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The hunt for a fair tax bill
The new head of the hospital authority, Shane Solomon, said a few days ago how surprised he was that Hong Kong manages to have both low taxes and highly subsidized health care. This is a good point, and something most of us take for granted. It is interesting that we need someone who is new here to remind us. 

Chief Executive Donald Tsang Yam-kuen and Financial Secretary Henry Tang Ying-yen are rightly proud of the fact that government spending last year returned to its traditional level - below 20 per cent of gross domestic product - ahead of schedule. Compare this with Mr Solomon's native Australia, or the United States, with spending of about 36 per cent of GDP, or Britain at 44 per cent and Sweden at 57 per cent. 

It helps that, unlike independent countries, we don't have a military budget to pay for, nor do we have to keep an expensive foreign service posted around the world. In addition, some of our public-sector outlays are funded through land grants, which don't show up as government expenditure in the statistics. But the bottom line is simple: our tax bills are low. 

Despite this, several political parties complained after last month's budget that there weren't enough tax breaks to help the middle class. However, there is really not much scope to trim salaries taxes in a big way. Nearly two-thirds of our workers pay no salaries tax at all. Of those who do, most are paying well under 10 per cent of their income, even before claiming allowances for dependents or a home loan. 

Let's say an unmarried, young lawyer is earning $25,000 a month and supporting a parent. Under the new budget, he will see his tax bill fall from $17,200 to $16,100. That's a cut in tax rate from 5.73 per cent to 5.36 per cent. It's a very small cut, but it's a very small tax bill. He would have to be making $67,000 a month before he finds himself paying the maximum 16 per cent of his gross income. And by then he will probably have children and a mortgage, so he still wouldn't pay the full rate. 

The tax burden is so light for most of us that about 60 per cent of total revenue from salaries tax comes from just 100,000 people - 3 per cent of the workforce. Big cuts would leave even more people outside the tax net, leaving an even narrower base, and they would mainly benefit the better-off. 

It is easy to call for tax cuts, and I would welcome them if and when the government finds itself in surplus. But politicians should also be asking bigger questions about our whole fiscal system. We seem to be lucky, with reasonably generous spending and relatively few people paying taxes. But are we? 

We should accept that this is partly an illusion. About 40 per cent of the government's income last year came from land premiums and profits tax. Most of this revenue comes from a few hundred big companies. At least, that's what people like to think. But do you seriously imagine that these major contributors are the ones that are really paying? 

Of course they aren't. They pass on most of the costs to their customers, who do the same to their customers, and so on all the way down to the small consumers, like you. Even the poorest members of our community are probably having to pay something. 

We must also accept that our pattern of taxing and spending isn't necessarily sustainable. At some stage, as the number of retirees rises faster than the number of taxpayers, we will need to explore new ways to raise revenue. The government is proposing a goods and services tax. Other people have come up with interesting ideas, like an energy tax or even a head tax. 

At the end of the day, someone has to pay for services like health care. However you raise the funds, the costs are likely to come back to all of us in some way. Finding a system that is fair and sustainable is far more important than trimming a few hundred dollars off a lawyer's tax bill.

