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MINUTES.
TheMinutes of the previous meeting of the Council were confirmed.
NEW MEMBER.

The Honourable the Officer Commanding the Troops (Brigadier A. B. Thomson,
M.B.E.) took the Oath of Allegiance and assumed his seet asaMember of the Counail.

PAPERS

THE COLONIAL SECRETARY, by command of H.E. The Governor, laid upon the
tablethefollowing pgpers—

Resolution made and passad by the Legidative Councl under section 3 of the Public
Officers (Changes of Style) Ordinance, 1937, Ordinance No. 25 of 1937, dated
26th October, 1939.

Order made by the Controller of Food under the Defence Regulaions, 1939, with the
consent of the Governar, fixing the sandard prices of certain atidles of food, dated
27th October, 1939.

Amendment made by the Court of the University under section 13 (2) of the University
Ordinance, 1911, Ordinance No. 10 of 1911, to Statute 11 of the Statutes of the
Universty, dated 26th October, 1939, and approved by the Governor in Coundil on
26th October, 1939.

Amendments made by the Governor in Council under section 3 of the Hydrocarbon Oils
Ordinance, 1939, Ordinance No. 11 of 1939, to the Regulaions contained in the
Frst Scheduleto the said Ordinance, dated 27th October, 1939.

Trading with the Enemy (Specified Persons) Order, 1939, made by the Governor, with
the prior approvd of the Secretary of State, under section 3 (2) of the Trading with
the Enemy Ordinance, 1914, Ordinance No. 25 of 1914, asamended by regulation
2 of the Trading with the Enemy Ordinance, 1914, Amendment Regulations, 1939,
dated 3rd November, 1939.

Defence (Sdvage) 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 27th October, 1939.

Order made by the Controller of Food under the Defence Regulaions, 1939, with the
congent of the Governar, fixing the andard prices of certain atidles of food, dated
3rd November, 1939.
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Prodamation No. 16.—Additiona members of the Hong Kong Nava Volunteer Force
called out for actud sarvice

Adminidration Reports, 1938.—
Part | —Generd Adminigration.—
Report to the Director of Colonid Audit on the Audit of the Accounts of
Hong Kong, 1938, with copy of forwarding despatch to Secretary of State
for the Colonies.
Part 1l.—Law and Order:—
Report of the Commissoner of Police
QUESTIONS

HON. MR M. K. LO asked:-—
Having regard to the following facts—

(1) That the Prevention of Eviction (No. 2) Amendment Ordinance, 1939, was
pasad "without opposition only on receiving an assurance from the Government thet dl
representaions as to amendment of this spedd redrictive and temporary legidation
would bereferred to aqudified committee of two officid and five unofficia members of
the Legidative Coundl for consderation and report,”

(2) That the report of the Committee referred to above was laid on the teble a
the meating of thisCoundll held on the 15t September, 1939,

(3 Tha the hill of an Ordinance to consolidete and amend the Prevention of
Eviction Ordinances, 1938 and 1939, as drafted by the said Committee, was read afirst
timeinthis Councl onthe 1¢ September, 1939, and

(4) Tha the Honourdble the Attorney Generd, in moving the said firdt reading
dated in efect the second reeding of the said bill would betaken at the then next meeting
of this Coundil—

Will Government explain the reason for dday in implementing the report of the
sad Committee and Satewhat it intendsto do asregardsthe sad Bill?

THE COLONIAL SECRETARY replied—

Subssquently to the fird reading of the Bill the Government came to the
concluson thet some of itsprovisons, especidly those
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which withdrew the protection of the 1938 Ordinance from certain dasses of mortgaged
premises, were contrary to the interests of the persons whom that Ordinance was chiefly
desgned to protect. Whilst recognizing that the Ordinance pressed hardly on mortgegees
the Government conddered that it was not in the generd interest to amend the
Ordinance to thar paticular advantage. The decison which the Government came to
doesnat involve thetota abandonment of the Bill, which contained other provisonsof a
useful and helpful nature; but careful consderation of the effect of these provisons has
had to be postponed while other legidative problems arisng from the outbreek of war
were beng dedt with.

FINANCE COMMITTEE'SREPORT.

THE COLONIAL SECRETARY, by command of H.E. The Governor, laid upon the
table the Report of the Finance Committee (No. 8), dated 26th October, 1939, and moved that
it be adopted.

THE FINANCIAL SECRETARY seconded, and thiswas agreed to.
DEBATE ON ESTIMATESAND INCOME TAX.
THE COLONIAL SECRETARY moved the following resolution:—
That the Edimates of Expenditure for the year 1940-41 as now presented be gpproved.
Hesad: Sr,— riseto propose the motion gandingin my name.

On 12th October, 1939, by a Resolution of this Coundl the draft esimates of
expenditure for 1940-41 were referred to a Sdect Committee condsting of mysdf, the
FHnandd Secretary and dl unofficid membersof this Coundil.

In proposing that motion the Honourable Finanda Secretary announced that it was the
intention of Government to ask the Committes, in accordance with the policy which Your
Excdlency had sated when opening the debate on that day, to present its report in the form of
two budgets, namey an ordinary budget and awar budget.

At that time it was fully expected, as Your Excdlency sad, tha proposds for the
imposition of Income Tax, the only Revenue head in the war budget, would be sufficiently
advanced by now to alow of action to be taken on the linesindicated, but that expectation hes
not been rediisad and the Budget which | present to-day as the report of the Sdect Committee
issubgtantidly the one which was congdered on 12th October. | an to mekeit deer that this
departure from the origind programme is wholly on account of the shortness of time before
the opening of the new finandd year and must not be taken as an indication that Government
has abandoned the scheme.
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It is, however, necessary to provide & once for extra expenditure on, for indance, the
Volunteers, Maintenance of Internees, the Censorship Department, and so on, which would
have been induded in the spedid war budget. It is very difficult to esimate these expenses
precisely and a single sum of $1,000,000 has therefore been induded to cover them, under a
new Head cdled Specid War Expenditure. This will in due course be trandferred for
acoounting purposesto the war budget if that planisultimately carried out.

Certain other additions have been madeto the origind draft estimates of expenditure: the
sum for the Auxiliary Fire Service has been increased to $9,500 and it has been decided to
proceed with the building of the New Fire Station in Hennessy Road a acost of $110,000. On
the other hand the additiona duties recently imposed on liquor and petrol have necessitated a
revison of the etimate of revenue: revenue from Duties will, it is now estimated, amount to
$13,526,000 ingtead of $12,526,000.

The esimated deficit of $326,708 shown in the draft estimates as presented on 12th
October will beincreased to $440,708.

Thefollowing aretheitemswhich have been added:—

Head 6 E, Spedid War EXpenditure —.........oceovcevnreveeennseeseeessesessssneennes $1,000,000
Head 10, FHre Brigade.
Sub-head 2, Auxiliary FIreSEIVICE ... 8,500
(Increasad from $1,000 to $9,500)
Head 11 B, Air Sarvices,
Additiond Guard for Airport Ground Staff ... 465
Head 29, Treasury, €ic.
Additiond Messenger for Assesor'sOffice  .ueeeeceveeveceveeeeens 255
Head 30, Public Works Extraordinary.
Sub-head 10, New FHre Stationin Hennessy Road ... 105,000
(Incressed from $5,000 to $110,000)
$1,114,220

Thefollowingitem has been reduced:—
Head 19, Pdlice Force
Sub-head 41, FliNG CADINELS  .....coovveeeereesreerseesssssssssssssnens $220
(Reduced from $1,510 to $1,290).
A few migprints, notably an obviousonein Head 18, Pensions, have been corrected.

| begtomove.
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THE FINANCIAL SECRETARY ssconded.

HoN. SR HENRY POLLOCK.—Your Excdlency,—! have no comments to make on
the Budget for 1940-41.

In regard to the proposed War Gift to the Imperid Government, as a resdent of the
Colony for 51 years, during 29 years of whichtime | have served asaMember of this Councl,
| make no gpology for treating the making of this gift from the point of view of the wdfare of
this Colony rather than from the point of view of contributing what must, whatever actud
annud sum in dallars is remitted to the Imperid Government, be a mere mite in the War
Expenditure of Gregt Britan.

