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I 

INTRODUCTION 

1.1
This document reports on the work of the Competition Policy Advisory Group (COMPAG) in 1998. 

1.2
COMPAG was set up under the chairmanship of the Financial Secretary in December 1997 to provide a high level, dedicated forum to review issues related to competition which have substantial policy or systemic implications, and to examine the extent to which more competition is needed in both the public and private sectors. The terms of reference and membership of COMPAG are set out in the Annex. 

1.3
The establishment of COMPAG demonstrated the Government's commitment to promote competition and to sharpen the competitive edge of Hong Kong. 

1.4
In 1998, the work of COMPAG was focussed on the following areas: 

to promulgate a policy statement on competition; 

to review existing practices alleged to be restrictive or prone to anti-competition behaviour,
   in both the public and private sectors; 

to consider new initiatives to foster competition in various areas; 

to track competition-related complaints received from different sources; and 

to monitor trends and developments in competition policy in the international scene 
  that may have a bearing on Hong Kong. 

II
ESTABLISHING POLICY FRAMEWORK 

2.1

Following the establishment of COMPAG in December 1997, its first major task was to formulate a comprehensive policy statement on competition. In May 1998 COMPAG promulgated the Statement on Competition Policy (Policy Statement). 

2.2

The Policy Statement establishes that the objective of the Government's competition policy is to enhance economic efficiency and free flow of trade, thereby also benefiting consumer welfare. It sets out clearly that the Government is committed to competition as a means to achieving the said objective, and not as an end in itself. 

2.3

The Policy Statement also offers some specific pointers to facilitate compliance with the competition policy by both the public and private sectors. It encourages all public and private sector bodies to adhere to the following pro-competition principles for the purpose of enhancing economic efficiency and free trade - 

maximising reliance on, and minimizing interference with, market mechanism; 

maintaining a level-playing field; 

minimizing uncertainty and fostering confidence in system fairness and predictability by - 

consistent application of policies; 

transparent and accountable operations; and 

adherence to equitable and non-discriminatory standards and practices. 
2.4

Copies of the Policy Statement were widely distributed to the public through the District Offices and the Internet (http://www.info.gov.hk/tib/roles/psoc.htm), as well as to the Members of the Executive Council and Legislative Council, all government bureaux and departments, trade organizations and chambers of commerce. 

2.5

Separately, in order to ensure that all bureaux and departments give due regard to the competition angle in policy formulation, all major policy submissions to the Executive Council have been required to include an assessment of the impact on competition where relevant. 

III

REVIEWING EXISTING PRACTICES AND CONSIDERING NEW INITIATIVES TO PROMOTE COMPETITION 

3.1

Following the promulgation of the Policy Statement, COMPAG requested all government bureaux and departments to identify, within their broad policy portfolios, any exceptions to the competition policy, including alleged restrictive practices or regulatory regime, whether statutory or administrative, and practices prone to anti-competition behaviour. Bureaux and departments were also requested to propose remedies to the identified "exceptions" or practices. 

3.2

Moreover, bureaux and departments were requested to propose new initiatives to promote competition within their broad policy portfolios. 

3.3

In 1998, COMPAG, in conjunction with the relevant bureaux and departments, completed a preliminary examination of the identified "exceptions" and practices. COMPAG assessed whether the identified practices and activities had limited or would limit market accessibility or contestability, whether they had impaired or would impair economic efficiency or free trade, to the detriment of the overall interest of Hong Kong, and whether the proposed remedies would be effective. In some cases, COMPAG endorsed the remedies proposed by the bureaux and departments, and in others, it agreed with the bureaux's and departments' assessment that the identified practices or activities were justified on policy grounds or other considerations. 

3.4

COMPAG also considered all proposed new initiatives to promote competition and gave advice to the bureaux and departments where appropriate. 

