RTHK Letter to Hong Kong

Competition and Free Markets
There used to be a time when the people of Hong Kong accepted the ups and downs that happen when you have a free market. People generally understood that competition and free markets create both winners and losers, but in the long run, we all benefit. 
Old industries might die out. But new ones come along. The economy develops. People become more prosperous.

Today, however, there seems to be a different mood. It seems that our community has a growing distrust of market forces, and a growing preference for government intervention. 

This is probably a reaction to the economic reversals of recent years, after a long period of economic boom.

Back in the 1980s and 1990s, Hong Kong grew rich almost without trying. As China opened up to foreign investment, money poured into Hong Kong on its way to the Mainland. Our prices went up, but so did the value of the work we did.

Factories closed and moved across the border. But financial and commercial services expanded rapidly, creating more, and better-paid, jobs than ever.

In addition to that, a property bubble started to develop, driven by a shortage of supply and artificially low interest rates. Thanks to that, some people became even richer by doing even less work. 

Of course, it was too good to last. When the Asian financial crisis broke out in 1997 and 1998, Hong Kong's bubble burst.

Now, after a couple of very difficult years, our economy is fundamentally sound. 

But few people believe it. They want to go back to the 1990s, the days when you could get rich quickly without even trying. And they look to the government, expecting our officials to wave a magic wand and create another boom - just like that.

Understandably, the government wants to appear to be caring and responsive. It tells people "yes, we understand how you feel. We're trying to help the economy improve."

Unfortunately, this is the wrong response.

It would be better if the government said, "don't come to us. The government doesn't run the economy. We look after the physical and institutional infrastructure. You, the people of Hong Kong, do the rest."
It would not be popular politically. But it would give people a badly needed reminder that free markets and competition - not government activity - will bring economic growth.
As I said, free markets and competition have their ups and downs. They lead to change, and change creates losers as well as winners. But in the long run, they lead to a strong, modern economy, and more prosperity than we would otherwise have.

We will see a good example of this in the beginning of July, when we will have full deregulation of the interest rates banks pay for deposits. 

For years, consumer rights activists have been pushing for this. They knew that, on the whole, banks would be the losers, and consumers would be the winners. 

Banks will now have to compete more than they did beforehand. And, like every other business, they will use all sorts of ways to compete for the most profitable customers, to curb their costs and to increase their profits. In some cases, they will introduce charges for retail banking services. 

These are normal in most countries. But the public response here in Hong Kong has been quite amazing. 

In a free market, with free competition, companies are free to charge whatever they want. And, as customers, we are free to take our business elsewhere. 

If a company charges too much, it will lose its customers. If it charges too little, it will lose money. Either way, it is free to do so. Just as customers are free to shop around. It certainly has nothing to do with the government.

Yet it seems today that every time a company raises its prices, we get calls for the government to intervene.

The people who oppose the price rises often point out that higher prices hurt the poor more than the rich. They are undoubtedly right in saying this. And I fully agree with them that we should care for the weakest members of our community.

However, these protesters are wrong to demand that private sector companies should provide welfare subsidies. And they are even more wrong to look to the government to pressure the private sector to do so.

This may sound rather brutal, but it is not the role of private sector companies to directly subsidize the poor. 

Companies exist in order to create wealth for their owners. They may pay good salaries to their staff. They may offer good value to their customers. They may make donations to charity and do other things to help the community. But these are simply means to an end - the creation of shareholder wealth.

It seems some people in Hong Kong today have forgotten this hard, simple reality. They believe companies should be obliged to subsidise the less well-off.

You might think that sounds fair. But now stop and ask, where should this subsidy come from?

Should it come from the company's staff, in the form of lower pay? Should it come from richer customers, if there is a way of identifying them and charging them more? Or should it come from the shareholders, in the form of lower profits? 

People demanding that companies should keep prices down to help the poor are asking those companies to organize a compulsory redistribution of wealth. And that is a function of government. 

Private-sector companies in free markets compete to make the most profit. The companies that make the most profit have the privilege of paying the most tax. That tax is spent by government on welfare payments and other social programs, overseen by a Legislative Council that represents the people. 

That is the transparent way to redistribute wealth without interfering in the market.

The protesters are right to say that we need to redistribute wealth to ensure that the poor have a decent standard of living. But they are wrong to complain because profit-making companies are not performing that function.

These protesters could argue that our welfare programs are not giving enough money to the people who most need it. However, people in Hong Kong today are more likely to protest against better targeted welfare payments than in favor of them.

Alternatively, these protesters could argue that there is too little competition, and the prices are unfairly high. This may be the case in some sectors of our economy. However, it seems people in Hong Kong today are more likely to protest against competition than in favor of it.

It seems that our whole community wants to be protected from change. 

People ask the government to interfere with banks' decisions to introduce charges, even though they will be getting higher interest on their savings. 

People ask the government for assistance because their property is worth less than they paid for it. 

People ask the government to cap the numbers of skilled and professional Mainlanders coming to work here, even though we have - and need - unlimited numbers of people from foreign countries doing the same thing.

People ask the government to boost spending, and reduce taxes.

***

Hong Kong needs to go through changes - a lot more changes. And not all of those changes will be easy.

For example, my own industry, the insurance industry, is currently losing large amounts of money in some areas of business. It is inevitable during the coming year that some companies in the industry in Hong Kong will go out of business, or consolidate. 

It is a painful process. But we have to go through it. And, in the end, we will have a stronger and more successful insurance industry.

The whole of Hong Kong is exposed to that sort of pressure. We have to change and adapt to new circumstances. 

Instead, people ask the government to prevent change. It seems they do not trust free markets. They are suspicious of deregulation and competition. They believe that government can make things better by interfering with the market.

It is ironic that, as the Mainland moves to embrace market forces, some people in Hong Kong are demanding that we go in the opposite direction.

Let us hope that, as we realize that the 1990s are over, there will be more confidence in free markets and competition. More confidence in Hong Kong's ability to embrace change. And less belief that government can make sure everyone always wins, and nobody ever loses. 