Intaking thisview | am supported by the Right Honourable the Secretary of Statefor the
Colonieswho dearly, and wisdy, told us thet “there should be asllittle disturbance as possible
with the Colony's current activities and development schemes, 0 long as revenue to finance
them would be forthcoming.”

It is our duty, therefore, in this Council, in conddering the amount of dallars to be
remitted to the Imperid Government as a gift, to look ahead beyond the immediate presant,
and to conserve our resourcesfor "current activities and devel opment schemes.”

| am convinced that it would be inprudent finance to make an annud contribution to the
Imperid Government of a larger sum than $3,000,000, in addition to the $6,000,000, per
annum which we have to pay for our ordinary Military Contribution and to the sum of nearly
2vzmillion dallarsin repect of Defence and Specid War Expenditurefor 1940-41.

My reasonsfor holding thisopinion are—

(1) That nobody can foretel how long the present war will lagt, and, therefore, that we
are not judtified in mortgaging our finandd future for an indefinite period of time by sending
out of the Colony annudly asaspecid War Gift morethan threemillion dollars.

(20 That the tota amount required to be voted eventudly to complete the following
itemsin Public Works Extraordinary for 1940-41, namdly, items 11, 14, 15, 19, 21, 22 and 23,
isover three million three hundred thousand dollars, whereas the amounts now being voted for
commencing those works tota no more than two hundred and fifteen thousand dollars. The
big difference between the above amounts will have to be made up by the tax payer in future
Budgets unless we are to leave those Works in a gate of suspended animation for the wholly
unknown and uncertain duretion of the war.
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(3 Inhisgpeechin this Coundil on the Budget, on the 12th October, the Honourable
the Anandd Secretary sad—

"In preparing the find draft a number of items of new expenditure which it had
origindly been desired to include were ddeted in order to avoid budgeting for any substantia
defidt in the uncertain arcumgtanceswhich lie before us™

Tha satement of the Financid Secretary | regard as an important admission that cartain
desrable items of expenditure were excdluded from the Budget because of the "uncertain
arcumgtances which lie before us," and nobody who is acquainted with the drcumstances of
Hong Kong will dispute thet there are many other public works which we would like to have
caried out if finances permitted. This seemsto meavery srong argument not only againgt our
sending home as a War Gift a sum of more than three million dollars but dso avery srong
argument againg the impaosition of atax like income tax, which will serioudy upsat Chinese
cgpitdigsand indudridigsinthis Colony.

A few days ago | visted the Kwong Wah Hospitd and found that it was badly
overcrowded, with, in some cases, two patients occupying the same bed. Also | found over
200 petients quartered in four matsheds in the grounds, who are exposed to serious danger in
cae0f fire

In these drcumgtances it is obvious that more hospita accommodetion for severd
hundred patients ought to be built as soon as possble, involving a probable expenditure of
about two milliondallars

| am confident that Your Excdlency, who has Public Hedth mattersin this Colony so
much a heart, will agreethat thisisaresponghility which rests upon the Government and thet
these new hospitd buildings ought to be erected as soon as practicable.

My Honourable friend, Mr. M. K. Lo, will presently refer in his speech to other long-
overdue Public Hedlth needs, such as a hospitd for children and a sanatorium for tuberculous
cases Theseare obvioudy projectsinvolving the expenditure of consderable sumsof money.

| now pass on to the main theme of my speech, which isthat, for the purpose of making
agift to the Imperid Government, other taxes which would not involve therisk of injuring the
trade and prosperity of this Colony ought to be subdtituted for incometax.

In the opinion of responsble business men of this Colony the imposition of income tax
would be a disadgrous form of taxation to adopt, for it is the unanimous opinion of the
Committee of the Hong Kong Generd Chamber of Commerce, and of the Committee and
Members of the Chinese Chamber of Commerce, thet they are not in favour of the inditution
of incometax in thisColony.
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My Unofficid colleagues on this Coundl are unanimoudy opposed to incometax.

| confessthat | find it very difficult to understand what judtification the Government has
for proceading with the congderation of anincometax bill inview of thefact that those British
and Chinese Experts have unanimoudy expressad themsdves as being opposed to Income
Tax.

Anybody who undergands the mentdlity of the Chinese mugt redisethat such amessure
as income tax would be likdy to cause the flight of cgpitd from this Colony and to prevent
new remittances from being made to Hong Kong and dso that it would probably deter new
factoriesand enterprisesfrom garting here.

In connection with thislater point | may mention that | have been informed recently thet
certain Chinese, who had intended to start gedworks in this Colony, have, Snce income tax
was mooted, abandoned theidea

Other objections to income tax are that it would involve the trouble and expense of
having numerous Chinese account books trand ated into English, and that its callection would
involve the employment, a consderable public cod, of a large daff of new Government
officids, and that the Chinese have srong objections to their private, family, and busness
affarsbeng pried into.

In the Taxaion Committegs Report mention is mede of the probable cost to
Government of adminigtration of income tax, but no consderation seems to have been given
to the additional cost of bookkeeping, records, legd advice, chartered accountant's fees, €c.,
that will haveto be borne by any businessin order to comply with the requirements of the Tax.

We have been told that income tax is enforced in Ceylon, but, with dl due deference,
that fact iswhadlly irrdevant, as conditions there are so entirdy different from those exiding in
thisColony.

| fear that Your Excellency, in your desrefor this Colony to make a contribution towards
the War Gift to the Imperid Government, has not quite gppreciated those serious objectionsto
income tax which | have indicated and which will no doubt be stressed by other Unofficid
Members. It is hoped, however, that Your Excellency who, in the course of your two years
adminigration of this Colony, has earned the thoroughly well-deserved reputation of being
able to condder every sSde of a quedion, will, with the same impartidity, condder the
arguments which are now being urged againg the impaosition of income tax, together with the
suggestion that dternative taxes beimposed.
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Your Excelency has recently appointed a Committee to go into details of the Income
Tax Bill proposed by Government, and | understand that, in thet Ietter of gppointment, it was
daed that Government was "willing to give full condderaion to dternative methods of
rasng revenue” | have been informed, however, by the Government, that that remark does
not meen that the members of that particular Committee are to be & liberty to suggest any
dternative methods of taxation. Accordingly | venture to suggest thet Your Excdlency should
now gppoint a Committee for the purpose of congdering dternative methods to income tax
for rasing revenue for the War Gift to the Imperid Government. On that Committee | should
begdlad, if conddered digible, to serve.

That Committee would no doubt be able to recommend many suitable dternatives to
incometax. In the meanwhile | suggest some possble dternative methods of taxation, which
have the merit of being eedly collected, a smdl expense, and dso of being widdy soreed,
suchas—

A percentage on every dectric light and power bill.

A percentage on every gashill.

A percentage on every tdephonenill.

Theraisng of the annud licencefee charged for wirdess ssts

A tax on dnemaand theatre tickets

Theinditution of agpecid War surtax on the assessed ratesble va ue of property.

The collection of a percentage on dividends from invesments in Public Limited
Companiesin Hong Kong.

On behdf of dl the Unofficdd Members of this Council | desire to date thet Income Tax
IS, in our opinion, detrimentd to the future of this Colony, and to request Your Excdlency to
gppoint a Committee to consider and report on dternatives to Income Tax, for the purpose of
rasng revenuefor the War Gift to the Imperid Governmen.

Itismy earnest hope that ajust and wise solution of this taxation problem may be found
and that what ought to be a freawill offering from this Colony will go Home with the cordid
and united assent of every Member of this Coundl. (Applause).

HON. MR. CHAU TSUN-NIN.—Sir, Asthe draft edimates of expenditure for 1940-41
have been carefully consdered by the Sdect Commiittee, | personaly have no observationsto
make on the ordinary budget.

Asregards the war budge, it isfirg of dl my duty to the Chinese community to dispd
any impresson which may have got abroad that the mative behind any oppostion thet has
been publidy or privady expressed to the inditution of a tax on income reflects any
reluctanceto raise agpecid capitd contribution to the War Funds of the Imperid Government.
The suggestion that the commentsor
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even critidsm, however drong, might be construed as reveding any generd atitude of
antagonism by the Chinesg, fortunatdy comes from a source which we have dl leant to
regard as committed, asamatter of palicy, to sysemdic digortion.

