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Madam President,

Hong Kong is enjoying its third year in a row of solid growth. In the last couple of years, we have seen consumer confidence return. Unemployment has come down. And the Government’s budget deficit is falling faster than previously expected.

Under these circumstances, I believe the Financial Secretary was right to avoid making significant changes to our policies on tax and spending. Things are going well. The only uncertainly is the outlook for the global economy, and there’s not much we can do about that. So this is a good time to leave things as they are.

Looking further ahead, of course, we do need to address some long-term problems.

On the revenue side, we continue to have a very narrow tax base. In the past, this has contributed to wild swings between large budget surpluses and large deficits. Both of these are undesirable. Sooner or later, we must face the need for broader, less volatile sources of revenue.

On the spending side, we must accept the fact that our system of financing areas like health care and services for the elderly is not sustainable. At some stage in the future we will need to examine spending priorities. At the moment, we are heavily subsidizing the better-off, and of course the better-off are very happy with this. But in future we will have to find ways to focus subsidies on the poorer members of the community.

One of the few major changes the Financial Secretary is proposing this year is the abolition of estate duty.
I know some of my colleagues here have criticized this proposal. They say that it will only benefit the rich, and it does nothing for the average citizen or family.

Even if that were true, it would not necessarily be a reason to keep estate duty. But the fact is that many people – especially people rich enough to afford good lawyers – are finding ways to avoid paying it. That’s why it doesn’t bring in a very large proportion of revenue. It is in many ways a “voluntary tax”.

I know some other interest groups have reservations about abolishing estate duty, because they profit from helping people to avoid it. As well as our friends like lawyers and accountants, this includes the life insurance industry, which offers investment-linked insurance products that are exempt from estate duty. They will need to re-position some of their products as a result of this.

However, I think on balance that there are good reasons to get rid of this so-called “death tax”.

First, estate duty can be seen as a form of double taxation. The government has already taxed your income while you were alive, then it comes back and asks for more when you pass away.
Secondly, abolition will help to simplify our overall tax system, which is always a good thing.

But most of all, Hong Kong as a whole can benefit from abolishing estate duty. Abolition should make it more attractive to keep assets in Hong Kong. And this in turn should boost our asset management industry, which creates jobs and pays profits tax. It will probably also have some spin-offs in terms of revenue through extra stamp duty and other taxes.

So, Madam President, I believe that this proposal deserves our support. And that goes for the budget as a whole.
Many of my colleagues have spoken for bringing gambling business in Hong Kong. I would like to say that, first, morally, I’m against this idea. Secondly, I do not believe we will ever have the economy of scale to compete with Macau. To make it anything meaningful, you’ll need to build it to a certain critical scale to bring the tourist in. Just the same way, how Hon Kong has built over all these years a financial cluster to attract all the top players, while none of our regional cities can match.