3.5

Following the deliberations of COMPAG, the bureaux and departments have taken or will take action in the following areas with a view to rectifying the restrictive practices or promoting competition: 

Legal services 

(1) Admission criteria for barristers 

The present admission criteria provide no recourse for foreign lawyers from non-Commonwealth jurisdictions to gain admission as barristers in Hong Kong. The Department of Justice (D of J) considers that the present criteria cannot be justified, and are inconsistent with our obligations under the World Trade Organisation. D of J intends to introduce legislation in mid-1999 to provide for admission criteria that would be objective, reasonable, non-discriminatory and standards-based. 
(2) Opening up of conveyancing services 

The Housing Bureau is considering to revise the arrangements for contracting out conveyancing work under the Home Starters Loan Scheme and other subsidised public housing loan schemes, with a view to opening up this sector and enhancing healthy competition. 

Energy 

(3) Electricity supply 

The Economic Services Bureau (ESB) commissioned in May 1998 a study on the feasibility of encouraging competition in the electricity supply sector, and of additional interconnection between the existing suppliers. The study is approaching completion and the consultants' report will be published for public comments. ESB will publish a policy statement on the issue towards the end of 1999. 
(4) Gas supply 

ESB completed a study on the feasibility of switching from manufactured town gas to natural gas and on introducing a common carrier gas distribution system open to multiple suppliers, as a means to bring about more competition in the gas supply sector. ESB also published a policy statement in 1998 supporting the introduction of natural gas as a fuel for power generation and domestic uses, and indicating an intention to consider the common carrier concept further once additional sources of natural gas are available. ESB is keeping the matter under review. 
(5) Fuel supply 

ESB is monitoring closely the prices of major fuels. It is studying detailed data from the oil companies on the cost components of the retail prices of unleaded petrol, diesel and LPG and will publish its observations in April 1999.

The Consumer Council (CC) has launched a major study on the state of competition in the local markets for petroleum products. ESB has provided data to CC to facilitate the study, which is due for completion around the end of 1999. 

Construction and Building 

(6) Agency link requirement for registration of lift and escalator contractors 

Under the Lifts and Escalators (Safety) Ordinance, property owners are required to engage registered contractors to carry out any necessary major alteration works to lifts or escalators, to examine and test any altered lifts or escalators, and to examine and test lifts or escalators at prescribed intervals.

In assessing applications for inclusion in the register of lift contractors or that of escalator contractors, the Electrical and Mechanical Services Department (EMSD) used to impose an agency link requirement whereby an applicant must demonstrate that he had technical support from a lift or escalator supplier.

Following a review of the agency link requirement, EMSD decided to replace the requirement with alternative arrangements so as to further open up the lift or escalator maintenance market. Since January 1999, lift or escalator contractors have been admitted to the respective registers under the new arrangements.

(7) Use of British standards in the construction industry 

For historical reasons, British standards have all along been generally adopted as local standards in the construction industry. British standards or equivalent are generally specified in public works contracts and are usually accepted by the Buildings Authority for private developments. The Works Bureau is now taking steps to align local construction standards with the international standards, where appropriate. A pilot study is being conducted on alignment of local standards for UPVC pipes and fittings with international standards. 
(8) Entry qualifications for Authorized Persons under the Buildings Ordinance 

The system of Authorized Persons under the Buildings Ordinance (Section 3) allows only persons with the relevant qualifications, experience and competence to carry out certain duties. The system is intended to provide guarantee to the safety, health and environmental standards for private buildings and that private building works are carried out safely. However, the system, to a certain extent, denies people not belonging to disciplines stipulated in the Ordinance a chance to enter or contest in the market. The Buildings Department is considering carrying out a feasibility study, within the next two years, on widening the entry qualifications for Authorized Persons. 
Telecommunications 

(9) Exclusivity for external telecommunications facilities and services 

Upon agreement between the Government and Hong Kong Telecom International on the early termination of the latter's exclusivity over certain external telecommunications circuits and services, the Government has amended the licences of the three new Fixed Telecommunication Network Services licensees to permit them also to provide external telecommunications services from 1 January 1999 and external telecommunications facilities from 1 January 2000. In addition, from 1 January 1999, the external telecommunications services market has been fully liberalised with licences being issued freely on application. As part of the 1998 Review of Fixed Telecommunications, the Government is considering whether additional licences for external telecommunications facilities should be available from 1 January 2000. A decision on this is expected in the first half of 1999. 

