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Review of the 2007-08 Policy Address

1

In looking ahead to this year's Policy Address, it is worthwhile to start by taking
stock of last year's Policy Address. A major focal point of the 2007-08 Policy
Address was the Ten Major Infrastruciure Projects.  Progress of the ten projects
has been uneven. In particular, the Central-Wanchai Bypass is facing new
obstacles as a judicial review on harbor reclamation produced a ruling against the
Government. The setback dealt on the Central-Wanchai Bypass is far reaching,
as it not only delays much needed relief of traffic bottlenecks between Central and
Wangchai, but it could also impact on the Shaﬁn to Central Link (SCL) and
development along the Wanchal waterfront.  One would trust that the
Government has taken steps to remedy these problems, and the public should be

updated on the latest progress.

Governance Issues

2

Now and in the near future, the Government will have to make decisions on policy
issues with far reaching consequences for Hong Kong. Of urgency are issues
such as healthcare reform and the minimum wage. Other critical issues
requiring a series of actions far into the future include political reform, cultural
development including the West Kowloon Cultural District, the positioning of our
ports and air cargo terminals in the face of shifiing compstitiveness, maintaining
the leadership role of our financial markets and our convention and exhibition

industry, a thorough review of our tax and regulatory regime to ensure that it
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would continue to serve our competitive edge as the region’s business hub,
economic integration with Guangdong, etc.  All of these are long term issues of
critical importance to the territory’s development strategy.

3 Yet, there are serious doubts as to whether the process in which long term
policie‘s are formulated and executed at present is serving its purpose.  First of all,
the standards of professionalism in government seem to have slackened, and this
has contributed to an increasing occurrence of policy mishaps at the
implementation stage. The same problem of slackening professionalism has
also compromised the process of policy formulation. In addition, in recent years
the formulation of long term policies also seems to have been overly influenced by
shifting, “daily special” variety of media opinion that fails to take a comprehensive,
long term view of public policy. For these reasons, tough policy decisions
sometimes suffer extensive delays, if they are made at all. This trend is alarming,
especially in light o‘f the fact that competition between the region’s economies is
fierce, and some of our direct competitors such as Singapore and the Mainland
cities are known to take bold, quick decisions in moving their economies forward.

4 Of course, one should be mindful of media opinion because it is influential.
However, no society can afford to have media opinion replacing the government in
being the key driver (or obstacle, as the case may be) of important policies. We
believe that the Government could win more battles on the public opinion front,
but it needs to do three things right.  First, it needs to be more proactive in setting
the terms of public debate and thus in the shaping of public opinion.  Secondly, it
needs to get a better gauge of public sentiments and, accordingly, shape policies
that better cater to the public's concerns.  Thirdly, it needs to minimize mishaps
at the policy implementation stage, otherwise even policies with the best

intentions could backfire badly and result in the loss of government credibility and

2
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authority, as ilustrated by the cases with the appointment of the deputy
secretaries and the maid levy.
5 In addition, with the ministerial system now firmly in place, it is even more
* important for the professionals to be in control of the executive departments as
well as to provide input in the policymaking stage at the bureau level.  To this end,
the Government should consider reverting to the matrix structure of the past
where policy bureaus and executive departments operated in parallel with each
other, rather than the tree structure of more recent years where policy bureaus
have gradually been placed over the executive depariments. These steps would
not only help ensure that policies would be implemented professionally once they
have been set, but they would also help ensure that the formulation of public
policy itself would take into account practical issues of feasibility and execution.
In addition, the greater emphasis on professionalism in the policy bureau would
also help ensure continuity and retention of expertise and knowledge, which is an
important consideration especially because policy formulation in many key areas
such as healthcare reform and tax reform could easily span years and even
decades. On this point spedcifically, the permanent secretaries in the bureaus
and other senior A.Q.s should spend more time in individual fields of
specializations, for the purpose of policy continuity as well as the buildup of
expertise in an age when policymaking is becoming increasingly complex and

specialized.

Healthcare Reform
6 Healthcare reform is an important issue as the current system which is already
under stress could become downright unsustainable over time under the

combined weight of popuiation aging and the escalating cost of advancing
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medical diagnosis and treatment. Heaithcare reform is by nature highly
controversial as it involves not just the well being of all Hong Kong citizens but
also myriad deep seated vested interests, which is why decision on a new policy
package has been delayed time and again. [n fact, the public reception to the
current round of consultation has again been less than supportive, in part because
the consultation document has said much on how the public will have to cough up
more money for healthcare but little on how it will benefit from better healthcare
delivery.  Still, the lukewarm public reaction notwithstanding, the reality is that on
such a complex and controversial issue we may have to move ahead with reform
without waiting for a broad consensus to emerge. Some areas where quick
action is due include the following.

6.1 Primary Care: An immediate priority is to reform the structure and
management of primary care and prevention, so that every cifizen wouid
know whom {o turn to when he or she gets sick, and indeed how to avoid
getting sick in the first place.

