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ARCTION EE-88 .
2. [ECONOMIC PERFORMANCE AND OUTLOOK. DESPITE SLUGGISH
INFO 0CT-88  ADS-08  AID-87  INR-18 EUR-12  SS-18 CIAE-00 INTERNATIONAL ECONOMIC CONDITIONS, THE HONG KONG ECONOMY
EA-12 H-81 NEA-B7  NSC-B1  NSAE-B0 LAB-B4  TRSE-08 DID BETTER THAN EXPECTED IN 1881, REAL GDP GROWTH WAS
A{T-02 OPIC-07 CEA-81  OMB-81 STR-13  SIL-B1  FRB-01 10 PERCENT LAST YEAR, WITH A 7.6 PERCENT REAL INCREASE
XHMB-04  |CAE-P8 SP-82 /184 W IN DOMESTIC EXPORTS. THE ECONOMY BEGAN TO SLOW DOWN IN
--------------- 144117 0214361 /43 THE SECOND HALF OF 1381 AND SHOWED SIGNS OF A RETURN TO
R B21189Z HAR 82 ITS TRADITIONAL EXPORT-LED GROWTH PATTERN IN THE BEGIN-
FH AMCONSUL HONG KONG NING OF 1982. THE TINANCIAL SECRETARY FORECAST SEVEN
TO SECSTATE WASHDC 9620 PERCENT REAL GROWTH IN HONG KONG’'S DOMESTIC EXPORTS IN
INFO AMEMBASSY BANGKOK 1982, WITH RE-EXPORTS UP 20 PERCENT. THIS ADDS UP TO AN

ELEVEN PERCENT REAL INCREASE IN TOTAL EXPORTS. BREMRIDGE

AMEMBASSY BEIJING
PREDICTED REAL GDP GROWTH IN 1982 OF EIGHT PERCENT. SINCE

RHEHBASSY BERN

KHEMBASSY BONN . THE EXPANSION OF HONG KONG’S LABOR FORCE BY IMMIGRATION
AMEMBASSY CANBERRA HAS NOW SUBSIDED, THE PER CAPITA OUTPUT OF EMPLOYED
"AMEMBASSY COLOHMBO LABOR IS EXPECTED TO REGISTER A GREATER INCREASE THIS
ANCONSUL GUANGZHOU YEAR THAN LAST YEAR. BREMRIDGE PREDICTED HONG KONG WILL
AMEMBASSY JAKARTA : ENJOY A LOW UNEMPLOYMENT RATE IN THE THREE TO 3.5
AMEMBASSY LONDON PERCENT RANGE DURING 1982. HE EXPECTS HONG KONG’S
AMEMBASSY KUALA LUMPUR : INFLATION RATE TO ABATE FROM 15 PERCENT IN 1381 TO 12
AMEMBASSY MANILA ; PERCENT IN 1982--A RESULT OF THE SLOW DOWN IN DOMESTIC
AMEMBASSY NEW DELHI ' CREDIT EXPANSION AND THE LEVELING OFF OF PROPERTY PRICES.
EMEMBASSY RANGOON -

AKEMBASSY ROME 3. THE PERFORMANCE AND OUTLOOK OF THE HONG KONG ECONOHY
AMEMBASSY SEOUL CAN BE SUMMARIZED AS FOLLOWS:

AMCONSUL SHANGHAI

AKEMBASSY SINGAPORE - ESTIMATES AND FORECAST OF

AMCONSUL SYDNEY - HONG KONG’S KEY ECONOMIC INDICATORS

AIT TAIPEI - FOR 1981 AND 1382

AMEHBASSY TOKYO -

AMCONSUL ZURICH 1881 1982
USDOT WASHDC GROWTH RATE OF: (ESTIHATE) (FORECAST)
UNCLAS SECTION 81 OF B3 HONG KONG 83121 GROSS DOMESTIC PRODUCT  PLUS 18 PERCENT  PLUS & PERCENT

E.0. 12065: N/A

TAGS: EFIN, ETRD, HK ' /
SUBJECT: TWO CHEERS FOR HONG KONG’S FY82/83 BUDGET. I ' -

- <<' / (t:,(—/a-h-‘
REF: (o) HOMG KONG 1838, (B) HONG KONG A-88 \ £

1. SUMMARY: IN HIS MAIDEN BUDGET SPEECH, HONG KONG’S
NEW FINANCIAL SECRETARY, JOHN BREMRIDGE, PORTRAYED A
CHEERFUL OUTLOOK FOR THE HONG KONG ECONOMY WITH HEALTHY
OVERALL GROWTH AND POPULAR TAX CONCESSIONS. HE PREDICTED
THE HONG KONG ECONOMY WILL CONTINUE ITS STRONG GROWTH
TREND IN 1982 AND REGISTER EIGHT PERCENT REAL GROWTH IN
GROSS DOMESTIC PRODUCT (GDP). PUBLIC EXPENDITURES

(OVER 24 PERCENT OF GDP IN 1982) WILL CONTINUE TO OUT-
STRIP OVERALL ECONCMIC EXPANSION. THE FINANCIAL SECRE-
TARY PROVIDED A REAL BOOST TO HONG KONG'S POSITION AS AN
INTERKATIONAL FINANCIAL CENTER (SEE REFERENCES). HE
ABOL ISKED ALL INTEREST WITHHOLDING TAX ON FOREIGN
CURRENCY DEFOSITS AND REDUCED THE INTEREST TAX ON HONG
KCNG DOLLAR DEPOSITS. EVEN WITH GENEROUS TAX CONCES-
SIONS, THE HONG KONG GOVERNMENT (KKG) WILL CONTINUE TO
ENJOY A FISCAL SURPLUS OF U.S. DOLLAR 390 MILLION
(HKS2.3 BILLION WITH AN EXCHANGE RATE AT USS1.00 EQUALS
HKS5.9 ON FEERUARY 24, 1982).

COHMENT: OVERALL, HONG KONG REACTED WITH CHEERS FOR
BREMRIDGE’S FIRST BUDGET MESSAGE, WHICH SHOWED SOME
CONCERN FOR THE PLIGHT OF THE COMMON MAN. WITH THE NEW
TAX CHANGES, WE EXPECT HONG KONG'S ROLE AS A FUNDING .
CENTER FOR INTERNATIONAL FINANCE T0 EXPAND, PARTICULARLY
VIS-A-VIS SINGAPORE. THE ONE MAJOR CONCERN WITH THE
BUDGET, HOWEVER, IS THAT HONG KONG'E LARCE GOVERNMENT
SKARE OF GOP MAY LIMIT THE ECOHOMY'S ABILITY TO RESPON

T0 EXTERNAL ECONOMIC CHALLENGES., END SUMMARY
UNCLASSIFIED
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INFO AMEMBASSY BANGKOK
AMEMBASSY BEIJING
AHEMBEASSY BERN
AMEMBASSY BONN
AMEMBASSY CANBERRA
AMEMBASSY COLOMBO
AMCONSUL™ GUANGZHOU
AHEHMBASSY JAKARTA
AMEMBASSY LONDON
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TRADE:
- DOMESTIC EXPORTS

= RE-EXPORTS

= IHPORTS

= NET EXPORTS OF

= SERVICES
INFLATION

= HEASURED BY CON-

=  SUMER PRICE

= IKDEX

~ MEASURED BY GDP

= DEFLATOR

4. THE FY82/83 BUDGET.
INDUSTRIALISTS, BANKERS AMD WAGE EARNERS WILL ALL BENEFIT
FROM THE PROPOSED U.S. DOLLAR 232 MILLION (HK$1.3
BILLION) TAX CUTS. IN AN EFFORT TO STIMULATE LOCAL
INDUSTRIAL INVESTMENT, THE HKG RAISED THE INITIAL TAX
DEPRECIATICN ALLOWANCE FOR EQUIPMENT FROM 35 TO 55 PER-
CERT. THE GOVERNMENT WILL ALSO CALCULATE THE INDUSTRIAL
BUILDINGS TAX DEPRECIATION ALLOWANCE BY REFERENCE TO

THE PURCHASE PRICE RATHER THAN THE CONSTRUCTIOHN COST,
THE HKG INCREASED THE PERSONAL TAX EXEMPTION ALLOWANCE
FROM KK315,000 TO HK120,500 FOR A SINGLE PERSON, AND
FROM HK$3D,000 TO HK341,000 FOR MARRIED COUPLES
EFFECTIVE FEBRUARY 25, 1982, THE HKG ABOLISHED ALL WITH-
HOLDING INTEREST TAX ON FOREIGN CURRENCY DEPOSITS. AT
THE SAME TIME, THE GOVERNMENT REDUCED THE INTEREST TAX
ON HONG KONG DOLLAR DEPOSITS FROM 15 TO 10 PERCENT.

PLUS 7.6 PERCENT PLUS 7 PERCENT
PLUS 28 PERCENT ' PLUS 28 PERCENT

PLUS 11 PERCENT  PLUS 12 PERCENT

PLUS 4 PERCENT PLUS 5 PERCENT

PLUS 15 PERCENT  PLUS 12 PERCENT

PLUS 18 PERCENT PLUS 9 PERCENT
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THESE MEASURES WILL FOSTER HONG KONG'S ROLE AS AN INTER-
NATIONAL FINANCIAL CENTER AND WILL ENABLE HONG KONG TO
COMPETE MORE SUCCESSFULLY WITH SINGAPORE TO LURE FOREIGN
CURRENCY DEPOSITS.

5. EVEN WITH THE TAX CUTS, THE GOVERNMENT’S TOTAL
REVENUE FOR FY82/83 IS ESTIMATED AT U.S. DOLLAR 6.4
BILLION (HK337.8 BFLLION). OVER 31 PERCENT OF THE
HKG’S REVENUE WILL COME FROM LAND SALES. LAND PRO-
DUCTION IS A TOP BUDGET PRIORITY, NOT ONLY BECAUSE

LAND SALES GENERATE SUBSTANTIAL INCOME, BUT ALSO
BECAUSE LAND 1S THE SCARCEST RESOURCE IN HONG KONG.
OTHER RECURRENT REVENUE (MAINLY INDIRECT TAXES) AND
PROFIT TAX WILL CONTRIBUTE 24.3 PERCENT AND 21.3,
RESPECTIVELY, TO THE HKG'S INCOME IN FY32/83

6. GOVERNMENT EXPENDITURE ESTIMATES TOTAL U.S. DOLLAR
SIX BILLION (HK$35.5 BILLION). PUBLIC EXPENDITURES ARE
EXPECTED TO INCREASE BY 18.7 PERCENT, IN REAL TERMS OR
22 PERCENT IN MONEY TERMS. THIS MEANS THAT THE PUBLIC
SECTOR WILL GROW AT A FASTER PACE THAN THE ECONOMY
(EIGHT PERCENT IN REAL TERMS) AND WILL ACCOUNT FOR AN
INCREASINGLY LARGER SHARE OF GDP. SOCIAL AND COMMUNITY
SERVICES EXPENSES, WHICH DRAW THE LION'S SHARE OF
GOVERNHMENT EXPENSES, WILL ACCOUNT FOR 39.2 PERCENT AND
27.4 PERCENT, RESPECTIVELY, OF TOTAL PUBLIC EXPENDITURE
IN FY82/83. IN THE OPENING SESSION OF HONG KONG’S
LEGISLATIVE COUNCIL LAST OCTOBER, GOVERNOR MACLEHOSE
STRESSED THE GOVERNMENT’S INITIATIVES TO IMPROVE SOCIAL
SECURITY, EXPAND MEDICAL SERVICES AND PROVIDE MORE PUBLIC
HOUSING. PUBLIC SPENDING WILL KEEP RISING WITH THESE
UNDERLYING COMMITHENTS.

UNCLASSIFIED
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AMEMBASSY JAKARTA

AHEMBASSY LONDON

AMEMBASSY KUALA LUMPUR

AMEMBASSY MANILA

AMEMBASSY NEW DELHI

AMEMBASSY RANGOON

AMEMBASSY ROME

AHMEMBASSY SEOUL

AMCONSUL SHANGHAI .

AMEMBASSY $INGAPORE

AMCONSUL SYDNEY
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7. DESPITE THE RAPID EXPANSION IN PUBLIC EXPENDITURE,
THE HKG HAS NO DIFFICULTY BALANCING ITS BUDGET, AFTER
ALLOWING U.S. DOLLAR 1.9 BILLION (HKS11 BILLION) FOR A
NEWLY ESTABLISHED CAPITAL WORKS RESERVE FUND, THE HKG
STILL ENVISAGES A U.S. DOLLAR 338 MILLION (HKS2.3
BILLIOK) SURPLUS FOR FY32/83. ON APRIL 1, 1882, HONG
KONG'S FREE FISCAL RESERVES 'WILL STAND AT ABOUT U.S.
DOLLAR 2.8 BILLION (HK$16.S BILLION), AFTER REDUCTION
FOR THOSE RESERVES KEPT FOR THE GOVERNMENT'S CONTINGENT
LIABILITIES.

8. COMMENT.

(A) HONG KONG'S ECONOMIC OUTLOOK IS HEALTHY. THE
GOVERNMENT’S INCREASINGLY LARGER SIZE, HOWEVER, POSES
A POTENTIAL PROBLEM. HONG KONG'S PUBLIC SECTOR, WHICH
ACCOUNTS FOR 24 PERCENT CF GDP, IS VERY LARGE BY WORLD
STANDARDS. AT PRESENT, HONG KCNG CAN EASILY MEET IN-
CREASED EXPENDITURES AND STILL ACHIEVE A HANDSOME SUR-
PLUS. HOWEVER, THE RAPID GROWTH OF THE PUBLIC SECTOR
WILL REDUCE THE HONG KONG ECONOMY'S FLEXIBILITY IN THE
LONG RUN. PUBLIC EXPENDITURE, WHICH LEADS TO DOMESTIC
DEMAND EXPANSION, WILL ADVERSELY AFFECT HONG KONG'S
BALANCE OF PAYMENTS DUE TO THE INCREASED DEMAND FOR
IMPORTS. MACRO-ECONOMIC RESTRAINTS DO NOT ALLOW THE
ECONOMY UNLIMITED EXPANSION IN THE PUBLIC SECTOR IF
HONG KONG WANTS TO MAINTAIN ITS EXPORT COMPETITIVENESS
AND CURRENCY STABILITY,

(B) THE ABOLISHMENT OF THE WITHHOLDING TAX ON INTEREST
ON FOREIGN CURRENCY DEPOSITS WILL ENHANCE HONG KONG'S
POSITION AS AN INTERNATIONAL FINANCIAL CENTER. HONG
KONG CAN EXPECT TO GAIN FUNDING BUSINESS, PARTICULARLY
FROM SINGAPORE. ONE KNOWLEDGEABLE SOURCE ESTIMATED THAT
IN SIX MONTHS SINGAPORE MAY LOOSE 28 PERCENT OF ITS
PRESENT FUNDING TO HONG KONG. HE CHARACTERIZED THE

LI
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ELIMINATION OF THE TAX ON FOREIGN CURRENCY INTEREST AS
THE GREATEST BOOST TO HONG KONG'S INTERNATIONAL FINANCIAL
STANDING SINCE THE INITIAL LIFTING OF THE MORATORIUM ON
BANK LICENSES. HOWEVER, AS A RESULT OF SUCH DEVELOPMENTS,
HONG KONG MONETARY AFFAIRS (SUCH AS LOCAL INTEREST RATES,
AND THE HONG KONG DOLLAR’S EXCHANGE VALUE) WILL BE MORE
VULNERABLE [N THE FUTURE TO CHANGES IN ECONOMIC CONDITIONS
OUTSIDE KONG KONG. LEVIN

UNCLASSIFIED
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Doubt on Colony's 'uture 1l
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But“&mtsU.K.Colony

To Remain IFree Port

By Frank Crune
Stagf Reporter of Tine Wans, Svaecer Jounnat,

HONG KONG - China has decided
apainst  extending * Britain's lease  over
most of Hong Kong when It explres fn 1997
and will “recover™ its soverelgnty over the
entire colony, according to usually well-in-
formed sources here and in Peking.

It is unclear exactly how China hopes to
exercise its sovercignty. Chinese leaders
have told British officials and visiting
Hong Kong businessmen that they intend
to -preserve the territory's prosperity,
keeping it as a free_port and a financial
and commercial center.

China's paramount leader, Vice Chair-
man Deng Xiaoping, has repeatedly said
that Hong Kong investors should *'sct their
hearts al ease.” But investors and other
residents Hong Kon aiting for a
more_explicit explamation from the Chinese
govermment as (0 just how Hong Kong's
prosperity can be maintained and what

roJe_the British will play.
Time 15 APy Tumhing out. Already,

the Hong Kong government has had o
pledge to guarantee all of the colony's
Home Ownership Scheme mortgages ex-
tending beyond the expiration of the lease
on July 1, 1997-less than 15 years [rom
now. So far, private banks have gone along
with this, because they perceive the risk
as minimal. But the risk is likely to in-
crease as time goes on without a resolution
of the problem of Hong Kong's future.

“The name of the game in Hong Kong is
confidence,” said Jimmy McGregor, direc-
tor of the Hong Kong General Chamber of
Commerce. “Businessmen worry all the
time and big investment decislons need se-
curity. If confidence is to be maintained,
there Is a degree of urgency (to resolution
of the Hong Kong question).”

According to Mr. McGregor, the sense
of urgency is dictated by the fact that
“we've moved into the 15-year critical pe-
riod” and “financial instruments are nor-
mally delineated in 15-year terms.”

Mr. McGregor and others agree thal
“the confidence level is very high right
now.” But, he warned, this can change
rapidly and can become “like a run on the

' ""'l'ﬁ‘e' Cninese privately have told impor-
i tant British visitors that China's sover-
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Prime Minister Mavgaret Thatcher is
scheduled to visit Peking and Houg Kong
in September and, at that time, the matter
of Hong Koug's future will be an important
item on the agenda. No one expects an
agreement to be reached at that time, but
if the two sides can agree, say, to set up a
joint committee to study the matter, it
wonld be widely regarded as a positive
step.

In London, Foreign Office spokesmen
say they don’t consider reports of China's
intentions lo regain sovereignty as any-
thing particularly new. Newspapers there,
however, ran reports suggesting China was
making an carly attempt to stake out its
Hong Kong negotiating position prior lo
Mrs. Thatcher's visit.

The Foreign Office declined to com-
ment on the future of the lease, but British
officials_said _the Chinese have assurcd
thesnthat whateyer is_decided. (he nature
of Hong Kong_will_he_preserved,

One source close to the Chinese govern-
ment explained that China's leaders cannot

China Hints of Hong Kong Takeover

agree o an extenslon of the lease because
“they don't want to go down In history as
traltors, just like Ching Dynasty officials.”
Another said, “Bven African and Aslan
(-luuutrivs will look down on us if we do
that,” ¢ g =

On the other hand, the Chinese govern-
ment doesn’t veally want' to Incorporate

. Hong Kong Into the People's Republic be-

canse It dertves tremendous benefits from
the British-administered - territory. - Hong
Kong accounts fer between 30% and 40% of
China's annual forelgn exchange earnings.
China also benefits substantially from
Hong Kong's (inancial services, its Interna-
tional contacts and its skills in designing,
styling, promoling and marketing of Chi-
nese goods.

E s0 often, the suggestion is made
that ﬁﬁimmm} a5_a_sprrtal

: with Brifish =

there cannot be a mercenary British ad-
ministration,” one British official source
said. “'Britain won't be politically humili-
aled,” asserted Mr. McGregor, a former
Hong Kong government official, ‘‘They
would sooner pull out.

“The problem, therefore, is to devise a -

formula that will save the political face of
both China and Britain. Richard Lee, a
prominent businessman with close ties to
the mainland, has suggested that Hong
Kong could become an “independent spe-
cial zone" under the Chinese flag and that
the Hong Kong government could be re-
placed by a *‘governing committee,” with
a rotating chairman. He suggests that a
Chinese can serve as chairman for, say,
three years and be succeeded by a British
chairman for the next three years.

Actually, a draft of the new Chinese
constitution, wich—is—expected—to— be
adopted later this year, provides for the
setting up of “special administrative re-
glons,” which cairmave theirownsoctoeco-
nomic and legal systems. The provision
wag_meant to apply to Taiwan Bu{ there is

"":Modificalions may be possible but

_ then it will no longer be hard.”

