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Chapter IV

Borrowed Land

Aow cloes the “rug” under
ihe Hong Kong e@conomy work?

Hong Kong, the capitalist enclave consisting of
236 large and small islands, the Kowloon peninsula
and the New Territories at the southern tip of China,
is scheduled to be returned to China on July 1,1997.
Agreement on the return of Hong Kong was an-
nounced by the Sino-British Joint Declaration on
December 19, 1984. Talks between UK and China
on the sovereignty problem of the region started in
September 1982, 15 years prior to the scheduled end
of “lease” terms over the New Territories, the largest
part of the colony, in 1997.

Why 19827 This is also due
to a condition related to land in
Hong Kong. In Hong Kong, aver-
age terms of mortgage loans,
which is a major investment item
for financial institutions, was 15
years. Therefore, when 1982
rolled around, the year 1997
came into the prospects of
people in Hong Kong Would
Britain renew the lease contract?
Concern over this problem con-
sequently severely hampered
business in the territory. In order
to alleviate these concerns, the
British government started diffi-
cult negotiations with its Chinese
counterparts. Eventually in 1984,
negotiations were resolved by an .
agreement that the UK would |} P
hand Hong Kong over to China at B
the end of the term of the lease
on the New Territories, though
the Chinese government did not
formally admit the legitimacy of Britain’s rule over the
territory.

This article will describe the roles of the “rug,”
being put under Hong Kong and to be handed over to
the new owner soon. First, mono-ownership of land, a
unique characteristic of land management in Hong
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Kong, will be described. The supply and demand
structure of the property market, and the impact of
property on the financial market will then be dis-
cussed, the presence of the government being strong
in all these areas.

Menopely on Land Ownerships
Developing land from land

Hong Kong has been a colony of the United
Kingdom since 1842. The land is theoretically
owned by the Queen. To be pre-
cise, the Queen owns regions of
Hong Kong Island, Kowloon
peninsula, as well as being the
biggest “tenant” of the New Ter-
ritories and other islands. The
Hong Kong government has ex-
ercised ownership rights over
land on behalf of the Queen and
enjoyed various benefits from
these monopolistic rights.

First, the Hong Kong gov-
ernment holds a unique source
of fiscal revenue through land
sales, though its share is not ex-
tremely  high. Land-related
sources, however, ie. rates
(taxes for public service
charged on property value), and
transaction taxes, made up a cer-
tain amount and stable share of
revenue. Figure 1 illustrates ra-
tios of proceeds from land sales,
taxes and other land-related
items among the colony’s fiscal revenue. The share
of proceeds from land sales, which may be de-
scribed as a benefit of monopolized ownership,
moved on as follows. It accounted for over 30% of
Hong Kong’s revenue in 1980 and 1981, when it
recorded the highest share. It also accounted for
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10% to 20% of total revenue during the other
periods. The other land-related revenue items, in-
cluding real estate transactions tax and rates, ac-
counted for a further 10% to 20% of the colony’s
fiscal revenue. In all, 20% to 30% of the colony’s
fiscal revenue is derived from land and property-
related items. These items secured a considerable
margin of comfort in the Hong Kong government’s
fiscal management.

The Chinese government was also well aware
of the importance of land-related revenue. The
Annex 3 of the Joint Declaration in 1984 provided
for the deposit of half of the profit from land rented
out after 1997 in the “Land Fund” from 1987, after
being credited to the “Suspense Account” in the
“Capital Works Reserve Fund,” for use by the future
Hong Kong Special Administrative Region Govern-
ment. The remaining half was to be credit in a
“Works Account” of the Capital Works Reserve
Fund” as the share for the present Hong Kong
government. Figure 1 also illustrates a plummeting
of proceeds from the sale of land since 1985. This is
due to the fact that since 1985 these proceeds have
consisted only of land with lease contracts expiring
before 1997. Other proceeds are categorized into
the Land Fund and the Works Fund in the Capital

Works Reserve Fund. The Joint Declaration also
provided other new rules on the sale of land after
1985, limiting the size of land which the govern-
ment can sell at its discretion to less than 50
hectares a year. At the same time, the declaration
required approval by the Sino-British Land Commis-
sion, which was established by the declaration, on
land sales exceeding the limit of 50 hectares, land
use and price, and areas actually leased. The Chi-
nese side has already started to govern Hong Kong
on this sphere of land management.