Broadcasting 

(10) Pay television and video-on-demand (VOD) 

The Government completed the Review of Television Policy in December 1998. The policy decision in respect of pay TV and VOD markets is to lift the moratorium on the number of such licences and to promote free competition. Companies, which are interested in establishing new television programme services, can apply for relevant licences under the liberalised regulatory regime. The Information Technology and Broadcasting Bureau will invite applications within the next few months. 

Financial services 

(11) One-building condition on foreign banks 

The one-building condition attached to the authorization of foreign banks, introduced in 1978, restricts the business of a foreign bank in offices (including automated teller machines or similar terminal service) to only one building. This policy was introduced on prudential grounds to avoid overbanking in the retail banking market. The condition applies to banks incorporated outside Hong Kong and licensed after May 1978 in respect of licensed banks and after April 1990 in respect of restricted licence banks. In 1994, this restriction was slightly relaxed to allow these banks to maintain one back office and one regional office in different buildings. The recently completed Hong Kong Banking Sector Consultancy Study recommends that the condition should be gradually removed to enhance the competitiveness of the Hong Kong banking market. The Hong Kong Monetary Authority (HKMA) is consulting the public on the recommendations in the consultancy report and will consider how it should proceed on this matter in the light of comments received. 
(12) Improving the financial disclosure of banks 

Since the promulgation of the Best Practice Guide on Financial Disclosure by Authorized Institutions in 1994, locally incorporated authorized institutions have been required to fully disclose its profit and loss account and its financial position. However, foreign institutions, which operate in Hong Kong in the form of a branch, are not required to disclose such information. To allow for a more level playing field, HKMA has implemented a proposal to enhance foreign bank branches' disclosure of their local operation starting from end 1998. 
(13) Improving practices in the insurance industry 
The Insurance Authority will take steps to ensure fair trade practices in the insurance industry: 

publicising business statistics on the performance of insurance companies, initially on an aggregate basis and then gradually on an individual company basis; 

overseeing the introduction of the code of practice for insurers by their representative body under a self-regulatory system to promote good insurance practices and market discipline; and 

encouraging representative bodies of the insurance industry to promote the general awareness of the public and to educate consumers in their rights and obligations under insurance contracts. 
(14) Contracting out of insolvency work 

At present, the Official Receiver's Office (ORO) administers two contracting out schemes involving two panels, namely "Panel A" and "Panel B", of accounting firms which have been pre-qualified under a set of transparent and objective criteria. With regard to court winding up cases with estimated realisable assets of over $200,000, ORO recommends to creditors appointment of "Panel A" firms as liquidators on a roster basis. As regards summary court winding up cases with estimated realisable assets of less than $200,000, ORO will appoint agents from "Panel B" firms, also on a roster basis. ORO previously invited the legal profession to participate in the panels but the response then was lukewarm. It is now considering a proposal by the Law Reform Commission to establish and operate a two-tier system of licensing of "insolvency practitioners" which will involve other professional groups. 
(15) Level of brokerage for securities transaction 

The rules of the Stock Exchange of Hong Kong stipulate that a minimum brokerage commission of 0.25% of the value of the transaction should be charged to either a buyer or a seller. The purpose is to prevent unhealthy competition amongst brokers which, if happened, would adversely affect the financial stability of the brokers and cause systemic instability to the financial system as a whole. The Financial Services Bureau (FSB) considers that from a broader angle, this will reduce the competitiveness of Hong Kong's financial market vis-a-vis overseas counterparts which allow negotiable rates for large transactions. FSB will review the matter together with the Securities and Futures Commission in the context of the reform of the securities and futures market announced by the Financial Secretary in the 1999-2000 Budget Speech. 
(16) Interest Rate Rules 