Delays Awrport Dectsion
Speclal to Vs WALL Sy Jounnag,

NONG KONG=Gavernment officials.
are delaying a decision whether (o bulld
a4 new alrport, currently estimated to
cost $6.8 billion, even though the British
colony's current facility is badly con- |
gested. . i

othicials swd they were being cau-
tious hecause of the ‘great cost, But
some bankers and businessmen believe
the government also wants to delay the

_decision until Hong Kong's future slulus{
with China is more clear. Britain's leasa
on much of the colony's territory cx-
pires in less than 15 years.

Some financlal observers belicve the
government, as well as commercial
banks, would be reluctant to invest so
much money In a project that wouldn't
begin to pay for itself béfore the status
of Hong Kong changes.

some. speculation that the provision_ay
a L 2

Though there are likely to be changes in
the way Hong Kong is run after 1997, ai
British source said, they cannot be so dras-
tic as to undercut Hong Kong's usefulness

to China. AJey question is the currency |ii:
that will circulate in Hong Kong al(ér
1997, -
‘A hard currency is necessary for Hong:::
Kong and China,” he said. “It is important:i
that it not be perceived as another form o
renminbi (the Chinese currency), becaust

~ Maintaining the cconomic status quo istiii
the wish not only of China but also of the::l
vast majority of Hong Kong residents. "It iiii
is not that Hong Kong people support colo- il
nlalism or like the British, they don't,"”

said Mr. McGregor of the Hong Kong |iiii

Chamber of Commerce. “But they are:
pragmatists, so they prefer the continua-
:i(m of the status quo, economically speak-
ng."

“It is a nettle that has to be grasped,”
said Mr. McGregor, “and actually it’s not
a very prickly onc. Deng Xiaoping has
shown himself capable of tackling a lot of
prickly issues. He Is a statesman rather
than a politician.”
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ria, and part of the Kowloon Peninsula on
the Chinese mainland were ceded in perpe-
tuity to Britain by China. The New Territo-
ries,” which make up the bulk of Hong
Kong, will revert to China under the terms
of a 99-year lease signed in 1898.

There have been recent indications
from United Kingdom sources that London
may be willing to acknowledge Chinese

sovereignty over all of Hong Kong. In fact, |

one possibility is for Britain to openly re-

epli posmon that
were une pon
weakened Ching Dynasty by Imperial Bnt
ain.

In_return, according to this scenario,
the, Chijese wi st admin-
istwhﬂﬁ?w%nﬂ?. Such
an agreement would remove 997 dead-
line, whick is hanging over Hong Kong like
the sword of Damocles.

Britain's recent war with Argentina
over the Falklands inevitably raises specu-
lation that London might also resort to
arms to retain control of Hong Kong. But
the two situations aren’t parallel. For one
thing, the population of the Falklands is
entirely of British stock, while Hong Kong
is 99% Chinese.

Another factor is that 90% of the col-
ony's territory is scheduled {g revert.to
China under the terms of Britain's lease,
which would Teave a rump colony with no
airport, no agricultural land and virtually
no industries. Moreover, Hong Kong is de-
pendent on China for food and water,

A formula under which Britain con-
ceded China’s sovereignty over Hong Kong
and Kowloon could enable the British to
continue their administration of the whole
territory.

Undoubtedly, both the British and the

-| Chinese have considered various formulas

that might be used to enable China to
claim that it has regained sovercignty over
Hong Kong and for the British to continue

: runmng it. But neither country appears to
have formulated its bottom-line position.
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from his instructions by successfully demanding both a treaty and an island, thus securing
Hong Kong. In addition, five Chinese ports including Guangzhou were opened for trade.
The commercial treaty was embodies in the supplementary Treaty of Humen (Bogue),
October, 1843, by which the Chinese were allowed free access to Hong Kong Island for
trading purposes.

Lease of New Territories

The Second Anglo-Chinese War (1856-8) arose out of disputes over the interpretation of
the earlier treaties and over the boarding of a British lorcha, the Arrow, by Chinese in
search of suspected pirates. The Treaty of Tianjin (Tientsin), 1858, which ended the war,
gave the British the privilege of diplomatic representation in China. The first British envoy,
Sir Frederick Bruce, who had been the first Colonial Secretary in Hong Kong, was fired on
at Dagu (Taku) Bar on his way to Peking to present his credentials, and hostilities were
renewed from 1859-60.

The troops serving on this second expedition camped on Kowloon Peninsula, as the
territory’s earliest photographs show. Finding it healthy, they wished to retain it as a
military cantonment, with the result that Sir Harry Parkes, Consul at Guangzhou, secured
from the Viceroy the perpetual lease of the peninsula as far as Boundary Street, including
Stonecutters Island. The Convention of Peking, 1860, which ended the hostilities, provided
for its outright cession.

Other European countries and Japan subsequently demanded concessions from China,
particularly after Germany, France and Russia rescued China from the worst consequences
of its defeat by Japan in 1895. In the ensuing tension, Britain felt that efficient defence of
Hong Kong harbour demanded control of the land around it.

By the Convention of Peking on June 9, 1898, the New Territories — comprising the area
north of Kowloon up to the Shum Chun River, and 235 islands — was leased for 99 years.
The move was directed against France and Russia, not against China whose warships
were allowed to use the wharf at Kowloon City. There, Chinese authority was permitted to
continue ‘except insofar as may be inconsistent with the military requirements for the
defence of Hong Kong’. However, an Order in Council of December 27, 1898, revoked this
clause and the British unilaterally took over Kowloon City. Some desultory opposition
when the British took over the New Territories in March, 1899, soon disappeared. The area
~ was declared part of the colony but was administered separately from the urban area.

Initial Growth
The new colony did not go well as first. It attracted unruly elements, while fever and
typhoons threatened life and property. Crime was rife. The Chinese influx was unexpected
because it was not anticipated they would choose to live under a foreign flag. The
population rose from 32 983 (31 463 Chinese) in 1851, to 878 947 (859 425 Chinese) in 1931.

The Chinese asked only to be left alone and thrived under a liberal British colonial rule.
Hong Kong became a centre of Chinese emigration and trade with Chinese communities
abroad. Ocean-going shipping using the port increased from 2 889 ships in 1860, to 23 881
in 1939. The dominance of the China trade forced Hong Kong to conform to Chinese usage
and to adopt the silver dollar as the currency unit in 1862. In 1935, when China went off
silver, Hong Kong had to follow suit with an equivalent ‘managed’ dollar.

Hong Kong's administration followed the normal Crown colony pattern, with a
governor nominated by Whitehall and nominated Executive and Legislative Councils with
official majorities. The first unofficial members of the Legislative Council were nominated
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OVERVIEW

A game of loss
of face versus
loss of nexrve

“For the time being, we continue 10 prosper.

“Don’t Jose your nerve.”
— Sir Murray MacLehose

leaves behind a Bntish Dependent Territory more

prosperous than ever but which is still caught in a political
web spun by the quirks of history. It will be a difficult task for his
successor, Sir Edward Youde, to ensure that Hongkong main-
tains growth with stability: the economy is subject to va ares in
its overseas markets while the local people badly need a com-
mon cause in order to live with the political uncertainty which
hangs over them. The New Territones (NT) lease has only 15
years 1o run. But Youde will be assisted by two tried and iested
advocates of “positive non-interventionism™ in economic man-
agement, Chief Secretary Sir Philip Hsddon-Cave and Financial
Secretary John Bremridge.

For his part, the new governor (an old China hand) will be
much called upon, at least by the local population, 10 untangle
the problem of the NT lease. After 140 years of British rule,
Hongkong now has at Jeast 5.2 million people who know they
are much better off, politically and economically, than their
brothers across the border. One can hardly blame them if they
do not want to be governed by Peking as that prospect, from the
present perspective, would mean a change of life-style. ‘

The scheduled visit of British Prime Minister Margaret
Thatcher to Peking in September will be the next focal point of
1997 concern. It is very unlikely that the lease question will be
resolved during her talks with Chinese leaders, according to
British Deputy Foreign Secretary Humphrey Atkins who sug-
gested, after a visit to Peking in January, that “another step for-
ward” will be taken.

What would constitute such a step?.A definite date for starting
ncgotiations, which would allow all three parties concerned to
prepare their briefs? What would happen in the meantime to the
Hongkong economy, its stockmarket, property developers and
banks which have financed their projects? Would heavy, long-
term infrastructure commitments by the Hongkong govcm-
ment — a new airport, massive new container port, urther ex-
tension of the Mass Transit Railway to Shatin new town — help
calm nerves? After all, the British Government has already gua-
ranteed a £918 million (US$1,732 million) loan to finance the
construction of a coal-fired power plant at Castle Peak in the
NT, the final repayment of which is due in 2002.

Would a British-Hongkong-China plan to build a nuclear
power plant in Guangdong province be sufficient proof of good-
will and honourable intentions towards Honghong? Will a prop-
osal by the China-led Mighty City consortium to develop a pri-
vate new town in the NT for 500,000 people — when approved
by the Hongkong Government — be far-reaching enough to
calm investors' fears? Why indeed would Chinese corporations
want 1o participate in such a long-term project when there are
just as many such developments being planned in the special

g fier 10 years, out-going Governor Sir Murray MacLehose
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" of straws 1o chew on. There have been

“mewsagency report Trom Peking in Janu-
. ary quoted ar unnamed senior official as
saying that China would mz=Ke proposals

H

ey

<3t

economic  zope (SEZ) of Shcnzhcn"
There are no simple answers but plenty

rumours from Peking of a special 30-year |
friendship treaty between Britain and Chi-

na which could provide another platform
for discussions_on the Jease. A Reuter

k.

on the future of Hongk in good time
before 1997.7 When askcslfthcrc might
be a friendship xxcarﬁ the official replied:
“We are d:scussmg e qucsuon " He reit-
erated that an “appropriate” solution
would be found through “consultation.™
A 30-ycar timeframe for Hongkong 10
evolve into a special Chinese economic
and administrative zone is not too far-
fctched and need not necessarily be seen
ing time for nﬁ‘l:‘ahsts here. The
Bnn would not be selling out Hongkong
if they were commitied to helping the local
people readjust to a new 1d’cnt1ty The’
('hmcsc would not lose face by conceding
hat it would take that Jong for compa- -
tnots here to learn 1o live alongside a so-
cialist economy, thereby giving faint-

hearted capitalists time to establish roots -|

elsewhere.. In the meantime too, stayers
could help clean up the present ugly face
of capitalism” — a phrase used interest-
ingly by MacLehose (not Chinese offi-
cials) in reference to “excessive specula-
tion in feal estate and some socially dls-
ruptive transactions.”

ndeed, if China were to ‘extend to
Hongkong thé same terms Marshall Ye
Tianying (chairman of the Slandmg Com-
mittee of the National People’s Congress)
offcred 1o Taiwan last September — that it
be an autonomous special administrative
zonc retaining contiol of us armed forces
and socio-cconomic system, including its
way of life and economic/cultural relations
with foreign countries — the mutuality of

intcrests would be preserved. Ye also

PAR EASTEPN ECONDMIC REVIE W o NARCH 17 1882

cmd “Thcrc w1ll bc no cncroachmcnt on
the proprietary nghts and lawful right of
_inheritance over priv ate pro 1y, houses,
‘land and cmcrpmcs or on fc c:gn invest-
mcnts . . %
Hongko f in ordcr to” continue 10
rosper and not Jose its “nerve, needs 10
ave-its role in China’s modernisation de-
fined, beyond what enterprising compa-
Lriots are already acting out in Shenzhen.
Once such zn appropriate solution is writ-
ten out through consultation, Hongkong’s
survival, politically and cconomically, will
bein the hands of its own pcoplc. e

4 e » -

v T '..‘

acbchosc s advice fo businessmen -

— or was it a plea? — pot to Jose

their’ nerve stemmed from an
awareness thal asolution to the 1997 ques- -
“tion which would ‘best serve the interests
of Hongkong, China and Britain, can only
be reached if the tripartite rclahons}up 1s
not shaken by either-a collapse of the-
‘economy or social unrest in the de ndent
territory. Any sharp fall couid pre-
cipitate British or Chinese action which
would erode the’ mutuality of interests
which now exists’ — anc!jpo_nhnucs to
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Honglongs ‘continved prosperity last .
year resulied in an HKS$18.5 billion’
(US$3.19 billion) visible trade gap in Chi-’
na's favour — up from just under HKS8
_billion in 1977. MacLehose told a gather- ,
"ing of local accountants last November: .
““Enterprises with China must be based
on mutual trust rather than enforceable;
contract which makes for difficulties for
conscicntious lawyers and accountants.,
The more Honghong businessmen can in-'.
vestin China and share their experience of |
manufactufing, managing and marketing
with Chinese authorties, the healthier
will be Hongkong's role in Chma s moder-
“nisation programmé with .all the sngmﬁ-d
cancc this has for Hongkong’s future.” . .
.The mutual trust has been established”,
'by way of US$400 million worth of i mvcst-_!
ment in China's SEZs, most of it concen-,
Arated ‘in Shenzhen; 720 agreements on ;
projects have been signed, according 1o
the Peking Review, of which 548 are in op-
cration. The majority of these are for
three- to five-year terms, with an option.
for rencwal, but at least one — to develop
a 30 sq. km. new town in Shcnl_hcn —3:,
for 30 years. . ..
The cordiality of da to day rclanons.
between Hongkon éhmesc (compa-

triot) investors and representatives of
state-owned corporations in Shenzhen is
very evident. The Chinese represcntatives
take great’ pride in displaying foreign
equipment transplanted by Hongkong in- .
- vestors in the mushrooming factories in
Shenzhen, while the compatriots no,
longer hesitate to voice dissatisfaction
over bureaucratic processes or poor pro-
duction. Hongkong technicians posted in
Shenzhen to train and oversee produc-
tion may miss the mod-cons but are cheer-
ful about helping out. YAl least, I'm sav-
ing money while I'm here," a voung Hong-
kong supervisor in a milk factory said.

A year ago. the Federation of Hong-
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* sectors of Hon kblné‘?'inanuf@c;unng in-
dustry 1n 1982. [ 3§ compléménted in- | .
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Long Industries (FHKI) established its @

Horghong-China Industrial Cooperation
Committee to coordinate mutual inter-

ests. Industnalist Allen Lee, FHKI vice- §

chairman, told fhe REVIEW:. “We're
organising trips to China 1o se¢ what they
want and what we can do to help.” FHKI
will be lcading six such trips for specific’

its‘endcavours by fi¢ Hongkong General
Chamber of Commerce Chipa

hich focuses on trade? #aamyanly e di

‘Asked if the NT Jéase’is mentioned in |

Hongkong industriafists’ discissions with
the

time away,’ but now they undérstand that

HongkonginvestoTs are 1dokih€-for.'lbn‘g-‘ :

term prospects, not a quick b;:c
I T pe "% L repe !

== investors and their Chinese {riends ,

}B ut despite the fact that compatriot
.)arc now carrying on as if the only

problems involve manafcmem of produc-
tion and availability of skilled workers,

1997 is of concern+—and not only to inves- i
tors. “Poll on 1997 issue shows majority 3

snub-Chinese rule” stated a headline in a
college’ ncwsparcr last .December, -The
methodology o

students of the Baptist College communi-
cations department, may be open to ques-
tion but, on an issue as basic as this, it

would be petty to debate whether the sam- |

.2 million population.
2% of the 1,441 res
est for Hongkong to

glc was sufficiently representative of the

ndents said

Only
ﬁ returned to

it was

China when the lease runs out; 66% de-" §

sired no change in Hongkong's status after
1997; 11% said the territory should be
jointly managed by China and’ Britain;
another 11% suggested that” Hongkong:
becomes a SEZ; 55% said they would
leave Hongkong if China took the territo-
ry back; 33% said they would stay behind
and the rest were undecided. {No one sug-

. gested the Hongkong Chinese, should or. v
schresiperhaps it -

could run the enclave the

nobody dared). & - o

The students' poll will yery ikely be fol-

lowed by others sponsored by private
groups of concerned citizens. But even

within these groups, there is often bitter- §

dehate about the wisdom of publicising
the obvious and causing Chinese leaders.a
public loss of face.. Vg g T L
What if the Chinese lgaders_got an-
noved and decided that the compatriots
should be educated in socialist principles?
Then again, there are groups like the new-.
ly formed Hongkong Prospects Institute
headed by Prof. Lao Yung-wai, a reader
in philosophy at the Chinese University in
Shatin, which sincerely believe “there is a
necd to launch a non-violent social move-
ment to tell Peking that Hongkong people
v atto maintain the states quo in order to
¢ atinue 1o be useful to China.™ 1t will be
Y oude's task, then, to guide Hongkong's
aspirations towards 1997 in a diplo-
matic way. without causing loss of face for
China or loss of nerve among com-
patnots. ' 1]
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ymmittée §

incse, Lee ‘said: “Nobody knows' §
what's going 10 happen, buf I think the’§
Chinese have finally understood our prob-/ i |
Jem! They used lo say ‘1997-is still 4 Tong " {§ '|E

the. poll, conducted by. ,
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“A merican bankér Kent de M. Price
Ais a firm advocate of free competi-
tion in Hongkong. His cause is-not

as tautologous as it sounds: he feels the j

“structurally weak” domestic banking sys-
tem could do without the interest ratgre-
striction on deposits~ of " less . than
HK$500,000 (US$85,034) and that the big
local banks should encourage the develop-
ment of a commercial marketu. iz

The recent re-structuring of the banking
system — freeing deposits with banks of
more than HK$500,000 from the interest
rate agreement, the creation of a new tier
of deposit-taking companies (DTCs) — is
a “retrograde step,” said Price, Citibank’s
senior vice-president. “The interest rate
agreement does not pay small depositors
market value for their money. The local
banks with a large distributive network
want to protect their low-cost deposits and
are also not encouraging the deyelopment
of a commercial market because that
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would vitiate the interest rate agresig < -
“““It may be in the interest of some® 2 -
1o see that system perpctualcd,' ¥

said, “but I don’t think 1t’s'in the i

of the Hongkong economy.™ The it o - -3

rate agreement also encouraged, i

cline of the Hongkong dollar agifs.

whole basket of currencies (the loc:

rency’s effective exchange index fellae. ~~

lowest point [81.5] last ,Septemberges
- subsequently recovered as. the :ingss

rate differential moved in favour of

cal dollar to end the year at 85.9).. 2=
Depositors and large local banks. &=
claimed, were converting Hongkoni=="

. . . rpd
lars into sterling in order to enjoy th*

interest rate differential betw cen th
currencies. At the same 1ume, the b
kong dollar was declining so they
making capital gains on.the exchang
tem also. Such currency movements
bound to happen when_banks’ «d
rates were lower than the inflation
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(Thctc was an outflow of HKS8 billion as
against an inflow of HK$3 billion in for- |
cign-currency transactions last year.). "
. Theinterest: ratc agreement has encour-
aged a mis- allocatnon of rcsourccs “Peq- ¥
p e have been putting money intG the |

stock and property markets because, as f :

long as deposit rates were no more or. low-

er than the inflation rate, it made sense to
borrow all you oould and put it else- |

where,” Pnccsand o ‘__-,' ity 1

»”*

oreover, the dcposltor has subsi- :

dised the borrower, particularly

ocal industrialists, -for ‘'so lon
that when interest rates were .force
10 go up — the Hongkong Bank’s best i+
lending. rate reached an all time high ;
of 20% last October — manufacturers
were demanding ‘cheaper loans. “Cer-
tain banks have encouraged industrial-
ists to'use the overdraft facility to bor-
row money,” Price said. “That retards
rather 4han enhances domestic capital
formation. Industrialists should be
rowing on lerm-loan basis where they
are forced 1o pay back a certain amount
o moaey every vear because that turns
dcbt into cquity.. But when our indus-
trial customers ask why they should take
a term:loan from us at long-tcrm pricing
when they can get it on an overdraft basis

Y

o son

e
X%

h: L’:tlbaﬂjsPnce Manyara mnm/dated i

.

- o

R et
nol prudent to o finance their capital forma-

non on over-drafts. There has to be an

.
£

adequate infrastructurdl base and 1tal
market 'td" support economic
Hongkong achieves a nominal % annu~

al ;growth'in the 1980s; thc cconomy will
double every five vears.”

