July 21, 2006


SCMP Article

The search for fair taxes
The government is always looking for consensus, and perhaps now it will get its wish: nearly everyone in the community seems to agree that they don't like the proposed goods and services tax (GST). Of course, nobody likes taxes - except those that only other people have to pay. The whole point of a GST is that everyone pays it, so it would be amazing if the proposed tariff were popular. 

At the same time, many people agree that we do need a broader tax base. We saw one weakness of our current, narrow tax base during the recession a few years ago. Revenues fell sharply, and the government ended up with a serious deficit. It had no way of knowing whether the problem was cyclical or structural, or how long it would take to get its books in order again. 

There has been an international trend to cut corporate and individual income taxes. In many cases, this is a deliberate attempt to attract businesses and talented individuals. In other cases, policymakers think it's fairer to tax consumption rather than income (in order to encourage saving and investment, for example). 

Low taxes on profits and salaries are among Hong Kong's key attractions and advantages as a business centre: that international trend could threaten our overall economy. We have actually been increasing salaries and profits taxes in recent years, even though other economies have moved in the opposite direction. From that point of view, it makes sense to spread the tax burden more onto consumption, cutting taxes on incomes at least a little. 

Several sectors claim that a GST would hurt their business. But I doubt that a price increase of a few per cent would make that much difference to most consumers' behaviour, at the end of the day. However, I do worry that the work involved in monitoring compliance will be a burden. 

The simplicity of our tax system is almost as attractive as our low tax rates. This is a valid concern. 

A serious worry is that a GST, combined with cuts in corporate and individual taxes, is basically a transfer of some of the burden from the better off to the poorer. This is inevitable when you are broadening from such a narrow base. 

If the richest 83 per cent of the population forced the poorest 17 per cent to pay more tax, that would be unfair and immoral. 

But what we are looking at here is the other way round. Only 17 per cent of Hongkongers pay salaries tax. Only 35 per cent of working people actually pay any salaries tax. 

And the number of people in the workforce will decline as the population ages. Nearly all of us use government services at some time. Just because someone is richer than you does not mean you are totally free of responsibility to make any contribution. 

But no one should have to pay more than they can afford, and the GST proposal includes systems to compensate the poor for higher shopping bills. 

But that raises other worries: could a GST lead to bigger government, more bureaucracy and more spending programmes? 

The government believes we need to broaden the tax base, and it has identified a GST as a viable way to do it. But, at the end of the day, it is a question for the community as a whole. 

Read the consultation document, which is detailed but in plain language, and think about responding. If you don't think we need to broaden the tax base, say why. If you accept the need for a broader tax base but don't want a GST, offer an alternative. 

There are alternatives, though all have their pros and cons. We could broaden the existing salaries and profits tax net. We could have a basic retail sales tax. Some suggest a tax on all electricity and gas bills, which would be simple to collect. 

Or we could cut spending - and that brings us back to the basic problem: the more people want public services, the more people need to pay taxes.