Figure 1 further shows that far from decreas-
ing, the share of land-related fiscal revenue in-
creased especially in the 1990s, despite restriction
by the declaration. This reveals an attitude of active
gain from land management on the Chinese side.
These active land sales brought a massive surplus
fund to the Hong Kong government. Though, in a
conventional account, the budget was estimated to
record a small deficit of 2.5 billion for 1995/96,' the
Hong Kong government actually enjoyed fiscal sur-
plus when this fund, which was credited to the Land
Fund, is taken into account.

Government spending on infrastructure and
property also made up a certain amount of total
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expenditure. Among total government consoli-
dated expenditures, she spent 25% to 30% on con-
struction and building and 10% to 15% on housing.
Looking at shares in investment expenditure in
GDP terms, the government has spent an average
35% of the total since the 1980s.?

In total, the government earns around 20% to
30% of revenue from land, and spends almost the
same share of total expenditures on building and
construction. The government has developed
“land” from “land.” In net terms, the government
secured a surplus in the fiscal reserve as well. In this
regard, the government has been criticized for
keeping property prices artificially high in order to
expand their revenue. This argument will not be
studied here in detail. Instead, the following two
sections will outline supply and demand factors
related to property, mainly from a macro point of
view.

Property Supply: Mixing public and
private actors

The second feature of land management in
Hong Kong is a strong commitment from the gov-
ernment toward the construction of property. The
housing problem has been a particularly consistent
major target of government public policy during
the post-World War II period. This problem is also
an extremely common and complicated issue
within local society, because housing is a matter of
basic need and, moreover, certain housing still
remains at an unsatisfactory level. It is rather diffi-
cult to get a whole picture of the housing problem
in Hong Kong. This is due to the existence of
heterogeneous players; public corporation and pri-
vate companies.

Half and half

Table 1 shows the change in ratios among
types of housing since the 1960s. Here you can see
that between 30% to 40% of households in Hong
Kong have lived in public rental and temporary
housing since the 1970s. Other households lived in
private permanent (self-contained type) and tempo-
rary housing. The former accounted for around
40%, slightly larger than total public housing. The
share of private temporary housing decreased from
about 10% to 3% during the same period. On the
other hand, households living in Housing Authority

Home Ownership Schemes increased its share from
1% to around 10%. In total, the public sector sup-
plied around 40% of domestic property, and in-
creased slightly faster than the private sector.

As a whole, half of the population in Hong
Kong is living in public housing, among which the
share of owner-occupier is increasing, and the other
half are living in private self-contained housing
(ratios between rental and ownership among the
latter is not available). This share has not basically
changed since the 1970s. The private and public
sector maintained equal shares of the housing sup-
ply at “half and half”

Principles of property suppliers

Are there then any differences between the
targets of these public and private players in the
housing supply market in Hong Kong? First, the
private sector’s principles are very clear. They buy
land from the government, build up the property
on the sites and supply housing at prices which
maximize profits. A report by the Consumer Coun-
cil investigates whether oligopoly in the private
domestic property market in Hong Kong exists,
based on analysis of the industrial organization
theory.® This report points out that developers may
be ruining the consumer surplus by exploiting the
asymmetry of information. However, the council
admits that it could not find sufficient evidence of
collusion among developers. It may be correct to
argue that private developers are likely to maximize
profits through “perfect market competition.” The
report proposed seven recommendations for im-
proving the competitiveness of the market struc-
ture, including for example, reducing the size of lots
in land sales and restricting date controls for selling.