*Price cites the 918 million (U§$1 700
million) svadicated loan repayable over 20
vcars for a coal-fired power plant at Castle
Pcak signed last October as an example of
the weakness of the domestic financial sys-
tem. Citibank was involved in all five parts

from our competitors. we can only say it's

FAR LASTERN ECONCMIT RiVIEW @ MARTH 17 7357

of the loan, including two Hongkon g dol-
lar packages totalling HKS$1.25 bllhon

“*"Merchant banl.cr Geoffrey

£ ’.“
cchmqucs used to raise moncy
T!or huge projects are going to be-

“would have set the pncin

s \ 'R X Vs o
'L' Y'lil 2" u__“— e J
| RT3~
“ Parke shouldn't make 2 »2a1 it ans bes
cause thcy haven't the ut‘l‘ at s'ructure

that mskes such long-tcrm Joans pru-
dent,” Price said. Why didn't Exxon and
China Light and Power (the partners ig,
the Castle Peak é:vm)cct) 1ssue long-term,
bonds? They didn't because there's no,
market here in long-term bonds. Castle,

-Peak could | oply turn 10 2 handful of p1ay x

e15 to raise ‘the money it needed.” '
Bamctl

Banng Brothers Asia L{d added: Thel
cal capital marke{ may not be very 5o phuﬁ,

{ ticated, but it’s very large, very active an
very, free!. . Jt 'would, obviously’ assnst_ou” z.

business dcvclopmem effortsif companies,
“1ook a sophisticated view of their asset and,
liability structure because if they did, thcn)
“they could call upon a whole range "of fi-:
“nandial instruments which are mcal and.
drink to us as a meschant bank. e . 3

‘Irm m-'-ﬁ_,.é'-: 11
e

<

inadequate, Price argues, as more
_and more long-term projects are under--
taken in Hongkong such as future exten-,
sions to the ’Fransn Railway and an:

" airport 1o rcplacc Kaitak: Even so, things'
.| are changmg—slowly becausc of com-
Jpefition. =" -

i o
I A

Said Price: “On the Ca:llc Peak dcal
one of thelarge banks chose initially not to
be int, but there were others who stepped
up. Three or four vears ago that would,
have been xmpossﬂ)le. Only one_bank
and the .
customer oould cnhcr take 1t or lcave
[y

The compelmon has come from the en-
try of 47 full banks and 117 DTCs into
Hongkong since 1978. Total loans and ad-
vances provided in Hongkong by the 121
banks and 350 finandial institutions stood
at HK$175.7 billion at the end of 1981 —. .

i|.an increase of 216% since 1978.'Another

“financialinstrurnent, Certificates of De-"
fosns (CDs), has also proliferated. Hong--
ong dollarCDsoutslandmg in December
/1981 ‘amountedl 1o _HK$3.5 billion,¥ up
_from HK$1.9 billior ona ear ago.“!.)'}

3 e -

4~ The government’s decision 1o, replace-
1 the Exchange Banks Association with the
statutory Hongkong Association of Banks

(HKAB) in early 1981, followed by the’
creation of new licenced DTCs (merchant
banks) was a way of controlling future

_rapid expansion 6f credit creation. The in-

tense compcuhSn for Hongkon§ dollar™
deposits had resulted in banks forming
'DTC subsidiaries to get around the inter-
est rate 'agreement.. The three-tier struc-’
ture of "banks, 'licensed: and registered
DTCs will put'the wholesale money
market ‘business back in the hands of the
1 banks (whose activities are subject to clos-
er supervision by the authorities). In order
to allow DTCs which had been dealing in
the wholesale money market to continue
in business, the licenced DTC category
had to be created. This group will, togeth-
er with banks, be the only 1sttutions
which can take deposits of HK$500,000 or
more for three months or less at market
rates. The third category, registered
DTCs, - will be restricted to HKS$50-
500.000 deposits for three months or
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{ ie. The
rant 3 s

fist cight T)I(‘Y:;_'ﬁ :< 10 he
fer the new systum in February
went 1o Baring Brothers At a, Canadian
Eastern Finance, Jardine F}cmmg Klein-
wort Benson, Nomura International, Or-
ion Royal Pierson Heldring and West LB

Asia. The abolition of the interest rate |

agreement'on deposits with banks exceed-

ing HK$500,000 does not affect the com- ‘

ﬁcuuon between’ llccnoeq_ ‘DTCs 7and
an

. _ 5
2\._-;\ '.u).‘ls\"‘

; \3) ' gy yway. From our perspective,
whichweotd encure we didn't. The inter- | I'm<ace it orer S0%. " Howeser, ofoal
estrate zgice menthasheenerode 2 fer the i "d.é“‘s «F >w 1hat at the end of 1981 cav-
past three ycars anyway by the licenced | ings doposits umounted to 8% of iotal

bunks® ficedom to establish DTCs 1o 1ake
such deposits at market rates. The govern-
ment doesn’t want to scrap the interest
rate agreement just like that, but there’sa
clear trend of events mdncatmg‘it will fade
away 1o nought.”

Untilit does, however, the smalldcpos
itor will be dnsadvanlaged as interest on
“savings deposits remain at 10% “But in’

bank 4f'poms
ut while the debate continues as
to whether the government should

Bhavc waited 10 find out firstly,.
" | what proportion of Hongkong dollar:
deposits were in large $ums and, in addi- '
tion,-” their ' distribution ’ amonfcﬂl‘nnh 7

“and licensed DTCs, Financial

Said Bameit’, *We uscd {0 com- |

all ‘markets around the world Bamett

208 mth the DTC subsnanancs of banks! { 'said," “the big depositor ¢ cnjo s"more
less | ‘than, . 1% of our ~d¢p its “are’ in ﬂcﬁls than the small'one,

courage the igrowth of Hongkong asan in-
- "amount hnch are Jess than HK$500,000. § 11 is not known what propomonof 1ocal tcmanonal fnancial’ ccntrcrAs of Febru-* ]
We ‘confinue 1o’ compcle but’ wnh thc currcncy deposits with banks and DTCs | ary25, tax on’interest on forcxgn-cuncnq, ;',1
banks themselves.” ;. %« 2177

“Inever thought we WOmd havc thc m’;—

;"“Sup
¢ nopo1y on dcpos:ts for vcry long because

!

are in tranches of HK3500,000 or more.
p&smg it” was I5%," Bamcn said,
qung of

John Bremridge®in’ his’ first budget has‘*

be- introduced further liberalisafion’ 10° cn-
.%.

deposits with all banks, Jicénsed and regis- ;
{ tered DTCs was scrapped 'while tax on

Y, -

“the interest. ratc agrccmcnt is 2

What Sumr’como Trust doeéf f T

4‘ 9 .’J. 1ol 2, ‘

"“Japanese lndu'stry, itcando’;
for ;ndub try all over the world

PR

ol Y

Hongkong dollar deposits was reduced |
from 15% 1o 10% to discourage wide-*
spread swnchmg from the latter to thc
formcr., ‘t;",-.::_ ) L . “-"A.-A - r‘

These conéessions introduce ““a ncw

untried and somewhat untidy dxmcnsnon

to the’ wcll tested fiscal balance of our tax’
stem,” Bremridge said, ad8ing that “if .

f:,cy were unduly cxploucd we shall have -

1o ‘consider whether the loss 1o revenue "

(estimated at HK$400 million in 1982-83),

“is still justified, or whether we have begun -~ -
to pay too high a’ pncc for the economic | -
advantages gained.” A D
-|{ Pressure from HK AB on govemmcnl.
1 1o abolish the interest tax was strong and °
Bremridge eventually accepted the banks’:
argument that “we could afford the lossin .
[revenue] yields and that the ‘enhance-*
ment of Hongkong's position as an inter-?
national financial centre could well out{ -
weigh the fiscal Josses [which would] in
part be offset by increased proﬁts tax . '
yields from financial institutions.™ LA 4

q&&.oﬂm"umnﬁnﬂ&ndh‘t Samlm Trust, -ﬁdmmd
5 :» & blm..mud

R b R
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“Sumitome Trust, wrth as#ets of 338 4 bllhon is
e one of Japan's leading banks. For over half ; a .
"* century we havé ‘specialized in providing long-

_ and medium-term fmancmg for every key ©
sector of the domestic economy. We also =
offer a full range of international banklng -
services to customers wondwude :

For your financial needs in the.
' Orient, America or Europe .
contact the bank that’s at_

home both in Japan and ~ b, &
the world, Contact ¥ o
Sumuomp Trust.”, ~ "7

. B

<5 “~ Sumifomo Trust
& Banking Co,Ltd

ngspore Branch: Unit 116 15t Floor, UL.C. Buiiding. 5 Shenton Way, Singapore D105 Priane 2249055 Teles 20717 Insmationsd
. wnd Imematonat Finance Dept.: 3-1. Yersu £-chome. Chuo-ku. Tokyo, Japan Prone 03 276 3131 Tewex J2HE3) 02226040
et Nework: Lonaon bianch New York Branch, Los Angeles Agency, end rep exiiaiive o*tices 1n Frankfurt, Barvain snd
Drey Head Otfice: Ouse s Jzpan Subsidwry: 1he Sumitomo Trust Finance (H K. ) Limied

It remains to be seen if the abolmon of
tax on foreign-currency deposits will ena-
ble Hongkong to catch up with Sin re
as the regional funding centre for ogs ore-
| Joans, mostly in US dollars. As of De-
cember 1981, banks and DTCs' foreign-
| currency claims on banks outside Hong-
| kong amounted 16 the” e_qmvalcnt of
174.5 ‘billion,” while "thosé on"non-
bank'‘customers were at the € mvalem of =
"HKS$7. gbln,on.n: ff?u.u"hﬁ“ { “;:l:)- ,‘- o
“*In the 'm€antime; the’ wrangl ng ‘con-
tmucs within HKAB for a freer oompeu-
tive banking system.” “There’ are few
members of the association who are able
1to spcak up,” said Price. “Many are intim- .
idated — they're worried that if they take
maverick positions there might be pres-
sure brought on them, which they are not
willing to face. At thé meetings I've been
to, I've talked to people privately and thcy
tell me the agree with evcrvthmg we're
saying but t{ccy don't feel thcy reina pos:
tion to say it themselves. ) .
“We've suggested the setlmg up of sub-
committees to discuss the clearing and for-
eign-exchange scttlement system and to
review the interest rate acrccmcn‘f before
they are set in stone,” Price said. “The
HKAB [chaired by the Hongkong and
Shanghai Bink] suid there was no legal
structure for the sub-committee system to
be set up so. until that is modified, there
can’t be sub-committees. Meanwhile,
changes have been implemented. so we're
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stuck with them for a while.™ 1]
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hc govemment's economic phl]oso-
hy of positive non-interventionism-
1s under heavy attack from local in-~
dustrialists burdened with rising produc-
tiom costs and heavy interest rates. Their,
cries for help — for cheaper land and fi- g
nancing — ave not moved the | govern-
.ment. “The trick,” said former financial
and now, Chief Sccr:.tary Sir Philip Had-
don-Cave, “is to avoid being unnerved by’
‘short-term difficulties for which market
forces would prOVIde the best soluhon in
“the course of time.” “¥
But as faras mdustnahsts are concerned
articularly 'textile manufacturers —
d iculties causcd by high land prices and
interest _rates” are far from short-term.
Moreovér, these cost problems are occur-
ring at & time when there is an urgent need
to move into higher value products in
order to stay ahead of competition from
Taiwan, South Korea and Singapore.
The Federation of Hongkong rndustnes
(FHKI) paints a bleak picture: “~The pain-
ful ecoromic burden of exorbitant land
prices kas pused a serious deterrent to in-
dustric! investment and expansion. lead-
inz to the outflow of capital to neighbour- |

FARLLIEN LTI I DAL (N o MaF -2

ing [high] bank lending rates have made it
- very difficult; if not impossible, for manu- |~
_facturers to_make long-term investment
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ing counines with mucl; chcaper land and
moré attractivé lease terms - .- Fluctuat-

N

‘and re- mvestment plans for} new indus-
_tries using high lcvcl technology and so-
phnstlcatlon.__ it T

What 1s more, argued FHK] chanrman'
Tang Hsien<chin, the entreprencurial
gmt had been sa ped by the more profit-
able ropcrty and stockmarkets in 1979-
mld — speculative activities that have
[ fallen off smce ‘last October. The lack of
' confidence fn the prospects and profitabil-
ity of the mdpufactunng sectok‘ ang said,’
could be fafal. ==L 358 L3l

Manufacfirers”; claims - of no suppon
from the’ govcmrqcnt seems justified in
one gamcular area: & much-needed mo-
rale booster, which the government could
— but has §¢t to — provide is an industrial
exhibition facility. The government’s ef-
forts in this direction consist of a half-
hearted search for — of all thmg< — suita-
ble land.

However,

B:em

Finmcial Sccrctary John
has conceded that industry

ridpe

Zis e em =
needed incentives (owards investing in
new eqmpmcnt even as he re-affirmed °
_the government’s stand that “businesses
 either sink or swim as they adapt to chang-

ing competitive conditions.” In his 1982-
83 Budget Speech in February, Bremridge
offered higher initial deprecxauon rates of
55% on plant and machinery — up from
35%, but less than the 100% write-off in-

higher industria! buildings allowance for

-u..,-

cessions “satisfying™ but will no doubt

ventionism by government to help them
stave off the pressures of costs and foreign
competition while they move upstfeam.
They feel their problems merit special
consideration because manufacturing is
Hongkong's ecdnomic base, employing
40% . of the workforce or more than
900,000 people. Their regular warnings of
the undesirable social effects of unem-

youth riots in Britain last year. -

liance on the ability of manufacturers and
the workforce to adapt to changing de-
mands as outdated. Whercas wig-makers
"were able to switch to watch-production
six years ago, there is little else they can
turn to now when the demand for a partic-
ular line of watches falls off. “They can’t
evenswitch to maeking hand-held electron-

ic games bec: use there are too many peo-
51

dustrialists had sought. He also allowed a -

those who movedi mto new factory premls .

ndustnahsts found these new con- .

continue to press for positive inter-

_ploymcnt have been’ underscored by

Industrialists see the government’ s re-
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Alen Lee, FHEIs vicechzizmen,

Trade figuies support claims that the

toy industry, the world’s biggest, is be-
coming overcrowded. Honghong export-
cd HK$7.3 billion (US$1.24 billion) worth
of toys last year — a 46% increase, over-
taking waiches which used 1o be these: .

cond-largest category of exports in dollar J sg._
| b
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1T~ alk_n.unx"',.’s" ¢ vt
i socleomen, 1is no ggger cosy or a
small erty cprencur withlitilé capital 10 set
up a toy factury because of the high cost of
labour, land and plastics, -~ *
Industrialists’ csixécxf?y or inability to
move up-market in a big way is evident
from the 50% vacancy rate in the Taipoin-
dustrial estate, where Jand—at H

. m: == is the ¢heapest in’ Hongkong.

anufacturers and labour groups are
nited in their attack on the gov-.
ernment’s economic philosophy of pos-~
itive non-interventionism. Both arties
feel industry needs government's help,
(cheaper 1and, Joans and utility rates) to
stay in business and avoid Jarge-scale re-
dundancies which will have a knock-on ]
effect on social stability. But there their
united line ends. Vrs =
When a factory actuzlly” shuts,
workers seldom accept their fate quietly |
because the employer is usually selling
_up to enter the property market. More;
over, new jobs — if available *— are.
often located far away in the new towns. 7
But a lot of the militancy of laid-off
workers these days is the result -of
stepped-up efforts of labour pressure
groups like the Christian Industrial
Committee (CIC) to educate workers on
their rights and 1o fight for protective
Jegislation:~ . -, -ctFc AT o
'hile manufacturers do not dispute
the need 10 improve industrial safety and
working conditions, they are worried
that labour's expectations of other be-
nefits (such as higher compensation
_rates, insurance . and 1etirement
-schemes) are rising faster than employ-
ers can afford. “Obviously our benefits
are not as great as those in developed
countries,” said industrialist and Je-
“gislative councillor Allen Lee, “But
look at the countries we're competin
with — Singapore, Taiwan and Sout
_Korea. We're in line with their legisla--
tion: and “our productioncosts - are

.

hi her." > = '~i?{'.'».-‘.,':'_'.;"’_.‘f -:‘-ﬁ &~
e Federation of l;longkog%1 Indus::
tries’ executive director, Cecil Chan, has

warned against the “stifling of the eco-
nomic vigour of industry™ by labour and 1
environmental legislation raising the lev-
‘els of workers’ compensation and widen-
ing its applicability and introducing .
stringent pollution controls. “A sensible
_ balance must be struck between what is-
“desirable and what is economically at-
tainable,” he said. “The flexibility which
“industry used to enjoy — an important
element — has been gradually eroded by
overburdensome legislation.”

Lee says that the lJabour-management
relationship in Hongkong has changed
dramatically in the past six ycars and not
for the better either. “The CIC is there
to prod goverament and industn —
that’s good. But I wish they'd try and un-
derstand our difficulties just as we are
wrying 1o understand labour’s problems.

!
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1 out its problems. A statement by Am-
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“more worker bénefits, "3y TE LG T
“ Lee's factory, Ampex Ferrotec, came 1
out relatively unscathed last Aggusl

when 100 workers had 10 be laid off “to
reduce costs and strengthen competi-
tiveness in the market.” Part of the cost-
effective exercise included 2 move 10 2
new factory in Canton. There, produc-
tion costs were one-third those’in Hong-
kong: laid-off workers were offered
‘compensation in line with labour legisla-
tion but they demanded some 250%
more in severance and outstanding holi-

day pay and bonuses. Eventually, Am-{’

pex and the workers reached a com-
promise on’ex-gratia payments.” " -~ - -
The dispute, however, was not with-

pex's industrial relations manager, Ray-
mond Yau, described it thiis: “While ne-
otiations were under way, a third party
CIC] purporting to represent labour in-
terests sought to get itself involved. Fur-"
thermore, there were attempts to influ-
ence Ampex’s 1,200 other workers to go
on [sympathy] strike. If a strike had
materialised, a sincere employer who
was acting thoroughly within the law
would have suffered tremendous osses.
Fortunately, [CIC] was prevented from
‘influencing the workers who were; by

and Im§é. veryToyal to the company be-

cause O

extremely good relations.” %
- Whether Ampex would Have agreed
1o provide ex-grafia payments had CIC
not_béen_involved 1s debatable..Lee
itancy prevailed, he would no{have can-
sidered.negotiations for ex-gratia pay--
ments. -4 .. o B et b
“] was getting stick from manufactur-
ers 100,” Lee said. “They were afraid I
would set:an unhealthy precedent by
“bowing to the workers’ demands. T said
we had to strike a balance between what |
the warkers weré .demanding and what.

ol e

we could afford.-Whether we like it &r | -

not, labour is getting more ‘Qrganised.
What management and "Jabour . -must
both understand is that Hongkong cab-
not afford social unrest because it would
destroy both parties.”s, ~-+s=z" 5o
Despite employers’ worries about la-
bour’s growing militancy however,
workers generally appear tq have act
business prospects: though 48 work stop- §
pages were recorded last year, mostly in
manufacturing -—— compared with 37 ip
1980 — only 15.319 working days were-

A’lot of factories are not making profits

jost as against 21,069 the previous year.

52
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this yecar, so emplQyers.cannot 'af{ord. :

however, would only’say tha{ bad mil- |
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&’ he need to resiructure Jocal industry
¥ 2 Y now urgent if massive uncmploy-
] mentis to be avoided: industrialists,
faced with shrinking order books, are di-
versifying downmarket by moving pro-

»

_rotec, retrenched 100 workers Jast August
‘when ‘one-

meant they could not be moved 1o another
x however was able to main-*
1ain’ifs overall 1evel of business because its
“factory in_Canton (with 100 workers) was-
alieady in production. The China-made
“cassette-radios may be of a lower quality,
_but the market for such goods is there and

1. thé cost of making them in China is a third

of what it would cost in Hongkor;g. Lee,’
Ampex's managing director, is sufficiently
mpressed with the productivity of the
Canton factory 1o be thinking of expand-
ing the facility there. ’ A
_ Difficulties faring Jocal manufacturers,
nay seem-over-stated because total ex-:

orts last year registered an 18% increase’
n dollar terms (1o HK$80.4 billion). But
the danger signals are there —real growth
of 7.6% has been outstripped by the 24%
real growth in ré-exports, the Jargest sin-
gle source being China. The value of re-
exports is already half that of domestic ex-'

ports but, more significantly, their in-|

duction; of ch€aper "quality goods into.
China. One €lectronics firm, Ampex Fer-*

; "technical process line became. - .
non-viable jand” a poor business outlook,

crease in dollar terms is very close 1o that

of exports HKS$11.7 billion and
HKS$12.3 billion respectively. However
the entrepot trade, despite its vast in-
crease in volume, is not a major source of
cmployment. As of September 1981,
120,000 were employed in some 19,000
import-export firms while about 5,000

| people were employed in storage and

warehousing. .

