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MINUTES.
TheMinutes of the previous meeting of the Council were confirmed.
PRES DENT'SADDRESS,

H.E. THE GOVERNOR.—Honourable Members—It had been my intention to present
a short address to you on this occason more or less on the lines of that which lagt year
endeavoured to review the sdient facts of the preceding tweve months and the more
important schemes under Government's condderaion. | regret very much that the rush of
work caused by Her Hitler's intromissions has prevented that intention from being fulfilled,
and dl the more because there has been good progress in many adminidraive activities and
sodd saviceswhich isdesarving of record.

| propose, accordingly, to confine my remarks on this occasion to the finanad policy
and intentions of the Government and | conceve thet these will be more rightly appreciated if
| fird invite atention to the dedlared palicy of His Mgesty's Government inthisregard. If one
were to compare the manner in which this war is being faced by the Government of Greet
Britain with thet of 1914 a fundamentd difference would & once be observed. Then, armies,
adminigraive departments and war organizations and requirements of dl kinds had to be
hadtily improvised and the nationd finances were I¢ft to be carried on dong normd peace
lines, to-day the Stuation & home presents entirdly the contrary picture. The likdihood of the
outbregk of amgor war between Great Britain and Germany had long been foreseen, plans
had been lad to meet the emergency and the gopropriate economic policy had been thought
out and made readly.

It will be generdly agreed, | think, that the outstanding feature of the economic plans of
His Mgegty's Government, as disclosed in the speech of the Chancdlor of the Excheguer on
September 27th when he introduced his firgt war emergency budget, was his ingstence upon
theimportance of paying for thewar from revenue asfar asthat was possble. Theinevitahility
of having dso to rase war-loans was dearly recognized but the immediate step teken wasthe
imposition of heavy additiond taxation: a the sametime he urged most srongly thet it wasthe
duty of the private citizen and of the public indtitution to avoid al unnecessary expenditurein
order that savings might accrue for subsequent investment in war loan. It is an ingpiring fact
that the British taxpayer has readily, not to say chearfully, acoepted the unprecedented burdens
lad upon him.

So much for the way in which the taxpayer at homeisfacing his duty: whet of the duty
which liesbefore usin thissmadl unit of the British Empire? | hope and bdieve that there will
be universal acceptance here of the fundamentd principle that our responghilities in Hong
Kong towards Gregt Britain are in no way less than those of British subjects resdent in the
United Kingdom: and thet just
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as they are prepared to bear whatever burden the successful conduct of the war may impose
upon them, so we dso mugt leave nothing undone that we can do towards that end. In other
words, thisisevery whit asmuch our war asitisBritan's

It is in accordance with that principle that the finandd proposds that will be placed
before you at this sesson have been framed and | take this early opportunity of saying thet
they are not to be looked upon as the maximum demand that may be made on the locd
taxpayer before victory crowns our ams They are, however, dl that we can wisdy do a the
moment. With this object in view it is Government's intention to replace the budget which is
formaly before you to-day by two separate budgets: the former will provide for the norma
expenditure of Government departments, the later is designed to fulfil our obligations as a
member of the British Empirewhile engaged inamgor war.

It may surprise you that whet | will describe as the ordinary budget does not shew
greeter reductions in expenditure. The estimates, of course, were farly wel advanced when
war broke out and early in September we were in the act of congdering the extent to which
they should be cut down when | recaived from the Secretary of State some very vaduable
guidance. In effect Mr. MacDonad's counsd was that, subject to two provisos of which | will
make mention later, there should be as little disturbance as possible with the Colony's current
activities and devedopmentd schemes, so long as revenue to finance them would be
forthcoming. In particular the desire was expressad that existing soda sarvices and goproved
plans for ther extenson should continue as far as was possble furthermore any marked
retrenchment in the Civil Service was deprecated unless and until we were advised by him so
toact.

It will be agreed, | think, thet this confident policy, which unquestionably reflects thet of
HisMgesy's Government, isvery enheartening & such atime asthe presant.

The Secretary of State's two provisos, which | mentioned just now as being conditionsto
be obsarved in framing the edimates dedt with the following points Frdly, the grest
importance of consarving the exchange resources of Great Britain through control over the
purchase and export of foraegn currendes and of those British currencies which are not on a
gerling foating. Hong Kong's precedurein this respect, it was found, could not be quite"on dll
fours' with that of other British Colonies because of the predominating importance of our
entrepot trade, and specid trestment of the problem was therefore permitted to us. | have
asked the Honourable the Financid Secretary to give the Coundil a connected account of the
measures teken by Government with thisend in view, and | mysdf shdl have a further word
to say on this subject when spesking of the revenue esimates. The second point on which the
Secretary of State expressed a proviso was the avoidance of expenditure which, by cregting a
demend for



134 HONG KONG LEGISLATIVE COUNCIL.

unessentid goods would deflect men, materids and shipping from war purposes In this
connexion | may say that | had dready given orders that work on my successor's new house
should be stopped before thiswise advice was reca ved!