The behavior of public sector players, second-
ary players in the market, looks more ambiguous,
and they seem to follow several principles, some-
times rather contradictory. The government, with
sole ownership of land, developed massive public
housing and promoted renewals. For example, it
supplies land at no charge for housing develop-
ment by the Housing Authority, an independent
public body. It can easily be imagined that without
monopolized land ownership by the government,
this exceptional treatment of the Housing Authority,
or at least maintaining the present size of public
housing would be impossible.
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The major public and semi-governmental bod-
ies which are operating in the property-related
businesses are: (1) Housing Authority which is
building public rental housing, and Home Owner-
ship Scheme flats, (2) Housing Society, which
mainly supplies flats for sale and is building Sand-
wich Class Housing Scheme, Flat-for-Sale Scheme
and Urban Improvement Scheme units, (3) Land
Development Corporation, which was established
in 1985 for the purpose of urban renewal and also
provides flats for sale, (4) Metro Transport Railway
Corporation, which is a public body responsible for
subway management and also provides residential
flats on its sites. The cumulative supply of these
bodies almost equalled private housing’s one year
production,* and (5) Private Sector Participants
Scheme. This scheme is a form of flat production
through cooperation between the public and pri-
vate sectors, also building flats for sale by private
sector under certain governmental regulations.

Criticism on public housing supply

As with the public body players, there are also
various criticisms and opinions of government
housing and land policies. Some argue this problem
from the viewpoint that housing is a commodity
supplied under market rules. They tend to criticize
the government on its policy related to the domes-
tic property market, regulation of property prices,
interest rates and urban development policy. This is
completely true of the domestic housing market in
which private players supply. Others argue from the
standpoint that housing is a basic need that govern-
ment should supply as public goods. Accordingly,
they often criticize the governments ownership
promotion policy.

The government housing policy is often criti-
cized for its “planning bias” The government,
though it began promoting home ownership in the
1970s, still retains the idea of quantitative manage-
ment within the Housing Department and the
Housing Authority. First, priority given to quantita-
tive planning, mainly based on demographic pro-
jections, has long been criticized as one reason for
poor housing conditions in Hong Kong.?

Chau points out that government constructed
housing so blindly that quality was extremely low,
especially until the 1970s. The per capita adult space
in public housing built at that time was 3.3 square

meters. This constitutes inadequate housing condi-
tions, inferior to the 5.25 square meter space con-
sidered a basic need by the ILO.° Li and Yu also
point out that the government’s ill-designed regula-
tions on flexible use of space lead to wasted subsi-
dies, with tenants receiving only four cents value to
one dollar spent by the government on public
housing in the 1970s.” However, it is pointed out
that the provision of low-quality housing at prices
lower than “equilibrium” improved somewhat with
the establishment of the Home Ownership Scheme
in the 1970s, under which the government began
selling units.

In the 1990s, a problem caused by inefficient
allocation came into dispute again in another form.
This conflict appeared at both ends of the income
scale. The waiting list for public housing is so long
that people must wait seven years on average. At the
same time, the number of homeless people, who
cannot afford to live in private rental housing, and
have not yet received public housing units, has
increased. At the top end of the income scale,
affluent tenants who have become able to afford
second houses on the private market, but are still
staying in public housing units have become a
problem. This phenomena reveals that housing sup-
plied by the government has not worked efficiently '
enough in terms of distribution. Moreover, this
inefficiency may have led to the formation of a
public housing-subsidized class, and a non-
subsidized class, especially in the long-term.

