security is a non-financial enterprise, it is
required to complete an "External Security
Registration Form" at the local SAEC branch
within 15 days of signing the security
contract so that it will be issued with an
"External Security Registration Certificate".
If the security provider is a financial
institution, then it is only required to carry
out periodic registration of the liabilities
assumed under the external securities it has
created, by completing an "External
Security Feedback Form" within 15 days of
each month to report to SAEC the amount
and particulars of the external debts for
which it has provided security in the
previous month. L

This article is a brief digest of the
important aspects of the External Security
Regulations. It is necessarily selective and
is not intended as a substitute for formal legal
advice.
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[ NEW CREDIT CARD

BOC-HKGCC Visa Card

BOC-Chamber Visa Card launched

he Chamber launched withthe Bank

of China its BOC-HKGCC Visa Card

for the convenience of members at
a signing ceremony on December 2.

Officiating at the ceremony in the Old
Bank of China Building in Central was the
Chamber Second Vice Chairman, C C Tung,
Director, lan Christie, Cheng Wing Chi,
Deputy General Manager, Bank of China,
Hong Kong Branch, Yeung Wah On, Deputy
General Manager and Dickson So,
Managing Director, BOC Credit Card
(International) Ltd. Chamber Assistant
Director, DrY S Cheung acted as Master of
Ceremonies.

C CTungsaid the first affiliate credit card
issued by the Chamber marked a milestone
in the benefits it offers Chamber members.
He extended his gratitude to the Bank of
China for helping make possible the
attractive benefits members can now enjoy.

Those entitled to apply for and use the
Visa Card are all fulltime staff of Chamber
member companies. There are two cards,
a Gold Card and a Classic Card.
Permanent waiver of the full annual fee is
given to executive staff holders and half
the annual fee is waived for non-executive
staff. The current annual fee for the Gold
Card is HKD480 and the Classic Card,
HKD220.

Benefits:

e Same privilege and benefits for both
BOC Credit Cards (One of its most useful
uses is machine cash withdrawal in China
in all major cities).

e Full benefits of Chamber Members'
Discount Club.

e Discount of 30 cents per ljitre on
gasoline to holders of Caltex Starcard Plus (
Vica Card holders please apply separately)

Please don't miss the opportunity to take
full advantage of the above attractive
benefits. -

Cheng Wing Chi, Deputy General
Manager of the Bank of China, Hong Kong
Branch, extended his warmest
congratulations on launching the new credit
card. He said he wished to maintain closer
cooperation between the Bank and the
Chamber.

Dickson So said the Visa Card was
specially designed for the Chamber members
and is the tenth co-branded card issued of
BOC Credit Card (International) Ltd. All the
applicants of the Card can enjoy the same
privileges and benefits as other BOC Visa
Card holders. ]
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lan Christie signs for the Chamber
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A toast to the new Visa
Card (from left): C C
Tung, Chamber
Director lan Christie,
Yeung Wah On,
Deputy General
Manager, BOC Credit
Card (International) Ltd
Cheng Wing Chi,
Deputy General
Manager of the Bank of
China, Hong Kong
Branch, Dickson So,
Managing Director,
BOC Credit Card
(International) Ltd.
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Third from left: Dr Y S Cheung, Chamber
Assistant Director who officiated ss Master of
Ceremonies.
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OPERATION SMILE

Appeal that toughes the face of humanity

aiving back a smile

”Try to imagine going through life and never feel the gentleness of a kiss or being able to smile.

Because someone didn't have 45 minutes and the necessary means to repair the faces of the world's unhappy and often shunned

children disfigured and stigmatised by cleft lips and palates, tumours, burns and birth defects?"

Two out of every three disfigured kids in the developing world are still turned away.

— Bill Magee, founder with his wife Kathy, of Operation Smile at a Chamber breakfast on November 15.

ony Fung, Chairman of the

Chamber's China Committee who

has known Bill Magee for years,
supported his work and got him to take
Operation Smile into China, is now
appealing to the Chamber's 4,500 members
to help with donations.