As representing the Chinese community, and by that | mean not only those whose
loydty arises from their British birth but dl who have enjoyed for @ther longer or shorter
periods the privileges of dtizenship in this Colony, | have to refute in the most unequivocd
terms that such opposition, as has aready been voiced againg the introduction in income tax,
is assodated with any unwillingness to share in full measure whatever sacrifices which are
being daimed from al dtizens of the British Empire. | go further and say that far from the
adoption of any hestant atitude towards the raising of a specid war contribution by this
Colony, it is the generd desire of the Chinese community to see that in due course such a
contribution be made and in amanner which will be worthy of and do credit to the loyalty of
al ssctions of the community of thisColony.

The Chinese community is far from being insensble of the urgent and specid financid
needs of the Colony, and they redise that these cdl for congderation of new methods of
rasing revenue.

The oppogtion to the introduction of Income Tax which it is my duty to emphasisg, is
based on the firm conviction that its practical implication is so fraught with difficulties, thet it
will not only fal in its object but may bring in its train repercussons and complications in
gphereswhich might not normally be associated with the collection of revenue.

Werethe difficulties with which we are faced only of apractica neture | would congder
any form of oppogition which did not attempt to offer any solution as being inadequiate, but as
| am convinced that this revolutionary method of rasing revenue in this Colony is going to
place usin apostion where not merdly the prosperity but thewhole financid structure may be
imperilled, | mus deprecate even prolonged condderdtions directed towards solving the
vaious practicd difficulties, many of which have been dreedy voiced by public bodiesand in
the Press

| fed that in consdering the question of Income Tax in this Colony, where the Chinese
busness populaion predominates, we should exercise a sense, not merdy of sdentific but
more paticularly of what | might describe as "psychologica” economics. We are faced by the
undeniable fact that the introduction of Income Tax in a whally or predominently Chinese
community has aways proved a falure and as, obvioudy, there is a reason for this which
might be easlly ascertained or, on the other hand, evade the mogt vigilant inquiry, it ismy view
that without an answer to this quedtion, an answer which would enable us to didinguish
conditionsin this Colony from countries where the experiment hasfalled, we are not judtified
in proceeding with the métter.
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It is known with whét little success the attempt to introduce Income Tax in Mdaya has
met, but what is ill more important is the evidence from Chinalitsdf where the Income Tax
Laws which had been mog carefully worked out, have proved to be an dsolute falure
amaog from thetimeof thair inditution.

| do not think it necessary for me to put forward any theories for these failures, but | do
repedt that avery clear explandaion should be the sarting point and not an incidental matter for
our own ddliberations

The Taxation Committee gopointed by Your Excdlency in October, 1938, had dreadly,
as | will admit, a background of very abnormd conditions in this Colony, arisng out of the
Sino-Jgpanese hodtilities which had then been in progress for over a year. That pat of thar
Report which deds with Income Tax cannat, therefore, be sad to have ignored entirdy the
unusud commerdd and finandd gtuation which then exised and might continue for an
indefinite period. It is however, worthy of note that in furnishing replies to a number of
practicd difficultiesintheingtitution of Income Tax rdaing to questionswhich the Committee
itsdlf had raised, avery strong note of caution was sounded, and | desireto refer particularly to
cartan preiminary and conditiond recommendations.

These indude the absolute necessity for a detailed investigetion of the whole fidd with
the assgtance of an "expat”, and to this | would persondly add the maintenance of numerous
expats, far beyond the prdiminary or introductory stages. And further, the Committee
recommended that theimpaosition of thisform of Tax should be preceded by the formation of a
large and substantia body of favourable opinion in this Colony.

The experts whose reports | should like to hear before this metter proceeds any further,
are not those who can assure us how successfully Income Tax works in other communities,
but why it has falled amongst Chinese communities. As for those who would be responsible
for adminigration of Income Tax they would dl have to be persons with expert traning and
much experience.

The hope of dbtaining such advice and permanent assstance does not, under existing
conditions, gppear a dl bright. The dternative of procuring officids who have to gain their
experience a the expense of the amooth working of the system, which should be guaranteed
fromitsinitiation, isasure way of mantaining itsunpopularity.

| am convinced thet the mgority of the Chinese community beievethat it will never be
possble to gpproach that dage a which the inddence of the Tax fdls farly and equitebly
amongs thase who should contribute their more or less towards it. In the Chinese busness
community the conception of profits on investment differs fundamentaly from that which is
essntid for the assessment of the
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Tax. | am aware that there is an increasing proportion of Chinese book-keegping which
goproaches European methods, but the bulk of Chinese business, whether connected with
production or industry or with that preponderance which may be described as generd trading,
adheresto the sysems which, dthough teking care of the specific profits on output or sdes, do
not take cognizance of generd profits on enterprise.

In unincorporated partnership is issued a combined Badance Sheet and Income and
Expenditure Account in which what is conddered as the capitdl may be increased or
decreased but in which the " prafitsfor didribution” as such are not shown.

To those who daim that the information required for assessments may neverthdess be
eadly extracted, and to those who maintain that a partia trangtion from the present methods
has been envisaged, | would make the same reply, namdy, thet al who are qudified to spesk
in such maters deny that such trandformation gopears feasble, except perhagps a the expense
of much confusion and ultimate defezt.

In spite of marked and, we hope, permanent indudtridisation which has been noted in
recent years, the foundation of the Colony's busness is ill the merchant through whom
bus ness flows from the outside world to and from the mainland.

| need perhgps not remind Your Excdlency that the book-keeping for the average
Chinese merchant is divided into two very ssparate compartments. There is the generd
recording of transactions with the world at large which is dedlt with by the employees of what
is known as "the outer counter”, but there is an additiond set of books which are kept in "the
inner counter” by the proprietor or partners of the busness maintained under conditions of
extreme privacy, to which no employees have access under any circumstances.

Wemugt try to redise that an officia invasion of the "inner counter” meansto a Chinese
busness man a great ded more than the disclosure of his busness secrets To understand this
we should gppreciate that this privacy, which is trditiond, has no origin in any atempt to
evade taxation or to midead officid inquiry. It is not a quesion merdy of disdosure of
business secrets, of sources of supply or of customers, but of the breeking down of atreditiond
element in business procedure which has been regarded for centuries as afundamentd form of
security, and with it would go a degree of confidence which might undermine the whole
gructure of busnesslife

It may be said that the assessments would depend only in part on the investigations of
books and tha there are consderable sources from which rdigble and indisputable
information is avalable. These indude income from public invesments, public or private
companies, from house properties mortgages, sdaries (which are a matter of record by
employers), and dl income which is remitted from abroad and which passes through
recognized channdssuch as Banks
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Whilgt not agreaing that the proportion of these sources is as large as anticipated, the
ability to tax that source does not, unless | misunderdand the gtuation, provide any
encouragement. There arise numerous questions of refunds, rebates and alowances which
will have to be congdered, as in the vast mgority of cases such dass of income will not
represent the sole sources.

In this Colony, except perhaps in the case of foreign employees, ingtances must be
comparaively few where income is derived merdy from a Sngle source. We are, therefore,
invariably thrown back, for the purpose of assessment not only of income but of dlowances,
toinvesigate eachindividud case.

As an example of one dass of difficulty, | am reminded of the very large proportion of
the busness transacted in this Colony by what is known as the "middle man" or commisson
agent, the person who buys and sdls not for his own account but passes money after making
certain recognised deductions. | would be surprised to hear thet thetotd incomefrom thisdass
of busness could be ascartained, with an goproximation to accuracy, by ingpecting dl
transactions involved and the records kept by the principas in such transaction. In a large
number of cases, nether of the prindpas carries on busness in this Colony. Whilst on this
question of commission, it must be wdl known that in each business, and indeed in many
privete transactions, there are recognised deductions which are not a matter of record but are,
nevertheess an essentid.