Industrialists and the governmentknow

fhere is only one way to achieve growth,

“with stability:" the’ manufacturing sector
must re-equip with 'high: technology" -

manned by skilled workers whose training -

shoulders.! s¥fz=idgn ¢hq: toime

A" -long-awaited  vocational training
council(VT'C) will be established in Apnl-
to coordinate technical education and in-:

"dustrial training: Vocational training at
present is provided in five technical instie: .

tutes, 22 secondary technical schools and
12 ‘prevocational schools .and wvarious'

_other training facilities including those set .
up specially.by '

the construction and clo-
thing industries. All these will be brought-
under the aegis of VIC, which will also:
run two new training centres whose spe=’
cially designed courses will meet the needs’
of the electronics,
hotel industry. . £ -
Basic training will also be provided in-
key engineering skills like tool-mzking
and there will also be post-eraduaste engi-
neering courses. A 1otal ot 7,300 people
will be trained in VTC's two centres cach
vear, at a cost of HK$55 million annually. "
The centres, which have vet to be built,
are expected to cost HK$110 million. Ex-
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ucmg p]a' n d U":.: textile indusiny’s a
pearance on the priority list for training
skills suggests that the sector is far fiom
dying, despite the gloom (hal ‘surrounds
it. Laae xs

%n the meantime, the v.rang]mg oon;‘}
tinues between industrialists and govern;
ment officials over the sysfem of adrnmlsq
tration in vocational and industrial fraif- "
ing. Industrialists — though selicved that
after five years of pleading and dcbatc the:
VTC is finally being established ~~ never: -
theless hold deep reseryvations about lhc 1
setting up of a new overnment dc ariment
of technical 5 industrial _ training;".
headed by a cml <cnant to Jun the cen:- ¥
tres.
, Lcms!anvc councillor and te \nlc manu-
facturer Stephen Cheong stated pointedly |
at the passage of the VICbill in February:
“The director must have considerable pro-
fessional stature and be capable of provid-
ing the professional leadership required,;
he needs 10 be a specialist and must have
cxiensive experience in both technical ed-
ucation and industrial training. It would
be a pity if the director were to be a gener- -
al administrator.” - cemme L

A

heong’s statement echoed the con-
.-@ccrn of several legislative council-

lors who felt another government
depariment was not-needed. Replied Ed-
ucation Secietary Kenneth Topley: “The
government has seen the [director’s] role,
particularly in the initial phase, as an ad-
ministrative one.” The fact that industrial-
ists will far outnumber civil servants on
\ TC, which will advise the new depart-
ment, may not be a sufficient safeguard
against burcaucracy, said Lee. “We won't
have that much time to keep telling the
director what 10 do. Nevertheless, a gov-
ernment-run training grog'mmmc isbetter |
than none.™ he conce P L

While VTC sets about cstabhshmg it-
self, other government-directed efforts
are being made to promote industrial in-
vestment and 1o assess the needs for back-
up facilities for thie new industrial revolu~-
tion which is expected to bé Jed by thc-l
electronics sector. An electrical and elec-,
tronics standards measurement and cali-.
bration laboratory is being built and is ex- |
pected to be operational in 1983, while a’
MiCro-processor development laboratory
is being planned. A review of the state of 3
the electronics industry and an assessment -
of its future direction 1s also scheduled.

Industrial investment offices are bcmg
established in Tokyo, Europc and the
United States, while a “one-stop facility”
has been set up in the department of in-
dustry to provide a comprehensive and
rapid service to potential investors, local
and foreign . -.

In the meantime, the Hom.lmng Trade
Development Council (TDC) continues
its vigorous export drive abroad. “Meore

han twice 2 week. every week i the vear,
somcbod) 1s sclhing made-in- Hunt.kung
goods somewhere in the world,” 2 legnsla-
tive councillor said. Whether TDC's ef-
forts will hclp the manufacturing sector
through another vear of economic uncer-

P
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P budget
surpluses now stand at HK$23 billion. é\@
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the po

"1' ongkon ‘has ros xcd a govern-
Hmcm 4 agrgum%m"p;ocs,ﬂséécausc {in
p there is_ unequal distribution of
[ income.> “It \is’_our ?cconomlc] Xohcy,
/Financial ‘Setretary, John Bregri &sand
‘Jast November, “10 allow ﬁnanctal incen”
hvcs 10 promotc gcnera! growth from t the
top This means aCcCCpLance | of the.Tole o i
wca\lth —n which personal freedom is all-
|m nant— and consciobs recognition of ]
“a‘degree of inequality in income distribu- 3
tion. Consciousness ofmcqualmcs will ac-
company economic prosperity. & £ <70
.Not m m{ _people here wou]d d:spulc
this general principle, but it is the rate
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to rcsu;t such dcmands ‘Where it has given

¥.

<_"as in limifing bus fare increases and -’

unposmg rent controls on all but domestic

housing at the'top end of the market == .

“concessions have only fuélled the gcncral -

level of discontent over the disparity in in-
comes (as%’ _profit) - distribution _and
bmu_gyt dpwn more opprobnum on the
overnmenf
1st” cdmom:c soph el
In recognmpn of the cxzc oflhc revenue .
surpluses, Bremridge, in an unexpected
show of generosity, raised salary tax thres-
holds and personal tax allowances this
car by 25%, and dependent parent ﬁrst

at whnch 1hc wcalth is ﬂhcnng [rom lop

.and second child allowances by ]0-14%

= v'_..}..,),ﬁ:.

3‘“:'

Bremndge nd pp stmbnarkle bu1 60% ofthe labour furw eams Iess than HK!Z,OID a month.

N T et Ty Gl
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i he 'W;\ s 537 2t 25
10 bottom whlch is tbc su.ibjecl of much
heated debate: The 1981 census reveal-
_ed that nearly 60% of the labour force

_month. 7 1= SA

. Under thése cucumstanccs prospcnty
has brought alot of political problcms for |
the government. Its cumulati

o N s & _g

‘size of its wealth in turn has given rise 1o a
chorus of demands for ‘intervention® on
many economic and social fronts. Manu-

cheap land and loans, and lower utilit
rates. Industrial workers also want soci
security schemes. Squatters demand bet-.
ter facilities or rehousing. Everybody
wants more roads and tunnel Crossings
and bus-users in particular want fares to
{ temain cheap. Social pressure gro
want more public housing to be bult fas{-
er. Operators of small businesses want
commercial rent controls.

The list of wants gets longer every vear.

tainty however. is an open question. R

54

The government, however, tries vahantly

Lcam lcss than Hl\$2 000 (US$340. 14) a{

facturers and industrial’ workers want |

- - _—<.'.'.

b ‘N“}‘“’.’gz Iy
.~ This means fhat only smglc pcoplc earn-
1ng HK$28,000 and married couples carn-
ing HKS%,OOO ormore a year — less than
10% of the working population — nced
p income tax. Of these 205,000 people,
y 13,000 are taxgd at the maximum rate

of 15%. This high income group, Brem-
ridge said, conln'iutes well over half of the
total eg!dd Trom salaries tax which is esti-
mat at HKS$2.2 ‘billion in 1982-83.
“There can be fcw other places in the
world where the majority of the economi-
t:ally active are’ cxcfudcd ‘from charge to
tax,” Brcrnn vgc remarked. - .
i 238, %

hcre seems little else the govern-
Tnem can do to diffuse strident pub-

lic demands to spend its huge budget
surpluses. “*Rising aspirations has become
a scay political phrase,” ™ ane former gov-
ernment official said. “1t has been bandied

1 around so much that everyone expects the

government 1o meet these aspirations —
whatever they may be — from its bil-

hons.” But starting from April 1, the gov-
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eencent Yo spro? sed revenue fem
lund sales into a oo ital works jesenve

fund. By so doirg, t2¥d Bremsidge in a
pre-budget speech before the, Lt;is!a'.i\c
Coundil, he ho ped to puttorest the “ridic-
ulous suspicion that.revenue surpluses
held in our rescrves are_not rea y in-
tended for Hongkong ends.?. -
» The sub-division,: hé. cxplamcd was
" mnecessary 10 tell thclruc story (“that we:
are returning to investment in Hongkong'
“the surpluses that arise from Jand sales
which are often Jumpy- and unprcdnctas
ble™). It would also Jead 0.2 more busi- |
pess-like procedure in ganmng expendi-_{.
ture on the pubhc works programme and 1
costly land acquisition:, Af, the’ end of.
_March, he said, the ou!slandmg financial
" commitment 10 pubhc works which would
take more than four years to com'ﬂcfc ivag
a staggering HK$23 billion. =
But a more business-like uocoummg of
capital expenditure does not help resolve
the government's difficulties inits political
relationship with the people. These diffi-
culties have multiplied in the pzst four
_ years with the mushrooming of pressure
gmups, particularly those Jobbying for
etter housing for squatters and betier
and safer workmg conditions for the blue-
oo!lar c.lass

-~ L Ree P w e PR O
&

- eer r( W tn
he govcmmcm s Slandmg Commit-
nﬁ-ce on Pressure Groups (SCOPG),
~A. which monitors the tide of organised
d'<conlcnl in Hon kong is irritated with
hat it regards as the “constant exaggera-
hon of the government’s made?uames in
the social services field. While part of
SCOPG's role is to cnsure that pressure
groups “do not fz!l under the control of ex-
treine political factions (and become) sub--
versive,” ts main preoccipafion is the
amount of mud sodial activists have flung
at the government. “Some of the mud al- |
ways sticks,” observes SCOPG.. - -

“The ovcmmcnt ” the committee’s re-
port said in 1979, “is now better able to
face criticism than in the past [due to] its
various long-term pla Jfor]housm ,NEW
towns, social welfare, education and reha-
bilitation" and lmprovcmcms in labour |
legislation.” Nevertheless, the committee |
warned against government complacency
and rccommcndcd that programmes and
policies be “constantly upcated and re- 1
fined to meet the rising expectations of the
community.” Only by being responsive -
would the govcmmcnt be in a good eosn
tion “to resist unreasonablc pressure,” the .

report said.. .
An attempt to rcspond itively to the
needs of the wmmumty%(mbccn made
with the recent introduction of partly-
elected district boards. Top officials hope
that a vigorous relationship between
boards and local government officials will
lcave less room for pressure groupsto gen-
erate wrdcs;rcad protests against policy
decisions. More importantly, the boards,
rt’ﬁcials hope. will be able to alert govern-
cat depariments 10 areas of nuvlect or
’u re policy 1s unduly infleaible. |
But will this district board system work
when a huge advisory ncmorl. has failed
lo keep the gov ernment in touch with the
seople in the past? Will officials appoint-
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“aloné, according to critics. The govemn-
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officials is that ~ii most work.” 1t will be | What s requited . .. i that he general 1en}
left 1o now Chisf Scarctary Sird®ilip Had- | stance of puhlic policy musi ' e s, mpathet- the
don-Cave 1o give <ubstance to his vision | ic to individual aspirations . . . There are pol
that the Honglong bureaucracy, “despite | some aspirations which cannot be fulfilled. ew
the absence of an prthodox par amcnuuy by individual effort or private enterprise. risk
system, is directly and continuously — and public policies have to reflect a sense L B
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When Britain forced Chma 1o l::dsc 970 in Shatm Tuen Mun .md Tsmn Wan and Ties 4
sq. kms of the mainland adjoining Kow- |"smaller ones in Yuven Long, Tzipo and -~ __thost
loon in 1898, it said the Jand was needed | Fanling-Sheung Shui. <= -, .+ = .l like
“for the proper defence and protection of Ten vears later, the housing problcm mote
the colony.” The enemy changed with the Jooms even Iargcr despite the fact that years
limes — from rebellious villagers aided by | 220,000 public housing units have been rary |
imperial Chinese troops at the turn of the | built. The squatter population has grown ° Th
from 300,000, when MacLehose first ar- whic

century to a flood of illegal immi, rants |
seeking a berter life in capitalist Hong-
| kong in the late 1970s. Defence installa-
tions — 84 years later— consist merely of
an ‘imposing flood-lit fence along the
border in the New Territories (NT)-— an
area closed to all but pcrmn holders —
and a small gariison base.” .
. For decades thic Jand between lbe Kaw-
1oon hills and the border'was leff alone by |
the British administration® . 100, much ]

ment should bave made a positive effort 10
preserve Chinése temples, ancestral halls
and improve living conditions in'some 640
villages. Some efiort has been made in re-
cent ycars to preserve the “architectural
heritage in the NT —a few walled villages 3
are 5| ycars “old == buf much'is beyond
restoration asa.result of co; oommumty ‘and
govcmmcnmcglc q
- The so-called “land bctwecn » ”how-
ever, was not destined to remain quiet and
rural. Urban Hongkong and Kowloon
were bursting at the seams as a result of
the post-war population boom. In Octob- -
er1972, thenew govcmorSerumyMac—
Lehose launched a 10-ycar bousm
irammc with the aim of providin

omes for everyone. The NT boom tbcn
bcgan hugc new towns were to be created
S HK$550 million (US$93.06 million) |

race course, superlative in size and

equipment. Two centuries ago, it was its

rice rather than racing which was famous
— the crop was sent 3.000 kms north to

<\o.-.
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HATIN s claim 1o fame today isa-

Chinese history — or rice fields — is left in
that legendary fertile valley, apart from'a
19th century walled nllagc F Tsang Tai
Uk) and a temple.

Instead. whatwasonce a pc.iccful sand)

o B
]

Tiapn W n. }‘.?vﬂ--. ®

nived, io 750,000 today. There dre even
more people whose living conditions, as
MacLchose said in 1972, “offcnd alike
“our bumdmty, our civic pndc and good
political sense.”

But a clear start has been made: new
towns are growing, and plzns to build
“another at Junk Bay were announced last

[ September. The NTs physical develop-

~ment 1s impressive. Shatin and Tuen Mun,
which together will house 1.4 million peo-
le by the end of the century, are risingon;.
reclaimed Jand, as will Junk Bay. By the.~

{. 1ime ‘the’ Jease expires, nearly 3 million

_people will be Tiving in the NT—2.5 mil-,
“lion more than before few town dcvclop-f
ment bégan. Moreover, there ai¢ plans to,
mz_zr even morg billions of dollars into thc,
It is this massive development whi

. makes any thought of simply returning thc‘ ;

Jand between to China in 1997 a rid :culous '
idea.. The NT is firmly Jocked in with:
Hong&ong and Kowloon which were,
geded in perpetuity.” -~ =

e

While politicians ‘rack t zhcu’ bmms over. -

how to untie thelease, the REVIEW produs
‘ces this progress n‘;oon on three NT. 2.
towns; one brand new (Shatin), onc not so'.
new (T suen Wan) and one which is eagcr-
ly aw amng rcncwal (Yucn Long).”
ﬁcld (Wthh Shatm mcans) is being trans-:
formed into a new town for 800,000 by
'1996. This is 300,000 more than was origi-
nally planned — housmg density has been’
increased by 20% and an anncxe to the
new town is to be built for 200,019 at Ma
On Shan.

Shatin is not a pretty sight at the mo-
ment. But when the piling and building
eventually stops, the planners promise a
better living and working environment —
with better management and facilities —

oty ""- "3
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ware that social policies
tae fiscal policies — do
not lead to 2n ur Jermining of the {ree en-
terprise syst.m,” he added. “We believe
the work ethic must be associated with a
political acceptance of the concept of fair
reward for effort by the mdm uval and
risk-taking by the company.”

But while the new financial and chief se-
cretaries may see eye-to-eye on how to ad-

must he raker, o

- minister Hongkong, they have much work

<~ top civil servant described it: “The bu-

to do to repair the public’s impression that
- it is a weak administration. As a retired

-+ reaucrats who had to pilot through the

>

vast cxpansmn i

overnment in the past’
dccadc weren 't aF

Iways intellects of the

first order,
of themszlves,

were o

le reaction
to demands for change [such asto the Pub-

eif nnmcdia

lic Order Ord.nancein 1979 and, more re-
cently, for closer monitaring of the pri-
vately- -oper ated bus companies and utili-
ties] is: ‘This is the way we've been doing
thmgs for years — the systcm’s served us
well.”

“Government says no, then knuckles
under [holds i inguiries, or commissions ex-
pert studies as in the case of the safety of

_gas$ water-heaters]. Very often, decisions

are ‘made’ without sufficient thought.
Then, having madeit, on later reflection,
they recognise that it was not the best deci-

% ,’s:on. But Instead of ‘being big aboutit, and

A\ e v e
fsarke: ]
admitting they've made a mistzke, they
try and brazen it out, only to concede in
the face of stronger protests. That's the
worst way to handle social demands. If the
other side has a case, grant it. If it really
doesn’t feel they have a case, the go»c'n-
ment has got to stand its ground.

“I guess the government is 100 scli-con-
scious of the fact that it cannot afford the
arrogance of the ballot-box. It is probably

N . ( ,
g 1. .'\. L
&;i‘: _-;—-—L..m

pressures than most governments — but
the quality of its responses leaves sonie»
thing to bedesu'ed R e A =
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~ Shatm S

than anywhcrc clsc in I-fongkong In hous—
_terms, - however, ‘this ‘sull means

' masscs of high-rise apartments — only
10% of the 800,000 people will live in low-..
rise private housmg Half the population
wi]l A)ubhc housmg, 30% i in pnvate
estates and the remaining 10% in govern-
mcnt—bulll home-ownership scheme flats.
oxumty to Kowloon makes it'
Fl popular choice among the 160,000 fami-.
lies on’ the public’ housing queue.- Only
_thost whio have waited seven years are,
" likely to get in (for public housing in re-*
mote Tuen Mun, the wait is only three
; years). Evensquatters clamour for tempo-
rary housmg in Shatin. *5t™27.78 - 4
¢ There is an cnthusmsm about’ Shatm
-which District Officer Patrick Hase re- -
flects. The development concept is to of-
fer the mdest poss1ble range in pnvatc

L

s | hous;ng wﬂlch w0uld mean the _gxpgt,'tn“

urious onone end and somethingmot too
dissimilar to a tenement building on the
other “so that we'll have a mixed com-
munny in Shatin with better facﬂmcs of
coursc hc said.” -7 ,~_'

S SN >

> ,ﬁn.'

f e “sofMamhls»sz thcrewillbélBO(XX)

peoplein Shatin. The mixis bot very

vaned at the moment. There is a
“predominance_of public housing tenants,
plus 12,000 squattcrs in temporary hous-
ing, but private devel
gorously to catch’up. Shatin’s largest Ti-
vate housing ‘estate, the 9,000-unit City
L' One, is two-thirds completc the town cen-
_tre, “which will offer masses of oEﬁcc spacc
is rising &

gmg behmd Whnlc o cral staustrcs show

ogmcnt is trying vi-

Itis méuatnal develo ment “Which islag-"

ua._.\Y‘..‘_J"; zboee # e
were unoccii
another 133,400 sq. ms were built Jast year
and a lot of it is standing cmprza L SR

“It is an economic, rather than a'plan-
ning problem,” Hase-said, “Manufactur-
_ers arg afraid to expand and workers dont
_want tochange jobs because of the general
“economic uincertainty.”
80% of fact’bry workers are coming from
other areas, while:70-80% of the Shatin

"

nareas. ‘\.};\"ﬂ.l >, BE LY Tl
. Shatin is desi
town. It is far rom being that. Hase ex-

lained: “I'm very conscious that the town
1s. seriously out of balance [in social and
employmeént facilities] and won't be in bal*
ance until 1984-85. There’s no way we can
keep to a statistical balance. We can only

~ 2%
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more responsive to public opinion and ~

53, - .
that only 1,700.5q.'ms of factory space .
csqat .the end of 1980, -

As a result, 70. .

gopulanon commates’ to work in the ur- -

ed to be a self-contained -

somey 5
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try and crsure that all the job cpportuni-
ties people need will eventually 6» availa-
ble in the new town. It'll he more difficult
in the carly vears than in the Jater years.
But Shatin will be a scrvice centre when
the hotels and offices arc rcady. We've got
_a ot of big companies interested 1here
“We're in a fight valley and there Tl be simog
rob]cms if we have’ 'hca industries.
. We've ipsisted, on light ip ustry ‘which |
‘means_ skilled ‘workers.. We ‘won't need ]
coolie Tabour.” *§¢ %% el
_ . Hongkong's Fotel mdusuy, having run
‘out of space in Tsimshatsui, is moving |
into Shatin. A local company, Regal Ho- -
tels (Holdings) Ltd, is building a first-class
500-100m hotel at a total cost of HRS690 |

|
1

{3

.mlhun two more holcls snes mll be or

of tkem <2 i theis ¢ x'l) “{" Evtn h-
out them, we ! ovon’t got enaugh recsca-
tional facilities fnr our Cwn P(‘ph”dl’:u.’. at
the moment. One football field for
170 (mpC("\IC is highly inadeguate, dont
you agree?” asked.Hase, = %+ 4. ;..
The challenges will haye 10 be mel if

| Shatin is not to degenerate intq a satellite

the
partly-clecied district boards, particiila

asnew cxp.msxon plans ar€ putting the; aJ
sministrative_ 'mac mcr)” ‘guto :oyer-drive.
Shatin’s  pol¢ntial | of ; bécominig,_Hong-
| kong's super=city Js " gf gfeat.. The 'district

lum. The task will have tobeborne

1 board has ‘a clear “opportunity 1o keep

track of development and o ensure that
socia] seryices and transport facilities will
bétadegiate. Unliké thé rest of Hong-
Rong,

‘developcd ‘but very slowly. Clearing al--

c pew louns :csnd‘_n'_s havc E

The Jees [l S B PR R R IAEY |
which o s wone Tidle to jrovent
Ta —]‘,1' JESivL 610 N ..‘:3]
ghtio, b sizndard pu ¢ housing
redominating. Evcn <0, p._’.';- S ..d\c

een severely T r".md in lhcu ¢ndecavours
to combine existing and pmp(*cd devel-
opments into a viable community,” sfated ..
a goxemmcnt handbook on the new tbwn.