So much for the expenditure estimates in the ordinary budget, which will be more fully
explained by the Honourable the Financid Secretary in his gpeech this afternoon and in the
memorandum prepared by him. On the Revenue Sde there are condderable dterations to be
made, but these do not gopear in the printed volume. The most important of them are the
increases in duties on petrol and dcohalic liquors which have a dud purpose, viz, to rase
more revenue and to effectuate the policy of consaving deling exchange the other
implement certain recommendations of the Taxation Committee and | will leave it to my
Honourablefriend to Sate ther nature.

The esimated financid outcome of what | have cdled the ordinary budget is a amdl
aurplus. That expectaion is due patly to the additiond revenue from the sources just
mentioned and partly to the trandfer of certain gopropriate expenses to the defence budget. If,
however, during the fifteen month period which the eimates cover it gppearsthat adefict is
probable it should not be difficult to curtail expenditure, and epecidly capitd expenditure,
auffidently to avoid thet result.

| come now to the defence budget, by means of which Hong Kong will make its
contribution towards the prosecution of the war againgt Germany. That contribution may take
one of two forms, the first being the meeting from our own pockets of such additiond locd
expenditure as the Stuation may demand for volunteer nava, military and ar defences and
other war sarvices the other, free giftsin cash or in kind to His Mgesty’'s Government towards
itsamviz. the defeet of the enemy. Theformer of these hasits naturd limitationsand not wide
ones a that: but | trugt that not only every member of this House but dso every ditizen of this
Colony will agree that there should be no limit upon the ad that we should give to His
Magesty's Government other than our ultimate ability to pay. Quite obvioudy in this lightly
taxed community thet limit lies a a great distance and could not be reached through exigting
revenue channds. It is therefore necessary to create new means and Government has decided
that an Income Tax isby far the most suitable. Stepswill therefore be taken a onceto draft the
necessary legidaion and to bring into being the necessary machinery. My hopeisthat within
gx months that machinery will be a work. Plans are not far enough advanced as yet for any
detailed description, but in order to prevent unnecessary darm | will say that it is not intended
a theinitia sageto prescribe very high rates of tax.

Attention has a0 been given to the question of taxing Excess Profits. Theremay plainly
be judtification for such amessure in due course, but | fed—and | know that my Honourable
friend agrees
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with me—that we had better tackle the Income Tax problem firg and, when that has been
done, take up again the matter of Excess Profits Duty.

Honourable Members—This addressis, of course, intended to do no more than outline
the prindples in accordance with which this Colony's finandd policy for the neer future is
being framed and the Honourable the Financid Secretary will, this afternoon, explain the
Government's proposds in ampler measure. | have tried to put before you the twofold duty
which rests upon this Legidature & this juncture. On the one hand we are reponsible for the
proper care, a phrase which indudes improvement, of this smal but important part of His
Mgesty's Empire and it is espedidly incumbent upon us to maintain and, as far as we can
extend, the Colony's sodid sarvices, paticularly public hedth and education: you will find
increased provison in the ordinary budget under both those heads. On the other hand it is our
duty aswell asin our interest to give dl tha we can to hdp His Mgesty's Government in the
great srugglein which the Empireis engaged. Thetask of this Government isto find the right
ba ance between these two duties and | confidently hope thet you will find yoursdves able to
endorse the proposds that are now about to come before you. | do not wish to be thought to
make light of the burden which they will lay upon the shoulders of the taxpayers of Hong
Kong. The Income Tax, even a the rdativey low basc rate of two shillings in the pound,
mugt inevitably give a shock to the sodd and commercid sructures of the Colony, and
condderable adjusment will be necessary in order to aosorb that shock. Neverthdess | am
fully confident thet they will no more shirk ther duty where their money is concerned then
they havein offering their services, and if necessary their lives, in Britain's cause.

I now commend the business of the meeting to your congderation. (Applause).
PAPERS.

The Colonid Secretary, by command of H.E. The Governor, laid upon the table the
following papers—

Amendment mede by the Governor in Councll under section 3 (1) of the Pensons
Ordinance, 1932, Ordinance No. 21 of 1932, to Pendgon Regulations C, dated 11th
September, 1939.

Regulations made by the Governor in Council under the Pleasure Grounds and Bathing
Places Regulation Ordinance, 1936, Ordinance No. 29 of 1936, dated 15th
September, 1939.

Order made by the Chief Jugtice under section 74 of the Probates Ordinance, 1897,
Ordinance No. 2 of 1897, dated 13th September, 1939.
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Order made by the Governor under regulation 3A of the Defence (Finance) Regulations,
1939, redricting transaction on securities of certain foreign currendies, dated 15th
September, 1930.

Amendments mede by the Governor under the Emergency Powers (Defence) Act, 1939,
as extended to the Colony by the Emergency Powers (Colonid Defence) Order in
Council, 1939, to the Defence (Finance) Regulations, 1939, dated 15th September,
1939.

Banks authorized by the Governor under the Defence (Finance) Regulations, 1939, to
ded inforeign currency, dated 15th September, 1939.