In order to cope with these misallocation and
price appreciation problems, the government
implemented several policies. With regard to the
former problem, the Housing Authority has an-
nounced that they will introduce a new rule for
optimal utilization of public housing, with a criteria
of asset limits for tenants and investigation of ten-
ants’ assets from April 1997.%

The government also launched a policy to
increase the supply of housing with the implemen-
tation of an action plan following the recommenda-
tion of the Task Force on Land Supply and Property
Prices in 1994, when property prices overwhelm-
ingly appreciated. This plan consists of two parts: a
policy to curb speculation and a policy to increase
the supply of housing and land. In 1996, the gov-
ernment also announced the Urban Renewal Strat-
egy in June and a plan of Overall Hong Kong
Development Strategy, a long-term strategy until
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2011, in July. These plans and policies are aimed to
expand the supply to market.

Some have criticized a tendency on the part of
government which neglects the market mechanism.
Anti-Speculation policy has especially invited criti-
cism. Lawrence Lai criticized the anti-speculation
policy as just raising search costs, and posits that
prices will be determined at a equilibrium level
anyway.” Fu Yuming argued that the appreciation of
property prices was a result of rational behavior in
a market environment with high yield rental and
low real mortgage interest rate, not simply due to
speculators’ misbehavior.'” The second policies,
promotion of urban renovation and the increase of
housing supply were welcomed as moving on the
right track. These measures are also unique to the
Hong Kong government.

The factor of demand for property and land in
Hong Kong will not be discussed. However, average
households in Hong Kong are predicted to be able
to invest in property from their income. Demand
for property and housing is also subject to change
by the investment behavior of households and their
life-time plans. Next, we will outline asset size with
a view toward the structure of demands for asset,
including property.

Assett Structure of Hong Kongs
Properfy size as en assef

In an open economy like Hong Kong, it is
difficult to trace a whole picture of where people
invest their money. However, household and indi-
vidual portfolios are key factors which affect the
demand for property due to the nature of assets, as
well as a space consumption goods, or the produc-
tion factor.

Relative size of assets against flow and
relative size among assets

We will lay out here two series of calculations
measuring the size of assets. One is the “relative size
against flow,” size compared with the nominal GDP.
The other is “relative size among assets,” taking total
property value as the numerator.

Table 2 shows outstanding financial assets in
Hong Kong, bank assets, equity, debt and total
property values since 1985. “Relative size against
flow” in this table indicates that banking sector
assets are overwhelmingly large in Hong Kong.
Total bank assets equalled almost six to seven times

Table 2. Outstanding Financial Assets and Property Values (denominated by Nominal GDP)
1985 * 1988 1990 1991 1992 1993 ’ 1994 1995
Total Bank Asset 573%: 2.46 813% 898% 841% 736% 676% 2.14 720%  706%
(Total Loan) 82% 0.35 89% 104% 108%  104%  107% 0.34 110% 111%
(Loan to property, building) 28% | 0.12 32% 44% 49% 47% 50% | 0.16 54% 51%
Total Market Capitalization 154% | 0.66 | 128%  112%  142% 171%  332% | 105 | 205% 211%
(Equity of Developers) n.a. na | na 29% 38% 43% 95% | 0.30 52% 56%
Debt n.a. n.a. n.a. 6% 6% 6% 9% 0.03 15% 18%
Total Property Value 232% 1 316% 1

Sources: Hong Kong Monetary Authority, Annual Report 1995, 1994, and other materials distributed at interviews
Commissioner of Rating and Evaluation Department, Annual Summary, various issues

Table 3 for Total Property Value

Note: *: Relative size of assets are denominated by Total Property Value.
Table 3. Size of property values (denominated with nominal GDP)

01/04/85 01/04/89 after 04/06/89 01/04/93 01/10/93
Estimated Total Value of 232.4% 291.4% 237.0% 315.8% 367.5%

Property

Sources: Estimates are derived from A. Walker, K.W. Chau and LW.C. Lai, Hong Kong: Property Construction and
Economy 2nd ed., London: Royal Institution of Chartered Surveyors, 1994/Hong Kong in China: Real Estate in

Economy, Brooke Hillier Parker, 1995
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the GDP after 1988. Outstanding equity, that is total
market capitalization, fluctuated between two and
four times of the GDPF, almost one-third to half of
banking sector assets. The debt market in Hong
Kong matured in the late 1980s. Outstanding assets
are therefore rather small, but have been steadily
increasing recently. Among financial assets, people
have preferred to invest in the banking sector, with
the stock market ranking second.

