RTHK Letter to Hong Kong
Budget Challenges

Hong Kong is on the march again. Foreign domestic helpers have demonstrated against a proposed levy. Welfare recipients have protested against proposed cuts in social security. The elderly have complained about public hospital charges. 
And we have seen parents and students demonstrating against proposed cuts in the Government subsidy for the English Schools Foundation. I am sure that many of you listening to this programme have been involved in that debate.
As with all these cases, there are two sides to the debate on the ESF subsidy. 
On the one hand, our English-speaking community consists of long-term residents, who pay tax and contribute to Hong Kong in many other ways. Surely, you can argue, they are entitled to public funds for their schools. 
On the other hand, the ESF schools offer a much higher class of facilities for students and teachers than ordinary Government schools attended by working class children. How can we justify a subsidy for the better-off at the expense - in practice - of the poorer?

Neither of these arguments is actually "wrong". But they reflect a much larger problem facing Hong Kong at the moment. The root problem is the serious mismatch between the level of subsidies people expect to receive, and the level of taxes and fees they expect to pay.

And in case you think I am picking on the people who use the ESF schools, let me make it very clear that this conflict exists at every level of Hong Kong society - from the top, to the bottom.

Nearly all of us are receiving subsidies of some sort. Not just ESF, and of course ordinary Government schools. But three million public housing tenants. Two million MTR passengers. Over 90 percent of all hospital patients. New businesses starting up. Small and medium enterprises. The movie industry. Tenants at Cyberport. And don't forget Walt Disney. And there are many more. 

And yet only a relatively small number of us are actually putting money into the system. We have no sales tax or capital gains tax, our profits tax is low, and only a third of the workforce pay salaries tax, which is also low. 

The result, of course, is the budget deficit. In practice, for ordinary people, like the ESF parents, is the threat of fewer subsidies and the prospect of higher fees and taxes. 

The fact is, however, we were paying higher taxes in the 1980s and 1990s. The difference is that we didn't realize it. The Government was raising huge revenues from land sales and property development. We paid those revenues every time we paid our mortgage or our rent. And every time we had our hair cut or went to the supermarket, we were paying other people's mortgages and rents. 

We didn't see it as a tax. We thought we were spending all the money on ourselves. But now, with the property bubble well and truly over, we can see that this was an illusion.

With a high level of subsidies and a decline in land and property revenues, we are left with this deficit - this 70 billion dollar gap.

When the Budget is unveiled, the Financial Secretary will say lots of things about closing this gap. 

He will announce some cuts in Government expenditure, like the civil servants' pay cut. And he will announce some extra revenue-raising measures.

But I can pretty much guarantee that he will not make that much difference to the deficit. Compared with the 70 billion missing dollars, his spending cuts and his increases in taxes and fees will be quite small. 
In most places, this would be a crisis. As usual, we in Hong Kong are luckier than we think. We have such enormous reserves that we can carry on running a deficit for years, if necessary. 

Mr Leung is hoping that time will solve the problem. Long-term economic growth will boost tax revenues. He doesn't say it out loud, but he probably assumes that people will then be in a better mood to accept new, broad taxes, like a sales tax, to replace the old land revenues.

At the same time, he will clamp down on government expenditure, so it declines gradually in relation to the economy as a whole. 

In the meanwhile, we use up quite a lot of our reserves, rather than endure more painful cost-cutting and revenue-raising. That's justifiable, provided we use that time to adjust to a new way of thinking about the services we want, and the amount of tax we are prepared to pay.

And we really do need a new way of thinking. 

It is easy to say that the Government should cut, cut and cut. There is overmanning and inefficiency in the public sector, to be sure. And, as Christine Loh's Civic Exchange recently pointed out, we need a more disciplined approach towards Government's use of resources in such areas as infrastructure investment. 

But we have to remember that our Government does provide very high standards of public services.

The Fire Services Department has a performance pledge saying it will get an ambulance to your door within 12 minutes after you call 999. It achieves that more than 90 percent of the time. We take it for granted.

We take it for granted that our immigration inspection at the airport will be quick. The streets will be cleaned several times a day. A hole in the road will be filled in quickly. Restaurant hygiene will be enforced. 

These are the things that make Hong Kong different from so many other cities in Asia. Like the ESF schools, these are things that people like having, and they want to continue having them.

But we do have to pay for them. And, unlike in the past, we will have to pay in ways that are visible and painful - taxes and fees. 

The situation is made more serious in the long run because of our aging population. 

Over the next few decades, the number of elderly people needing welfare, health and residential care will double or more. In practice, that means that from now on, there will be a bit less, every year, for schools, roads, and all the other services we expect.

In short, therefore, the debate over the ESF subsidy is just a small part of a much bigger issue facing Hong Kong.
It is perfectly understandable for people to want their subsidies to continue, and at the same time not to pay more in tax or fees. But it's also impossible.
Even if we can weed out all the inefficiency and redundancy in the public sector, we still need to put more into the system if we want high-quality services.
Taxes will have to go up. Subsidies will have to be targeted more effectively at those who most need them. And people who can afford to pay more will have to do so. 
It will happen, sooner or later, in our public hospitals, in our public housing, and in other areas where it is practical to ask the better-off to pay more. It may be a few years off. But the education sector, including the ESF, is unlikely to escape this trend.