Bill Magee, an American plastic surgeon,
told the Chamber breakfast it took an average
operation of 45 minutes at a cost of USD750
to build trust and bridge cultures by
providing reconstructive surgery — or to
touch the face of humanity as many
multinationals, like USD1 million from the
Conrad N Hiton Trust in the US has done.

Turned away

In the developing world one child in 500
suffers from a facial deformity, that causes
that child to be hidden by the family and
creating great anguish to the child's mother
and family.

Bill Magee said he and his wife, a nurse,
were moved 15 years ago to establish
Operation Smile after joining a volunteer
medical mission in 1981 to the Philippines.

What they found was overwhelming:
children ravaged by life-threatening and
grotesque deformities, one teenager resting
amassive facial tumour on her hand; another
with a bandana masking the disease that had
already eaten away his mouth and nose. The
US volunteer medical mission operated on
150 Filipino children in five days and had
to turn away 250 others.

Wherever Operation Smile and its
volunteer surgeons have since gone they
have established centres where local doctors
are trained to perform the necessary surgery.
More difficult cases are taken to the US for
specialised treatment.

40,000
Operation Smile has medically treated
21,000 US children and 18,000 surgeries
ave been done overseas - a total of some
40,000. Since it began 28,000 medical
Volunteers have travelled to 12
developing nations, More than 16,000
physicians have been trained in the US
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Speaking at the Chamber breakfast

and abroad. Operation Smile is providing
USD28 million in medical services every
year.

Every operation is giving back a smile
and changing a life forever. Each USD1 gift
leverages USD6 worth of medical services.
Adult and youth volunteers in 25 US cities
raise awareness and funds for Americans in
need.

In China this year Operation Smile is

Bill Magee describes patients.
BEEEHARH

sending a team of 48 to Zhaoging, 38 to
Nanjing and 37 to Nanchang. Besides
examining and treating over 500 patients the
teams will train about 200 pysicians and
surgeons. The first plastic surgery department
is being established in Shantou.

Ms Leslie D Feeney, of Navalus Ltd, 15
flr., Commercial Building, 38-44 D'Aguilar
Street, Central, will accept donations on
behalf of Operation Smile. [ |
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he Pacific Basin Economic Council

held its Mid-term Steering

Committee Meeting from October
25 to 27 at the Princeville Resort on the
Hawaiian Island of Kauai. Dr Helmut
Sohmen, International Vice-Chairman and
Chairman of the Hong Kong Committee led
the delegation through a 3-day programme
of meetings and social gatherings under a
relaxed setting.

In addition to the Steering Committee
meeting which shaped the future direction
of PBEC, reports on progresses of the five
working committees including
administrative barriers chaired by Hong
Kong, the environment, food products,
foreign direct investment and technology
were well received. The Committee also
decided to establish a new working
committee on Services which would be
chaired by the US Committee.

PBEC invited Admiral Joseph W Prueher,
Commander-in-chief of the United States
Pacific Command as luncheon speaker on
27 OCtober. He briefed delegates on the
political and security situation in the Pacific
region, and its current and last effects on the
business environment.
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Mid-term Steering C'ttee

HK Committee at three-day gathering

One of the key issues
endorsed at this year's
meeting was the
Information Technology
Agreement (ITA), a global
agreement that will
eliminate trade tariffs on
Information Technology
(IT) products by the year
2000. The agreement
which is currently being
negotiated among nations
around the world under
the auspices of the World
Trade Organization
(WTO), is expected to be
approved at the WTQO's
December Ministerial
meeting in Singapore. As
the voice of business in the
Pacific region and a
proponent of trade
liberalization for three
decades, PBEC pledges its
support for an ITA and
urges all Pacific economies
to become parties to this
agreement. |
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PBEC Chairman, Gary Tooker
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ANTI-DUMPING

Left: Sir Leon and James Tien
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Sir Leon agrees to do
what he can

Says he's sympathetic to Hong Kong's situation
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hamber Chairman, James Tien met

Sir Leon Brittan, Vice President of

the European Commission, on
November 19to bring to Sir Leon's attention
the plight of Chamber members suffering
from the proliferation of European Union
anti-dumping actions against China-made
products.