;. All fhat can be done now i$ 10 ensure
“that schools, communal facifitiés and open. - >

spaccs “are bunlt into néw public housing ..

cstalcs of a hxf}\er standard; Older hous- To% <3

ing estates built in the 1960s are being re-,

lys choked with hawkers, $quatters and

¢gal factories has been afull—umc)obfor R
“hc past seven years: Tsuen Wan's expe-+= ~- &
cleagances, however, ' has been -

comparfm ely successful and'is being co- -

pned 1crnlor) wide in the current Keep
. L~ Hongkong Cluan mm

The NTs” first top-class hotel: Shatm Regalon the ﬂung Mun BIVUH;" ’“d

T

t
e AU

ﬂ.p ltg:.as the 1978 dea-
- sionto cmnd the Mass -
Transit ! Railway
(MTR) to Tsuen Wan

which gave the town
lhc biggest'boon pos-
sible™ (as James Hayes,
. town manager until last
February,  described
it). “We now have a
welcome variation of
middle-class ~ housing.
estates. The MTR has,
affected property-de-
" velopers’ thinking on
Tsuen Wan,” he add-
" ed, pointing Eroudly,
to the privale housing
estate jor 25,000 peo-
ple which is rising near
the MTR's depotinthe
porthern distnet. : =
~  Private - apartment
. blocks for, about 60,000
pco le ‘have been or
are being built 25 a re-

vull be fve stabons m

yv-qw V.
-L;-n €5

o~

L

=13 'T» S .‘.3
fered in Apn'l ‘and pocsibly l\vo more at a
later stage. “The Hongkong Tourist Asso-
~ ciation thinks several more hotels will be
needed in the next few years, and I'm hap-
py to have them here. otels will upgradc
the district generally,” Hase said. . . _
Another up-market facility which Sha-
tin needs is a private hospital. ZThe Chi-
nese University’s 1,300-bed Prince _of’
Wales teaching {ospnal will be our gener-
al hospital,™ Hase said, "but weneed apri-_
vate one for those who want ‘more Juxur- .
_ ious facilities.” A 19 30(}sq -m, sﬂe has
been offered fortender.” . *
Shatin’s newness makes commumty
building a real challenge. (Tuen Mun has
similar pmb)cmq ) “We have huge hous-
s where no one family knows
anoiher S said Hase, "We've zot nothing
to buiid on.” But even as Shaun grapples
with its growing pains. a new bag of social
problems has landed: 12.000 squatters for
whom no provision for trans Fon or social
services were made. Many of them are re-
cent immigrants from China and they ag-
gravate pu-bl ms of assimilation.

re

P
By st

£, ,.‘;~_-_- i T At B

L agaa

chanoc 10 shape their Jocal, e_pv_uonmcnt.

ththcr they will do it xsano{her matter. ]
A o

sas3

ong history of attractmg migrant
farmers from South China. But it was -
only in 1948-50 thal the town 1gok on its in- *
dustrial character. Shanghamwe mdustnal
ists, particularly textile manufagtgrcrs flee- "]
ing ‘from the communist revolution in Chi- |
na, descended on Tsuen Wan where cheap
land and plentiful water enabled them toes- *
tablish new factories. The flpurishing of
such enterprise however has made Tsuen
Wan a town planner’s nightmare.
Unlike Tuen Mun and Shatin, the plan
for Tsuen Wan new town — for.a popula--
tion of 950,000 by the 1990s — cannot be
implemented on a clean slate, Is 1974,
when the pian was Juunched, Tsuen Wan
already had a population of 350,000 —
most of them living in sub-standard pubfic 1
housing estates or squatters’ viliages cling-
ing 10 the hillsides. ql'hose in private tcne-
ment buildings were living cheek by jowl
with noisy factory buildings. a

TISLEN WAN is a new town wuh a

) c}d‘ 33 I"“ .vuu;.)-‘t!"?-"

;v The. MTR's
.oﬂ' intense .1

‘unoccupied; another ;1 million

J_,w;m 7 extension * ‘opens in
A May Another part of the welcome varia- -

“tion of the town's working-class sprawlis a
" luxurious private club on a hill. Entrance
fees for- the Hilltop Country. Club cost
-HK$20-150,000 while subscnpuons range
_from HKSISO—SOO amonth. .
resence has also s arl\ed
vcloPment of industrial
property in Tsuen Wan, 86 muchi so that
the town now has an ovcrsupply of indus-
trial factory space. The slowdown 6f man-
ufacturing growth has further aggravated

\L-A

“the vaca%atc In December 1980, more

than 242 sq. ms of factory space were
. ms
were forecast to be completed in 1981-82.
Consequently, a large area presently oc-
cupicd by flatied factories was re-zoned
last year to allow for morc mmmcrcmL’rc-
sidential redeyclopment.

Caltex, which has had oil storage facili-
ties in the district since the 1930s, is also
planning to redevelop -its depot into a
commcrcial/rcs:dennararca Little efiort
is being made by the government to tailor

redevelopment sccording to road capacity
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sulloflthTRsa:n-'-
T"val in the town. 'l‘hcre~ &

= ‘the district ‘'when the .. i
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_ +tions (of up to 130 bcctarcs)

- -of Tsuen Wan new town) has i

but Hayes said that, this
ebi ?- m a?.m, stringznt con-
inons will be put in the mod-
1ﬁcd leascs to ensure that
uate communal services
%e pxondcd in the new
buxldm
The fact that such i intensive
redevelopment of Tsuen Wan
_makes life very difficult for
the people who have to live ™
_next to it has not escaped the -
governmcm. A project site -
_ monitoring unit has been set'!
_~ up'by the government to pre- _ |
' _empt any unmanageable dis- -
content arising from residents
= but the umtsworkwnllbcﬂ
conﬁned tcafovcmmcni proi 1
Jects s only (34 at the last count i
m December). * -, stiw 101
* In the meantime, the need -
“to expand the container port '
-complex at Kwai Chung (part

.resulted in a feasibility study™
‘of further extensive reclama-

down to Stonecutters Island.”
.The possibility of new land
ﬁcoomm available hasrm.scd
"“hopes of siting a_[g:)lyt
in Tsuen Wan. resent
lytechnic at Hunggom in
wloon has no more room
l'm expansion but more ter-~
technical = education
:places are ncedcd in Hong-
-kong.

Further chanoes to the
town plan may also be neces-
sary if the government de-
cides to build a new airport at
Cheklapkok north of Lantau
Island. This possibility is
sending shudders through lo-

25 % i‘ip ek

2 AT ] IR
WENDY RFTYCE

TR
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But itis not the pong *hich
makes Yuen Long diffe:ent
from other new towns in the
NT. Itis the fact that though its
flat landscape makes it 1deal
for rapid xfuelop'ncn! the
) ﬁovcrnmcnl did not select

"*'| town.” The reason was ob-
vious: ‘much of the land in
Yuen Long is in private hands.
To build a new town for at
<% | “least” 500,000 people there
1~ would havc entallc massive,

oomghcatcd and costly land
" "acquisitions. Instead, the gov-

ernment chose to lcvcl moun-

& tains, ‘and reclaim inlets and
‘|- bays" around Tuen ‘Mun,
2 Tsucn Wan and Shatin bc-

" encroach on less private land.

vl

~
3 l

bt ‘of 36 million sq.

oleave uen Long develop-
““ment to private land owners
. and confined itsclf to building
,‘ ‘a small new town — at first
. for 95,000 but now for
o 130,000 people by 1996 —
. and forming 65 hectares of
; land for an industrial estate
" nearby. At least, that was the

theory. “It's questnonablc
that the government wanted
" private development,” said

.| ~.Charles Yeung, a legislative
Al % comullor and an indigenous
~son whose native 'village is
_justoutside Yuen Long town.
“Lack of roads and services
have stifled pmate develop-

cal officials who already have |
their hands full trying to disen-

‘tangle the clogged roads to Tsueq Wan,
particularly access routes to the container
termmal .5 preaatial nd Sindpdh
¢~ The Kwai Chung road network is al-

Ua ready strained by the redevelopment of

- Tsing Yi Island (also part of Tsuen Wan

new town), whose present pop_ulatzon of

.40,000 will be near %quadm;lal ed by 1988. -

‘At present, Tsing Yi’s only link with the
‘maintand is a two-lane bridge, built seven
‘ ars ago by thé_island’s industrialists.

lans have Been made to widen the bridge

to cope with additional traffic which has-

been generated. A new bridge will have to
be built if north Lantau is to be developed
but access road capacity in Tsuen ¥ Van
cannot be expanded significantly.’

Despite the magnitude of the task, it is
not kccpmi(rack of the physical devclop—
ments which is the biggest headache for lo-
cal officials. Said Hayes: “The figures
[charting progress of the new town pro-

ects] look very impressive. But at neigh-

urhood level where individuals matter,;
results are dxsappmnnng and even dis-
heartening.”

Hayes should know — he spent seven
years as town manager (a job he described
as “virtually impossible™). He explained:
“The size of our housing estates, particu-
larly the older ones where th=re are almost
no recreational faciliticsn, miohes it difficult

FAR L L sl CRECEN @ VAT TR ] *3

towns must not degeqerate mto this. .

for geople to devclop a sensé ol’ communi-
s partly because the lower-income |
oups who live theré have to work hard
Forr a living and have [ittle time or energy
to go'out and help others: But it’s also be- 1
cause management ‘of those éstates has
been inadequate for a long time. We have
huge estates of 40-50,000 people ‘which
have no focal point. Thcy re perched on’
top of high platforms and are cut off from
thc rest 6f the town by hi hway; it s
"“Some positive changes owcver may be
" feasible with the government's provision
- of HK$4 million For the district board in
1982. This money will enable local com-.
munitiés {0’ organise more’ activities and
improve “their nelﬁl_'lbourhoods By the
end of the decade, Tsuen Wan will be the
largest town in the whole territory. Local
officials will have a hard time making sure
it does not dc%fneralc into Hongkong's
largest ghetto y then, “But the task,”
Hayes said, “cannot be done by go»em-
ment alone. Thc pcople will ha\c to help
th;msd\ es."

-;-UEY\ LONG stinks. It has a l'l’"‘jOY
} ollution problem because pig and

- poultry farms and squatters’ fac-
tories discharge waste straight into the
streams which flow into a nullah that runs
right throvgh the towa,

-ment,” hesaid.©
Only Yuen Long town (population:
60,000) has proper infrastructure. Most of

1 the 200,000 other people living in scat-

tered villagcs in the district have no drains

uen Long asasite fora new

ven so, an outstandin land )

- cause those new towns would -

el bcen mcurrcd in the proccss,)'
overnment decided. .-

or sewerage. Moreover, large-scale pn-

vate development is handicapped by frag-
mented lang ownership. Only a few enter-

 prising ity boys with resources were able

to buy ‘up large tracts often in remote
areas, build their own access roads and
dramagé and develop low-rise middle-
class housmg cstates like Fairview Park.

It was hardly sufprising then that “dis.
ordered growth™ (as the government de-
scribes it) resulted. In 1975, a freeze was
imposed on ‘all private dcvclopment ex-
ceptin Yuen Long town and a few villages
designated as'minor Jayout areas. The mi-
nor layouts however remained largely un-
touched, though enterprising property de-

Y ALy

velopex:; camcd on bu;_lpg up land inside

them..
“When thc ropc y ‘market tool. off in
1979, the lack of infrastructure in Yuen
Long restrained development, but the
pressure was on. An even more enierpris-
ing consortium, Mighty Cl[{ which had
sccured ownership of 52 million sq. ft of
fish ponds, wantzd to build its own new
town for 500,00 people at Tin Shui Wai
(Place of Heavenly Waters). The consorti-
um is led by Chi~~ Resourcss. the stalc
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_imity 1o the Shenzhen Special Economic

. N i \14'_‘ W ¥
: B n of the Neoplc’s Re-
puhiic Sharily 5:5('76 it received Mighty
City's ferma! plan, the goverament com-

missiont d a fumbxht) study of the north-
western Now Teiritories ( VW \I') devel-
opment pote nhal

he study was comp]cled last Se
i g ‘umbcr It recommended, that the |
government should “proceed imme-,
diatcly” with the p!anmng and nmplcmcn-
tation of basic ;nLrastructurF,, provide [a
sensible’ fmmcwork, for, redevelopment
to be carried oul “as far as ssible by the”
private sector” and that Yuen Long new.
town could be further expanded 10 an ulti<
mate population of about 150,000. If the;
district was to grow naturally, its gopula-
uon would reach 470,000 by 1996 but, if a
“major growth stralcgy was de«:gnalcd
it could accommodate up 012 mxlhon by
then. = ST LR SO

In fact, the concultan!s recommenda-
tions — that the government should pro-
vide the necessary roads, drains, com-
munity facilities and the like — are not
new, gnmllar pleas had been made by the
district office” and rural commmccs for
years and ngnored ~.,

The NWNT study howevcr proposcd
that a “robust™ road network be built to
link Yuen Long with the rest of the territo-,
ry. It also endorsed a light rail system —
likely 1o be built by the Hongkong and
Kowloon Wharf Co. — linking Yuen,
Long town with the Tuen Mun in the’
south. It further recommended that the
area lining the railway be developed for
1esidential/commercial purposes. Negoti-
ations over the contract have been bogged
down, apparently because Kowloon
Wharf wants developments rights over the
depot and termini and the franchise 10 op-
erate busesin NWNT. ~ " #°

Meanwhile, Yuen Long continues io be -
different from the other new towns be-
cause the community, aslegislalive coun-
cillor Yueng put it, “has not been diluted -
by public housmﬁlenams Thére isa Sensé
of belonging to the district,” Indeed, some
of the residents there talked of Tuen Mun g
as a strange ncw lace. “I'd like .10 visit
[Tuen Mun],” sai agovcmmcnﬁan driv- §

. er,”but I don'f l\now anyone there.” Oc— )
casionally, the sense of belonging cxlends
to the hills as well — villagers guard their
fung shui (geomannc) alignments jealous-
ly and have fought pitched battles with
construction workers who nccded to cut
into the hills for fill. - .

The NWNT study has now pul Yuen
Long on a government short-list of devel-
opment priorities. It may even be lucky
cnough to have Hongkong's future airport
located ncarby in Deep Bay. Whether the
government decides on a natural or major
growth strategy for Yuen Long, the area
will ultimately evolve into a suburban
middle-class district. Moreover, its prox-

Zoe in Guuangdong province has en-

«d Yucn Long’s poiential.
But the boom has not vet begun. There
is still only a government engineer, rather
than a project manager, overseeing devel-
opmcent in Yuen Long: and he is still un-
able 10 get nid of the stink in the town. @
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he ovcrnmenl is tr)mg 10 d;aw up
1% -year development p’ian in the
Ncw Territories (NT) which -
cludes a new airport, doubling the size of
the Kwai Chung container terminal com- -]
plex — third largest in the world —"and
the provision of housin for 2, ,3-3 million’
peoplé by 1997. -The_planning process is
obkusly hamstrung by the pofitical un;
ccrtamty over the NT lease: all projec-
fions stop at 1996 justbcfoxext
Scially;;

ipues of-
50N Wh{thcr thc mxlhons of d&?{‘m w}ncf:

havé alrcadybcen spent on £cas'bﬂ|ty stu-
dies are’no moré than an expensive show.
of confidence by the British administra-
tion_ (that the status quo will be main-
lame at least until 199 1s an open ques-
“Wegvayo s ,.;.;a.-. u._..a T
case, the _prosperous s;atus uo
of its own™atcor tf
*plans for econornic and social growth

not drawn up. Inadequate housing and so—
cial services could spark population un-
rest. An inadequate economic infrastruc-
ture in particular could result in a dimin-
ishing role for Hongkong in China’s mo-
dernisation. To stop. {:lanmng would thus’
guacc Hongkong's po mcal and economic

ture in jeopardy.

As one oificial put it: “There will, be
plenty of pcople here by 1997, whoever
may be running the place. These human
needs will be there and will have to be
met. The lease expiry affects the imple-
mentation of plans — there are many o
tions, perhaps too many — but not the

!n' any’

r

-which 1akes us up to the end of ;
tury”

“cumstance§” would Cause mmuch

p.annmg lt would be’ c‘mcr lo makc a
choice 1f we didn't have the ShddO\\ of
1997 over us. But we have got 10 get our
basic planning right — a broad picture
the ceny
7 - ~l.~ 'J "x_'il.
Odd!y :nough,v«h‘!c fiv c)carﬂans are -
adcquatc for othér devéloping coumncs,{ ‘
announcements of five, 10- or,15- -year
packagts in Hongkong under’ prcser;it ciry .
U
speculation over. 1997, It wouldl;ocqmre

“some bravado on'the ] ari of the next gov--

ernor, Sir Edward Youde, to announce

‘the de\elopmlnt plans’in.a compreheny -

sive 10- or 15-year package. So until the
1997 question 1s resolved, decisions 10 go
ahead with long-terir projects will very. -
likely be presented in piece-meal form: a
new airport, massive reclamation of the
harbour, future extensions of Mass Tran-
sit Railway (MTR) lines and another new
town, in the NT. But regardless of wheth-
er the development plans will be unveiled
singly - or comprehensively, ° significant
parts of the j jigsaw are ready or are bemg
prepared.

e base of the 15—year plan is econo-
mic rather than social: where to put a new
alrp(»rt whether the harbour can be re-

laimed to enable massive ¢ punsion of
mc congested Kwai Chung cuiiainer ter-
minal and, to a lesser extent, where traffic
links with China should be built. The offi-
cial said that as the airport and container
port extensions will be major generators
of urban growth, their locations will have
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* servers regard as  po
" ing some clearer indication from the Chi-

. however, attribulted the delay to the need

v -

"._to China — merits mvcst)gatmn
" northwest New Territories (NWNT) study
- has revealed that the vast stretches of flat

"~ Topéd to house up to 1.2 million people by

" fauna on

"planned for). A “decision on this major

new tean for T .[.x ple ona 52l
lion sq. ft site :lled’ Tin Shui Wai near
Yucen L\,xl" Mighty City, the consortium |
behind the Tin Shut Wai project, had sub-
miticd its plan to the gove¢rnment in 1980.
Both Mighty City and government offi-
cials maintain that delay in the go-ahead
has been caused by the need to wait for
other regional studies to be completed to
see where pubhc.‘works resources can best
be allocated. .35 -
. ¥ - ‘. v -.LL- 51 10pep.
‘ ‘ ghe ovcmmcnt s resources are
; mmcd”' explained a senior of-
gty cxa}"*- "We must jollow the
Ennc:ple that evcry ‘dollar’ invested will
ave to produce multiple” benefits. If we
must build an Firport at’ Cheklap kok' wc
will have to build afoad andwpg_ e mk
ing north Lantdu with Tsuen, %l
built the bridge we might as wg? dcvel‘op
north' Lantau,’ ~which. can ‘accommodate |
600 Of)Opcoplc so the'dollats spent will be
worth many things. "It doesn’t make eco.
‘nomic sense to spend all those billions on
“the bridge o Lantau and Chcklapkok and
then spend several more, billions on' infra-’
structure {o'su porf 500 OOOpcoplé at Tin
Shiu Wai." 578 HihUEH ae g #o%

SA harbour optlon is also being prcﬁgred
—16 examine the feasibility of reclaimin,
[ '100-130 hectires of the'sea bétween Kwai, [
Chung and Stonecutters Island — and,’
resumably, where’ thc billions of tons of
I required will come from. If réclama-’ |
tion is feasible, it will eliminate the need to
find another site for a new container port
since the Kwai Chung facility can then be

exténded. The harbour-onenled strategy

to be decided it Two sites e ';'-ﬁng ?
comsidered for the new airport which will
replace the incroasingly congested facility
at Kaitak: a ; ...;H 1sland un the north side
of Lantau called Cheklapkok or some-
where in Deep Bay. The possibility that
Portuguesc-administered Macau may
build its own airport do¢s not appear to
matter in these deliberations.