6.2 Planning and development of resources: This process needs to be
managed systematically and with foresight and continuity, so as to eliminate
shortfalls in both hardware and software — the doctors, nurses, and other
professionals and supporting staff, as well as the buildings, equipment, and
50 forth.

6.3 The building up of a community wide patient database that could be
accessed by all registered healthcare practitioners with proper authorization.

6.4 Government, instead of giving funds directly to hospitals or other providers
of healthcare services, should gradually adopt the “money follows the
patient” concept with paymenis being made through intermediary

mechanisms such as vouchers and medical insurance. This would
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broaden the choices for patients and promote efficiency in haalthcare

delivery and ultimately facilitate the healthcare reform process.

Minimum Wage

7 The 2007-08 Policy Address had pledged that, if the Wage Protection Movement
(WPM) which is due for review in October is found to be unsatisfactory, then the
Chief Executive would move fo introduce a statutory minimum wage for two types
of workers, namely cleaning workers and security guards.

8 Qverall the BPF is sympathetic to the introduction of a minimum wage. However,
we believe that the legislative process must be managed with great care.  First of
all, we are skeptical that a minimum wage could be legislated for workers in two
sectors only, on the grounds of fairness and effectiveness. This is especially
because some of the lowest market wages are paid to workers outside the two
proposed sectors—fast food workers being a prime example. Furthermore, the
legal definitions of jobs such as “cleansing” and “security” could themselves be
complicated and contentious. We are therefore concerned that a minimum wage
limited to two sectors could create a storm of controversy and backfire on the
proposal’s good intentions.  Overall, the BPF believes that if a minimum wage is
o be introduced at all, it would best be done as an economy-wide minimum wage
applicable across all sectors.

9 There are two primary justifications for a general minimum wage. One is that the
prevailing wages rec_e:i\/ed by the lowest paid workers are so low as o be deemed
exploitative. The second justification is that workers should not have to work full
time and remain deprived of hope of ever achieving a decent standard of living,
which i where many of the workers in the lowest rung of the employment ladder

find themsel\)es at present, in jobs with skimpy pay and no future.
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10 However, while the minimum wage could play a useful role in tackling the problem

11

12

of the working poor, it also has its limitations because as a policy tool it is a
one-size-fits-all instrument applied to workers with diverse circumstances and
needs. For example, the “appropriate” minimum wage for a 23 year old
unmarried person still living in his parents’ home is very different from that of a
worker struggling to raise a family of four on one paycheck. To resolve this policy
dilemma, the BPF believes that one should adhere to the notion that the minimum
wage should be a wage floor for work done by an individual and not as a family
support mechanism. Indeed, by itself the minimum wage is neither effective nor
appropriate in raising the living standards of poor Wcrking families. Instead it
could serve its purpose only as part of a wider policy package that also includes
targeted use of income supplements and assistance with commuting expenses
and daycare (both childcare and elderly care) services, and other measures that
would augment the livelihood of the poor while making it practicable for them to
get to work. In this regard, too, CSSA payments must be structured in a way so
that the incentive for people to work and bring home extra labor income is
preserved.

The minimum wage is also a double-edged sword and it has its pitfalls. One
downside is that the minimum wage intervenes in the free working of the labor
market and, importantly in our case, could tarmnish our “Brand Hongkong® and our
much touted siatus as one of the world’s freest economies. But perhaps the
most important argument against the minimum wage is that it could increase
unemployment, although this prospective effect depends greatly on the level of
the minimum wage itself.

In assessing the likely unemployment effect of a minimum wage, it would appear

that the most vulnerable employment sector is that of small business—the

6
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14

mom-and-pop operations that run food and retail shops and provide myriad local
services, the kind of low cost businesses that tend to empioy no more than a
handiul of individuals. These businesses too provide valuable services at a cost
that low income households could afford, which means any pass-through effect of
a minimum wage on consumer prices could have the greatest impact on low
income consumers.

We ‘urge the Government to conduct a detailed, comprehensive study on the
issue of the prospective impact of a general minimum wage on these and other
businesses, and specifically the effect on unemployrﬁent, and conduct elasticity
analysis as to how unemployment effects would vary under different minimum
wage levels. Armed with such findings, the Government should then take the
lead on the public debate as to what specific ievel of the minimum wage would
serve its purpose most effectively, i.e., to uplift the standard of living of a large
swath of the working population without creating significant barriers fo
employment.

To conclude, while there is a downside to the minimum wage, it does not in our
view outweigh the benefits. The BPF believes that it is possible to set the
minimum wage at a level that would meet with society’s sense of faimess and
acceptability while keeping any prospective unemployment effects to a minimum.
Nonethelass, the public would do well to be informed of the mixed ramifications of
the minimum wage, and the Governﬁent should be ready to take steps to mitigate

some of its negative effects.