Additiond Defence Regulaions meade by the Governor under the Emergency Powers
(Colonid Defence) Order in Council, 1939, dated 16th September, 1939,

Order made by the Governor under sub-section (2) of section 3 of the Trading with the
Enemy Ordinance, 1914, Ordinance No. 25 of 1914, directing that Reuter,
Broeckdmann and Company, Shanghal, Canton, Tientsn, Tangtao and Pelping
shdl be deemed to be enemies for the purposes of the said Ordinance, dated 15th
September, 1939.

Amendment Regulaions, 1939, made by the Governor under section 1 (2) (d) of the
Emergency Powers (Defence) Act, 1939, as goplied to this Colony by the
Emergency Powers (Colonid Defence) Order in Council, 1939, to the Trading
with the Enemy Ordinance, 1914, dated 19th September, 1939.

Amendment made by the Governor in Council under Section 2 of the Lighting Control
Ordinance, 1936, Ordinance No. 55 of 1936, to the regulations, dated 19th
September, 1939.

Direction made by the Governor in Council under the Lighting Control Ordinance, 1936,
Ordinance No. 55 of 1936, gppointing Friday, the 22nd September, 1939, as an
occason for experiment or practice in lighting control, dated 19th September,
1939.

Ships (Names, tonnage and sailling dates) Regulations, 1939, mede by the Governor
under the Emergency Powers (Defence) Act, 1939, as extended to the Colony by
the Emergency Powers (Colonid Defence) Order in Coundil, 1939, dated 20th
September, 1939.

Amendments made by the Govenor in Councl under Section 7 (2) (@ of the
Tdecommunicaion Ordinance, 1936, Ordinance No. 18 of 1936, dated 21
September, 1939.
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Hong Kong Defence Resarve Regulations made by the Governor in Coundil under sub-
section (6) of section 11 of the Compulsory Service Ordinance, 1939, Ordinance
No. 32 of 1939, dated 219 September, 1939.

Amendment made by the Governor under section 1 (2) (d) of the Emergency Powers
(Defence) Adt, 1939, as goplied to this Colony by the Emergency Powers
(Colonid Defence) Order in Council, 1939, to the Compulsory Service Ordinance,
1939, Ordinance No. 32 of 1939, dated 23rd September, 1939.

Additiond Defence (Finance) Regulations made by the Governor under the Emergency
Powers (Defence) Act, 1939, as extended to the Colony by the Emergency Powers
(Colonid Defence) Order in Council, 1939, dated 25th September, 1939,

Order made by the Governor under Regulaion 3B (4) of the Defence (Finance)
Regulations, 1939, desgnating certain foreign currency as being gpplicable under
the said Regulations, dated 25th September, 1939.

Order made by the Controller of Food under the Defence Reguldions, 1939, with the
congent of the Governar, fixing the maximum retail prices of sugar, dated 22nd
September, 1939.

Amendment meade by the Governor in Coundil under sections 3 and 4 of the Plessure
Grounds and Bathing Places Regulation Ordinance, 1936, Ordinance No. 29 of
1936, to the Frst Scheduleto the said Ordinance, dated 20th September, 1939.

Order made by the Governor in Coundil under section 49 (2) of the Rating Ordinance,
1901, Ordinance No. 6 of 1901, as enacted by the Rating Amendment Ordinance,
1935, Ordinance No. 10 of 1935, dedaring portion of the New Territories locdly
known as Tsun Wan and its vicinity to be an urban area, dated 25th September,
1939.

Regulation made by the Governor in Coundll under sub-section (6) of section 11 of the
Compulsory Service Ordinance, 1939, Ordinance No. 32 of 1939, dated 27th
September, 1939.

Order made by the Controller of Food under the Defence Reguldions, 1939, with the
congent of the Governor, fixing the price of food, dated 5th October, 1939.

Amendment made by the Generd Officer Commanding the Troops under section 10 of
the Volunteer Ordinance, 1933, Ordinance No. 10 of 1933, with the gpprova of
the Governor after conaultation with the Commandant of the Hong Kong
Volunteer Defence Corps rescinding paragrgph (4) of regulation 3 in the
Regulations, dated 30th September, 1939.
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Prodamation No. 13—The Regulations of Hong Kong (1937 Edition), Volume II,
1901-1914, to comeinto operation.

Prodamation No. 14—The Royd Navd Resarves or such pat of them as the Lords
Commissonersof the Admirdty may direct, caled into actud service

Prodamation No. 15—Crown Rents (Apportionment) Ordinance, 1936, Ordinance No.
4 of 1936, to comeinto operdion asregards cartain lots on 6th October, 1939,

Adminidration Reports, 1938.—
part Il—Law and Order—
Report on the New Teritories, Didrict Office, North.
Part IV—Educaion:—
Report of the Director of Education.
FINANCE COMMITTEE'SREPORT.

THE COLONIAL SECRETARY, by command of H.E. The Governor, moved that the
Report of the Finance Committee (No. 7), dated 14th September, 1939, be adopted.

