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CHAPTER 5 -~ THE ECONOMY OF THE HONG KONG SPECIAL ADMINISTRATIVE

(1)

(2)

(3)

REGION (HKSAR)

The HKSAR shsll maintain the cB®pitaliet economic syatem
previocusly practised 1in Hong Kong and shall not practise
the soclaligt economic syetem or policies as applied in
Mainland China. The HKSAR ghall decide its economic policy
on 1te own,

Righte concerning the ownership of property (including sueh
intsnzible properties asz knowledge, franchisge, copy right,
patent., ete) ineluding thase relating to acqQuisition, use.
dieposal, inharitance and compansation for lawful
deprivation {corresponding to the real vslue of the
property concerned, freely convertible and paid without
undue delay) shall continue to be protected by law.

The principle whereby the distribution of resources, the
production of commadities. the provieion of services and
their prices are determined by the market with minimum
interference by the Government: the principles of free and
fair competition, equality under the law without sgpecial
privileges being given to any individual or corroration
ineluding any government department; shall be maintsined.

SECTION 1 (1) =~ - FINANCIAL MANAGEMENT

1)

(2)

{3

The HKEAR shsll maintain ita financial ‘independence and
shal)l manage ites financis)l matters on {te own, ineluding
the allocation of financial resource8 and prepsaration of
financial budgets and final accounts.

The financial budgets and f£inal accounts of the HKSAR shall
be approved by the SAR legisleture and submitted to the
Central People’s Government for record.

The HKSAR shall use its financial revenue Qxcluslvely for
its own purposee and they shall not be handed over to the
Central People's Government.



(ay

(5}

The HKSAR Government shall maintain its finance prudently,
maintaining a policy of a bslanced budget, The expenditure
shall be maintained at an sppropriate ratio to the Gross
Domestic Product.

The HKSAR Government &hsll not engage in commercial
activities. Individual special projects whiech must ba
undertaken by the Government muest be approved by the
legislature. The policles of assigning publie projects to
private enterpriees through open and fair tender, awarding
franchise to private enterprise to msnage publie wutilities
while eat the ceme time maintaining adequate control and
permitting a reaesonable proflt shall be maintained.

SECTION 1 (2) =~ TAXATION POLICY

(1)

(2)

by

The Central People‘’s Government shall not lavy taxes on the
HKSAR Government and residents.

HKSAR ehall maintain a simple taxation system and a
relatively low tax rate.

The taxation laws snd tax ratee of the HKSAR and their
amendments shall be approved by the SAR legislature.

The HKSAR sghall be sllowed to conclude taxatlion agreements
with the Central People's Government as well a3 forelign
countries.

SECTION 2 -~ FINANCIAL SYSTEM AND POLICY

(1)

(2)

Tha HKSAR ehsll decide its own monetary and financisl
policy, and continue the practice of a free and open
monetary and financial system to maintain ite status as an
internationsl financial centre." (The word "continue" means
to maintain the current condition.)

"Markets for foreign exchange, gold, securities and futures
shall contipue to open in the HKSAR."



(3)

(i)

""The authority to ispue Hong Keng currency shall be vested
in the HKSAR Government. The issue of Hong Kong currency
muet have Mot lese than 100% currency reserve. The HKSAR
Government may authorise designated banke to dssue ‘eor
continue to isasue Hong Kong currency under Eetatutcry
authority, after satisfying iteelf that any lssue of Hong
Kong currency will be =oundly based and that the
arrangements for such 1lssue are consistent with the object
of maintaining the etability of Hong Kong currency. THhe,
Hong Kong currency may alaoc be freely convertible with
othepr international currenciesa." (Except for the c¢lause on
currency reserve, the paragraph 18 copied from the Sino-
British Joint Declaration.)

"The Exchahnge Fund ehall be managed and controlled by the
HKSAR Government, primarily for regulating the exchange
value of the HK dollar." (thie clause 1g 1dentical to the
one contained in the Sino-British Joint Declaration,)

EXPLANATORY NOTES

1)

(2)

The &above are based on the Basic Law Structure (DPraft)
passed by the Bagice Law Drafting Committee on 22 April
1986.

The working group has conducted a number of digecussions on
the topilce of filnance, taxation, financial system and
economie syetem. A great deal of comments have been
guggasted and are now summarised for reference of the
Speclal Group on Economy of the Basie Lew Drefting
Committee. ~

The first of the # topleca: Economy

Clause 1 18 basically taken from Section 6 of Annex 1 of
the Joint Declaration, with the addition only of "shall not
practise the goclalist syastem or policies as applied in
Mainland China"™ and “The HKSAR shall decide 1t8 economic
poliey on ite own."

Clause 2 18 basically tsken from Section 6 of Annex 1 of
the Joint Declaration, with the addition only of "including
such intangible propertiee ae knowledge, franchise, copy
right, patent, ete".