The interest rates on deposits with a maturity of less than seven days and with an amount of less than $500,000 are set following the Hong Kong Association of Banks' Interest Rate Rules. The Hong Kong Banking Sector Consultancy Study has recommended that the Hong Kong Monetary Authority (HKMA) should take steps to assess whether deregulation could be achieved without a significant adverse impact on systemic risk of the sector and that further deregulation should take place only after a specified period of stability. HKMA is consulting the public on the recommendations in the consultancy report and will consider now it should proceed on this matter in the light of comments received. 

Government procurement 

(17) Opening up arrangements for acquiring business and student flights 

The arrangement for acquiring business and student flights by civil servants, hitherto restricted to one or two carriers, was opened up in July 1998. 
(18) Purchase of retro-reflective material for making traffic signs 

A single company had been supplying retro-reflective material for making traffic signs to the Correctional Services Department (CSD) for almost 20 years, despite that the procurement was conducted in the form of open tender. Following CSD's proactive action in sourcing material from other potential suppliers and in encouraging them to participate in the tendering exercise, an 18-month supply contract was awarded to a new supplier in September 1998. 
(19) Adopting more open tenders by the Civil Aid Services 

The Civil Aid Services normally purchases goods and services through restricted tenders. It now intends to consolidate minor purchases into bulk purchases so that more open and competitive tenders can be arranged. 
(20) Review of restricted and single tenders by the Fire Services Department 

The Fire Services Department (FSD) now purchases some types of specialised equipment or appliance through single or restricted tender. Such an arrangement is intended to maintain uniform training standards, minimise errors in operation, reduce cost of purchase and maintenance, and avoid the adverse effects of managing a mixed fleet of equipment and appliances. FSD will regularly review the situation to see if any technological development will obviate the need for single or restricted tender in procuring those specialised equipment or appliances. 

Port 

(21) Management reform of the public cargo working areas 

The Economic Services Bureau (ESB) intends to contract out, over the longer term, the entire operations of public cargo working areas including the berths and landside management by public tender. The first phase, involving the allocation of the berths to the existing operators for three years by way of a restricted tender exercise, was completed in February 1998. Phase two, which involves renting out the landside working area to the leaseholder of the berth, is scheduled for implementation in May 1999. ESB intends to introduce a combined land and berth tender when the present berth tenancies expire and gradually introduce more competition in future tender exercises. 
(22) Terminal handling charges 

ESB has set up a meeting with the representatives of the shippers, liner conferences and container terminal operators to improve communication and liaison among the three parties. The liner conferences have undertaken not to increase the terminal handling charges (THC) for one year up to April 2000 provided that there is no substantial change in the general market and economic situation. The liner conference representatives have also undertaken to consider the shippers' request for more transparency and consultation in future revision of THC. ESB will continue to monitor the situation and seek to increase the transparency of the fixing of THC. 

Acquisition of services by the Government 

(23) Domestic waste management 

The Planning, Environment and Lands Bureau (PELB) considers that there is scope for introducing initiatives to promote competition in waste management through greater private sector involvement. Following the review of the District Organizations, the policy bureau responsible for environmental matters will further study how to enhance competition in waste management. 
(24) Greater use of private sector services by the Housing Department 

The Housing Department considers that there are certain areas of duties now taken up by its staff (e.g. estate management services, project management services, audit services and estate surveying services) can be further opened up for competition in the market. The Housing Authority (HA) commissioned a consultancy study to explore opportunities for greater private sector involvement in its estate management and maintenance services. The study has just been completed and the consultancy report has been submitted to HA in March 1999. 
(25) Summer Student Employment Scheme 

