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The dirty job that someone has to do
The International Monetary Fund's latest report on Hong Kong had plenty of good things to say about our continuing strong economic growth and falling unemployment. But it also warned of serious long-term challenges: our narrow tax base and our unsustainable system of health-care financing. 

The report linked these problems with our ageing population. As people grow older, they pay less tax, and they need more health care. If the number of retired people rises and the number working falls, where will the missing tax revenue and the extra health-care funds come from? 

This isn't an emergency that needs to be solved next week but it is a real, growing problem. The amount of people over 65 is forecast to rise from about 12 per cent today to 27 per cent in 2033, with a major increase starting around 2015, leaving a demographic window of less than 10 years to make serious reforms. 

The forecast might be wrong. We might find that far more of our old folk decide to retire to the mainland or more young people come here to work. People might decide to stay in work into their 70s. We might even find that young couples start having more babies. Our birth rate is below 0.8 per woman - one of the lowest in the world - compared with the 2.1 needed just to keep a population level. Without immigration, our schools would be emptying fast. 

But common sense tells us that any improvement in current trends will be gradual and not enough to make the problem go away. 

The case for a broader tax base (with no change in revenue levels) is easy to make, even without an ageing population. The government's reliance on land and property-related revenues helps keep our visible taxes low, but it has some serious negative effects. It exposes the government to unstable and unpredictable flows of revenue, swinging from budget surplus to deficit along with the land and property market. 

It is also hard to tell who, exactly, is ultimately paying this hidden tax and, therefore, whether the burden is spread fairly. As the IMF rightly points out, if we had a transparent sales tax, the less well off could be compensated through welfare payments. Yes, a sales tax could benefit the poor. For the rest of us, whether residents or visitors, a few per cent added to our spending would soon go largely unnoticed, as experience elsewhere shows. 

The case for reforming health-care funding is also easy to make. The current system is going bankrupt, and someone, somewhere has to come up with more money. Who should that be? Clearly, people who can afford it, and that largely means people of working age. If they paid a bit more (say, through a mandatory-provident-fund-style system), we could maintain quality care for everyone, even as our elderly population grows and new medical treatments come along. 

Making the case is easy. In my view, these reforms would not, in fact, be as painful as people think. But convincing the public will be difficult. Any chief executive or financial secretary making a serious effort to implement reforms like these will be putting his or her political career on the line. Few politicians of any party want to tell voters that they can't have their cake and eat it. Just two days ago, the Legislative Council discussed a motion that basically called for both tax cuts and additional spending. 

It will take a brave person to be a candidate for chief executive and ask the people for a mandate to make these reforms. But sooner or later, someone will have to do it. Sooner would be better. Or will we wait until spending is being slashed across the board and hospitals are crumbling?