A Government Strategic Investment Fund

15

The Government is one of the largest managers of foreign exchange reserves in

the world. As the combined portfolio of the Exchange Fund and government

7
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reserves has expanded over time, there has been increasing call for the
Government to review the management of these assets to increase prospective
investment returns. We believe there are indeed good reasons to review the
management of the government portiolio, not just to increase investment returns
but aiso to see whether we could not deploy at least a portion of the portfolio for
strategic, direct investments fo serve Hong Kong's long term economic
development. This could take the form of a Hong Kong Strategic Investment
Fund akin to the sovereign wealth funds found in many countries. Of course the
primary purpose of the Exchange Fund should remain one of maintaining our
currency regime for stability, but under this premise there seems to be ample
room to set aside a portion of the portfolio for direct investments, especially for

that portion of the portfolio contributed by government reserves.

The Crisis in PRD Manufacturing

16 There is widespread misperception that manufacturing has long ceased to matter
in our economy. However, a 2006 study by the TDC shows that the
manufacturing and trading sector contributes directly to about a quarter of our
GDP and total employment. (TDC Study: Development and Contribution of HK's
Manufacturing and Trading Sector, “Trade Watch”, November 2006). The simple
key to making sense of this apparent paradox is th‘at even though the bulk of our
manufacturing takes places across the border, especially in the Pearl River Delta
(PRD), it generates an enormous demand for high value added services such as
trading, management, shipping and logistics, and financing which take places in
Hong Kong. Therefore, the health of our manufacturing and trading sector wili
continue to exert a great impact on the overall performance of our economy.

17 Unfortunately, at present our manufacturing sector is facing challenges that, in our
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collactive memory, are rather unprecedentsd. This is due fo a combination of
factors sulch as escalating costs of energy and raw materials, a rising RMB, and
unfavorable policies pursued by governments in the PRC concerning labor and
outward processing. Alarmed by spreading failure of Hong Kong manufacturers
operating in the PRD, the Guangdong government has more recently taken steps
to help them by cutting charges and levies, and offering assistance for them to

upgrade their operations.

The Hong Kong Government should also do more to help manufacturers

operating on the Mainland, primarily in the areas of helping these manufacturers
to upgrade their technology especially for meeting environmental standards,
promote branding, develop domestic sales on the Mainland, and relocate
factories to lower cost locales. In any case, a very good place to start would be
to move quickly to implement the recommendations long advocated by tax and
accounting professionals, and that is to expand the tax deduction for research and
development, which would help our manufacturers move up the value chain, and
to extend to import processing the same 50:50 apportionment of profits for tax

purposes currently applicable to contract processing.

Cooperation with Guangdong

18

In recent months, both Guangdong Party Secretary Wang Yang and Shenzhen
Mayor Xu Zongheng have expressed the desire for closer economic cooperation
with Hong Kong. Mayor Xu specifically mentioned that Shenzhen and Hong
Kong could fruitfully cooperate in the areas of financial services, the innovation
zone, high-end services, major cross-border infrastructure, and development of
the Hetao area. Likewise, Party Secretary Wang has also expressed the Wish to

further davelop the finéncia[ services sactor in Guangdeng by leveraging on the

8
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financial center status of Hong Kong. We suggest that the Government should
produce a substantive response as to what measures Hong Kong will take to bring

to fruition these initiatives.

Captive Insurance

20 The BPF has recently completed a detailed study on captive insurance which has
been forwarded to the relevant govermment officials. As large Mainland
enterprises continue to expand their infernational operations at a rapid pace, that
gives rise to complex off-shore insurance needs including captive insurance. At
the same time, captive insurance is a promising business that would fit perfectly
into Hong Kong's positioning as a world financial center, by adding depth to our
range of financial services and serving as a catalyst for strengthening our status
as a regional reinsurance and risk management hub. However, for this business
té take hold and thnve in HK would require an accommodating regulatory and tax
regime, as well as active promotion to the Mainland companies and support from
Mainland authorities. The BPF believes that the Government should seize the
initiative in the development of this business as a win-win proposition with the

Mainland. .

Convention and Exhibition

21 HK has long been a regional leader in the convention and exhibition business.
However, continued success of this industry is far from assured. Emerging
competitors such as Mécao and Guangzhou have invested heavily to attract
business while HK has been seriously lagging in adding the necessary space to
meet the demand 6f ever-expanding mega fairs. The Atrium Link expansion

currently under construction at the HK Convention and Exhibition Centre (HKCEC)

10
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will not fundamentally resolve this problem. If nothing is done, in just several
more Years Hong Kong will no longer have the required capacity to host mega
fairs. The obvious and urgent solution is timely construction of the proposed
Phase 3 of the HKCEC, but there are fears that this plan may be met with
opposition as it involves the building of an exhibition venue on the waterfront
displacing an existing sports stadium.