The Civil Service Bureau (CSB) used to consider applications for summer student employment only from students nominated by local tertiary and technical institutions. This disappointed some Hong Kong students studying overseas. Starting from 1999, CSB will allow individual departments the additional flexibility to receive applications from Hong Kong students studying abroad for summer employment. In this connection, departments are encouraged to explore various means to recruit overseas students of the right discipline, such as posting job openings on the Internet. 
(26) Selection of consultants for traffic assignments 

Traffic assignments fall into a specialized field of engineering consultancy that generally requires vast amount of background traffic and transport database. The special nature renders the market more prone to domination by particular consultants. In order to promote competition, the Civil Engineering Department and the Transport Department are jointly exploring measures to facilitate more consultants in bidding for traffic assignments, such as establishing, in 1999, a series of Base District Traffic Models which will be available to all consultants. 

Post 

(27) Postmaster General's exclusive privilege of delivering letters 

Under the Post Office Ordinance, the Postmaster General (PMG) has exclusive privilege of delivering letters. PMG pointed out that the privilege was theoretical rather than real. All along, PMG has taken a liberal view on the enforcement of this clause and many companies do provide local and international courier services to meet market demand. Nevertheless, when the Post Office Ordinance is next revised, the Economic Services Bureau will take the opportunity to modify the provision on the exclusive privilege. 

Transport 

(28) Off-street driving school 

At present, there are three driving schools operated by a single operator. The Transport Department plans to establish more off-street driving schools through tendering of new sites starting from 1999. The aim is to provide a choice of driving schools, in terms of location and teaching method, to suit the needs of learner drivers with different background and preferences. 

Education 

(29) Developing a strong private school sector 

The Education and Manpower Bureau is considering new initiatives to encourage healthy competition to public sector schools by developing a strong private school sector through enhancement of government assistance for private schools. 

Food and beverages 

(30) Review of the Rice Control Scheme 

The Trade Department (TD) has since 1955 operated the Rice Control Scheme to ensure regular and adequate supply of rice to consumers at reasonable and stable prices, and to provide a reserve stock for emergency and cushioning purposes. Under the Scheme, only those stockholders (importers) who have registered with TD and fulfilled certain capital, financial and residency requirements, can import rice.

In consultation with the Rice Advisory Committee, TD has been moving towards the direction of increasing competition and reducing barriers of entry to the trade. The department launched the Optional Quota System in the last quarter of 1997 so as to permit greater competition among stockholders. The System has been further developed from January 1999 to promote further competition. TD will review the effectiveness of the System in early 1999. 
(31) Removing alcoholic strength restrictions on the sale of intoxicating liquors 

At present, the sale of a number of Chinese intoxicating liquors is subject to minimum alcoholic strength (e.g. the strength in Sheung Ching for sale shall not be less than 27%). The Customs and Excise Department intends to remove the restriction, and require traders to mark clearly the alcoholic strength and the ingredients on every container instead. 
(32) Import of live chickens 

The Agriculture and Fisheries Department has since June 1998 been displaying the quantity and prices of imported live chickens of the preceding day at the Cheung Sha Wan Temporary Wholesale Poultry Market, so as to increase the transparency of the market supply and demand. 

IV 
TRACKING COMPETITION-RELATED COMPLAINTS 

4.1
Apart from ensuring that bureaux and departments review regularly policy and practices against the Government's objective of competition policy, COMPAG is also keeping track of competition-related complaints or allegations of restrictive practices in the public and private sectors. It maintains a repository of such complaints received by the COMPAG Secretariat, bureaux and departments, as well as the Consumer Council. Whilst as a general rule, investigations into and follow up actions on the complaints are carried out by the bureaux and departments concerned, COMPAG advises, from time to time, on the handling of complaints, and sees to it that the complaints are properly dealt with by the bureaux and departments. Tracking competition-related complaints also provides COMPAG with another venue to identify issues which deserve more in-depth study. 