THE FINANCIAL SECRETARY seconded, and thiswas agreed to.
MOTION.

THE ATTORNEY GENERAL moved.—Thet the Order dated 28th day of September,

1939, made by the Chief Judtice under section 32 of the Supreme Court Ordinance, 1873,
Ordinance No. 3 of 1873, be goproved.

He sad: The effect of His Honour's Order is to rescind, retrospectivey as from and
induding 2nd September, 1938, a part of the Supreme Court Fees order in the Regulaions of
Hong Kong dedling with commisson to be pad to the Officid Adminidrator. The reason for
rescinding this order isthat in the first volume of the Ordinances, section 24, Ordinance No. 2
of 1897, the question of commisson isregulaed by a scde. In the corresponding volume of
the regulations, it isregulaed in adifferent manner under the Supreme Court Fees Order.

THE COLONIAL SECRETARY seconded, and the Order was gpproved.
VOLUNTEER (NO.2) AMENDMENT BILL, 1939.

THE ATTORNEY GENERAL moved thefirg reading of aBill intituled " An Ordinance
to amend further the Volunteer Ordinance,
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1933." Hesad: Theeffect of thisBill, asexplained in the memorandum of objects and reasons,
isto place members of the Voluntear Defence Corps on the same footing as members of the
Compulsory Service groups who are assgned to that Corps, and to prevent them from leaving
the Colony without the previous sanction of Your Excellency.

THE COLONIAL SECRETARY seconded, and the Bill wasreed afirg time,
Objectsand Reasons.
The"Objectsand Reasons' for the Bill were dated asfollows—

1 Section 5 of the Volunteer Ordinance, 1933, permits volunteers to quit the corps,
on complying with certain formdlities, except when on actud military service

2. Under s=ction 11 (7) of the Compulsory Service Ordinance, (No. 32 of 1939)
members of the Hong Kong Defence Resarve may quit the same only with the previous
sanction of the Governor.

3. Theobject of thisBill isto requiresmilar permisson in the case of volunteerswho
may desire to quit the corps, during the war, if not caled out for actud military service under
section 11 of the principa Ordinance. Provison is dso made, in accordance with the existing
practice, for the granting to such volunteers of leave of absence from the Colony, not involving
quitting the corps, by the Commeandant in his discretion.

ESSENTIAL COMMODITIESRESERVESBILL, 1939.

THE ATTORNEY GENERAL moved thefirg reading of aBill intituled " An Ordinance
to provide for the maintenance of reserve socks of commodities which would be essentid for
the vitd needs of the community during war or other public emergency; for the regidtration of
importers of such commodities and for purposes incidenta to or connected with the matters
aforesad.”

He sad: The long title of this Bill explans very fully its effects. It enables Your
Excdlency-in-Council to schedule any essentid commodities, to provide stocks of these
commodities with licensad importers, and to issue import permits. The Bill will gpply in the
fird ingance to rice and this redriction will be explained by the Financid Secretary, who is
seconding thismation.

THE FINANCIAL SECRETARY.—As the Attorney Gengrd has explained, it is
proposad immediatdy to gpply this Ordinance to rice As soon as the Bill is passed
goplicaionswill beinvited from dl importers of rice Sating the quantitieswhich they desireto
be authorized to import, and the minimum stock which isregarded as
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sdtisfactory will then be dlocated pro rata among the individud importers. The scheme has
been fully discussed with representaives of the rice trade and we bdieve it isworkable. It is
hoped to bring it into operaion very soon dfter the goplications have been recaived and
congdered because there need be no dday in the acquisition of the necessary stocks.

Government has itsdf purchased during the last few months amogt the whole quantity
which it regarded as necessary, and the Government stockswill be turned over to the licensed
importers and not placed on the open market. As it was essantid to presarve secrecy in the
acquidtion of this sock it was not thought possible to come to this Coundil for funds and the
transaction has been financed by means of bank advances. If the ultimate cogts induding
dorage charges are not covered by the sde price of the rice when trandearred to licensed
importers it will be necessary to ask this Coundl to gpprove expenditure to cover the deficit
but | am hopeful thet therewill in fact beno deficit & dl.

TheBill wasread afirg time.
Objectsand Reasons.
The"Objectsand Reasons' for the Bill were dated asfollows—

1 It is conddered essentid that during war and on other occasons of public
emergency provison should be made for the maintenance of reserve socks of commodities
which areessentid for the vita needs of the community.

2. ThisBill, which falows generdly the lines of the Ceylon Essentid Commodities
Resarves Ordinance, No. 5 of 1939, with such modifications as are consdered necessary to
adapt it to loca drcumstances, will gpply in thefirg indanceto rice; but provison ismade for
the scheduling of other essentid commodities as occason may require.

3. TheBill will implement, asit doesnot reped, the provisons of the Rice Ordinance,
No. 20 of 1919.

THE BUDGET.