It would be interegting to know to wha extet the prdiminary essentids and
qudifications made by the Taxation Committee would have been augmented or emphasised
hed it been asked to report on this particular subject under the conditions imposed on this
Colony through being itsdf involved in a date of war. | venture to surmise that what little
encouragement that Report may have given to the Government for the introduction of the
measure now, would have been replaced by asolemn warning againdt it.

Attention has been suffidently drawn to the trandtory and migratory nature of the capitd
—refugee capitd, if | may so describe it—which has found its way to this Colony in the last
two years. Invesment and enterprise, induding the trandfer of manufacturing plant to Hong
Kong, has been simulated by aprofound sense of security and by satisfactory appraisement of
the bendfits to be derived. A disturbance of the cdculaions and esimates which have
preceded these wartime investments will undoubtedly involve a condderation of dternatives
when it should, of course, be our object to retain the advantages which this Colony so sordly
needed.

| endorse the remark made by the Hon. Senior Unofficid Member that the unanimous
opinion of the Committee and Members of the Hong Kong Chinese Generd Chamber of
Commerceis adverse to the inditution of incometax in this Colony. A copy of the Chamber's
|etter has been sent to Government through the Hon. Secretary for Chinese Affairs
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I will condude, as | began, with an assurance that the responsble dements of the
Chinese community are prepared to assst in every way they can in finding a solution to the
urgent and specid finandd problemswith which the Colony isfaced.

Numerous methods of raisng revenue dternative to Income Tax have dready been
suggested, and in their cong deration the Chinese business community desiresto be not critica
but congructive. No scheme will be atacked only on the ground that it inflicts hardship or
grain on any portion of the community. But the opposition to the inditution of anythingin the
nature of atax on income or profits which | now have formdly to record, arises mainly from
the firm conviction that the disturbing effect of itsintroduction and the confusion attendant on
its adminigtration will, by doing incdculable harm to busness interests, defeet the object
whichitisobvioudy the desre of the Government to attain. (Applause).

HoN. MR LO MAN-KAM.—Your Excdlency,—My Honourable friend, the Financid
Secretary, in his illuminating "Memorandum on the Financid Pogtion 1938, 1939 and the
Edimatesfor 1940-1941", to which | shdl have occasonto refer again, remarks—

...... "Aslag year, the revenue for 1940-1941 has been esimated generdly on the
assumption that the economic activity of the Colony will be maintained a not far short
of itspresent level. Thismay proveto be over optimistic, especidly sncethe outbreek of
the war, but the whole outlook is a present so uncertain that no other firm basis for
edtimating the revenue presantsitsdf.”

With the inevitable didocations of trade caused by the war, and by the various meesures
dictated by Imperid war economy, and with new taxation under the proposed War Budg, |
confessto agrong feding that the Finandd Secretary's fear that the assumption on which the
revenue pogition is based may be over optimigtic will, unhgppily, prove only too true. | wish,
therefore, to date thet, in assenting, as a member of the Sdect Committee, to the Budget now
before the Coundl, | have paid due regard to the Finandd Secrdary's Satemeant in this
Coundll on the 12th October, 1939 that the programme of Public Works Extraordinary and
aso the many items of spedid expenditure gppearing in the individud Heads of Estimates
dthough gpproved by this Councl and the Secretary of State, would not be automaticaly
caried out if the revenue position did not justify the expenditure.

The aove, Sir, isdl that | have to say on the Generd Budget, except to renew aplea
which has dready been made by mein thelast two successve Budget Debatesin this Counail.
The plea, Sir, is that Government may be kind enough to make a subgtantid grant for
providing chaitable and medicd rdief to the Chinese on account of the Sno-Jgpanese
conflict.

As| have previoudy pointed out, such rdief isin ahumanitarian cause which transcends
any condderation of mere"profit and loss'.
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But, spesking in this Council on the 13th October, 1938, | was adle to show, on the high
authority of the Finandd Secretary, thet in respect of 1937 the revenue benefited to the extent
of over $4,400,000 by the Sino-Japanese conflict. Since then very driking figures have been
reveded by the Fnancid Secretary's Memorandum, to which | have dreedy referred.

Teking, firg, 1938. When the Edimate for Revenue was fird framed, Revenue was put
a just over 30%2million. The actud revenue exceeded this etimate by $6,480,935.00, and this
excess is dtributed by the Finanda Secretary "to the increase in the activity of the Colony
which prevaled, owing largdy to the Sno-Jgpanese hodtilities and the large increase in
population dueto the same cause”

On the other hand, the origind expenditure, put a $33,379,549, exceeded the edimate
by $3,796,349.00. But of thisexcessthe Financid Secretary pointsout that $2,203,216.00 was
in respect of undlocated dores, loans and Military Contribution, due to changes in the
accounting system, leaving an excess of $1,593,133.00 in repect of dl other Heads. But the
only items that can fairly be attributable to the Sno-Japanese conflict are Head 22, Medica
Department (epidemics and larger population $229,513.00), Heed 29, Chariteble Services
(relief of refugees $245,555.00), Head 34, Public Works Extreordinary (condruction of
refugee camps and acquisition of property $622,052.00), amounting to $1,097,120.00.

Thenett gain to the Colony istherefore $5,383,815.00.

Coming, now, to 1939. The origind esimated revenue was put a $36,097,325.00
(induding $839,704.00 trandferred from Government House and City Development Fund).
Now this esimate was obvioudy framed on the bad's of the continued operation of the same
factors which brought about such driking increases to the Colony revenue in 1938. If this
argument issound, as| think it is, then it can be fairly sated thet the nett gain to the Colony in
1939 must be gpproximatdy the same asin 1938, on the bass of the origind edimate, lessany
increasad expenditure which had not been taken into account in the Edimate of 1939
Expenditure. Of the latter, as shown in Table 3 of the Finandd Secretary's Memorandum, the
only item | can find rdates to Head 5, Charitable Sarvices (rdief of refugees), in respect of
which theexcessover origind estimate amountsto $1,241,736.00.

The nett gain to the Colony for 1939, on the badis of the origind edimate, is therefore,
say, roughly $5,000,000.00 less $1,241,736.00, i.e. $3,758,264.00.

But the revised edimate of revenue of $4047524800 shows an excess of
$4,377,923.00 over the origind esimae, and if the sum trandferred from Government House
and City Development Fund ($839,704.00) is deducted from this increase, the increase as
shown by the Revised Edimate anountsto $3,538,219.00.
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Thetotd nett increase to the Colony attributable to the Sino-Jgpanese conflict for 1939 is
therefore $7,296,483.00.

The gain to the Colony in repect of 1937-1939 is ascertainable and, on my caculation,
amountsto atota of $17,080,298.00. The gain for 1940-1941 can only be an edimate, based
on the estimated Budget figures.

Coming, then, to the prospective revenue and expenditure of 1940-1941. The edimated
revenue, which "has been esimated generdly on the assumption that the economic activity of
the Colony will be maintained a not far short of its present levd", is put at $50,861,470.00. It
is therefore far to assume that the nett gain to the Colony arising from the Sino-Japanese
conflict will not be lessthan in 1939, namdy, $7,296,483.00, plus aquarter of this amount for
the 3 months in 1941=%$1,824,120.00 making a tota of $9,120,603.00, less any increase in
expenditure atributable to the same causes not budgetted for in 1939. Of the latter, as shown
in paragraph 11 of the Anandd Secretary's Memorandum, the only item | can seewhich is
directly attributable to the Sino-Jgpanese conflict is under Head 5, Charitable Services which
shows an increase of $224,749.00, being "increased grants to the Tung Weh Hospital and for
relief of refugees’. Moreover, | note from Part 2 of the Finandd Secretary's Memorandum,
Head 5, Sub-Heed 23, that the amount of $250,000.00 provided for rdief of refugees at the
present rete of outlay, will not suffice for more than six months. If, therefore, we increase this
amount to, say, $625,000.00 to cover the whole period of fifteen months, plus the whole
increase of $224,749.00, totaling $849,749.00, and subtract thistotd from the nett increase of
$9,120,603.00, the resulting increase to the Colony revenue for 1940-1941 is $8,270,854.00.