Table 3 shows property values for 1985, 1989
and 1993.'' These estimates are based on the as-
sumed discount rate, and its reliability is therefore
limited. However, these figures give some hint in
understanding the structure of assets in Hong Kong
illustrated in Table 2. You can see here that total
property values in Hong Kong are smaller than total
bank assets, approximately less than half, but were
slightly larger than total market capitalization of the
stock market in both 1985 and 1993. In 1993, equity
values swelled to about 150% of 1985 figures,
though other assets remained at the same level.
1993 saw drastic asset appreciation, with some
arguing that this was induced by capital flow from
mainland China. Data for other years and more

precise surveys are required to argue this in more.

detail. Looking at these figures, however, it is diffi-
cult to say that property was not unusually high or
volatile from “speculation.”

Comparison with US, UK and Japan

Table 4 summarizes asset size in the U.S.,, UK.
and Japan in 1985, and Table 5 offers a summary for
1988 to 1994 in Japan.'? This asset data is derived
from asset balance sheets in the National Account
and denominated by each nominal national ac-

Table 4.
Ovutstanding Assets of US, UK and Japan
(denominated by nominal national income)

* US UK Japan ,‘
1985 1985 1985
All financial assets ~ 560% 2.78  857% 3.19  844% 1.62
Equity 76% 038 100% 0.37 96% 0.18
Pension funds 56% 0.28 59% 0.22 37% 0.07
All physical assets  402% 199  580% 2.16  723% 1.39
Land 92% 045 153% 057 404% 0.78
Domestic property 110% 0.55 116% 0.43  116% 0.22
Land + Property 202% 1 269% 1 520% 1

Sources: Estimates from Ishikawa (1990); “Wealth of
Households and Firms; On concentration of
wealth in Japan,” in K. Nishimura and Miwa, Y.
ed., Stock and Land Prices in Japan (in Japa-
nese), University of Tokyo Press, 1990.

count. Therefore, figures in these tables are not
exact counterparts of Hong Kong’s data in Tables 2
and 3. It can be easily imagined that Hong Kong
data includes assets of non-residents of Hong Kong.
However, the UK. also maintains a similar open
financial market. This comparison may therefore
offer some implications.

First, the U.S. recorded total financial assets of
5.6 times the GDP, the UK. 8.6 times, and Japan 8.5
times of output. The UK. and Japan recorded al-
most the same Total Bank Assets as Hong Kong for
1985. Relative size of financial assets to physical
assets are: U.S. 1.4, UK. 1.5 and Japan 1.2. In Hong
Kong, equity plus debt was about 1.1 times of
property values in 1993. According to figures here,
the size of financial assets in Hong Kong is quite
large. Among financial assets, equity in Hong Kong
was the largest among the four economies in 1985.

Table 5. Outstanding Assets: Japan

1985 1988 1989 1990 1991 1992 1993 1994
1. Tangible assets  563.2% 115 7389% 110 7880% 110 807.6% 1.10 732.1% 1.11 G6747% 1.2 662.9% 112 655.7% 1.12
Property 117% 036 178% 027  183% 026 187% 025 188% 028  193% 032  200% 034  206% 035
(Residential buildings)  49.7% 0.10  488% 007 _50.3% 007 _507% 007 _49.9% 008  499% 0.08 51.2% 0.09  52.2% 009
Land 313.2% 0.64 4921% 073 5342% 074 550.0% 075 473.5% 072 412.1% 068 3922% 0.66 380.6% 065