4.2
Between June 1998 and January 1999, a total of 16 competition-related complaints were received by or referred to the COMPAG Secretariat. COMPAG kept in view all these complaints and their follow up actions, and, where necessary, gave advice to the bureaux and departments. In the event, all the complaints have been duly investigated and followed up by the relevant bureaux and departments. In some cases, the complaints were found unsubstantiated. 

4.3
COMPAG's efforts in tracking competition-related complaints have been complemented by the work of the Consumer Council. Its Trade Practices Division is responsible for examining business practices which may prevent, restrict or distort competition with a view to tendering advice to the Government on measures to promote healthy competition. It keeps COMPAG informed of competition-related complaints it receives, liaises with the relevant bureaux and departments in handling the complaints, and, where necessary, refers recommendations having competition policy implications to COMPAG for consideration. 

V
 MONITORING TRENDS AND DEVELOPMENTS IN THE INTERNATIONAL SCENE 

5.1
There has been a growing recognition of the close interlinkages between trade and investment liberalisation on the one hand and pro-competition policies on the other. Discussions on these linkages (e.g. how trade policy can affect competition and how restrictive business practices may undermine trade and/or investment liberalisation), though essentially of an educational nature, have been underway in such as the World Trade Organisation and the Asia Pacific Economic Co-operation. 

5.2
COMPAG has been monitoring such discussions as they might lead to the adoption of some multilateral approaches to competition which Hong Kong would be obliged to follow. The Government has been participating in such discussions in the international trade arena. We have been maintaining that such discussions would need to address, in a balanced manner, any inconsistency between trade and competition policies in the context of an increasingly globalised economy, i.e., there should not be one-sided discussions on restrictive business practices without any regard to governmental measures which may stifle competition. In addition, the implementation of competition policy should be results- rather than institution-oriented. 

VI
FURTHER WORK 

6.1
In 1999, COMPAG will continue to - 

identify areas that may not be fully compatible with the competition policy, and review scope for refinement;

keep under review the various competition-related issues examined in 1998;

keep track of competition-related cases or complaints received from different sources, and review, on a need basis, those cases which have policy or systemic implications; and

monitor trends and developments in competition policy in the international scene that may have a bearing on Hong Kong.

6.2
COMPAG will also invite the Consumer Council and possibly others to attend meetings of COMPAG as an observer where appropriate. 

Competition Policy Advisory Group 

March 1999 

--------------------------------------------------------------------------------

This Progress Report is accessible from the Internet (http://www.info.gov.hk/tib/roles/progcpag.htm). Hard copies are also available at the District Offices. Requests for more hard copies should be addressed to: 

Secretary, COMPAG

c/o Trade and Industry Bureau

Government Secretariat

Government of the Hong Kong Special

Administrative Region

Level 29, One Pacific Place

88 Queensway, Hong Kong

Tel : 2918 7472

Fax : 2877 5650

E-mail : tibcdiv@netvigator.com 

Members of the public may lodge competition-related complaints with: 

the relevant bureaux or departments; or 

the Trade Practices Division of the Consumer Council

22/F, K. Wah Centre, 191 Java Road

North Point, Hong Kong

Tel : 2856 3113

Fax : 2102 4523

E-mail : competition@consumer.org.hk 
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Annex

Competition Policy Advisory Group

Terms of Reference and Membership


Terms of Reference 

(a) To agree and promulgate a policy statement on the promotion of competition in Hong Kong.

(b) To identify areas in the economy, particularly within the existing government framework, that may not be fully compatible with the promotion of competition and economic efficiency, and review scope for refinement.

(c) To consider and review initiatives from bureaux and departments, or others as appropriate, on how to promote competition in Hong Kong.

(d) To consider competition-related matters which may have a bearing on government policy. 

Membership 

Chairman Financial Secretary

Members Secretary for Trade and Industry

Secretary for the Treasury

Secretary for Economic Services

Government Economist

Director-General of Trade

Director, Business and Services Promotion Unit

Secretary Principal Assistant Secretary for Trade and Industry

Observers On a need basis, including the Consumer Council 