If my cdculaion isright the financid gain to the Colony arisng from the Sno-Jgpanese
conflict, in repect of the period 1937 to the end of March, 1941, comes to the supendous
figure of $25,351,152.00.

Honourable members may be interested to know thet the total subscriptions received up
to October, 1939 by the British Fund for Rdlief of Didress in China, Hong Kong and South
China Branch, anount to $491,874.70, and thet the amount of expenditure dready sanctioned
comes to $406,176.11. This Fund, of which Your Excdlency is Petron, is non-paliticd, and
purey philanthropic. The flow of subscriptions to the Fund seems to be rapidly drying up,
whilg cdls on its resources are continuous. May |, therefore, venture to express the strong
hope that Your Excellency will seefit to making a subgantia grant to this Fund as afriendly
gedure of the Colony towardstheindescribable sufferings of the Chinese?

| now turn to the War Budget.

ThePrimeMiniger, in the House of Commons on October 12th, Sated—
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"It is not with any vindictive purpose we embarked on war but smply in defence
of freedom. It is not done the freedom of a smdl netion that is a Sake. Thereisin
jeopardy the peaceful exigence of Britain, the Dominions, India and the rest of the
British Empire, France, and indeed dl freedom loving countries.”

This quotation bears doquent testimony to the force and meaning of Your Excdlency's
obsarvation in this Coundl on the same day, thet "thisis every whit as much our war asit is
Britain's’. And the complete redization of theimplication of thiswar on the part of the public
is reflected in its reedy acceptance of and full-hearted co-operation in dl the varied messures
which Government has found it necessary or desirable to introduce in this Colony, dthough
many, if not al, of them must have aredtrictive effect on busness. That resdentsin the Colony
—irrepective of thar race and nationdity—should have to bear some finandd sacrifice, in
order thet a contribution might be forthcoming to the Imperid War Cheg,, fitting from the
point of view of the Colony asavitd part of the British Empire and worthy of a Colony which
yields to none in loydty and devation to the Crown, is inevitable. Indeed, they should
welcome the opportunity of meking such a contribution, for it is unthinkable that they would
be content to render mere lip savice to a cause, the result of which must have such a
ggnificanceto Civilisation.

| am certain that thereisacomplete unanimity amonggt dl sections of the community on
thispoint. A recollection of the part which this Colony took in the 1914-1918 war—induding
the golendid response of its citizens to gopeds for war chaities and war loans and the
voluntary presentetion to England of two Service aeroplanes by certain Chinese resdents—
rendersit impossble for anyoneto entertain any doubt of the Colony's atitudein this metter.

But | fed it my duty to mekeit quite plain thet, in my view, the reason why the people of
the Colony desire so keenly to "do thair bit" is because they are animated by sentimentswhich
| have just endeavoured to express, and not because they agree with the gatement, which has
been made in this Coundil, that the Colony is lightly taxed, nor because they can regard as
othewise than superficd the comparisons, which have dso been made in this Coundil,
between the crushing burden laid on the British tax-payer and the light burden imposed on the

Hong Kong tax-payer.

Before coming to the Colony's contribution | wish to ded shortly with both of these
points. Sir, there are no datawhich lead meto think thet the Colony islightly taxed in rdation
dther to the sodd sarvicesavalable, or to the taxable cgpaaity of the Colony.

| propose to touch on the question of locd socid services later onin my remarks Inthe
meantime | must concede tha this question is complicated by the peculiar podtion of the
Colony, with itslarge fluctuating and migratory population.
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As regards the taxable cgpacity of the Colony, it seems to me tha an important point
which requires expert investigation is asto how much of the Colony'swedth isin the hands of
the permanent resdent, and how much of it isfugitive and can be driven away by burdensome
taxation. From the earliest Hansard which, thanksto my Honourablefriend, Sir Henry Pollock,
happensto be in my possesson—that for 1906— notice thet the estimated revenue for 1907
was under 5¥2million. By 1915 the revenue was nearly doubled. In 1930 it nearly reached the
28 million mark, and from then to 1936 it fluctuated between 28 to 33 million. The average
yearly revenue for the past 10 years works out a 32%2 million. | venture to think that no one
who has sudied the Budget figures of past years can fall to experience a sense of concern and
digmay a the coloss rise in the cogt of Government, culmingting in this year's 40 million
dollar Budget, or to ask himsdlf anxioudy whether the Colony's expenditureisnot reaching, if
it has not dready over-reached, the Colony's taxable capacity. Thosewho careto reed the 1906
Budget Debate will find it interesting reeding. They will find, too, thet the dogan "Hong Kong
islightly taxed" was dready current in those early dayd The esimated revenue for 1907 was
$5,202,135.00, which apparently represented a somewha srious dedine on the previous
year's revenue. The following quotation from Sr Mathew Nathan's address gives an
interesting higtoricad background of the Colony's revenue postion, and conditutes not an
unworthy guide to us as to how the Colony's financid difficulties should be met in times of
adversetrade or economic uncertainty:—

"Before going into thelong array of figureswhich | have on my notes| think it will
meet your wishesif | explain generdly how it is proposed to meet that dedine. Thereare
three methods open to us Either to raise further loans, or to increase taxation, or to
reduce expenditure. | am drongly averse to raisng additiond loans a the present
time.....| an ds0 averse to increaang taxation. It has been pointed out to me that this
colony isvery lightly taxed, and | by no means promise that | shdl not on some future
occasgon propose additiond impodts, but atime like the present one when trade is bad
does not seem asuitable one at which to add to the burdens of traders...... Thereremainsa
reduction of expenditure, and that is the method which it is propased to adopt. We must
cut our coat according to our doth. It must necessarily be a smple garment but | hope
when | come presently to try it on you, you will agree with me that it is a farly
serviceable one in which the Colony need not fed ashamed to gopear next season. It is
somewhat of atight fit, but if we adhere to the estimates we have framed we shdl
remain in the same sound financid position a the end of 1907 as| am hgppy to say we
ghdl beina the end of 1906."

As regards comparisons between Great Britain and Hong Kong | submit, Sir, thet
however flatering it may be to compare the Colony with the Mother Country, the greetest and
wedthiest democratic
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country in Europe, no useful comparison between the two places from the point of view of
fisca incidence can be fairly made, having regard to the radicd differences in government,
inditutions, economic resources and socid conditions

In England the amount spent snce the commencament of this century on Hedth,
Education, Housng and Socid Services—Unemployment Benefits, Poor Law Rdief, Old
Age Penson, Indudtrid Insurances, eic.—amounts to astronomicd figures. From the primary
schoal to the universaty, thence to the highest post in the State, the path is open to the poorest
lad with brains. Here is a pen-picture of postwar England by Professor H. A. L. Fisher, in his
"Higory of Europe’ (page 1210):—

"At this time the British people bore without repining a burden of taxaion heavier
than that of any European country. The annud sarvice of the debt charge done
amounted to more than 300 million gerling. Hfteen years after the end of the war the
Sate levied 4s 6d. in the pound on the income of the tax payer irrespective of the
upertax on incomes exceeding £2,000 a year. Ye it is characteridic of the democratic
Spirit which prevailed in the country that, despite bad trade and crushing taxation, the
leve of the socid sarvices, higher than that which prevaled in any other country and
more expendve, was not serioudy lowered. That the hedth, the education, and the
housing of the people should be well cared for was common ground with al partiesin
the Sate

We are naurdly proud of the wonderful progress which the Colony has made under
British Rule within the short space of a century. And yet what is its pogtion to-day?
Subgantidly a non-producing country, the Colony Hill depends manly on its being an
entrepot for its continued prosperity. Though there are undoubtedly known rich people, and
aso people whose riches are unknown because conceded, sheer poverty is generd and
widespread. On the question of prevaence of poverty | need hardly dwel, for it is a panful
fact, well known to dl socd workers. Only a the beginning of this year the Honourable the
Director of Medicd Sarvices, in hisinaugura address before the newly recondtituted Nutrition
Committee, pointed out thet on account of manutrition, which is a concomitant of poverty,
more than one child out of every three died last year before ataining the age of one year, as
compared with one in twenty in England. We have no hospitas for children. Indeed, our
hospita acocommodation is utterly inadequate, and the overcrowding in the Chinese hospitas
is, though inevitable, aganding disgrace. The problems of compulsory education (and even of
Government-provided primary education), and of juvenile ddiquency, are dill a long way
from being solved. With thousands of deaths from tuberculosswe have asyet not been ableto
find the meansto build a properly equipped sanitorium. For lack of funds we have not begun
to tackle the problem of Sum-dearing. We have no Old Age Pension, no Poor Law. We have
no Air Protec-
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tion for the masses. Since Your Excdlency's ariva in the Colony you have spared no effort in
providing and increasing socid amenities for the Colony in every direction possble, and the
Colony owes Your Excdlency a very heavy dett of gratitude. But the ligt of omissons is
necessaxily Hill formidable.