THE FINANCIAL SECRETARY moved "That the draft estimates of expenditure for
1940-41 be gpproved." Hesad: Your Excdlency, —You haveindicated in their main outlines
the finandd intentions of Government in the new conditions which exig to-day.
Circumgtances have unfortunatdy compelled the Government to put those intentions before
Coundl and the Colony which that Council representsin two stages. There has been no time
snce the outbresk of war to reech findity in our proposals for wartime messures and then to
reprint the estimatesin accordance with our decisons: on the other hand,
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in view of the goproaching end of the finanad yesr, it was inadvisable to defer presentation
until the estimates could berecast in print S0 asto conform with those later proposals. Theonly
possible course, therefore, wasto lay the estimates as printed before the Coundl, to ate when
doing so that they would undergo a consderable metamorphoss and ladly in Sdect
Committeeto recast them in their new form, or rather forms, for there will be two budgets for
the duration of thewar where one used to grow in peecetime.

| am very sorry for any confusion that thisway of handling the subject may have caused
but in the drcumgtances | fear that that was inevitable. But S0 far asthe ordinary estimates of
expenditure are concerned the changes to be made are of a "pgper” rather than a practicd
nature: it isthe defence budget where mogt of theinnovationscome.

We propose, as Your Excdlency has sad, to have two budgets; the ordinary one which
will grongly resemblethe budgets of previous years, and adefence budget which will be quite
new and | hopeafeaure of only ayear or two.

After that generd explanation | have to ask honourable members to turn their atention
back to the origind estimates of expenditure for 1940/41 which have been in their hands for
10 days. Asamemorandum explaning the principa matters of novelty contained in them was
creulated a the sametime | do not propose to ded with those estimates a any great length. |
fear that the innovation, for which | was regpongble, of permitting the Pressto seethe printed
edimates with the Coundil's Order of Business hasled some of the papersto misnterpret them
and the datement of Government's full proposals may be disgppointing to those who read
some of the more sensationd deductions published yesterday afternoon. The Press have dso
given due prominence to one fact shown by the print, thet is that we dready have the forty
million budget which | spoke of asa posshility of the more digtant future twelve months ago.
Expenditure and, fortunatdy, revenue as well have continued to increase automaticaly with
the increase of populaion. On apeace bad's an gpproximeate ba ance was expected but the war
is likdy to increase expenditure in many directions without correspondingly incressing
revenue from exiging sources.

The edimaes as printed contain no innovations in revenue goat from the re-
arangement of the heads in more convenient form. As to expenditure the procedure of
examination by a sdect committee of this Counail which will be followed this year as before
will aford full opportunity for honourable membersto make any commentswhich they desire
and duddate any obscurities in the detalls. Those detalls were mainly settled before the
outbregk of war, but no necessity is seen a presant to dter them a dl congderably. In
preparing the find draft, a number of items of new expenditure which it had origindly been
desired to indudewereddeted in order to avoid
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budgeting for any subgtantid deficit in the uncertain drcumstanceswhich lie before us; but the
Government have very definitdy refrained from economising a the expense ether of socid
sarvices or of measures of economic development. Your Excdlency has made dlear thet there
is no intention to curtall those services in order to provide funds for the new cals which the
war must make upon our resources.

| venture indead to say that, large as the expenditure must gopear, dl of it is dther
essentia or extremdy desirable in order to maintain the public services of this Colony and to
endble the Government to discharge its obligations to the community. Honourable members
will find tha much of the increase in recurrent charges is directly due to our increasd
population, eg. the increases in the Police and Sanitary Depatments. The programme of
Public Works Extraordinary indudes many items of a capitd nature which are essentid to
cary on the economic development of the Colony. Evidence of the intention to continue the
devdopment of sodd savices is given by the provison for the commencement of a new
Queen's Callege, anew Infectious Diseases Hospitd and new Hedlth Centres, aswel asanew
Volunteer Headquarters. The actuad amounts expected to be spent on any of those building
next year are amdl but their indusion will give gpprovd for proceeding definitdy with plans
for them and conduding a contract for thework.

Nonethdess, we must not be whally unprepared for finencid difficulties and the
programme of public works extreordinary and dso the many items of goecid expenditure
gopearingin theindividua heads of estimates, athough they may be approved by this Council
and the Secretary of State, will not be automaticaly carried out if the revenue podition does not
judtify the expenditure. All such items require the individua authority of Government before
expenditureisincurred on them and that goprova will be withheld if necessary. In addition it
isproposed to draw up aschedule of additiona pogts provided for in the estimatesthefilling of
which will amilarly be subject to specid approva. Thet procedure will engble Government to
proceed with these gppointments if the finanda pogtion does not deteriorate but ensures a
continuous contral inthelight of current finendd drcumstances