While Asia World Expo and the surrounding airport site have been proposed as an
alternative to Wanchai, this itself would be a mega-undertaking involving
upgraded exhibition facilities and new, supporting facilities such as hotels and
dining, shopping, and entertainment outlets as well as transport links. Aside
from the commerc.;.ial viability of such a plan which is far from assured, planning
and construction on such a scale could easily take well over a decade but to date
there appears to be no concrete proposal to show how this might work.

Hong Kong has long been known to be a “can do” city. The quandary in which
our convention and exhibition industry finds itself makes one wonder if we have
tried hard enough to think outside of the box to explore broader options. One
idea is that as the Hong Kong Stadium is left idle most of the time, could it not be
converted into a fully enclosed facility and substitute for the Wanchai waterfront
stadium? Another idea is that as the government offices next door to the
HKCEC in Wanchai are to be moved, is it not possible for the area to be used far
HKCEC expansion? In any case, this issue needs urgent attention to avoid
jeopardizing the convention and exhibition industry in Hong Kong which has long
been a proud symbol of our status as the region’s prime trading and investment

hub.

- END -
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Foreword

This booklat is a distillation of the response the Business and Professionals
Federalion of Hong Kong (BPF) submifled to the Health Bureau's
consultation paper, "Your Health Your Life."

These past few years have seen a dedicated effert by a BPF team of
members and professionals under the leadership of Michael Somervitle to
examine the consultafion paper proposals systematically. Hundreds of
meetings with workers in the fieid, political parties, professionals,
associations, academics and individuals have been held.  QOur response is
deliberale and praclical.

Bearing in mind lhat any solulion invelving supplementary funding and
publicly financed coniribulions will take fime {0 decide —and wo or thres

years {o legislake—the BPF recommends that many things needing lo be

done should proceed, while the maore protracted work on finance and
legisfation can lake its ime.

Cespile the overcrowding, queuss for altention and a long waiting lime at
gur public hospitals, the facl remains that nearly half of health care is
provided by our private doctors.  In spite of inconvenience, people tumn
nalurally 1o the trusted and inexpensive services provided from public
funds al our public hospitals. But morey could be belter used and the
wailing lime shortened by enabling patients o be able fo afford the fees of
primary care professionals in the privale sector,.  Everyone we have
speken to is convinced of lhis,

Some hesitanl skeps in this concept of “money follows the patient” have
already been taken at Tin Shui Wai. The idea needs examining in the lighl
of experience, amending as necessary and pursuing vigorously.  In other
ways primary care providers in the field are already responding to public
demand by establishing group practices, Thesa changes should be
encouraged.

At the heart of future reform, primary care should be strengthened and put
under an fnterim supervisory body of independent and knowledgeable
members rather than tet il drift along among various departments until such
time as a fully fledged Primary Care Authority can be sel up.

It takes ten yaars to train a doctor and longer to train a speciatisl.  There is
a shertage of doclors and other health care professionals, There is a
shortage of facililies in our communities and a need lor the smployment of
up-to-dale life saving equipment. Making good the capacily of present
facifilies, and the ability of professional bodies to lake care of lhe health of
our citizens requires comprehensive analysis and implemenlation. A
crass departmental review should be expedited.

Reaching agreement on conlroversial funding schemes witt take lime and
even when agresment is reached if the syslem cannct respond lor lack of
resources it will be meaningless. But as a slart, we can use exisling
resources to betler eflect.

| should [ike to thank most sincerely alf those too numerous to name who
joined in the discussions leading lo the BPF respanse lo the Cansultation
Paper especially Michael Somerville, his Health Care Commitlee, and
hardworking assislant, Connie Hui,

e

Sir David Akers-Jones

President

Business and Prolessionals Federation of Hong Kong
August 2008
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The Business and Professionals Federation of Hong Kong (BPF) is a
slralegic lhink lank and lobbying group founded in 1990 as a successor to
the Group of 89 members of the Basic Law Consultative and Drafting
Commillee. It conducls ressarch into and advocates “aclions” on issues
of crifical imporlance io Hong Kong.

It is non political, non factional and above all strives to promote the averall
interesis of Hong Kong rather than those of any single sectar.

The membership comprises a wide spectrum or corporations, community
leaders, academics, business and professional people commibtted lo the
beflermeant of the whole society.

The present President of the BPF is the Hon. Sir David Akers-Jones and
Chairman is Mr Willred Y VW Wong.

We welcome views on this booklet and our other work; pleasa contact the
BPF Secrelariat (Tel: 2810 6611; Fax: 2810 6661, Email: info@bpf.arg.hk).
Further information on the BPF could also be lound on ils website:
wwiw bpl.org.hk.
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The Hong Kong visien is “io achieve a health care system that
improves the state of health and quality of life of our people and
prevides health care protection for every membker of the community™.