As the South China Morning Pog, inits leading article published on the 13th October,
1939, pointed out—

"The upper ranks of the Government Service are not open to the Hong Kong
dtizen: he has no vote nor does he enjoy the full privileges of a British subject—his
nationdity isonly stressed for taxation purposes. The Colony is predominantly Chinese
It hes therefore a dud dlegiance and a dud commitment. These have emphassed
themsdves in the Far Eagt war that has been raging for two years—a war which has
profited some in the Colony, but bled the mgority through many economic wounds. No
other part of the Empire has suffered thisgtrain.”

In connection with the above | fed it my duty to give expresson to the sense of injudtice
fdt by many of the companies incorporated in Hong Kong which carry on busness in
Shanghal, Hankow and other parts of China By the Defence (Finance) Regulaion 3B,
Government has the right to acquire certain foreign currencies from every British subject (as
defined) resdent in the Colony, and certain duties are imposed upon such a British subject. By
this Regulation "British Subject” indudes every company incorporated in the British Empire
During the Sino-Jgpanese conflict companies of the dass | have mentioned have sought
protection from the British Authorities, but such protection has dways been refused on the
ground that such companies, though registered in the Colony, are not entitled to protection. In
one case to my knowledge a company incorporated in Hong Kong, which is a "British
Subject” as defined by the Regulation, has properties in Canton, Swatow and Toishan, which
wereather burned or looted, or both.

| have discussed these points—the lightness of Hong Kong taxaion and the rdative
burdens between the British and Hong Kong tax payer—nat for the purpose of finding
excuses for us to try to "get out chegply”, but of showing thet, in my submisson, we should
goproach the quedtion of the Colony's contribution to England as a matter of patrictic duty,
freed from any sdf-reproof that we have been too lightly taxed, and untroubled by any
comparisons made between Hong Kong and dsewhere. | therefore approach the quetion in
thispirit.

Fird, asto the amount of the contribution.
It must be gppreciated that a gift to Greet Britain of seven or eght million dollars, as

suggested by the Hon. Finendd Secretary, can be only a gesture of the Colony's patriotism
and of her willingness
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to "do her bit" as a part of the British Empire. That sum represents only a few hours of the
Imperid War Expenditure, and nothing that the Colony can give can be of any materid
finandd assgtance to England. Thisbeing 50, | fed the less rductant to discuss the quantum
of the proposed gift in rdation to the Colony's capecity. A gift of $7,000,000 represents 21.5%
on the yearly average revenuefor the pagt ten years of 32%2 million. If to this amount we were
to add the pecid Defence expenditure of 2%/ million, and the Military Contribution of 6
million, the totd amount would come to $15,250,000.00, which is 46.9% on the yearly
average of 32%zmillion. I cannot help thinking thet the gift istoo much for the Colony, having
regard both to the Colony's podition and to the Imperid needs a the present time. | venture to
think thet for 1940, and until the Colony's pogition becomes a little more darified, the gift to
England should not exceed $3,000,000.

As we are dl agreed that the Colony should make the best contribution of which it is
cgpable, the problem confronting this Council resolvesitsdf to one of finding the best means

of rasing the money.

Since the underlying ideaiis a free and spontaneous gift by the Colony to England, and
nat atributeto be exacted from an unwilling popul aion, the following broad principles should,
in my opinion, govern the choice of means—

(1) Tha,if posshle, the means chosen should not involve aviodlent departure from the
Coalony'sfiscd palicy, which hasbeen in exigence for nearly acentury; and

(2 That the means adopted should command as much popular goprova aspossble a
leagt it should not go counter to degp-rooted and fundamenta objections of a
ubgtantia portion of the community.

Moreover, it seems to me tha the amount of the gift should be subordinated to the
means avallable, based on the above principles, rather than that the means should be adopted
in violaion of those princples for the sske of obtaining an abitrarily decided amount.
Accordingly | am bound to say that | do not agree with the Government view tha the
imposition of an income tax is by far the most suitable means to give efect to the naturd
dedre of everyone to bear his jugt burden for the common causg, for it violates both of the
principles| have suggested.

There can be no reasonable doubt thet views opposed to the introduction of income tax
have been conagently held by many people in the Colony for at leest a quarter of a century.
Moreover, the Chinese oppostion to this measure must bewell known to Government. When
the idea of an income tax was mooted in connection with the 1914-1918 war the then Senior
Chinese representative on
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this Coundail, the late Mr. Lau Chu P&k, wrate in to Government a strong memorandum
agand it. My Senior colleague on this Council, on the 10th November, 1938, in anticipation
of the gppointment and report of the Taxaion Committee, expressed himsdf grongly agang
it. As a member of the Taxation Committee which reported to Your Excellency on the 5th
April, 1939, | mysdf sent in to the Committee a memorandum setting out in detall my own
objections Some of the grave doubts which are widdy fet as to the posshility of the
successtul adminigration of an income tax in the Colony were summarisad in the Taxation
Committegsreport, which indudethefollowing.—

"3.  The migraory nature of the Colony's populaion, and the extremdy mixed
taxable community, with greatly differing sandards of living, meke Hong Kong
unsuited to the tax generdly.

4.  Many benefits are il to be derived from preserving the Colony as a haven
for "refugee” capitd. The Colony's progperity dependsto alarge extent on the fact thet it
isthe entrepot of China, afree port, without income tax and without excessve taxation.
Anunwisefisca impaosition may well upset this precarious prosperity.”

"9.  Economic and indudtrid deveopment—rparticularly of small factories as yet
inther infancy—would be serioudy affected.”

The Committee, whilst recommending the introduction of income tax in a ceartan
eventudity "if it be congdered that the tax is cgpable of successful adminidration in the
Colony", fdt it necessary to qudify this recommendation in five ways, specified in the report,
fromwhich | merdly quote two.—

"(@ The posshility of the successful working of the tax should firgt be the subject of a
detailed investigation with the assistance of an expert, preferably familiar with the
collection of thetax in an Eastern country.

"(b) Wefed that it would be unwise to impose atax of this nature until a substantid
body of opinion in the Colony bdieves tha the tax can be levied farly and
effidently.”

Should some of the misgivings regarding this proposd, which are indicaied in the
Taxaion Committegs report, prove to be true, then the Colony might well suffer a setback
fromwhich it might take her avery long timeto recover. At dl eventsit is difficult to imagine
aset of drcumgtances more unpropitious than that now obtaining for trying out an extremdy
controversid fiscd experiment, with its dangerous potentidities. The Chinese in the Colony,
who condlitute some 97% of the population, have, for over two years, been going through a
severefinancid drainin order to render badly needed
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assganceto their Mother Country in her hour of need. That there is a depressing uncertainty
in the Colony's whole outlook isthe authoritative view of the Finandd Secretary himsdlf. The
fortuitous increases in the Colony's revenue sarve but to doak the unsatisfactory postion of
the Colony's economy. Theflight to the Colony of "refugeg’ capital during the lagt two years
or 0 is due no doubt to Hong Kong bang "a free port, without income tax and without
excessve taxaion." Its maintenance in the Colony depends on a ddicate equilibrium of
confidence and of opposing and competitive finandd attractions and drawbacks, which may
eedly be upsat. With the didocation and diminution of trade caused by the war, and by the
necessxty war measures, with unemployment caused by the dosng down of enemy
businesses, with a"dead" property market, and a"moribund”’ share market; with alow dollar
and rgpidly increesing cogts of imported goods and a concomitant increesein the cost of living
ingenerd, and in face of reduced earnings—the outlook for the Colony isindeed blegk.

| am satisfied in my own mind thet the Colony's contribution can be raised by other
means without incurring the risk of "killing the goose that lays the golden egg”. | may
incidentaly point out that other dternatives will obviate the expenditure of an annua sum of
$320,000.00 which would be required as adminitrative charges for the collection of income
tax.