Essential feasibility studies for the
Cheklapkok site have been completed,
but the decision/announcement has been
put off until the end of 1982 on what ob-
litical grounds (pend-

. &
___._ 4- -

nese on the 1997 issue). The government,

o conduct other feas'bihtx'smdles (one on:
eklapkok, anotheT for an al-
ternative site at Decp Bay) #8722« ik

' ‘The Deep Bay site — quifé a] apart from
the politica mphcanpns of its proximity
ecause a

land around Yuen Long could be deve-

1996 (2 million more than is presently
growth strategy is likely to be made this®
year.” Official sources sa ‘that if the new’
it is to be located in Deep Bay, thé
major growth stratcgy will be adoptcd for’
the NWNT. =iz ot

* The genesis of the NWNT study, xrom-’
cally enough, was parﬂg a é)roposal by a
private consortium led by China Resour-
ces (the Pecple’s Rchbhc state trading
corporanon m Hong ong) to develop a

L g
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wouid thus iend weight to development of
north Lantau, sources say, as growth
would then extend in an arc down the
western side of Kowloon.

However. an anxlyds of development
strategies suggested by the NWNT study
reveals that. even if Yuen Long (popula-
tion. 1.2. million) is not slotted for mzjor

growth, the Mighty City project could still -

o ahead albeit scaled down to accommo-
ate , 100-150,000 - péople instead of
500,(1)0. Government sources have point:
ed out that'the Might
self is a good sign of China’s confidence in
Hongkong's continued prosperity, Ulti-
matel
has more to do with planning dctaxls than
pohms the sources said. | » .- . %
There is, however, one other plannmg
and pohhcal detail which lends weight to
the major growth strategy for NWNT: it
‘would lock in nicely with that develop-
ment ‘taking place in the Shenzhen special
economic_zpne: across the border. The

NWNT study has shown that it. would be _.
“feasible to build a major road linking the-

planned 240-km. highway in Guangdong
province connecting Shenzhen with Can-
ton and Macau in the north. China has al-
ready - awarded - the contract for the
HKS$240 million Shenzhen-Canton-Ma-
cau highwaytoa Hongkong Chinese frm,
Ho well Holdings N

overnment’ l"nners howc»cr have
not stopped at A study of the de-
“velopment potennal of the northeast NT
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snners with encibicr option, called the
srth-south sirategy, in case it is decided
s toreplace }\dhak orifitis decided that
ie pnont) i 1¢ mpre ove lrafﬁc hnks mth
hina. .- L
Preliminary reports ahcady show signi- ;
tant grow?"n potential in the NENT;-
hich "would straddle | the " ](owloon- :
anton Railway (KCR)' line. Electrifica-
on and double-tracking of the KCR, due
5 be completed in 1983, provideés rcady
ase for the north-scuth strategy. The cur-
:nt upgrading of the Taipo-Shatin road
'ould also enable an arterial road to be
uilt nonh\ ards mlo Guangdong pro—
ince,’ ¢ Tg ST
Admiftedly, the lmvc of this northcast-
rn road link with China has been some- -
vhat eroded by the announcement that
he Shenzhen-Canton-Macau ~highway
vill start at the border at Lokmachau,
wrth of Yuen Long. But 2s Yar as Hong-
ong is concerned, the norfh-South sfra-
egy's merits— the NENT study was com-
nissioned before the south China highway
vas announced — stem from the HK$3.5 1
sillion (US$590 million) invested in the
KCR (which will have to be recouped) and
he fact that the only road into China is
-l'll 2hmugh \Lmkamlo in NENT. ’

-‘hc casiest bit of the jigsaw, v.hvch
’i will fit into any of the (fcvd()pmcm
straiegies, is fousing. Census pro-
jections indicate an extra 1.5 million peo-
ple in Honghong H) 1997, bringing the
fotal 1o just under 7 million. This means
housing will have to be provided for 2. 5 3
million people over the next 15y ycars—“a
conservative estimate™ an official said.
Even so, this massive housing require- |
ment — equivalent 10 Oogaporc s popula-
tion size by the year 2000 — is no Jonger,
the pivot of future devclopment. Plans
have been or are being laid to house 1.7
million more people in the scven new:
towns in the NT (Shatm, Tsuen Wan,

Tuen Mun, Yuen Loni Fanhng-
Sheung Shui and Junk qy) rban areas |
can take another 250, (X)0~ L1 A7 et i

This leaves up to a mﬂhon more peoplc
for whom housing will have te be built by
1997. “We can either put them all in-
NWNT, or 600,000 on north Lantau and.

the rest in the NWNT or NENT,” an offi- 4,

cial said. “It’s now time to realnsc that our
grand housing plan is running out,” he
said. “Over the past cight years, we have
put tremendous effort into social facilities.
— housing, schools and welfare services. 4
We must now re-evaluate our priorities.
Increasingly, the priorities will be eco-
nomic.”

Having assessed the development po-
tential of the north-west and north Lan-
tau-harbour regions, the administration
will have to know whether China will al-
low Hongkong to follow a natural growth
patiern beiore it decides on the option
which would produce the most eficciive
results in economic, financial, political
and environmental terms. Then 2gain,
perhaps the massive pile of de\clopmcnt
strategies being assembled will help China

-‘.y, 1 N
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mancxal Sccrctary Jo}mBrcmn
g’4 first budget is rcmxmscqnf 0 lbc
difficulties ‘overwei oplc face |
“with ‘regard to bca]th lhcy nqw a bal-
‘anced_ diet _is~ essential, “but "hard to
achicve. A balanced diet accordmglolhc
govcmment s financial policy,, Is_one
‘where’ theé growth rate of public sector
concumpuon does not commuously out-
strip that of the gross domestic product
(GDP):.Such lack of modcration would .
Fut in )cogardy the health of the economy.
or it would prevent the interplay of sup- .
Ely and demand forces’— factors which
eep Hongkong s cconomy robusx md vi-
gorous. N
. Howcvcr in ]981 GDP in rcal ferms
grew 1 10% while the public sector ex-
panded by nearly 22%. “This is’ unacccp-
table except as a flash in the pan,” Brem-.
ridge remarked. “I accept fully the stric-
tures 1 shall get,” he added bravely.
Throughout his budget speech, Brem-
ridge emphasised the nccdpf or “sensitive
1c<lraml but pot “petty-minded mean-
ness.” He then set out to kecp growth in
govemmem expenditure this fﬁcal year
down to 18% in money terms, to keep in
step with forecasted GDP rowth In- |
stcad, total e\pendnurc in 1982~83 at
HKS$35.5 billion (USS$6.04 billion), is 31%
more than the prcnous ﬁsca] year's — or
s0 it seemed.
It 3s at this int lhat the apparcnt]y
swollen budget g:comcs alittle complicat-,
‘ed, Much of the increase is on capital ex-
pcndnurc up 54%. Recurrent cxpcndl- '
ture is only up by 17%, well within grth 1

guidelines. However, Bremridge has purs,
Eosel ovcr-budgetcd the 3

4.~~.,

ital account
2.6 billion. Of the HK$16 billion"
capital account, only HK$13.4 billion is |
: hkply to be spent:—a 29% increase. (On |
| paper then, he has shown 'that tofal expen- .
diture is cshmated to increase by 1 18—21%"'
de&:‘x:dmg on adjustments:)- =31 NG
y the over-provision? It comes un- |
der a mnew- capital” works reserve “fund 1
(CWRF). of 11. billion. CWRF .has .,
been set up to finance the new town devel- *
opment programmes (including a strin of
expensive feasibility studies on the
Tcmloncs) ‘road building and ldhd a vaul-
sition. - Its establishment, Bremridge 4
argued, would show for the first time a .
link between the govérnment’s invest-
ment on and funding of capital works. The
outstanding commitment on capital works
stands at HK$23 billion. he said. These
commitments will henceforth be paid for
out of CWRF. which will be aliocated
15% of 1ecurrent and 80% of lind sales re-
venue annually.

In the past. whenever it became appar-
ent that total expenditure on public works
was going to be less than the amount pro-
vided, “steps were taken 10 inject new

rojects to make use of the funds availa-

o .

decide what it wants to do about Hong-
kong. P}
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i -‘Ttus has had the undcsnrab]e cﬂ'oct ol’ m— .
jcreasmg the” ovqr‘hang of carry-over

jects from one year 10 another [with]
siderable financial implicdtions for, the -

years following. Jt is now considered that. *
_thisis the wrong approach.” No detail was .

-

given of the’new projects injected into fhe
public’ works § programme as a result of
under- ulﬂx«afmn 'of the vote, but these
r0j ech‘m f'scai 1981 amounlad 10 HKS7
illon:
Brcmndgc conceded Lhal whllc hc‘had
done his best 10 restrain g;}(:wth “all loop- -
holes are not_closed.” The one project

Janned commitments is the Mass Transit

Railway (M1R). The Tsucn Wan exien-
sion is six months ahead of schedule and
within its original budget of HK$4,1 bil-
Tion, but the ?Sldnd Line (due for comple-
tion in 1986) is already 10% over its origi-
nal budget of HK$7 billion at 1980 prices
as a result of the first two main civil works
contracts. The HK$3.5 billion carinarked
10 assist in financing the Island Line last
Kcar has been used up 1o offset the damage

igh interest rates were causing on the,
MTR corporation’s financial position, R
further capital injection may have to be.
consxdcrecf‘m 1982-86, depending on the
levels of interest rates, other costs, profits
from property dev e]opma nts and the
‘loans to equn)/capua] rauo sLalcd the
budgel note. 4% . !

Although Brcmndgc saw fit 1o warn le-
gislative coundllors against pushing for
more funds for their_pet programmes; .,
without sdg_gcstmg where balancing cuts
“canbema e, itis unlikely that be will suf-*
Jer mEny strictures from them for over-:
“spending “on “infrastructure’ and othcr
xlcms on the capital account, - - . ==
“ More Jand will be produced (644 hec-

‘tares), of which 14% lHa%wﬂlbesold
‘Lan produchon priority is based on the..
need to produce more for housing and’
‘roads. The total cxpendnurc on transport,
roads,-civil en ccnng and land is cstx-
_mated at HK$6.4 billion -— 17% of total!
expenditure —= “ “compared with only

-

';ducuon he added, was now seven times
more than five years ago. -

The fact that 1981-82 revenue fromJand'
was HK$1.7 billion less than envisaged — .
despite the provision of seven hectares
more for sale than estimated — gave
Brcmndge a chance to demolish criticisms

“that the government adopts a hxgh land’

price policy.” And despite the “current
cyclical downiurn  in  the property
market.” he added, “Thave complete con-

fidence in the long-term prospects of our
real estatc developers.”

The public housing programme, "how-
ever, has not been enlurged despite the
fact that there are now 160,000 families on

le.,” stated a Finange Commitiee note.

the waiting list. The public housing

MARCH 12 145 o FAR FASTIAN ETONOMT REVIEW

go— t'

likely 10 draw the government, into un- -
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HKS$1 billion or 11% as recently as 1977~
| 78,” Bremridge pointed out. Land pro-
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» budget, st i X831 billion, is up by f“'o on | weifire ~ubvéntions this fiscal year com-
1981-52. The government isintent on! yon | pared to 27% in 1981-82.
building scnually an aveiage 31,000 units Itwasa sm"p‘r' enough budge! in broad
for rent. plus another 6,000 low-cost flats | terms: there was no need to raise more
for s&‘c under the home ownership money through increased direct or indi-
scheme (HOS) for the next few years. In | rect taxesso tax concessions amounting to
recognition that these flats were in danger | HKS1.4 billion were granted to salary

workers, industrialists and p!aycrs in the

If expenditure and revenue estimates
work out according to plan, the surplus in |
fiscal 1982 1s expected to be a modest [
HK$3.7 billion — down fromg the flush
HKS$10.5 billion in 1580-81 and HKIT.6
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*.which “now : cost
" Aflother” concession “ to ~aspiring-. flat

a6 e | o

of bung priced out of the reach of lower
middle-income families, the government
last year decided to excludc the land ele-
ment from. the sale prices of HOS flats
K$127,500-296,400.

" owners will be the provision of anothcr

built. b{)cpnvaté dcvelopers “Considera-,
e tlon is
: wafs of extending th rc\nsed pricing poli-

ing given,” rqmndgc - said, “to

cy

to exclude Ignd costs] to PSPS flats.”
However, production o

other private-

Sector flats has been reduced by some”

5 000 a year for the next four years and
instead of an estnmatcd 30,000

lybc ptoduced annually. == ~ <l
Tbe _provision of more, land for PSPS

' Dats plus the 25% sala {z ‘tax concessions’

‘are Brcmndgc sv.ays of helping to’ Telieve

pressure on the middle class — or sand-

wiched society — whom he acknowledgcd
' was thc mamstay of the commumty

- — .
»--- -

._‘r"

’ canwh'lc a safcty net” of social
chlfare payments was extended to

+.253,000 poor, eldcrly and severely
disabled persons who “cannot make their
fair way in society” — an increase of

21,000 people. Payments provided under

the public assistance, old-age allow-
ance and disability allowance scheme are
not gencrous: HK$175-350 a person a
month according to circumstances and
HKS$165-250 to dependents plus rcnt al-

“tor cal.c ‘has bccn reduced from 4.2% to'|'
" 3.9% though, in money térms, its HK$1.5

. billion budoet is up 15%. But more pubhc
rows about allocation of the government’s
Jargasse will undoubtedly ensue: the
Hongkong Council of Social Services, an
umbrella orfamsanon for voluntary servi-
ces funded largely by the government, is

" already cnmplammg of insufficient fund-

ing which, it claims, is resiraining much-
needed needhng of the go»emmcnt bu-

e R

restraints. It will be left to transpoft offi- i
cxals tQ dgvnsc rcslramls on ag v.n‘»agc.l .‘.2 it 2% by the Umled Statcs 9 5% by ruam hs

foreign-exchange market. billion in 1981-82.

-However, no fiscal restraints on car
ownership were introduced, despite clear
warhings a week before by Secretary for
Transport Alan Scott that something had’

to be done to chcck the 30% increase in

8% re
he woul

bate with the car owners”lobby ¢ ovcr fiscal{

ugh on other occasions he has stated %

“He cxpectcd Hongkong s main market§ ;5}"
to import “substaritially more™ this year — |
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Feaucracy. i To find out more Getais of the furidé and how 10 invest, plésse Lkt b £
The on_mmcnt ho»\uer is not stint- i i
. complete the tear-off n mail it. | "~ ek bm EES & Ve tudal i
ing on its commumtv bunldmg efforts. In —— — _P__ e __ea_o_(.:?ipo_ ?id__ __n_ _:_‘ i e Bl i .. 4 !
fiscal 1982, soaalwelfarc voluntary agen- | . - WH Glover ~. 3L, S er ) s 5
cies will receive 75% more financing to- I Managing Drrector ~ -, LS , - i l
- talling nearly HK$81 million to operate a | Persena! Financial Consultants td |
siring of youth, children and community 1301 Worid Trade Cenvre Causeway Bay, l-song Korg
cenires and to Qrc’lr‘;m; activiti=s to en- ' Tei gyrme 57908248 Telex: 63-.7)7 PrC HX l :
courzg: public participation in identifying | | Piease send me g2iz!s of how to invest in PFC's JF Manzzed Fund i
social needs, to mobilise community re- . Name . - ‘e . l }
sources to meet these needs, to devclop l Address _ I L * t" -~
"C-.~.‘.‘ senvice grougs "":! prociote I — i e e S EEE . I o
good relationsh’s amony  neighbours. Te ra ™ s~wobessed . {
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* Of course, all Bremridge's hand-wring- B85
| ing about restraining the size of the public [§7%
sector agrcsupposc.s GDP will achieve an.% =

owth. He did not indicate how | *
respond to a smaller growth '

19,450 umts over the next four years 10 | private cars since 1979. From his budget
" be sold under Pgm[atc sector participa- | speech, it.is apparent that Bremridge is. that e government wxll not spend its way h:;_ “
hon scheme (PSPS), similar to the HOS — | not prepared to enter info acrimonious de-: out of a recession.™ I N A
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Bankmg & Financs (Hxsm ) 35

[ Deposits (Banks) -

_ ‘1'044‘5'7
(D1Cs) 5 ) 59,167

‘Loans  (Banks) Tt v N | i
Forusein HongkongL = 103,375 3
Foruseabroad = "‘,33,4.10

(DTCs) ~ ’.f

j'

" Forusein Hongkong . 40,034
Foruseabroad ;- 45,255

ol S 1‘../- PRNPIA

MoneySupply(MS) 2. .| 176,818
(ofwhvchln HKs) 145,933
= &y R4 i -‘_“.~,' e
Building & Cmst"uctlon PR e
Private expend. (HKSm.) -~ |- 9,207« |
Public (incl. MTR) (HK$m.) |..7,714 -
Useable Floor Areawith ™| -~

consenttocommence ‘- |5 & T & F R
Y work(sq m)v = ..-J-h('.-'b- - ?;-.:4-—.'-'1: 3N :‘_‘1-.__';'- - " ~-?.. T 1
Residential - - +15 6r
Commerctal 5 3931 {
Industrial = 5 .“.+45 1‘L 13
G -"».-“, AT '“f: RIS .’m , \‘,{'f-***”*-{:-?
=8 S o -.~§l’!’_,'- =nae
Labourforce L3 -i; g 2.498,000 2,370 700 |.. +54 | [&
Unemployed ; , .- = - 3- 17 7.96,000'{ -+ 101,900 {" - ~5.8-.7 | #
Employed %+ i1’} 1:2,402,000 | 2,268,800 | **"+5.9°%
Unemploymentrate «t: 3.8% -7 i
[ Fs o 3 %

Law and Order .7w i

V‘olentcrimesagainst 5
property = - T

Violentcrimes agamst
persons e

vufsla[y

Rate per 100, 000 pop

Fate perl IL'O,G'JG pOp. N

Rate per 100, 000 pop

13
l
4

o Sy §h) _ < - _ 1r ]
veuUE . . | 92 228 f126
" Direct Taxes . : 12.5 108 |, +15.7 .
Indirect Taxes . « ¢ 38 , 41 | ~ 74-
LandSales . . | 12.1 9.8 - -:23_5
EXPE‘JDITUF{E "5 385, .1 -7 f:' +31 o<
51605 |+ 104 ?
S dnt 72,1951 34 1S £ 16.7.47" ?-1—167!5"
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s oounallors will take up an oblique mv:tx-

f ??ﬁ

. tal differencés. The Republic of Singaporé'

.a democratic system of government?

“ with here In the US_ it was only a prufu

3 1

s 1.5% by Wost Lo iy Hp\ u.,
~ndge caatione

1]
Bre I that “swbbornly !
e inflation rates may lead ..}‘ se coun- |
ties to adopt even mure restacuive fiscal |
and monctary policies {which) would ob-
viously affect !d\c.’w!)‘ their demand for
Honzkong products.™ He nevertheless
pio;ccted “domesiic ex ports to these three
markcts to nse by 6-7%, to the rest of the
world, Hongkong “o..\ld export 8% morc'
products'ﬂns vear.” .7 =%
=" It remains to be seen w hether Ichshnvg;-

uon from Bremridge to censure govern®!