There is only one other point to which | want to refer in the estimates as printed. The
change in the sysem of cdculaing the Colony's ordinary Defence Contribution has
necessitated a change, essantidly of a bookkeegping nature, in the accounts of the waterworks
undertaking. Briefly indead of charging againg the waterworks a 20% of its gross revenue
less debt charges as under the old routine that charge has been ddeted and, to compensate, the
pat of the generd rates credited in the accounts to the waterworks undertaking has been
reduced from 2% to 1%. The net effect on the waterworks finances is a difference of only a
thousand or so dollars

| turn now to the effects on the edimates as printed of the war and the new financd
proposasoutlined by Your Excelency. Let
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me teke the war budget firdt. To it will be credited the whole proceads of income tax. Those
proceeds will be usad, fird, to meet the codts of collection of income tax; secondly, to pay for
the expenditure on locd defence now gopearing in Heads 6A, 6B and 6C, tha is the
Volunteer Defence Corps, the Navad Volunteer Force and the Air Rad Precautions
Department; thirdly to meet the additiona expensesin various directions necessitated by new
savices cregted to meet war time necessties, eg. mantenance of German intermnees,
censorship savices, etc. Thewhole baance of the procesds will be made available asaspecid
war contribution to His Mg esty's Governmentt, to be spent asthey think fit, locdly or & home.
Thiswill be entirdly additiond to the ordinary Defence Contribution of $6,000,000 per annum
which will continue to be a charge on the ordinary budget. The new expenditure on the
Income Tax Department and on specid war expenditure will of course be duly authorized by
this Coundl and edimates for those purposes will be submitted as soon as they can be
prepared. Members will naturaly want to know how this is expected to work out in figures.
We are proposing astandard rate of Income Tax of 10%, with a possble surtax on very high
incomes. | will explain later more of the detall, but the yield a 10% was put by the Taxation
Committee a about $10,000,000 per annum. | can a present give no rdigble esimate of the
cods of adminigtration but they arelikely to beonly asmdl percentage. Thelocd defence and
war expenses are not likdy to aggregate more than $2,000,000 per annum and the balance
payableto His Mgesty's Government should be of the order of $7,000,000 or $3,000,000. | do
beg, however, that nobody will hold these figures againg meif they turn out wrong. There are
no daigics whaever of totd incomes in the Colony and we are compelled to do alat of
guesswork at thisstage.

Turning to the ordinary budget, we must reckon with increases in expenditure in many
sarvices not directly connected with thewar. All supplies, for indance, arelikdy to cost more;
unfortunately as we are S0 dependent on imports we can do very little to prevent prices rising.
Revenue on the other hand, islikdy to suffer by the reduction in our swollen population which
has recently begun and which is so welcome on generd grounds, and by the reduction of
luxury expenditure which Your Excdlency has urged and to which the payment of income tax
will itsdf contribute. Accordingly, even if there had been no intention to meke any specid
contribution to HisMgesty's Government | should have proposed someincrease of taxationin
order to provide oursdves with some margin of resarve That margin is secured by the
proposas Your Excdlency has described, the effect of whichisasfollows.

On the expenditure Sde the ordinary budget will be rdieved of the cogts of the Volunteer
forces and Air Raid Precautions, estimated in the printed volume a about $1,800,000 for
1940/41. On the revenue Sde the ordinary budget will benefit by recaipts from other new
taxation referred to by Your Excdlency, principdly the impaostion of additiond duties on
petrol and liquor. These proposasare not
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put forward mainly with a view to increesng the revenue but for purposes connected with
foreign exchange policy which | will explain morefully inafew minutes. The additiond taxes
ae desgned ddiberady to check consumption and cannot be expected to produce a
proportiona amount of revenue.

The revenue will dso bendfit a little by steps which have been teken or ae in
contemplation to implement certain minor recommendations of the Taxation Committee
School fees are being increasad as from the 1t January, fees for maintenance in hospitas are
being revisad, especidly for Government sarvants; and discussons arein train with the object
of securing the payment of roydties by certain public utility companies as recommended by
the Committee In dl the additiond revenue, manly of course from the petrol and liquor
duties, should be not less than $1,000,000 per annum.

The revised ordinary budget should therefore show a nomind surplus of some
$2,000,000, but since it is not proposad to meke any specific amendments to dlow for
dedinesin other items of revenue and increases in codts of supplies, etc. that nomind surplus
will be rather areservethan atrue expectation of excess of revenue.

| promised afew minutes ago to give some further details of the Income Tax proposds;
but the figures | shal quote must be taken as provisond only. Although Government is
convinced of the necessity of such ameasure in principle there is no intention to thrust upon
the Coundl ascheme cut and dried in dll its detalls and al the persond and other dlowances
will be open to full discusson inthis Coundil or in any specid committee which may besat up
to congder the details. Honourable members and the public will, however, wish to have some
ideaof what isin Government's mind on those points.

The sandard rate of 10% will be charged on al company profits, payments of interes,
etc., and on dl income in respect of which the recipient has made no daim to persond and
family dlowances, but the man who makes such adam will pay a 10% only on the bdance
of hisincome after deducting his dlowances and after paying a hdf rate, 5%, on thefird part
of histaxableincome.

The dlowances Government has provisondly in mind are earned income dlowance,
one-tenth of earned income up to $15,000; persond dlowance, $1,800 for a sngle man plus
$1,350 for awife; children, $1,000 for the first child and $600 for each subsequent child. The
5% rate would be charged on the firgt $3,000 after deducting dlowances.