Sir Leo was sympathetic to Hong Kong's
situation and agreed to do what he possibly
can, within the rules, to alleviate the problem
and difficulties experienced by Hong Kong
companies.

Sidney Fung, the Chamber's Assistant
Director for International Affairs, has written
to the Chairman and Members of the
Chamber's European Committee informing
them of the outcome of the meeting with Sir
Leon and the Chamber Chairman's
representations to Sir Leon.

Letters
European Union anti-dumping action against
China-made products

"The Chamber Chairman, the Hon.
James Tien hosted a meeting today to
receive Sir Leon Brittan, Vice-President of
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the European Commission and to discuss
with him the current EU's anti-dumping
actions against products of China origin
and their impact on Hong Kong companies
having manufacturing operations in China
producing these products for the EU
market.

"This was a useful meeting at which
Sir Leon noted the concerns of the
Hong Kong companies thatare affected
by such actions and clarified some of
the aspects of EU's anti-dumping
proceedings. Sir Leon was sympathetic
to Hong Kong's situation and agreed
to do what he possibly can within the
rules to alleviate the problem and
difficulties experienced by Hong Kong
companies.

A copy ofthe Chamber letter submitted
to Sir Leon at the meeting is enclosed for
members' reference.

40 Proceedings
European Union anti-dumping action against
China-made products

"Our thanks for agreeing to meet with
us on the issue of the EU's anti-dumping
measures. You will doubtless be aware
that the proliferation of these measures
against East and South Asian
manufacturing economies is causing grave
concern throughout the region. One of
the potentially most seriously affected
countries is the People's Republic of
China.

"As Chairman of the Chamber, | am
taking advantage of your presence in Hong
Kong to bring to your attention the plight
of our members who are being seriously
affected by the current EU anti-dumping
actions against certain products made in
China, most of which are being produced
in factories directly or indirectly owned and
operated by our member companies. It is
worth noting, too, that each action notonly
affect China and Hong Kong interests, but
also the businesses and employment
prospects of all importers and distributors
of these products.

"The European Union has been a major
and frequent user of anti-dumping
measures against imports of products of
China origin. Since 1990, the EU has
initiated anti-dumping proceedings on
some 40 China-made products, the latest
allegations being directed against
unbleached cloth, shoes and bags.
Unfortunately, the demand for these
products are highly price sensitive and
their exports will be substantially reduced
if anti-dumping duties are to be levied.

"It is estimated that these measures
have already resulted in a reduction of
about 10% in exports to the European
Union, most of which are shipped via
Hong Kong as re-exports. Hong Kong
is therefore both indirectly suffering

from a loss of production in China and
directly from the loss of re-exported
trade. We are extremely disappointed
with the EU's failure to take -into
account the potential damage to Hong
Kong's interests when imposing its anti-
dumping measures.

"We note that there have been numerous
instances of anti-dumping actions which
appear to have been initiated on very flimsy
grounds. For instance we believe that there
are hardly any manufacturing industries in
the above product categories requiring
protection in the EU.

"Even if anti-dumping duties are not
ultimately levied, the threat of anti-dumping
action itself seriously throttles trade by
diverting orders to supply sources other than
China and Hong Kong, for fear that extra
duties will reduce the price competitiveness
of the products concerned.

"The Chamber respectfully requests
the EU to take steps to ensure that a fair
comparison is made between the export
prices of these Chinese products and their
normal values in order to avoid the
possibility of arbitrarily creating or
inflating dumping margins. After a review
of the situation, where it is still considered
necessary to impose dumping margins,
the EU is asked to choose analogue
countries with levels of development
comparable with China. However, the
EU is asked to take into account the
significant progress to a market economy,
which has been achieved in China. Much
manufacturing there is now free of state
interference and operates effectively
under market conditions. Comparisons
should therefore be made on an
individual company basis.