T KRR G

ment exponlitare bn the bromng civil
service. Ancibir 16.500 po- Shove been
provided {ot this ye iz, increa

service salarics - - HK$6.7 biliion or 35%

of recurrent expenditure — make no al-
lowance for pay rises this year. Last year's
17%, rise was the subject of much public
“The total size of the civil ser-

criticism. *
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m ansons between the Ovcrseas'
anncsc twins Hongkong and Sm-’

gapore arerresistable dcsprrc them
obvious political, social and cnwronmcn-

has many admirers among Hongkong Chi-
nese who are British D;pendcnt Temtoq’
citizens. : O RS
¥ Yet Smgaporc s Tcaders ha ve i aonoscd
a worrying social symptom — the all-for-
one-and-one-for-himself approach to life,
which leads to the decline of a society. .
They also warn that years of virtually un-
intcrrupted progress and prosperity can
be speedily reversed: that people seck a
leadership which. like Moses, can lead
them throvgh a desert, and that the role of
an elected Oppmmon Ls to ensure bad
government,” S

- In Hongkong. looking out for No. 1is
also a way o life; there is no elected
government, much less an opposition, and
there is no leadership to lead them out of
the political fog which thickens as 1997 ap-

......

ﬁ”"z@ziﬁey

m the size
of the establishmentiByabout 132, Civil

iag as it

about wantirg certain’thirzs so
doesn’t hurt pcrsonal relat -mshpx and
communal coexistence. But people have
become pragmatic and less concerned
about spmd.ng time with others just 1o
spend time.”

v1cc has increased substantially in recent However, Cheung savs the rqualm
ycars, he said. “None of us 1s satisfied | of human rclatnonshxps in Hongkong 1is
at the most effective use is being'made | typical of all fast-moving cities. “The oth-

p of aff resources: This i is one area atwill | er danger in a fast-moving and materialis®
| fequire particular anentlou =% o[ | tic society is the trend towards individual
2 gt ant 75 Yutg Sl - 2i-2 1 ism. People feel they have nothing in com?
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mon except to grab the same things. Buf
: modernisation anﬁ Westernisation nee

i Eshouldn’t be rewarded just because you've

\C‘Y,. e been able to achieve for yourself, but be?

"o} cause’ you' 've achieved for others — like

. -j ‘the family in tradmonal Chinese culture or

" the company in Japanese culture. Minding
. the group’s interest ‘doés not necessarily
contradict modernisation. There are ways

cung is invol~

e P

ved in-10 comimu-
" organisations’
concemed withwo-.
- men’snights, men-’
| tal healt ,and cdu-
canon concepls
“r mdomgasmuch |
asJcanincivic du-
ties,” she éxplains,
" “becausethere’sso
much that needs to
be_done in Hong-
kong. It'suptothe
people. Our edu”
cation systemdoes
not cultivate civic-

l-‘q

“of cultivating the ‘collective system in an

j:an| cnvuonmcnt_ Qur; schools could

; place | emphasis™on™ grodp “projects * tg
achncvc a oenalmgoajgmstcadp

. mdmdua!s to ac!ncve overother mdmdw

“als. Tn our high-rise housmg estafes, com-

munal effort is nécessary for basic thmgs

. Would the right to vote, for example, lq
the newly-introduced district boards —or
even to elect a ’govcmment —_hel

make HonOkong a more civic-minde so-
ciety? “Perhaps,” Cheung said. “T don’t
see our system in terms of a colonial as
against a democratic one. The right to vote
per se is less important thun having the right

Fc«,pk: willing to serve in the government:

mindedness. There

“Most pecple value material things be-’
_cause they get ahead this way, and they
feel they must get ahead. It’s the reward

are signs of budding pubhc tonsuousness
-—butthey'restilltoofew,”

Itisimportant to educate eoplc to appre-
ciate and_best use our form of govern-
| ment. A lot needs to be done in this direc-
tion. Also; if 2 change'is planned because
of the 1997 issue, there should be a transi-
tion during which people should be given

proaches. What can replace disintegrating
social traditions when there is the over-
riding problem of 2n uncertain future? Do
people here really care fartheLrappmgsof
. The REVIEW asked four middle-class :
Hongkong Chinese” how they perceived
the social and political’ problems of this
unique territory. Educated in the West —
and to a higher quality of life — they have’
nevertheless returned to make the best
out of what is often scen as a difficult situa-
-tion. ‘Although this is hardly a pol! from
which broad conclusions can be drawn, it
is nevertheless an insight into this urban
bechive. Therc is more to the heney here
rhanjust moncy, :xpp.:renrh " :

FANNY CHEUNG. 31, spent nine years
studying and working in” California and
Minnesota where she received her docto-
‘rate in p:m.ho[ub) Now a lecturer at the
Chinese Universit Cnumrv say~ she de-

cidod toreturn l Come from He nghong.
and as I A working in psachology T feel
more affin Tv to ("s. peo “IL I'm \\()[Ann"

system of our society. There s nothing bad

- not "have such”a. “negative” effect.” You

like security and atleaner environment.™

the opportunity to Ieam how to govem g
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s ITH§ EUTURE OF HONG KONGINAS THE MAJOR TOPIC OF
DISCUSSION WHEN CHINESE COMMU PARTY (CCP)_VICE CHAIRMAN

DENG)) XIAOPING AND OTHER CHINESE LEADER H LEADIN
"HONG K JING_ON 15 JUNE 1982.

CHINA INTENDS TO ASSERT ITS
SUVEREIGNTY OVER HONG KONG BUT WILL OTHERWISE TRY TO MAINTAIN
THE STATUS QUO. TO ACCOMPLISH THESE AIMS CHINA HAS THE
FOLLOWING PLANS:

A. TO MAKE HONG KONG A SPECIAL AUTONOMOUS DISTRICT
WHICH WILL GOVERN ITSELF BUT FLY THE CHINESE NATIONAL FLAG.
THE GOVERNOR OF HONG KONG WOULD NOT BE APPOINTED FROM BEIUJUING
BUT WOULD BE "ELECTED" LOCALLY BY THE PEOPLE OF HONG KONG.
THEORETICALLY, THE GOVERNOR COULD BE BRITISH, IF THE PEOPLE
OF HONG KONG CHOSE HIM TO BE.

B. TO PERMIT HONG KONG TO CONTINUE ITS PRESENT
ECONOMIC, MONETARY AND LEGAL/JUDICIAL SYSTEMS. THE HONG KONG
DOLLAR AND HONG KONG FOREIGN EXCHANGE RESERVES WOULD BE
TOTALLY INDEPENDENT OF CHINESE CONTROL. THE LEGAL/JUDICIAL
SYSTEM WOULD ALSO REMAIN INDEPENDENT, ALTHOUGH SOME OF THE
SYSTEM’S TERMINOLOGY WOULD HAVE TO BE CHANGED TO MAKE THE
SYSTEM INTRINSIC TO HONG KONG AND NOT TIED TO BRITISH HERITAGE.
(SOURCE COMMENT: IT APPEARS THAT THE HONG KONG POLICE WOULD
REMAIN AN INDEPENDENT BODY BUT BRITISH MILITARY ELEMENTS WOULD
EITHER HAVE TO LEAVE HONG KONG OR BE INCORPORATED INTO THE
LOCAL GOVERNING STRUCTURE.)

2. WHEN ASKED WHETHER CHINA VIEWS 1887 AS THE TARGET DATE
FOR IMPLEMENTING THESE CHANGES, THE CHINESE LEADERS DID NOT
RESPOND DIRECTLY. THEY INDICATED THAT THE CHANGES COULD TAKE
PLACE EITHER BEFORE OR AFTER 1987. THEY ALSO STRESSED THAT

THE TRANSITION FROM BRITISH TO CHINESE POSSESSION WOULD BE

ACCOMPLISHED VERY SLOWLY AND CAREFULLY. CHINA DOES NOT WANT

TO UNDERMINE INVESTOR CONFIDENCE OR CREATE ANXIETY AMONG

HONG KONG RESIDENTS. IN THIS REGARD, THE CHINESE LEADERS CAUTIONED

THE HONG KONG BUSINESSMEN NOT TO DIVULGE THE CONTENT OF THE

PRESENT DISCUSSIONS; THESE TALKS WERE "TOP SECRET" AND MUST BE

HELD IN STRICTEST CONFIDENCE. THE CHINESE LEADERS SEEMED

CONFIDENT THAT, WHILE THERE WILL BE SOME FLIGHT OF FINANCIAL

CAPITAL FROM HONG KONG IMMEDIATELY AFTER CHINA‘S PLANS FOR

THE COLONY BECOME KNOWN, INVESTORS WILL RETURN ONCE THEY

REALIZE THAT HONG KONG’S ECONOMIC VIABILITY WILL NOT BE

THREATENED. THE LONG HISTORY OF POLITICAL ‘ R
UPHEAVAL THA1 CHINA HAS EXPERIENCED SINCE THE CCP CAME TO DeCLASSIFIED
POWER IN 1948 DOES NOT INSPIRE CONFIDENCE AMONG HONG KONG

BUSINESSMEN AND FOREIGN INVESTORS THAT CHINA WILL PROVIDE A R & Ja
NLRRMIR

o D veorEglaly




STABLE ECONOMIC ENVIRONMENT IN HONG KONG AFTER 1997. CHINA
IS VERY NAIVE IF IT THINKS IT CAN CREATE SUCH CONFIDENCE IN
THE NEAR TERM,

3. THE VISITING HONG KONG BUSINESSMEN RAISED THE QUESTION
OF CHINA GIVING HONG KONG 15 YEARS ADVANCE NOTICE BEFORE
"TAKING BACK" THE COLONY. THE CHINESE LEADERS RESPONDED THAT
SUCH NOTIFICATION WOULD BE IMPOSSIBLE SINCE IT WOULD NOT BE
IN ACCORD WITH THE PRINCIPLE OF CHINESE SOVEREIGNTY OVER
HONG KONG.

4. THE CHINESE LEADERS ADDED THAT CHINA WOULD NOT MAKE
ANY COMPROMISES IN ITS POSITION ON THE FUTURE OF HONG KONG
WHEN BRITISH PRIME MINISTER MARGARET ((THATCHER)) VISITS CHINA
IN THE FALL OF 1982.
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1987: AN ARRANGEMENT IN THE WORKS?

SUMMARY: FUNG KING HEY, CHAIRMAN OF SUN HUNG KAl
SECURITIES (HONG KONG’S LARGEST SECURITIES FIRH) AND
SUN HUNG KAl BANK, LTD. MET WITH CHIKA'S PRIME
MINISTER ZHAO ZIYANG ON APRIL 16 TO DISCUSS HOKG KONG'S
FUTURE. T. L. TSIM, FUNG'S ASSISTANT, GAVE ECONOFF THE
FOLLOWING READ-OUT O THEIR EXTENSIVE CONVERSATICHN, AND
THE PRESENT STATUS OF THE 1987 LEASE ISSUE. ACCORDING
T0 TSIM, ALL PARTIES HAVE REACHED AGREEMENT TO MAINTAIN
THE STATUS QUO [N HCHG KONG. CHINA IS MAINLY CONCERNED
WITH MAINTAINING FACE. ZHAO WELL APPRECIATES THE VALUE
OF KONG KONG TO THE PRC, BUT HAS THE MISCONCEPTION THAT
THE U. K. REALIZES VAST MONETARY GAINS FROM HONG KONG.
THE KEY QUESTION OF WHC ADMINISTERS HONG KONG REMAINS.
ACCORDING TO TSIM, THE BRITISH ERE NOW DRAWING UP A LIST
OF THEIR MINIMUM REQUIREMENTS CONCERNING KONG KONG'S
FUTURE. CHINA END THE U. K. ARE MOVING TOWARD AN
AGREEMENT. THIS WILL BE AN IMPORTANT ISSUE WHEN PRIME
MINISTER THATCHER VISITS BELJING AKD HONG KONG IN
SEPTEMBER. A SUBCECUEHT CONVERSATION WITH THE HONG
KONG GOVERNHENT’S (HKGI ASSISTANT POLITICAL ADVISOR
CONFIRMED THAT THE PRIME MINISTER WILL ALSO VISIT

HONG KOG DURIHC HER SEPTEMBER CHIKA VISIT AND THAT
THE U.K. GOVERHMENT IS INDEED DRAWING UP A LIST OF

ITS HINIHUH REGUIREMENTS. HOWEVER, THE ASSISTANT
POLITICAL ADVISOR EXPRESSED DCUBT THAT AM AGREEMENT
COULD BE CONCLUDED BY SEPTEMBER. END SUHMARY.

1. FUNG KING HEY AND ZHAO ZIYANG MET APRIL 16 FOR
TWO-AND-A-HALF KOURS, EXCEEDING THE CCHEDULED
OKE-ALD-A-HALF KOURS, END DISCUCZED HCHG KONG'S FUTURE.
T. L. TSIM, ASSISTANT TO CHAIRMAN FUNG KING HEY, BRIEFED
ECONOFF ON THEIR EXTENSIVE CONMVERCATION AND THE PRESENT
STATUS OF THE 1997 LEAZE [SSUE. FUNG 1T WELL-RNOWN IN
HONG KONG FOR HIT EXCELLENT CONTACTS HERE AND IN CHINA.
HIS FIRM RECENTLY SIGNED AN AGREEMENT WITH THE U.S.
SECURITIES FIRM OF MERRILL LYNCH.

2. ACCORDIHG TC 7SiM, THE PRC, THE BRITISH GOVERHMENT,
AHD THE HONG KCNG GOVERNMENT (HKG) HAVE ALL AGREED UPON
THE DESIRABILITY OF MAINTAINING THE CTATUS QUO IN HONG
KONG. CHINA’S MAIN PRCELEM IS WITH THE QUESTION OF
FACE. ZHAO ZIYKNG ASHED FUNG, “HOW DO | EXPLAIN THIS
T0 MY PECPLE?"

3. IHAO QUERIED FUNG EXTENSIVELY ABOUT WHAT WOULD
HAPPEN IF NO AGREEMENT 1S REACHED. FUNG REPLIED THAT
SEVENTY PERCENT OF HONG KONG'S TOP EUSINESS TYCOONS, *
THE VERY PEOPLE THE PRC NEEDS TO MAINTAIN HONG
KONG'S USEFULNESS TO CHINA, WOULD LEAVE.  (SHORTLY
AFTER FUNG RETURNED TO HONG KONG THE ANNOUNCEHENT OF

70742 INCOMING
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SUN HUNG kﬁl's ACQUISITION OF A PERCENTAGE OF ’
MERRILL LYNCH SERVED TO REINFORCE THE MESSAGE
TO CHINA'S LEADERSHIP THAT HONG KONG FIRHS, UNCERTAIN

"ABOUT THE FUTURE, ARE NOW DIVERSIFYING.)

4. FUNG KING HEY BELIEVES THAT ZHAO WELL UNDERSTANDS
THE VALUE OF HONG KONG TO CHINA.  WHAT IHAO TOTALLY
FAILED TO GRASP WAS THAT THE UNITED KINGDOM REALIZES
LITTLE MONETARY GAIN FROM HOHG KONG. APPARENTLY HE
BELIEVED, BASED ON NCNA REPORTING, THAT HONG KONG ThX¥
DOLLARS KND RESERVES EMDED UP IN THE U.K. TREASURY.
HE COULD NOT UNDERSTAND WHY THE UNITED KILGDCH WOULD
BE WILLING TO REMAIN IN HONG KONG WiTHOUT SUBSTANTIAL
MONETARY BENEFITS.

5. THE KEY QUESTION OF WHO ADMINISTERS HONG KONG REMAINS
TO BE DECIDED. ONE POSSIBILITY HENTIOKED BY TSIM IS

FOR LOCAL HONG KONG ADMINISTRATION BY THE PEOPLE ALREADY
IN POWER--SUCH AS NADDCN-CAVE AND JOHN EREMRIDGE. YOUDE
WOULD BE THE LAST GOVERNOR APPOINTED BY LONDON.

6. THE BRITISH ARE NOW DRAWING UP A LIST OF THEIR
MINIMUM DEMANDS CONCERKING HONG KONG'S FUTURE. THESE
WILL INCLUDE THE INDEPENDENCE NF THE HONG KONG DCLLAR
AND THE INDEPEMDENCE OF THE JUDICIARY (ELTHOUGH THE
HIGHEST APPEAL COURT COULD BE LOCATED IN HONG KONG
RATHER THAN LONDOM). THE BRITISH ARE TAKING THE
ATTITUDE THAT THESE ARE MINIMUM DEMANDS; WITHOUT THEM
THEY WILL LEAVE. THE BRITISH GOVERNMENT 1S VERY
CONSCIENCIOUS ABOUT MAINTAINING CHINA'S FACE. WHEN
FUNG SUGGESTED TO HIS HKG CONTACTS THAT THE KKG PAY

A REGULAR ANNUAL PAYHENT TO THE PRC FOR HONG KORG, THE
HKG OFFICIAL REPLIED THAT ANY IDEA OF THIS NATURE MUST
APPEAR TO BE INITIATED BY CHINA.

7. TSIMBELIEVES CHINA AND BRITAIM ARE HOVIKG TOWARD
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AN AGREEMENT. THE MOST LIKELY AGREEMENT, ACCORDING

TO YSIM, WOULD BE A WRITTEN STATEMENT WHICH RECOGNIZES
CHINA'S SOVEREIGNTY OVER HONG KONG IN AN OPENING
PARAGRAPH. THE FOLLOWING PARAGRAPH WOULD ERDORSE THE
STATUS QUO, PERHAPS WITH A PROVISION ALLOWIKG CHINA TO
TAKE BACK HOKG KONG UPON DEMAND WITH A 20-YEAR ADVANCE
NOT ICE. *

8  PRIME M'NISTER THATCHER WILL BE IN PEKING FOR SIX
DAYS IN SEPTEMBER, FOLLOWED BY TWO DAYS IN HONG KONG
PRESS CONFERENCES ARE SCHEDULED DURING BOTH VISITS.
ALTHOUGH THE UNITED KINGDOM IS DOWNPLAYING SPECULATION
THAT AN ARRANGEMENT WILL BE REACHED AT THIS TIME, ALL
PARTIES ARE HARD AT WORK TO REACH ONE.

9, THE FALKLAND ISLANDS CRISIS HAS HELPED SPUR CHINA
10 EXPLORE AN ARRANGEMENT OVER HONG KONG'S FUTURE. IT
DEMONSTRATED WHAT CAN HAPPEN IF ISSUES ARE LEFT TO
REACH THE CRISIS STAGE. CHINA AND THE UNITED KINGDOM
CAN AGREE ON HONG KONG NOW WHILE PRINE MINISTER THATCHER
AND VICE-PREMIER DENG ARE STILL IN POWER, OR THEY CAN
LEAVE HONG KCHNG'S FUTURE TO THE REALM OF THE UNKNOWH.
THE DESIRE IS NOW MANIFEST ON BOTH SIDES, ACCORDING TO
OUR SOURCE, 10 COME TO $OME ARRANGEMENT ON HONG KONG'S
FUTURE.

10. IN A SUBSEQUENT CONVERSATIOH, HKG’S ASSISTANT
POLITICAL ADVISOR (4POL AD} CONFIRMED THAT PRIME
MINISTER THATCHER WILL VISIT HONG KONG AND JAPAN

AFTER HER SEPTEMBER CHINA VISIT. ECONOFF MENTIONED
HAVING HEARD THAT THE BRITISH WERE DRAWING UP A LIST
OF MINIMUM REQUIREMENTS. HE SAID WE WERE "WELL
INFORMED; ™ HIS GOVERKMENT 1S NOW WORKING ON THIS
PAPER. HE WILL BE [N LONDON SHORTLY TO WORK OH THE
1997 PROBLEM. HE REPEATED THE TRADITIONAL ERITISH
GOVERNMENT LINE THAT PROGRESS MAY BE DIFFICULT 10
ACHIEVE. FPRIME MINISTER THATCHER 15 PREOCCUPIED WITH
THE FALKLANDS; HE HOPED SHE WOULD "GET CRACKING"
LATER! HE EXPRESSED DOUBT AN AGREEMEHT COULD BE
REACHED 1IN SEPTEMBLR. THE TIMING IS NOT PROPITIOUS
FOR THE CHINESE TO MOVE UNTIL AFTER THE 12TH PARTY
CONGRESS WHEN VICE-CHAIRMAN DENG XIAOPING CAN RID THE
PARTY OF CERTAIN PEOPLE.4ESHINA'S LEADERS FEAR 1897
COULD BECOME A WEAPON IN A FACTIONAL FIGHT. HOVEVER,
APOLAD TWICE ADDED THE CAVEAT THAT HE COULD BE WRONG;
THE CHINESE ARE ALWAYS CAPAELE OF SURPRISING THE U.K.
HE 1S NOT CERTAIN DENG REALIZES JUST HOW DIFFICULT
THIS PROBLEM IS, ALTHOUGH IT IS HOW IN HIS IN BOX--A
SIGN OF PROCRESS THAT THE CHINESE ARE NOW WILLING TO
FOCUS ON THIS KNOTTY ISSUE.