Mo one could fail 1o support this high ideal.  In lhis response to the Health
Care Reform Cansultation Docurmenl, ™our Health Your Life”, the BPF has
analysed the various oplions and laclors involved,  Views are expressed on
how Lhe values and principles of reform can be achieved, on the reed for a
betfer public undersianding of the benefits, and on the merits of various
[unding options.

Execulive Summary

1. An immediate prioriby is te reform the structure and management of
primary care and prevention. To whonm do you turn first whean you are
umwell, and how can you avoid getting sick in the first place?

2. A broad appreach is necessary and this should preferably cover all the
disciplines involved in primary care.

3. Reform and improvemenl will need additional funds, that is o say
supplementary funds whether from existing Government revenues,
laxation, cost sharing, medical insurance and so forth,

4. Govemment, insiead of giving funds directly to hospitals or other
providers for provision of heallh services, should adopt the "money
follows the patient” concept through intermediale mechanisms such as
vouchers or medical insurance and then onto payments to hospitals and
olher providers.

5. While agresment is sought on where o source lhose extra funds, ather
aspects of the reform of the health siruclure and management should
not be held up.

10.

11.

12

i3

r

The systematic planning and development of resources and
eliminalion of shorlfalls, both hardware and software — the professionats,
administrators and supporting staff, the buildings, equipment and so
forth, is needed and must be addressed, withoul which reform would be
meaningless.

The detail and means of achieving reform supporfed by an
implementation programme should be prepared with clear
achtevement objectives for each stage of reform and its financial
requirements.

An explanation of how varfous funding measures and how they wii
affect and help the individual and will facilitate beneficial change is
essential to gain public support for lhe next slage of pubhlic
consultalion.

Any supplementary funding must be risk pooled and cost sharing
whereby the fortunate and mislortunale of our citizens are grouped
logether.

Funding must be mandatory and be backed by legisiation.

A form of mandatory insurance or taxation will meel all the crileria.
Personal savings, if incorporated, can only be a vehicle to reinforee
responsibility and for purchasing additional insurance more particutarly
post employmenl insurance.

Employment based funding and bensfits, if adopted, should he only a
preliminary stage as part of a community wide scheme in which nol
only the workforce but those not in employment and lhose unable to
condribule are cared for.

A community wide publicly sponsored heallh system embracing both
primary and secondary care should be the ultimale objective.
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Chapter 1
General Introduction

The main focus of the Consullation is on financing options but the
structural refocusing and requlalion of cur heailh care syslem, most
especially the delivery of patient centred primary care, must drive the
reform process.  Thal said, the nead o broaden lhe base of health care
financing onto a mora skable lfooling is of course imporlant.

ILis clear from lhe public debate that there is a widespread lack of
undersfanding on why slructural reforms are necessary, how they can
benefit the community and why and what additional financial means and
resources are needed. Among thess who acknowledge the benefits of
shifting the emphasis to community-wide care and prevention, there
rermain slrong doubts as to how this will be achieved, whean the benefils
can be expecled to emerge, and what rofe financing will have in
achieving this.

[Lwill be critical al the nexl slage of consullation to explain the direct and
immediale benefils of reform, to address both the delails and means of
achieving reform and o support Lhis with a benchmarked
implementation programme over the next 5 lo 10 years. There must
be bolh capilal and recurrent financial projections at each slage and
illustralions of lhe vital role supplementary financing will play and how
new fund Nlows will be the key levers of change.

This boaklet in Lhe {ollowing chapters covers thres arsas:

Values and Principles
Slructural Issues
Funding Oplions

Chaptér 2
Values and Principles

Core values and principles are at lhe hearl of reform. They should govemn
both the methed of public and government mandated financing and lhe
struciure of the system.

Oullined below are the most important of these values.

2.4

iiiy

2.2

Universal Accass

A principle embodied in developed health care systems across the world
is that the same level and qualify of publicly spensored or financed
essential health care must be available to all. This should include
services locused on encouraging welthess and early detection of iliness.
Special or discrefionary services which- are nol essenlial to heakth but
may contribute lo well being are for the individual {0 select and to pay
for.

To develop, legislate for or bring aboul different levels of service and
choice for publicly administered heallh care {even if lhis occurs
inadvertently) will only serve to emphasise the division between rich
and poor and create discord.

Since encouraging choice between public or private service providers
may be part of the reform objeclive, the limiled resources and lacilities
and variable quality of services available in the privale seclor will
constrain the extent to which such choice can be widely offered. A
slaged approach will have fo be {ollowed but the ultimate goal musl be
universal access.

Individual Responsibility

A majority of health systems in the developed world include fealures of

4
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2.3

copayment. That is lo say the sharing of cost between patients and
providers in publicly provided health care to ehcourage responsibility
and to inhibit inappropriate use or overuse. The BPF does not
recormmend that personal paymenl should be raised to cnerous levels,
nor it should be made a major scurce of formal financing, but such
payment arrangements should stimulate better public awareness of the
cos! of heallh care services, and discourage profligate use.