Sr, it is my persond conviction thet income tax is not suitable for Hong Kong, and
cannot be equitably adminigtered; thet adminidrative charges will be excessvey high; thet it
will cause untold irritation and inconvenienceto the public; and thet it will do irreparable harm
to the Colony. | am therefore opposed toitsintroduction.

May I, in condusion, express the strong hope that Government will find it possible to
adopt other dterndtives, 0 asto endble the Colony to make, as ahumble gesture of itsloydty
and devation to the common cause, a contribution which, though inggnificant in terms of
gealing and of the Imperid expenditure, should be dl the more acceptable to the Mother
Country because it has been raised by measures which command generd gpprobation?
(Applause).

THE FINANCIAL SECRETARY.—Your Excdlency,—The Council hes heard three
gpeeches putting very ably certain objectionsto incometax and it seems desirable that the case
which exigts on the other sde should be sated a this stage rether than a the end of the debate
when therewill be no opportunity of further roinder by any unofficid member. | regret thet |
shdl haveto take up agreet ded of the Coundil'stime but | do not gpologisefor it, becausethe
issue is of such importance and complexity that it would be wrong to atempt to ded with it
briefly. Infact | propose, with your permission, to refer not only to comments and suggestions
which have been made in this Coundil but to others which have been given publicity
dsawhere If | reply somewhat caudticaly to some of the suggestions meadein the Press| trugt
thet honourable memberswill redizethat | an not
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uggedting that those are suggestions to which they would lend any support. Furthermore, any
vigour | may use in expressing the case for this measure should be interpreted not as an
indication that Government is determined to carry it through againg dl oppogtion, but as an
atempt to convert opposition which isthought to be misconceived. Findly | want to show thet
the proposd was not brought forward without aduewe ghing of its consegquences.

| start from the assumption which has been so fully confirmed by my honourable friends
among the unofficda members that there is a generd willingness and desire to contribute
subgtantidly to the revenue of the Government in order to enabdle the Government to lend
assgance suitable to the resources of this Colony towards the prosecution of the war. | do not
propose, therefore, to ded with the view expressad in some quarters, the upshot of which is
that the Colony is not in a pogtion to pay any extra taxaion whatever. | cannot, however,
dlow to pass quite unanswered the attempt of my Honourable friend Mr. Lo to refute the
gatement that the Colony islightly taxed. That Satement isnot intended to refer to the obvious
fact thet the taxation per heed of population is afraction of the taxation per head in the United
Kingdom. That is inevitable because the gdandard of living of most of the populaion is o
much lower. What is meant by the lightness of taxaion hereis acomparison between the taxes
pad here and dsewhere by personsin recaipt of comparable incomes. On that bads one has
only to consder the various taxes one by one; the percentage of rent paid in ratesis about one-
third of the average in England; tobacco, liquor and petrol duties are lower than in England or
in mog Colonies; in the United Kingdom there is a generd taiff, a Sandard cusoms duty of
10% on dl ordinary imports, in nearly al other Coloniesthereisasmilar tariff except that the
rateismore often 15% and upwards, while herethereisno generd taiff a dl; desth dutiesare
a alower rate here than in the United Kingdom; Hong Kong has a present no Income Tax,
whereas Income Tax in the United Kingdom rises from the sandard rate of 7/6 to no lessthan
17/- inthe £ on highincomes, and incometaxes & variousrates have exised for many yearsin
a number of Colonies It has been my busness for years to sudy Colonid finances and
without burdening the Council with more figures | can confidently assart that | know of no
Colony wherethe generd leve of taxationin rdation to incomeislower and no morethan one
or two whereitisaslow.

It isds0 suggested that theleve of taxation hereis not low if judged in rdation to socd
sarvices. That argument refutesitsdf becauseif moretaxesare pad naturdly Government will
be able to provide more socid services. | have sressed that point on every occason when
discussing the financid position of the Colony. If Hon. Members want sodia services they
mugt be prepared to pay for them.

In any case my Honourable friend has not pressed his view to the point of denying that
the Colony ought to raisethe revenue for war
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purposes. | cannot emphasi se too often the gpparently generd agreement on that issue because
it relieves me of the necessity to answer such objections to Income Tax as that it will injure
busness by increasing charges and cods That mugt be true of the raising of the same amount
of revenue by any other means and if we are weighing income tax againg other dternatives,
objections of that nature must wegh down each scde equdly. In fadt, it isthe generd opinion
of economigts and is amply borne out by experience esawhere, that income tax condtitutes
lessof an addition to the true cogts of abusnessthan any other form of taxation.

One other suggestion which has nat been put in its extreme form in this Coundl is thet
we are absolved from lending any more assstance to the Imperid Government because we
make a regular Defence Contribution in peace time. In effect, Hong Kong is to be in the
Empire on a bags of limited ligbility. What do honourable members imagine would be the
effect if the taxpayer & home had said "we have paid to kegp up an Army and Navy in peace
time and we shan't pay any more now"? The present war would have been logt by now and if
that policy had been pursued in the pagt there would have been no British Empire and no

Hong Kong.

Turning more directly to income tax, a suggestion which has been given agood ded of
prominence is that because the Colony is dleged to have been suffering during the lagt two
years from trade depresson consegquent on the Sino-Jgpanese hodilities the impogtion of
income tax would be an intolerable burden. | find tha argument dmog impossible to
undergand. | am not going to discuss in detall whether there has been any such trade
depresson. The increase in the Colony's revenue by gpproximately 25% since 1937, and the
increased dividends paid by practicdly dl the locd companies point in an entirdy opposte
direction. So does the andyd's made by my Honourgble friend Mr. Lo in his speech this
afternoon, athough | should like to make dear a once that | do not by any means accept dll
his condusions. But if it were true that nobody has been making any prafits for the last two
years| cannot see where the burden of anincometax comesin. The great beauty of anincome
tax is that if you have no income you pay no tax, and if it were redly true that the busness
man and the property owner had been making no profits the only people who would remain
lidble to income tax would be Government officids, for whom | am surprised to find such

active public sympathy.

More serioudy, the question whether profits are now as large as they were some time
ago afects not the equity of the tax but its probable yidd. If the gloomier views which have
been put forward are justified Government may be disgppointed in the yidd, but those people
who have not been making profits will not be cdled upon to pay any income tax. | would
interpose a this tage tha | can think of no other tax which could equaly well be guaranteed
to avoid hitting the unfortunate business man who has made no prafit.
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Another generd complaint has been about the dleged unequd incidence of income tax.
In this category are induded a large number of complaints and objections on matters of
comparativdy minor detal, such as tha the exemption limit is too low or that the persond
alowances should be increased, or that other dlowances should be given for various kinds of
expenses or lighilities Obvioudy no objection of principle can exigt to making adjusmentsin
those dlowancesif o advised by the very representative Committee which Your Excellency
has st up to examine these and other detalls. If | may carry the war into the enemy’s camp
again, another beauty of Income Tax is precisdy that such adjusments can be madein away
whichisimpossble with any other tax.

Quedtions have dso been asked as to whether such and such perquisites of Government
officdas and others are to be taxed, for example, free houses. Provisons laying down the
trestment of such perquistes are contained in the draft bill now being examined by the
Committee, and if they are thought to be inequitable they can be changed. Other inquirers
have asked whether the income tax assessment would include the squeeze upon which o
many of us, offidd and unofficid, are popularly suppose to live. It is the dream of every
zedousincometax officid that hewill some day find aconscientious burglar who will meke a
full return of the profits of his professon. | have no doubt thet he would smilarly welcome a
full disdosure from the recipients of squeeze, but | fear that he will have to wait until those
members of the public who dam to possessfull information on the subject are kind enough to
communicate it to the authorities The other problems of assessment of income and
alowances are primarily matters of the drafting of legidation and will no doubt receive the
due atention of the Committea.