Under this scheme, the exemption limit would be $1,800 per annum for unearned
incomeand $2,000 for earned income; and amarried man with two children would be exempt
up to $5,280 per annum and would only pay the full rate of 10% on income in excess of
$8,600 per annum. Thefallowing are random examples of the
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tax payable by such a man on various incomes, ignoring a possble surtax on the highest
incomes, amatter whichisill receiving the congderation of Government:

$740. O 1 7= - 100130 OO $50
E£750 PEF@MNUM oot ssssssesssanes $455
£1,250 PEr aMNUM  .ooooeeecreeresssessssessssssssssssssssssssens $1,225

Before leaving this subject of income tax | would say a word about its adminigtration.
The Taxaion Committee recommended that there should be a prdiminary expert
investigation of the adminidraive difficulties; but crcumstances now render it impossble to
secure the services of an expert and Government had to decide @ther to go ahead a once or to
walt until after the war, when of course the urgent need would have vanished. It is equdly
impossible to get an expert from home even to help gart the Department and we mugt do it
with our own resources Government is only too wel aware that that is a formidable
undertaking and | mogt earnestly crave the patience and indulgence of this Coundil if in order
to make this new departure a success in the short time a our disposd we haveto ask in the
beginnning for what may seem an extravagant temporary edablishment. | dso crave the
patience of the public who will have to put up with the mistakes and ddays which we can
hardly avoid inthe early Sages. | can only promise that wewill do our best and expressahope
that we may receive helpful co-operation from the public.

I come findly to the measures of exchange control and other steps to safeguard our
foreign exchange resources which have been taken, or are in contemplation, on which Your
Excdlency has desred meto make a satement for the information of honourable members. It
will be necessary for the home Government to make very large purchases for war purposes
from nongeling countries induding Canada, the United States and the neutrd European
countries. They will need dl the resources they can obtain in the currencies of those countries.
The firg objective of exchange control meesures is therefore to secure as far as possible that
foreign exchange which may be hed or may be acquired in the future by resdents in the
United Kingdom and the other parts of the Empire whose currendes are on a gerling bass
should be mede available to the Government. In their full form the necessary measuresindude
the taking over by Government of dl sums hdd in foragn currencies by resdents in the
countries concerned and the surrender to Government of al sums subsequently acquired by
such resdents whether as interest on oversess investments or as the result of the export of
goods to foreign countries. To control the surrender of the proceeds of exports a system is
introduced by which exports are only permitted by licence which reguires such surrender as
one of its conditions. Having got control of dl the available foreign exchanges resources the
Government then secures that they are usad only for purposes which are conddered essantid
or desrable by limiting
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purchases of foreign currencies by the public to authorized deders who are indructed by the
centrd authority asto the purposes for which exchange may be sold. Thisagainisbacked by a
system of import licenang which requires the goprova of some Government authority before
any imports can be admitted. As yet a further measure, direct seps are taken to prohibit
abolutdy the import of commodities which ae regarded entirdy as luxuries The
arcumgtances of Hong Kong and particularly the great entrepot trade and financid business
upon the Colony lives render impossible or & least highly dangerous the adoption here of the
full measures of control adopted as above in the home country and dsawhere in the British
Colonies. The measures we have taken are, therefore, only as follows. Frst we have limited
purchases by the public of foregn exchange generdly to authorized deders, who incdlude al
the larger banks, bath British and foreign, in the Colony. Those authorized deders act on
indructions from Government as to the purposes for which exchange may be sold and
oeculdive transactions and trandfers of capitd are aosolutdy forbidden. Secondly,
Government has required the surrender of foreign exchange holdings but this requirement has
been limited to British subjects because of the difficulty of goplying it more generdly in this
international community of ours. Such exchange trandferred to Government is of course pad
for in Hong Kong dallars or gerling. We have taken power do to require any British subject
to surrender to Government any fore gn exchange which he may subsequently acquirebut itis
not the intention to goply thet to exchange acquired in the ordinary course of busness. Such
exchangeis normaly sold to one of the authorized deders and through the control of sdes of
exchangeit thereby remainswithin the control of the serling system provided that we have the
full co-operaion of the banks concerned. | should like to take this opportunity to Sate my
belief thet we shdl get that co-operation from dl the banks operating in this Colony and my
gratitude to those banks for the help they have given to Government so far and the patience
with which they have borne with our somewhat fumbling firg atemptsin this unfamiliar fidd
of contral.

Because of our peculiar drcumstances we have had to make certain exceptions even in
the fidd of sde of exchange Both exports of Hong Kong and Chinese bank notes and
remittances of smdl sums to the interior of China are ether completdy free or subjected to
only a loose contral. In view of thet the authorities a home have fdt obliged to refuse
abolutdy unredtricted dedings between London and Hong Kong lest there should be a
leekage of funds from London through Hong Kong. We have however been assured that the
authorities in London will provide exchange for dl legitimate purposes and geling
transactionsin Hong Kong itsdf are completdy unredtricted.