COMMENT: 1T IS SIGNIFICANT THAT CHINA’S LEADERS ARE NOW
BEGINNING TO GIVE MORE SERIOUS THCUGKT TO THE 1987 PROB-

TELEGRAN
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LEM. THE CRITICAL QUESTION OF THE FUTURE FCRH OF THE
ADMINISTRATION OF HONG KOMG COULD BE A KNOTTY ONE TO RE-
SOLVE. THE BRITS ARE PLAYING DOWN PFOSPECTS FOR A SETTLE-
MENT DURING THATCHLR'S VISIT 10 MININIZE GLCOM HERE IN

THE EVENT IT 153 NOT FORTHCOMING, BUT THEIR CAUTIOR I3
PROBABLY WELL JUSTIFIED IN LIGHT OF THE COMPLEXITIES OF
THE ISSUE.
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£.0. 12065: N/A
TAGS: ECON, EGEN, ETRD, HK
SUBJECT: HONG KONG SUFFERS FROM EXPORT SLUMP

SUMMARY: HONG KONG'S DOMESTIC EXPORTS FAILED TO GROW
IN REAL TERMS DURING THE FIRST QUARTER OF 1982,
COMPARED WITH THE SAME PERIOD LAST YEAR. EXPORTS TO -
THE UNITED STATES HELD UP BETTER THAN TO HONG KONG'S
OTHER RECESSION-HIT MARKETS. WITH SUCH DISAPPOINTING
FIRST QUARTER RESULTS, WE DOUBT THAT THE HONG KONG
ECONOHY CAN ACHIEVE THE HONG KONG GOVERNMENT'S (HKG)
GOAL OF 7 PERCENT REAL GROWTH IN DOMESTIC EXPORTS AND
8 PERCENT REAL GROWTH IN GROSS DOMESTIC PRODUCT IN
1982. HONG KONG’S ECONOMIC PERFORMANCE WILL ALSO BE
ADVERSELY AFFECTED BY RECENT FLOODS. RECENT
REDUCTIONS IN INTEREST RATES WILL NOT PROVIDE HMUCH
STINULUS TO GROWTH. HONG KONG'S COMPETITORS - KOREA,
SINGAPORE, AND TAINWAN - ARE ALSO SUFFERING FROM THE
RECESSION IN THEIR MAJOR MARKETS. HONG KONG'S
FLEXIBILITY WILL EMABLE ITS ECONOMY TO REACT QUICKLY
TO PROFIT FROM ANY UPTURN IN THE ECONOMIES IN ITS
MAJOR EXPORT MARKETS - THE UNITED STATLS, THE UNITED
KINGDOM, AND WEST GERMANY. ALL SAID, HONG KONG'S °
ECONOHIC GROWTH IN 1982, EVEN IF LESS THAN THE HKG
PROJECTS, WILL STILL BE MOST IMPRESSIVE BY WORLD
STANDARDS. END SUMHMARY.

1. REFLECTING THE RECESSION IN HER MAIN MARKETS, HONG
KONG 1S EXPERIENCING SETBACKS IN INTERNATIONAL TRADE
THIS YEAR. FIRST QUARTER DATA SHOWED NO REAL GROWTH
IN DOMESTIC EXPORTS, CCMPARED WITH THE SAME PERIOD
LAST YEAR. THE LAST TIME HONG KONG REGISTERED ZERO
REAL GROWTH IN DOMESTIC EXPORTS IN ANY ONE QUARTER
WAS DURING THE 1974-75 RECESSION. IN CURRENT PRICES,
DOMESTIC EXPORTS GREW 9 PERCENT DURING THE FIRST
QUARTER. HONG KONG'S APRIL EXPORT FIGURES, (NOT YET
ADJUSTED FOR INFLATION) SHOWED SOME IMPROVEMENT;
DOMESTIC EXPORTS ROSE 11.9 PERCENT BY VALUE OVER
APRIL OF LAST YEAR.

EXIM-04 NSAE-00 LAB-04
FRE-D01
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2.HONG KONG'S EXPORTS TO THE UNITED STATES IN THE /7
FIRST QUARTER HELD UP BETTER THAN TO ITS OTHER
RECESSION HIT MARKETS. EXPORTS TO THE UNITED STATES
GREW 12 PER CENT BY VALUE (IN CURRENT PRICES),
COMPARED WITH THE FIRST QUARTER OF LAST YEAR; EXPORTS
TO THE EEC DECLINED ONE PERCENT.
3. DOMESTIC EXPORTS ARE CRUCIAL TO HONG KONG'S
ECONOMY. IN 1981, DOMESTIC EXPORTS ACCOUNTED FOR 59
PER CENT OF HONG KONG’S TOTAL GROSS DOHESTIC PRODUCT
OF HK$135,348 HILLION (US524,315 MILLION AT HK15.566
EQUALS USS1 IN 1981). HOREOVER, 26 PERCENT OF HONG ’
KONG’S LABOR FORCE 15 EMPLOYED IN THE MANUFACTURING
SECTOR.
4. WE DOUBT THAT HONG KONG'S ECONOMY CAN ACHIEVE THE
HKG’S GOAL OF 7 PERCENT REAL GROWTH IN DOMESTIC
EXPORTS AND 8 REAL GROWTH IN GOP THIS YEAR. EVEN
WHEN THE U.S. AND EEC ECONOMIES RECOVER, THE EFFECTS
IN HONG KONG WILL LAG ABOUT SIX MONTHS OR MORE.
ANOTHER DISCOURAGING INDICATION IS THE DECLINE IN
HONG KONG’S RETAINED IMPORTS DURING THE FIRST
QUARTER. THESE DROPPED S PERCENT IN REAL TERMS,
COMPARED WITH THE SAHE PERIOD LAST YEAR. RAW
MATERIALS AND SEMI-MANUFACTURERS RECORDED A 7 PERCENT
DROP AND FUELS A TEN PER CENT DROP IN MARCH THIS
YEAR, COMPARED WITH THE SAME MOMTH LAST YEAR. THESE
TRENDS ARE WORRYING BECAUSE OF THEIR IMPLICATIONS FOR
EXPORT PERFORMANCE IN THE COMING MONTHS.
5. HONG KONG’S 1982 ECONOMIC PERFORMANCE WILL ALSO BE
ADVERSELY AFFECTED BY RECENT FLOODS. HONG KONG
EXPERIENCED 1TS WORST RAINSTORH IN TEN YEARS. FROM
MAY 28 TO JUNE 1, TORRENTIAL RAINS CAUSED SOME 500
LANDSLIDES AND 1,400 REPORTS OF FLOODING. ACCORDING

UNCLASSIFIED '
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T0 THE AGRICULTURAL AHD FISHERIES DEPARTMENT, THE
RAIN KILLED 400,000 POULTRY AND 7,008 PIGS AND

* FLOODED 40 PER CENT OF THE 1,008 HECTARES OF
VEGLTACLE TICLSS 1 BONG KORS.  LOTAL TRICIS OF
VEGETABLES AND AGRICULTURAL PRODUCTS ROSE AS A
RESULT. THE AGRICULTURE AND FISHERIES DEPARTHMENT’S
HOST RECENT ESTIMATES SHOW A TOTAL LOSS IN CROPS AND
ANIHALS OF HKS$20.6 MILLION (APPROXIMATELY US33.54
MILLION), PLUS HKS3 MILLION (U1528,680) IN DAMAGE
DONE TO FISH PONDS. THE EMERGENCY RELIEF SCHEHME
ENTITLES FARMERS TO'COMPENSATION; THE HONG KONG
GOVERNMENT WILL FACE A TOTAL COMPENSATION BILL OF
ABOUT HK$3 MILLION (US$528, 600).

* 6. RECENT REDUCTIONS IN INTEREST RATES WILL NOT

PROVIDE MUCH STIHULUS TO GROWTH. HONG KOMNG BANKS’
DECIDED TO CUT THE PRIME RATE BY ONE PERCENTAGE
POINT. EFFECTIVE MAY 31 THE PRIME RATE WAS LOWERED
FROM 16 PERCENT TO 15 PERCENT. SAVING RATES ARE NOW
AS FOLLOWS: 9 PERCENT FOR 24-HOUR CALL, 7-DAY CALL,
ONE AND TWO WEEK DEPOSITS; 11 PERCENT FOR OHE, NINE
AND TWELVE MONTH DEPOSITS; AND 11.5 PERCENT FOR TWO
TO SIX MONTH DEPOSITS. THE LAST RATE REDUCTION TOOK
PLACE DECEMBER 7, 1381. THE HONG KONG ASSOCIATION OF
BANKS CITED ITS PREFERENCE FOR STABILITY OVER A
SERIES OF SMALL ADJUSTHMENTS AS THE REASON FOR THEIR
DELAYED REDUCTION IN PRIME RATES AT A TIME WHEN THE
HIGH COST OF BORROWING PRESENTED A PROBLEM TO LOCAL
MANUFACTURERS. FROM THE LOCAL MANUFACTURERS’ ’
VIEWPOINT, THE RATE REDUCTION IS STILL NOT SUFFICIEGT
TO STIMULATE INVESTMENT

7. COMMENT: HONG KONG’S CHIEF COMPETITORS - KOREA,
TAIWAN, AND SINGABORE - ARE ALSO BEING HURT BY THE
RECESSION IN THEIR MAJOR MARKETS. HONG KONG'S
FLEXIBILITY WILL ENABLE IT TO TAKE ADVANTAGE OF ANY
UPTURN IN THE ECONOMIES OF ITS MAJOR EXPORT MARKETS -
THE UNITED STATES, THE UNITED KINGDOM, AND"WEST
GERMANY. EVEN IF HONG KONG 1S NOT ABLE TO ACHIEVE
I'TS PROJECTED 8 PERCENT REAL GDP GROWTH TARGET THIS
YEAR, ITS GROWTH RATE WILL STILL BE MOST IMPRESSIVE
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E.0. 12065: GDS 6/23/88 (LEVIN, BURTOK) OR-M

TAGS: PEPR, CH, HK

SUBJECT: DENG XIAOPING’S MEETING WITH HONG KONG CHINESE
= LEADERS

REF: HONG KONG 3488

1. (C-ENTIRE TEXT)

2. BEGIN SUMMARY. PRC LEADERS ARE CONTINUING TO
CONSULT WITH PROMINENT HONG KONG CHINESE OVER THE
FUTURE OF HONG KONG AND OTHER ISSUES. HMOST RECENTLY
DENG XIAOPING MET WITH TWELVE PRO-PRC LEADERS FROM
VARIOUS WALKS OF LIFE FROM HONG KONG AND MACAO. THE
PURPOSE OF THESE TALKS, AS WITH SEVERAL LEADING
BUSINESS TYCOONS EARLIER, SEEMS TO HAVE EEEN ON THE
ONE HAND TO GATHER OPINIOHS OH WHAT HONG KOHG NEEDS
FOR CONTINUED ECONOMIC STABILITY AND ON THE OTHER TO
DEMONSTRATE TO HONG KOHG INVESTORS JITTERY ABOUT THE
1987 ISSUE THAT THE PROBLEM IS RECEIVING TOP-LEVEL
ATTENTION IN BEIJING. END SUMMARY.

3, ON JUNE 15 VICE PREMIER DEMNG XIAOPING MET WITH
TWELVE PROMINENT PRO-PRC CHINESE LEADERS FROM HONG
KONG AND MACAO. THE GROUP INCLUDED BUSINESSMEN,
LABOR UNION LEADERS, PUBL ISHERS, AN EDUCATOR, A
PHOTOGRAPHER, AND A WOMEN’S GROUP LEEDER. ELEVEN
LIVE IN HONG KONG AND ONE 1S FROM MACAOD. ALL ARE
MEMBERS OF THE NATIOMAL PEOPLE’S CONGRESS OR THE
CHINESE PEOPLE’S POLITICAL CONSULTATIVE CONFEREMNCE.
HOMG KONG’S PRC-CONTROLLED PRESS GAVE FRONT-PAGE
COVERAGE TO THESE MEETINGS, BUT SAID NOTHING ABOUT
THE CONTENT OF THE CONVERSATIONS.

4. LU KENG, THE PUBLISHER OF THE INDEPENOENT BAI
XING MAGAZINE, WHO CLAIMS TO HAVE TALKED WITH
SEVERAL OF THE PARTICIPANTS, TOLD A COMGEINOFF THAT
DENG HAD TOLD THEM THAT CHINA INTENDS TO “"RECOVER"
(SHOU KU1) ITS SOVEREIGNTY OVER KONG KONG, BUT THAT
IT HOPES TO PRESERVE THE CITY’S PROSPERITY AND THE
CURRENT ECONOMIC SYSTEM "AS MUCH AS PCSSIBLE.™
PRIVATE INVESTHENT MUST BE GUARANTEED. CENG SCLICITED
THEIR OPIKIONS ON HOW THIS COULD BEST BE DONE. IN
A JUNE 23 CONVERSATION WITH COHGENOFFS, THE LEADER
OF THE GROUP, DA GONG PAO PUBLISHER FEI YIMIN,

TRIED TO PLAY DOWN THE PROMINEMCE OF THE 1997 ISSUE,
SAYING THAT DENG'S DISCUSSIONS WITH THE ViSITORS
COVERED THE WHOLE CURRENT SITUATION IN HONG KONG,

OF WHICH THE 1997 ISSUE WAS ONLY ONE PART. THE
MEETINGS, HE SAID, SHOWED THE IMPORTANCE CHINA'S
TOP LEADERSHIP PLACES OH HONG KONG AKD MACAO IN
GENERAL. VARIOUS OTHER PRC CADRES HAVE SIMILARLY
TRIED TO PLAY DOWN THE 1997 I1SSUE, POINTING OUT

TELEGRAM Al
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FOR EXAMPLE THAT THE DRAFT COKSTITUTION WAS ALSO . Y]
DISCUSSED.

S. COMMENT. THE JUNE 1S VISIT COMES IN THE WAKE OF @@
A SERIES OF MEETINGS IN RECENT HMCNTHS BETWEEN TOP

PRC LEADERS AND SOME OF HONG KONG'S LEADING TYCOONS,
INCLUDING Y.K. PAO, LI KA-SHING, HENRY FOK AND FUNG
KING HEY. PREMIER ZHAO ZIYAKG SOLICITED FENG'S VIEWS
ON HONG KONG BUSINESSMEN’S REACTIONS TO THE 1887

ISSUE (REFTEL), AND THIS SUBJECT WAS PROBABLY A PRY-
MINENT PART OF THE OTHER DISCUSSIONS AS WELL.

6. THE CHINESE, LIKE THEIR BRITISH CCUNTERPARTS,
SEEM TO BE TRYING TO KEEP DOWN THE PROFILE OF

THEIR PROSPECTIVE NEGOTITIONS OVER THE FUTURE

STATUS OF HOMNG KONG, PRESUMABLY TO PREVENT UMNDUE
DISAPPOINTMENT IN THE LIKELY EVENT THAT NO BREAK-
THROUGH WILL BE MADE AT THE TIKE OF PRIME MINISTER
THATCHER'S VISIT TO CHINA IN SEPTEMBER. NEVERTHELESS,
THE IMPLICIT MESSAGE OF THE RECENT VISITS FOR HONG
KONG INVESTORS IS THAT THE PRC IS NOW AWARE AT

THE HIGHEST LEVELS THAT THE EXPIRATION OF THE NEW
TERRITORIES LEASE (N JULY 1837 IS THREATENING TO CAST
ITS SHADOW ON CURRENT BUSIHESS DECISICHS IN HONG

KONG, THAT BEIJING DOES NOT INTEND TO LET THE MATTER
DRIFT, AND THAT IT IS SERIOUS ABOUT PRESERVING AN
ECONOMIC STRUCTURE THAT HONG KONG CAPITALISTS WILL
FIND CONGENIAL. NEVERTHELESS, THE ASSURANCES SO

FAR ATTRIBUTED TO MAINLAND LEADERS HAVE NOT BEEN
SOLID ENOUGH TO SATISFY MOST HONG KONG ENTREPRENEURS.
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Cal.

SUBJECT: The Future of Hong Kong

SUMMARY ;

Recent reporting from our Consulate General in Hong Kong
and sensitivellllllE ources indicates China has decided
-to assert its sovereignty over Hong Kong in 1997 but believes
it can leave intact the island's current economic system. The
exact role China intends the British to play and the changes it
will make in the crown colony's political and social structures
have yet to be determined. Beijing realizes, however, that the
more post-1997 arrangements resemble current ones, the better
not only for its own interests in preserving the vital role
Hong Kong plays in the mainland's economy but also for its
efforts to woo Taiwan.

KEY POINTS:

--In an April discussion with former British Prime

Minister Heath

Vice Chairman Deng said China will assert its sovere-
ignty over Hong Kong when the New Territories lease expires in
1997 but also will affirm China's intention to maintain the
crown colony's economic system and status as an international
port. In February, according to another clandestine report,
Party Chairman Hu Yaobang endorsed the concept of allowing two
different systems to exist within one country, and stated this
could be used to resolve the problems of Taiwan, Hong Kong, and

Macao.

--Deng also envisages Hong Kong as a special zone under
Chinese rule but with British participation in the governing
structure. Such an arrangement, admittedly ambiguous at this
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stage, might give investors confidence in the island's future
and stem the growing trend by financiers to transfer their
assets to foreign countries. The Chinese want to prevent any
situation that could cause them to lose one of their principal
sources of foreign exchange (up to 40% of which is earned .
through Hong Kong) and contribute to unemployment and social
unrest. They may also fear that managerial, technical and ~
capital flight out of Hong Kong could lead to unwillingness by
overseas Chinese to invest in China's Special Economic Zones
and other modernization programs.

--Our Hong Kong Consulate General reports that Fung
King Hey, chairman of a large securities firm and bank in
Hong Kong, warned Zhao that, unless an agreement on the colony's
status is reached soon, 70% of the island's businessmen would
leave. 014 British Taipans such as Jardines and Swire, and
new Chinese Taipans like Y.K. Pao and Li Ka-shing have also
doubtless conveyed this message. The Hong Kong Government
itself, in need of borrowing in the capital markests for large
infrastructure projects, has also let Beijing know of its need
for an early decision. 1In a late June meeting with pro PRC
leaders from Hong Kong, Deng addressed this concern and reaffir-
med Beijing's intent to preserve an economic structure which
would be congenial to the island's capitalists.

- reporting in April indicated that China and

Britain had reached an agreement on the sovereignty issue and

Britain's continuing role and that this would be made public in
early May. (The Falklands crisis could have caused a delay.)
However, some differences over roles and administration still
exist. While it is possible an announcement of a plan for the
island's future will be made during Mrs. Thatcher's fall visit
to China, a communique seems more likely at that time, indicat-
ing agreement on the general outlines of a settlement and
specifying the need for ongoing discussions.

COMMENT :

For the PRC, regaining sovereignty over Hong Kong is an
important political objective. The manner in which this is
accomplished, however, is of equal importance, especially to
the continued health of the island's economy, and will have
direct implications for Taiwan reunification. Preserving a
British role, and many of the methods of economic organization
is vital to insuring investor confidence, and would demonstrate
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to Taiwan that non-socialist structures can be successfully
incorporated under a communist government and can be adminis-
tered by those who formerly guided them. However, placing
ultimate authority over the vital economic decisions in the
hands of a communist official with a totally different
philosophy from the territory's famous laissez-faire attitude
will challenge the best of imaginations. Although Beijing has
better than ten years to finalize the arrangement, early
agreement on sovereignty and the configuration of the island's
government will be an important demonstration of Beijing's
ability to follow through on matters relating to its national
honor and financial needs. It will also demonstrate how well
China takes into account the sensitivities and priorities of

those with whom it deals.
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