Land + Property 490.6% 1 670.1% 1 717.6% 1

736.7% 1 661.9% 1 604.7% 1 592.2% 1

586.8% 1

2. Financial assets 665.2% 136 864.0% 129 -9265% 129

851.9% 1.16 8285% 125 7888% 1.30 810.2% 137 838.2% 143

Deposit 154.9% 032 1802% 0.27 186.0% 026 1855% 025 183.1% 0.28 184.6% 0.31 190.5% 032 195.7% 0.33
Debt 86.1% 0.18 86.1% 013 86.1% 012 86.1% 0.12 86.1% 0.13 86.1% 0.14 86.1% 0.15 86.1% 0.15
Equity 755% 0.15 1789% 027 2225% 031 1382% 0.19 127.8% 0.19 852% 014 857% 0.14 95.7% 0.16
Total assets 1228.4% 2.50 1602.8% 239 1714.5% 239 1659.5% 2.25 1560.6% 2.36 1463.6% 2.42 1473.1% 249 1493.9% 2.55
Source: Economic Planning Agency, Annual Report of National Accounts, 1996
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Relative size among assets seems to exist
within a different asset structure in Hong Kong than
in these economies. In 1985, size of property value
in Japan was prominently large, which pushed the
size of other assets down. Size of land plus property
in Japan during this period amounted to three to six
times of the GNP. During this period, Japan experi-
enced extraordinary asset appreciation. It is also
interesting that the relative size of U.K. and the U.S.
are very similar, with the exception of larger total
financial size in the UK. than in the U.S. When
compared to the UK. and the US., Hong Kong’s
equity size has increased. As far as this data shows,
the size of property values in Hong Kong did not
reach an extraordinary level, at least not unusual
levels as in Japan in the late 1980s. Here again, it is
difficult to say that property value and price (nu-
merated by GDP) in Hong Kong, or demand for
property, was extremely high.

Morftgage Securify Corporations and
Debt Market Growrlh

Nonetheless, as mentioned before, land and
property are still important objects of investment
by people in Hong Kong. Investment in Hong Kong
is somewhat concentrated in the property sector.
Loans to property-related projects reached a high
share of total loans by financial institutions, affect-
ing the structure of the entire financial market.

As shown in Table 2, loans for property devel-
opment and investment, though restricted to 40% of
total loans by restricted banks, reached almost half
of the GDP in 1993. The equity of developers made
up around one-fourth of total capitalization, the
largest in the industrial classification on the stock
exchange. In addition, this does not reflect com-
pany development activities classified into other
industrial sectors. Similarly, investment in both indi-
rect and direct finance relies not negligibly on
property-related projects. Thus, fluctuating prop-
erty values have affected the economy seriously. A
fall in real estate prices reduces bank assets and
could therefore induce a liquidity crisis in the
economy as a whole, which Hong Kong has repeat-
edly experienced in the past. A drop in property
prices in the mid-1960s threatened the liquidity of a
large number of banks, with rumors of bankruptcy
causing depositors to run to banks. At this time, the
Hang Seng Bank, the largest local bank then, expe-

rienced a run on deposits and ended in merging
with the Hong Kong Shanghai Bank, despite the
soundness of its actual state of operation and fi-
nances.

This excessive reliance on real estate financing
and its tendency to trigger liquidity crises was a
vulnerability in the Hong Kong financial market.
Several measures have been implemented in order
to solve this problem, and this movement will end
with recent changes in the financial market in Hong
Kong and the growth of the debt market in Hong
Kong.

Securing massive mortgage loans is a measure
to improve liquidity in the financial market. In 1994,
two American banks issued mortgage securities in
Hong Kong. The government also submitted a plan
to establish a mortgage corporation which will be
publicly financed, for purchasing mortgage securi-
ties. According to a detailed proposal by the Hong
Kong Monetary Authority,'” initial capital of HK$1
billion would be drawn from the Exchange Fund
and the capital/asset ratio would be set at 5%. The
corporation would therefore be able to purchase
up to HK$20 billion in mortgage loans, approxi-
mately 6% of current real estate-secured loans, and
2% of the 1995 nominal GDP. Through this corpo-
ration, banks, especially medium and small banks,
would be able to liquidate their real estate-secured
assets.