To encourage a shifl away iram public heallh facililies, there has to be a
reduction in the massive subsidies currently biasing the public towards
using them. In other words, there has to be an increase in public
sector fees and a reduction in the gap between public and private
sector fees. Failure to reduce this gap will perpetuate the disincentive

"for patients lo change present habits in which lhe majority ook lo public

health Facilifies. To address possible public anxiely over aflordability,
reforms must embody a capping process that will set an upger limit on
the lotal heallh payment by an individual in any paticular year.

Risk Pocling

MNo matier what the source of public funding for community health care is,
it must incorporate a pooling process, a sharing by everyhaody of the
potential cost of ill health. It is impossible for Government lo meet its
cornmitrment to provide guality health care to all without this sharing
concept. This can be achieved by two separate but complementary
channels. The first is through pooling of the costs of basic health care,
including services lhat encourage people to remain in good heallh.
This can be based on lax, social insurance, or universal private
insurance. The second, lhe supplemneniary system, would address the
polentially crippling cost of catastrophic or chronic illness by shifting
lhis expense from the individual fo Govermment. Some form of
separate community fund for calastrephic fliness could be an option for
fulure consideralion.

24

2.5

i)

2.8

Mandatory Paymenl

Because a public health care system must by definition be for all, any
public system of financing must be mandated and cannot ke
voluntary — in spile of some pockets of opposition 1o lhis reality.
Individuals who insist on refusing this mandate could be given a choice
to "opt-ouf” of the public heallh care system in totaiity and to make their
owt provision for health care, but selective or pariial "opt-out’ cannot be
an option.  However, any form of opling out is likely 1o lead to disputes
and possible disiressing unforeseen circumstances for example |
resources run oul

Emplover Involvement

The respeclive roles played by employers and employees in the funding
of health care need to be considered. Employment based funding
can only be a siage towards the introduction of community wide
funding solutions. An approach confinred to the workplace as a
permanent lunding base conlributes to ihe creafion of an underclass of
those who are not em;ﬁ]oyed, or of dependents facking proper cover.
This danger is parlicularty acute, since the onsel of illness can be Lhe
irigger for loss of employment, leaving individuals without proper cover
al exactly the moment they require it.  Labour mobility both within Hong
Kong and across borders also exacerbales the problem of
employmenl-based solutions.

As for employers, there is fitle meril in mandating for employer
contributions, which would amount to a hypothecated employment tax
and would act as a disincentive to the grant of voluntary top-up benefils
by employers for their employees.

Weallh Dhistribulion

Qur current tax based health care financing re-dislributes wealth in lhe
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community and underpins lhe communify's concern to provide a heaith
care safaty nel for all.

Whether any new Government funding mechanism should be weatlh
distributive is, in the final analysis, a matter ol political choice. The
preference is to move lowards a system of funding which
emphasises personal responsibility for health care coupled with
risk pooling and the capping of potential liabilities. Those blessed
with good health are called upon to share their goed lortune wilh others
less fortunaie and by averaging oul of cosls among all contributors.

In this regard there is no doubl lhat hypothecaled revenues from an
across the board lax on goods and services could be used for health
care financing and would be redistributive. Undoriunately the
introduction of a GST in Hong Kong when proposed did not gamer
suppart. Without il, the Government neads te search for olher mare
difficult-to-impose solulions.  Perhaps the idea of a tax devoted simply
to heallh care need to be re-examined.

iii

3.1

Chapter 2
Structural Issues

The crux of reform to Hong Kong's health system is not just a matler of
money. It is fo achieve changes lo the struclure and management of
health care in alf its aspects.  Sfructural and financial reforms are linked
and new financing mechanisms can help drive change, but delay in
reaching consensus on additional permanent metheds of funding must
nol be allowed 1o impede or slow down the implementafion of
management reform, the financing of which can be, as an inlerim
'measure, achieved from current Government revenues.

Measures already proposed or underway in this regard include the
“family” doctor regisiry, the task force to develop electronic heallh record
sharing, and medical vouchers lor elderly.  All these are welcome and
will act as catalysts for change throughout the syslem,

Structural reform can be divided inlo the following four areas:
»  Govemance f Managemeni

s Primary Care and Prevention

a  Hospitals

= Resource Planning

Governance / Management

Our current public system of health care management, weighted as if is
to lhe delivery of public hospilal-based care and the promotion of health
and prevention of sickness by the Health Deparment, leaves cut the
providers of primary care and their palients from overall recognilion,
coordination and oversight. For as long as lhey are left cut, we cannot
deliver the reform which is needed. There is a crifical need fo facus on
lhe betler managemenl of our primary care and prevention sectors, A
Primary Care Authority, proposed but not acled upon many years ago,
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3.2

remains a priority. Eveniually a statutory body will be needed and the
December 1990 Report of the Werking Party on Primary Health Care

entitied Health For All — The Way Ahead should be revisited and -

reviewed. Meanwhile measures that take us towards the introduction
ol a Primary Care Authority should be introduced and these could be
undertaken by a provisional body.

