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The HK$800b question
What would you do with HK$800 billion? That was the question in the Legislative Council last week, when politicians debated what they would like to do with the government's reserves. 

There were lots of ideas, including: setting up a fund to pay for children from low-income families to join after-school activities, cutting hospital charges by half for the elderly, reducing school class sizes and increasing elderly care places. Also debated were scholarships, so more students can study overseas, boosting welfare payments, giving everyone a free medical exam, waiving rates, and cutting duty on low-sulfur diesel. 

Some of the ideas were very detailed. For example, providing support and seed money for social enterprises. Others were extremely practical: waiving rates for a quarter, increasing tax allowances, or simply cutting tax. The one thing all of these ideas have in common is that they assume there is plenty of money to spare. 

However, the government is not sure that any of the reserves can be regarded as surplus. The core Exchange Fund obviously cannot be touched. It is required by the Basic Law to regulate the value of our currency. But we also have accumulated surpluses from that fund and fiscal reserves that the government has saved. These are the funds the legislators have their eyes on. 

These reserves can smooth ups and downs in revenue, as they did during the recent budget deficits. They cover contingencies that require an unexpected increase in spending, like a natural disaster. In addition, they are available in case of a threat to our currency or our financial systems. It could be a global structural problem that leads, for example, to an international banking crisis. Alternatively, it could be a deliberate attack on us, like the one mounted by hedge funds on our currency and stock market in 1998. 

What are the chances of such a crisis? In an era of globalised financial markets, it is impossible to say. That is why it is so hard to say whether our reserves are too much, about right, or not enough. We do know that large reserves will deter speculators, but beyond that it is impossible to measure possible threats. 

Essentially, the legislators are saying that the government is being too prudent. Certainly, our reserves are large for an economy of our size: equivalent to over 50 per cent of gross domestic product. 

It is possible to have too much in reserve. In the business world, a company would either invest excess cash for growth or return it to shareholders. Individuals with plenty of savings would invest some in property or education, rather than leave it in the bank. For a whole community, too, it is a waste to leave wealth unused. 

So no one can be absolutely positive whether the government or the legislators are correct. But we can say that some of the legislators are not prudent at all in their ideas for putting some of the reserves back into the economy. 

Many proposals would need continuous flows of money. Smaller class sizes or lower hospital charges mean higher ongoing expenditure. It is fine to pay for recurrent expenditure from your savings for a while when hit by bad times, but it is not sustainable. Also, some lawmakers want to allocate reserves to pet projects that would benefit only a few people or specific industries such as freight or tourism. A more sustainable approach would be to set up funds to produce revenues for special causes - new sports facilities, universities, museums, special-needs children and heritage preservation. Again, there would be huge debate about who gets what and when. 

The government is aware that the people expect budget surpluses to be returned to the community which created that wealth. And for that reason I would not be surprised if the financial secretary announces some sort of rebate in his next budget. 

As long as the government takes its prudent course, it will face calls for some of the reserves to be returned to the community in some way. It will also make the public more sceptical when officials say we need new taxes or find new ways to pay for things like health care. This issue will not go away.

