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The price of populist policies

The tax base needs to be broadened as an ageing population demands more social welfare. The universal health-care system is heading for bankruptcy. A think-tank has urged the government to prioritise welfare projects rather than increase social spending. The government plans to restructure the tax system to achieve a balanced budget by 2008. 

It sounds like Hong Kong but, in fact, these recent stories come from Japan, Taiwan, South Korea and Malaysia, respectively. Henry Tang Ying-yen is not the only financial secretary in East Asia to face the challenges he mentioned in his budget speech two weeks ago. 

Although these regional economies are different in their own ways, they have features in common, especially if we leave the more mature Japan aside. They have all become significantly more prosperous in recent decades. They have developed a more educated, middle-class society with higher expectations in terms of living standards and government action. And politicians have responded by expanding social expenditure without worrying too much about where the money will come from in the future. 

It was very easy to do. In Hong Kong in the past 10 years, social welfare spending has risen by more than 200 per cent and education spending by almost 90 per cent (although student numbers hardly grew). And many people would argue that we were right to do it. A couple of decades ago, it was normal for public hospitals to use corridors as ward space and for school classrooms to lack air-conditioning. 

So we now have a first-world public health-care system, and our children have well-equipped, comfortable schools. But we are still not paying first-world taxes. As with many other Asian economies, our tax structure dates back to a time when the vast majority were doing low-value work for rock-bottom wages. It was appropriate for a society in which most people were too poor to pay tax, and the government provided only very basic social services. But it does not work today, and we must face the need for reform - measures like a broadening of the tax base and better prioritising of social spending. 

There will be winners as well as losers, but such reforms will be unpopular among certain parts of the community. Opponents will look for easy ways out. They might urge the government to become more dependent on hidden taxes like land revenues, or argue that we should just carry on dipping into our reserves. This is living off your savings. It seems painless but it is unsustainable and it is a bad habit. 

Looking around Asia, we can see one developed economy where the government is not tempted to use imprudent financial policies: Singapore. While Hong Kong had a government deficit in six of the last seven years and ran down its reserves, Singapore had budget surpluses. It cut expenditure and has been able to announce tax cuts to encourage business. 

Singapore's government can adopt these policies because public opinion does not get in the way. There are no serious opposition parties and ministers do not get shouted at by angry callers on radio phone-ins or face the possibility of large public protests. 

We would not want Hong Kong to be run like Singapore. But as we move towards more representative government, we need to remember why much of the business community is nervous about it. Many people call for more welfare spending, tax cuts for the middle class and other popular measures. They need to tell us how to pay for them.