The exisling management for secondary care showd concenlrale on
establishing and overseaing common delivery slandards for hospitals
{both public and privale sectors), upgrading pricing and costing
mechanisms and resource allocation, and building channals of
commurication and referral wilh privale sector primary care professions.

Primary Care and Prevenlion

Since primary care and prevention for the whole community by both
public and private providers is the immediate priority for reform, the
following aspecls of primary care must be included in Lhe next round of
consultation,

3241 Inlroduction of mullidisciplinary pilol projecls
There are already multidisciplinary clinics in both the public
and private seclors.  The furher development of this approach
to primary care should be explored involving pilot projects
using private sector practitioners and grouping various primary
care prolessionals fogether.

3.22 Reaisler of doctors
The regisler of doctors Lo be created should be designaled as a
register of primary care doctors, rather than the loosely
descriptive term "family doctor”. It should be an inclusive register
and it should require long term training and retraining of these
providers, adopling a simifar method to that implemented Far
Traditicnal Chinese Medicine {TCM) practiioners.

3.3

3.4

3.23  Prevenlicn

Prevenlion musl be drawn into the mainstream of primary care.
The introduction of 3 medical voucher paymenl scheme for the
elderly has been anncunced and is being lied out.  This
Icllows the concept of "money lollows the patienl” and any
inadequacies in the present i{ral must be ironed out and if
necessary be modilied and extended into a territory-wide
schame.

3.24 Medical Prescripticns

Medical prescriptions are a core element in primary care,
pariicularly as a means of prevention of illness and in the
avofdance of hospilalisalion. Thus viability ol any new struclure
for primary care will be dependenl on measures {0 regulate
the affordabllity, reliability and guality of drugs, including
conlrol over costs and levels of usage.  Aparl from conlrols at
public hospilats, these conircls are currentfy minimal.  This
issue musl be addressed.

Hospitals

Al some stage the Hospital Authority should reduce its involvement
in the delivery of primary care which it now undertakes lhrough the
General Out-Palient Clinics {GOPC) structure and transker Lhe
responsibility and governance to the new Primary Care Authority.
Since the Hospilal Authorlly's over-riding responsibilily is o ensure the
qualily of hospital-based services, the danger exists that lhe primary
seclor under its responsibility will remain exposed to the danger of lower
resource priorily in limes of financial constraink.

Resource Plannin

Lack of adequafely or appropriately trained professionals is a major
constraint in bringing about change and in lhe presenl delivery of
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iv)

services. Resource planning and in particular human resource
planning are critical issues.

i the projections in the consultation documenl are correct, Hong Kong
needs to double ils professionally lrained manpower in the health sector
over lhe next 25 years. Given that the iraining period for a professionat
may lake 10 years, lo break the back of this problem will be extremely
challenging. Itis essential lhal we begin lo tackle this issue now.

Againsl Lhis background of strained resources, trying fo move patients
from the public to the private sector will quickly reveal the prablems to be
faced. In addilion to its silualion of shorlage, the currenl protective
environment of some heallh care professions imposes constraints on Lhe
search for solutions.

These resource issues require the urgent establishment of a high level,
across department task force to examine human resource
requirements in all areas of health care delivery, and how these can be
met bulh by accelerated training and by a more open approach to the
importtation of skilled personnel.

Controls on the avaitability and pricing of land for hospitals, clinics
and care homes fmpose counterproductive constraints on the
development ol additional buildings for our heallh system. Spacific
measures are required 1o reexamine and address change to the policies
which govern Lhis.

"

4.1

Chapter 4
Funding Options

General Comimentary

Recent experience has shown that current funding, of which over 80%
eilher is linked to currend Government revenue or out-of-pocket
expenditure, is at the mercy of Lhe volatility of economic cycles. Our
fulure system musl have a stable basic source of funds and not be
vulnerable to the winds of business fortune,

fi) Whilst one option will no doubt be chosen as the Government sponsored

4.2

supplementary financing mechanism, others such as  wvolunlary
insurance and out of pocket expenditure can continue to play a roke in
overall funding. Taxation, whether general or hypothecaled, has not
featured in the six oplions cther than social insurance in Oplion 1. We
do nol think this should be excluded from consideralion. As afready
indicaled, a lax dedicafed o heafth expenditure may be more acceplable
than other complicated and confined soiulicns.