Opinions are split as to whether the establish-
ment of such a securities corporation will be advan-
tageous to home buyers. As discussed before, the
size of property assets is not extremely large at this
stage, especially compared with financial assets. It is
difficult to say that a bubble in property prices
exists even in 1993, when property price apprecia-
tion was extreme after 1990. It is also difficult
therefore to say that this securization plan will
escalate asset appreciation. On the other hand,
under a privatization policy of public housing flats,
outstanding mortgage loans are expected to in-
crease, which could lead to a liquidation crisis in the
future. Taking both needs and safety into consider-
ation, this mortgage security program has a rational
basis.

Furthermore, this also contributes to the pro-
motion of debt market growth. In 1989, the govern-
ment started to encourage bond market growth by
issuing Exchange Fund Bills and Notes intended to
strengthen Hong Kong’s financial market. The estab-
lishment of Mandatory Provident Funds at the end
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of 1996 means the appearance of major institu-
tional players in the long-term fund market, which
will collect 5 to 10% of wages as insurance premi-
ums and is estimated to reach a total of HK$40
billion a year at the end of 1997. Large investors in
long-term funds, which Hong Kong’s financial mar-
ket lacked, are also expected to enhance the func-
tions of long-term markets and the Hong Kong
financial market as a whole.

Concluding Remarks

“Borrowed land” served as a source and a
form of wealth in Hong Kong. The rising or falling
of the value of this land in the future will be a direct
indicator of the trends in the Hong Kong economy
after the hand-over.

The size of government account funds will
possibly become a particularly important factor in
the future of the Hong Kong economy. Future fiscal
conditions of the SAR government are predicted to
remain very sound, though very pessimistic opin-
ions do exist. The Financial Secretary also expressed
an optimistic fiscal position, including the establish-
ment of the Land Fund which will register HK$ 150
billion and $365 billion surpluses at the end of
March 1997 and 2000, respectively.'* The Hong
Kong government has several funds in its capital
account which could be utilized as management
sources for the SAR government. The “Exchange
Fund,” which was formed to maintain the value of
the Hong Kong dollar, recorded total assets of HK$
460.7 billion (256% of the GDP) and a cumulative
balance surplus HK$160.1 billion'®> (89% of the
1995 GDP) at the end of 1995. Practically, this fund
has been managed as a internal “bank” of govern-
ment, and this surplus includes the government
“savings” fund of HK$125.9 billion, a credit from the
current account surplus. As described earlier, two
land-related funds, the Land Fund (cumulative bal-
ance surplus as of the end of 1995 of HK$85.0
billion,'® equal to 47% of GDP) and the Capital
Works Reserve Fund have recorded large surpluses.
Note that, as of July 1, 1997, the Land Fund will be
incorporated into the Capital Works Reserve Fund,
with the SAR government forecast to record large
saving surpluses.

Structural change in local social politics are
pressuring the government to change its conserva-
tive policy. Pressure on the government to form an

allowance for senior citizens has emerged as dis-
cussed in another chapter. Demand for government
commitment to smooth industrial structural change,
in addition to construction of a “conventional”
infrastructure has also emerged.

To date, an opinion exists that the conservative
fiscal management and government infrastructure
construction has not caused serious economic
problems in terms of the shrinking or crowding out
of effective demand. However, this may not be
completely true. The government surplus has partly
been achieved with stable revenue from land and
property-related items as discussed here, and gov-
ernment could maintain high reserve funds without
raising tax rates. It may, however, be time to recon-
sider fiscal management policy and make a stronger
commitment to structural societal changes, some of
which are dependent on the hand-over of Hong
Kong and others independent from it.
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