Clsuse 3 is not found in the Joint Declaration. It has
been discussed on several occasiona in our group that
whether we eay "the original capitsliet system" or "“one
country two systems”. the important thing 1s to affirm the
principles of "property ownerehip' and "produection,
distribution and prices to be determined by the market'.
1f these two principles are not written into the Basic Law,
any other suggesrions would be too vggue.

A member suggested to delete this c¢lause since it comprised

several concepts -- 1) market force: 2) Judieisl concept
{whieh hag salready been included in the chapter on Law);
and 3) the government shell not enjoy any privileges --

whieh were not c¢ondlstent with the reallty and it was
desirable that the government should retain 1its privileges.

In additian, the Basic Law ghould avoid the use of general
expressions, nor should it be reduced to a list of
apprehensions felt by Hong Kong people. Since thie section
was to state only the principles, the mention of the
practice of cspitalist system 1n clause (1) was alresady
sufficient. A member however proposed that this clause be

revained as all it mentioned were esconomic theories.

Apart from this, there seeme to be no need to include too
many detalls 1in the section related to economy in the Basic
Law. Of course, we ghould give further thought to see
whether there 1is anything migsing ana whether the

abovementioned 3 clauses should be improved to make them
more complete. )

Looking at the Basic Law Structure (Draft) dsted 22 April
1986, 1t would appear that the abovemantioned 3 <¢lauses
sheould Dbe included in the General Provisions of Chapter 1
while Chapter 5 on HKSAR Economy should deal directly with
specific subjecte such a8 financial management and texation

policy. This may ba left to the Basic Law Drafiing
Committee to decide. Aa & working group under the
Consultative Committee, we would only suggest those

principles which are re;ated to Economy and which sBhould
be written into the Baeic Law.

The second topic: Financlal Management

Clauseas 1, 2, and 3 are beglcally taken from Sectjon 5 of
Annex 1 of the Jolnt Declaration. '

Clause & represents an important view-point raiged many
times in our discueelions. The majority of wmembers feel
that it is more appropriate to say "the expenditure gshould
be maintained at an appropriate retic to the Gross Domeatic
Product" than to indicate a specific ratio.



(5)

(6)

Some members thought that clause L wae appropriate.  But
some thought that 1t wae undesiresble to lneclude thie clause
in the Baeic Law: they proposed this clause be deleted &and
the concept '"to maintain its finance prudently® be
incorporated into clause 1.

Clause 5 ip a new point. In fact, this has always been
practised in Hong Kong. It e believed that the inclusidn'
of such a clause in the Baslc Law not only guarantees that
the SAR Governmenht will not waste public money, but also
strengthense the confidence of the public.

There sgeems to bé no need to include too meny detalls in
the Baeic Law Buch as the issue of Government bonde,

The third toplec: Taxation

Clauge 1 is baslcally taken from Section 5 Annex 1 of the
Joint Deeclarstion, only the words of ‘government and
raesidents" are added after "SAR™. According to the
Drafting Committee, thie was the original meaning of Annex
1 of the Joint Declaration. It would be better to write it
down clearly 1n the Basic Law. This clause applies to
places outgide Mainland Chins.

Clause 2 1s 8 principle emphasisad many times in our group
diseussiong: "a simple taxation system and relatively low
tax rate", It is more -@edvantageocus -to the SAR just to
mention & policy without Quoting any specific figures.

Clause 3 in fact includee certain matters of our group's
concern including: Will taxation be limited <to profits
generated in Hong Kong? The version we have suggested
should be more acceptable end in fact should solve the
problem which we are concerned sbout. .

The background of clause 4 is similar. to clause 3.

The fourth toplc: Financial Syatem and Policy

All 4 clauges sre taken from the draft of the Drafting
Committee. On  the word "full" in eleuse 3 "the issue of
Hong Kong currency muet have full’ reserve™, a member
suggeseted that it be replaced by "not lesa than 100%" as
the latter expression was more specific.

The difference between the present 4 clauses and the

original ‘12 clauses is that the banking supervisory eystem
and the emtablishment of infrastructure such a8 the Trade
Development Council are not mentioned specifically.

Members feel that "providing the necessary conditions and

adopting the appropriate messures™ in clause (1) is too’
genaral and need not be writtaen down,



AB to the management of the Exchange Fund
trusgt organisastion, our group has made
previously but this hss not been Iincluded
Draft. It would seem that it may not
include thie point into the Basic Law.

by an independent
8Ueh a proposal
in the Basie Law
be neceBBary to

The question of whether it should be a flaating exchange
rate or & linked exchange rate would not be sppropriate for
discusgion in the Basic Law and 18 therefore not included.

If there is any discrepancy between the

Chinese and the

English vergilans, the Chinese version ahall prevail.
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