The Secretary of State for the Colonies has dso agreed that it would be unwise to
impose in Hong Kong afull system of licenaing of imports and exports. Seerch has therefore
been meadefor other means of checking undesirableimports, thet is, importswhich are
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undesirable because they use up exchange resources. The condusion has been reached that
this can best be donein two ways, firg by the impaosition of taxaion with the ddliberate object
of checking consumption. With that end we propose to double the tax on petrol and foregn
wines and irits and, Snce consumption of luxuries, even from gerling sources is to be
discouraged, Government proposesto increase the duties on Empire wines and spirits by 25%.
These increases have been given effect to by an order sgned by Your Excdlency this
afternoon in pursuance of your powers under the Public Revenue Protection Ordinance of
1927. There was no time to give you notice of the resolution to be introduced in this Coundil,
but that Ordinance empowers Your Excdlency to bring into gpplication immediatdy in
advance of the introduction of this formd resolution when you have goproved of such
introduction. The necessary resolution will be duly moved & the next mesting.

In congdering the petral taxaion | hope that members will kegp prominently in mind
that the authorities in the United Kingdom have taken the very much more drastic step of
direct retioning of private users, granting them sufficient supplies for amileage of 2,000 miles
ayear. The measures we propose are very mild compared with that, just asin everything dse,
taxation and control, the Hong Kong ditizen is being treeted less severdy than the United
Kingdom resdent. It is not desred that the incressad tax on petrol should hit the commercid
users, that isthe buses and lorries; therefore the tax on diesd oil usad by the buses and some
lorries will not be increased and, as some offset to the additiond burden on petrol-driven
lorries, the annud licence fee on such lorries will be reduced to a nomind charge of $5
representing in most cases a saving of from $85 to $115 per annum. Vehides which have
aready pad licence fees for this year will be digible for proportionate refund as from the 1t
October. No smilar concession will be madeto taxis but the additiond burden of the petrol tax
inther case may be regarded asasubdtitute for the spedid taxation of thetaxi operatorswhich
was suggested by the Taxation Committee but which the Government does nat now intend to
pursue. The sscond action which it is proposed to take to limit exports which are undesirable
from the exchange point of view is the enactment of legidation enabling the Government to
prohibit theimport of specified artidlesexcept under licence. It isproposed that licences should
be issued fredy when the importer is ableto give guarantess that the atides will be sold only
for re-export but very sparingly in other cases, and the gpplication of this system will be
limited to artidleswhich can conveniently be controlled in such away. The bill of an ordinance
to providefor such asystem will beintroduced as early aspossible

I now move formdly the Resolution standing in my name, thet the draft estimates for
1940/41 be gpproved; but in doing o | give formd noatice that amendments on the lines just
indicated will be proposed in the Sdect Committee to which the Resolution will presumably
berefared. (Applaus).
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THE COLONIAL SECRETARY seconded.

HoN. SR HENRY POLLOCK.—Your Excdlency,—As Senior Unofficd Member |

beg leave to move, as an amendment to the resolution, that the Draft Edimates be referred for
condderaion in detal to a Sdect Committee condgting of the Colonid Secretary, the
Fnandd Secretary and dl Unofficd Members

Whilgt thanking Your Excelency and the Hon. Financid Secretary for the explangtion
which you have given a this meeting of the Coundil, | fed it would be premature for me to
address any remarks now upon the Budget, or perhaps | should say upon the Budgets, which
have been lad before us. | therefore do not propose to say anything upon ether of these
Budgets on the present occasion but Smply to move the amendment which | have mentioned
and which will be seconded by my Hon. Friend, Mr. Dodwell.

HON. MR. S. H. DODWELL .—I begto second that.

Theamendment was put and carried.

H.E. THE GOVERNOR.—Tha condudes the busness of the megting but before
adjourning | should like publidly to inform Hon. Members a this sage of the effect of the
legidation which | have enacted by astroke of the pen just before the meeting of this Coundil.
| havethe new dutiesand | now ask the Financid Secretary just to mention them.

THE FINANCIAL SECRETARY.—Thenew dutiesare

On petral, dutieson light oilsincreased to 60 cents per gdlon;

On liguor, duties on liqueur, champagne and other sparkling wine increesed to $16.25
per gdlon (British produce) and $26 per gdlon (foreign);

On brandy, dutiesincressad to $6.25 per gdlon (British produce) and $20 (foreign);

On gin, whisky and other spirituous liquors dutiesincreased to $12.50 per gdlon (British
produce) and $20 (foreign);

On port, sharry and madeira, duties incressed to $7.50 per gdlon (British produce) and
$12 (foreign);

On dI other il wines duties incressed to $6.25 per gdlon (British produce) and $10
(foreign);

Duties on beer and dl Chinese and Jgpanesetypeliquor have not been dtered.

ADJOURNMENT.

H.E. THE GOVERNOR—Coundil gandsadjourned snedie.