"In summary, | ask for your support and
assistance to remove the EU's anti-dumping
actions that are in place against products of
China origin. We hope that you will be able
to give this letter your favourable
consideration. | ]
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GENEVA SEMINAR

Busines base in Europe

Investors sing Geneva's praises

arshal Byres, Chairman of Tax
Services with Ernst and Young,
introduced on November 22 a

two-hour flow of satisfied Hong Kong owners
of businesses in Geneva to 120 interested
guests at a seminar luncheon on the
investment virtues of the city that is best
known for its banking secrecy and many
important international conferences.

David Rimmer, Chairman of the Europe
Committee of the Chamber, made the
opening remarks.

The virtues outlined in quick succession
by the speakers included the fact that Geneva
was in the heart of Western Europe, a
centuries-old important financial centre
renowned for its secrecy, a manufacturing
centre, something of a tax haven and a low-
cost production centre with a hard-working,
skilled and conscientious workforce, as well
as a good and improving infrastructural
access to every part of Europe.

One speaker made the pointthat Geneva
had many similarities to Hong Kong. But with
one exception — that while the Swiss had
invested in and traded withHong Kong, few
Hong Kong investors had taken advantage of
the virtues of producing and marketing in
Europe from Geneva.

Finance
Another speaker, describing the financial
centre, said Geneva has 131 banks (83
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foreign), nearly 400 financial companies,
some 600 accountants and auditcompanies,
948 attorneys and more than 20,000
employed in the financial sector or nearly
9% of the total active population.
Switzerland manages some USD2,500

billion of the world's private and
international money. It is 35% of the world
total, compared with 21% in the UK and
12% in he USA. Geneva accounts for 16%
of the total Swiss banking industry with its
renowned discretion, favourable legal
environment and the protection of Swiss
banking secrecy. The market share of
Geneva is estimated at 40%.

~ Among more than a dozen speakers was
Mrs Marina de Plana, a Swiss Certified Tax
Adviser working for Ernst and Young, Hong
Kong, as a senior tax manager. She advises
in particular Hong Kong companies that
would like to relocate in Switzerland.
~ Another speaker was lain Martin, the
Group Financial Planning Manager of Vietch
Holding Ltd, Hong Kong. Vietch is a
multinational holding company with head
office in Hong Kong. The company's main
products are children's educational toys and
games, personal computers, cordless
telephones and satellite receivers.

Real estate
Georges Bouris, Managing Director of
Richard Ellis SA, Geneva, the international
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David Rimmer addresses the luncheon

seminar.
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real estate consultants also spoke. Another
was Ronnie Chan, Chairman of Hang Lung
Development Co, chiefly engaged in
property development, hotel ownership and
operation of car parks.

Another, Antoine Praz, is Senior Manager
in the Merger and Acquisition Department of
Ernst and Young in Geneva. Alan So,
President of SGS-Thomson Microelectronic
Ltd, Hong Kong, also spoke. His company is
the second largest European manufacturer of
semiconductors with a global presence in the
Asia, the US and Japan.

The long list of speakers concluded with
Robert Kuster, Chief Economic Development
Officer of the Department of Economic
Affairs of the Republic and Canton of Geneva
itself. |
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Hong Kong Trade Development Council

Head Office: 38/F., Office Tower, Convention Plaza, 1 Harbour Road, Wanchai, Hong Kong.  Tel: 2584-4333 Fax: 2824-0249 E-mail: hktdc@tdc.org.hk
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"For nearly 30 years, thousands of Hong

Kong manufacturers and exporters have
used TDC’s monthly product magazine -
Hong Kong Enterprise, as their
marketing tool to reach buyers and importers
across the world, with impressive results.

We now have more pages and reach more
overseas buyers than ever. With some
300,000 highly qualified overseas
importers registered in our mailing list,
Hong Kong Enterprise is your KEY to
business growth.

Call our hot line 2892-4888 now.