The Six Options in the Consultation Document

Option 1: Soccial Health insurance

i) This approach, by which is meant mandalory contributory schemes
adminislered by Govemmant, is widely adopied for healih care
financing elsewhere and is an option for Hong Kong, i consensus
cannol be reached on a mandalory private insurance schubiorn.

iy The censullalion paper indicales that social health insurance is
garnings- or employment-linked. This is common, parficularly
where social health insurance is the main source of health care
funding, but it is not Lhe only option for social insurance, parlicularly
for Hong Kong when cur currenl tax syslem already providas
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eamnings based redistibion. As a preferred alternative, a
centrally administered secial insurance system can be based
an a slandard insurance benefil wilh a standard community risk
pocled rate and subsidies for low income groups.  This is similar fo
mandakory privale insurance excepl thal Government would be
acling as manager of the pocl andfor as insurer.  As with
mandalary private insurancs, a significant sharing of costs and tight
conlrol of purchasing of health care will'be essential to combat
overuse.

Cption 2: Out of Pocket Payments

Out af pocket payments, i.e. user charges, are an important element in
health funding bolh in he purchase of heallh care beyond the scope of a
public system and through copaymenlt, a sharing of the expenss, as an
essential tool fo inhibit overuse. Public sector charges are low, and
nolwilhstanding lhat the revenue generated by any increase will not
significantly enhance public funding, there is no doubt that user charges
impart a sense of responsibility and contribufion. However, they cannat
be a main source of supplementary funding.

Option 3: Medical Savings Accounts

i} Individual medical savings are not a feature of any funding system
ather lhan in Singapore.  Medical savings in Singapore are a major
feature in enabling the public to have access Lo fully priced publc
secondary care.

ij Personal savings encourage seif responsibility for health care, but
they are net risk pooled. This limits their value as a provision for
major calastraphic or chronic illness in old age, whereby they may
creale a false sense of security againsl very expensive health care
in later years, There is moreover questionable logic in separating
health provision through personal savings for old age from the

13

general MPF provision, given that health care expenses are
already a major cost element in ofd age. _If persehal savings has to
be considered, this should be embedied in a mare comprehensive
and separate review of the MPF system in which contributions
might encompass health care savings, This would include
consideration of the extent to which a proportion of reliremenlt
benefils should be retained lo mest medical expenses and heallh
insurance, possibly isclaling the cosls of extreme old age lor
separale lrealment,

iy Except that they are used to purchase insurance, medical savings

' are not a direcl and reliable funding mechanism for health care, and
as such cannot on their own represent a public funding scheme
option,

Option 4: Voluntary Heaith Insurance

Voluntary insurance cannot be part of any publicly sponsored
system of financing, which by definiion must be mandalory and
community risk pooled, YWoluntary insurance, pariculady  thal
purchased through employers, already conlribules 12% of heallh care
financing and has exerled a major influence over lhe structure of primary
care in Hong Keng. Employers and the insurance industry have a
major role to play in promofing wider usage of volunlary addifional
health insurance and in building a medical insurance industry beller able
to influence, even to participate direclly in providing quality health care.

Option 5: Mandatory Health Insurance
iy A core element in any supplementary funding must either be
mandatory insurance — whether provided by the insurance

induslry or by gowvernment — or by taxation.

i} Mandalory health insurance provides a community wide risk pool
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and is relalively simple, if based on a mandatory package of
Governmenl  approved  benefits. It eliminates 1he major
disadvaniages in voluntary insurance of exclusive risk pools limited
lo healthy younger persons, high marketing costs and variable
benelits. It also provides a firm platfiormn on which o build tax
incenlivised voluntary schemes to cover additional risks.

iy A system of mandatory health Insurance scheme should be
provided by private insurers ralher lhan Government.  With
proper regulation, a markel driven system is more likely to deliver
immovalion and cost containment.

Option 6: Personal Health Care Reserve

This option combines lhe features both of the medical savings and
mandalory insurance oplions already discussed above,  As presented,
it would only apply o people with income above a cerlain level.  Part of
lhe stipuiated percenlage deduction from income woold be ysed to
purchase regulaled mandatory medical insurance and the rest of the
Tund be set aside in a reserve fund to mest post-refirement medical
related expenses. The advanlages of this option include facilitation for
individuals to make provision for future medical spending, communiby
raled insurance plans, alleviation of he next generation’s burden and a
more sustainable supplementary funding source. The disadvantages
include a complicated administrative and regulatory burden, potential
demand-side abuse, and escalaling premiums because of aging and
lechnology driven cost inflalion.  The main objeclion Lo this option in its
present form if purely employment based is that il would again create a
prelerred class, furlher polarising the haves and have-naots.  For this fo
be an acceplable option, amendments would he needed to develop it
inlo an ali-citizen pregramme wilh the Government paying the premium
for those withoul adequale income.

15

A Final Ward

The questions raised by health care reform are complex. A step by step
approach in logical progression, first Lackling primary care provision, lhen by
ensuring the measured availability of professionals and facililies before
proceeding to the major question of funding, may make the major question of
funding, when we come lo it, easier ko resolve!

August 2008
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