The third generd dass of comment rdates to evason. Tha people will try to evade
taxation of any kind is certain, but there are means open to Government for detecting many
kinds of atempts & evason, and this mater dso is lagdy one for discusson by the
Committee which is examining the draft legidation. In the course of the long period during
which income tax has been in operaion in the United Kingdom, a very great variety of
methods of evason have been tried and a grest many ways of detecting them have been
deveoped. | do not suppose that the would-be evaders are going to publish their methods, but
a any rate the methods announced by those personswho dam to be au fait with theintentions
of the evaders are nat different from the ordinary stock-in-trade of the tax dodger dl over the
world. | have never denied persondly that this question of prevention of evason isby far the
greetest problem in the adminidration of income tax, whether here or anywhere dse, but | see
no reason why it should be less capable of solution here than in other countries. We are being
congtantly told that income tax has failed in this country or that. All | can say isthat in those
British countrieswhereit exigsto-day, that isnot the officid view; and therehasbeena
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Seady increase in the number of countries in which income tax exigs and in the rdiance
whichis placed uponit in those countries as one of the mogt important sources of revenue.

Onefurther point on thismatter of evason. A good ded has been made of the point thet
a the present moment it is unsuitable to introduce Income Tax. Looking from the point of
view of adminigration | am quite sure that war-time conditions and the war control of
adtivities, busness and otherwise, give the adminigtration a greet many more opportunities to
detect evason than they would have in ordinary times.

Thereisonly oneother thing which rikesmeinthistak of evason—itisnotorious thet
other taxes are evaded to a greater or less extent: eg. import duties on tobacco and liquor are
catanly not 100% effective, and from time to time Government is obliged to inditute
prosecutions for fallure to pay, say the samp duties or wirdess licences. It does not ooccur to
anybody, however, to suggest that these taxes should be abolished because they are nat quite
100% effective, and if the suggestion is made in the case of income tax | cannot but suspect
thet it covers some other motive.

A good ded has been made of the aleged enormous expenditure on the collection of
income tax. The dosest etimate of cost we can now make is something between 3 and 4
lakhs per annum, practicdly dl of which, of course, will befor the gaff required. Thisisinthe
fird place a very andl percentege of the expected yidd. It will moreover in present
arcumgtances be only to asmdl extent expenditure on new staff Snce we expect to draw the
mgority of the saff required from other branches of the Government service whose activities
will have to be reduced to sSome extent and whose leave is, under present arangements, being
dradticaly curtailed, soincreasing the number of available officers

It is objected that the tax will cause a greet dedl of extra private expenditure particularly
in the kegping of accounts and prepardion of returns. The ordinary man will not need any
expeart assgance in the preparation of his returns unless he is seeking to avoid taxation. The
offidds of any income tax department run on the prinaples of the British income tax
adminigration will be perfectly willing to give quite honestly any advice which may be
required by the individud as regards the dlowances to which he is entitled. As to busness
firms the extra expenses would be amdl except in the case of firms which do not now keep
any accounts a al. For thosefirms | can only suggest that the necessity of compiling accounts
for income tax purposes should be a blessing in disguise and not a matter to be regretted. |
might here refute the generd gpprehension that the kegping of accounts in English and the
rendering of returnsin English will be obligatory; no such intention has ever existed.
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The honourable the senior Chinese member has made comments on quedtion of
adminigration which form the main basis of his object in principle and which | therefore want
to comment upon in some detal. Frg, with dl respect, | do not bdieve in this mystery of
Chinese accounting; nothing | have heard of it suggeststhat it isvery different from the system
adopted by samdl busnesses in Europe as digtinct from the complicated accountancy of big
European firms, and the adjusment of such accounts for income tax is common routine,
Secondly, | cannat follow him in hisbelief that humeanity is divided into Chinese and the re.
The argument that income tax has never been successfully applied to Chineseis gppeding, but
what are the facts? Asto Chinaitsdf, it is surdy obvious that the adminigration, for reasons|
need not daborate, istoo wesk to enforce any such tax; but there are other lavs which are not
enforced in Chinawhich we dill make afar show of enforcing here. Asto Singgpore, | haveit
on very good authority thet the enforcement of income tax was never redly serioudy pursued.
Lastly Mr. Chau has not mentioned one place where alarge community of Chinesedoes, | am
religbly informed, pay income tax and where the authorities have deve oped what they regard
asasdidactory sysem of examining Chinese accounts, thet isthe Netherlands Eagt Indies.

There are a good many more detalled points | would like to take up with Mr. Chau if
time permitted, | will only say thet | am very hopeful that means could be devisad of collecting
the tax efficently without prying into al the family secrets which he suggests the Chinese
community would so much resent.

Thelagt main group of objections to income tax are of a kind which Government ought
to weigh very serioudy, if they arein fact true i.e tha the impogtion of an income tax will
drive busness and capitd away from the Colony. | may say that before the proposd was
brought forward in this Coundl a dl Government consulted certain leading business men and
was assured that an income tax at the compardivey low rate proposed would not have any
such effect. | Hill believe that that advice was entirdy sound. Again | would like to remind
honourable members that thisis atax on income and not atax on invested capitd as such or
on the conduct of business as such. Theimpostion of income tax will impose no hindranceto
the setting up of abusiness here, and if that busnessis not successful it will pay notax. If itis
successtul | do not think that the man who sarted it will go away because he findsthat he has
to pay aproportion of his profits to Government. Again, that is not true of any dterndive tax.
Incressed rates, asdestax, higher charges for dectricity and tdephones would dl be burdens
on anew busness from its very commencement and whether or nat it was profiteble. | anin
fact amazed that it should be suggested dmost in the same breath that Income Tax will drive
away new factories and that some factories should be charged morefor ther eectric power.

Hong Kong hashad and il has certain advantages to offer to business and manufacture,
i.e. security, dmost unique harbour
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fedlities, an adminigraion which we can dam to reach a high sandard of honesty and
impartidity, and freedom from irksome redtrictions. These advantages will remain and when
some of the wilder tak about the impodtion of an income tax has died down | do not bieve
that the enterprisng business man will refrain from coming here to make a profit merdy
because that profit will not be quite so large as it might have been. It is, however, dleged that
the exigtence or progpect of an income tax will drive capitd away from the Colony and isin
fact doing s0. There are few things about which more nonsense is talked than about capitd
being removed from a country. The bulk of the cgpitd invested in Hong Kong is invested in
property, and in plant and equipment of dl kinds, for example, the cables of the td ephone and
dectricdty companies, which cannot very wel be removed from the Colony. All that can
happen to such property isthat the owner of it can sdl it to somebody dse Theincomefromit,
however, will remain ligble to Hong Kong income tax if it isimposed, and it is a matter of
indifference to Government whether that tax is paid by the exising owner or by somebody
esewho buys his property from him.

| do not deny that there are other kinds of capita which can be removed. The principd
type of such caoitd is actud cash baances which may be placed on depost with banks or
other finandd inditutions and which undoubtedly have come to Hong Kong as a temporary
safe redting place. It is obvious that a non-resident who holds such deposits in Hong Kong
might be tempted to trandfer them dsewhere if he had to pay income tax on the interest
recaived from them, and the trandfer of such deposits might do the Colony harm. For that
reason the Bill which is now being examined by the Income Tax Committee provides thet
bank interest payable to non-resdents shall be exempt from incometax.

It is dleged not merdy thet the exisence of income tax will drive capitd away in the
future but that the prospect of it is dready doing so. | do not know where that information is
obtained. Movements of capitd are natorioudy difficult to detect and | can only go by such
indicationsas are avalldble. Inthefirg placeif alot of people were sdling Hong Kong dollars
one would naturaly expect the exchange rate to go down, within the limits permitted by our
dabilization arangements, in fact, however, anybody who has dedings in the exchange
market will know that the effective market rate has been for many weeks at just aout the
highest point & which the banks can fix it under those arrangements. That does not indicate
any flight from the Hong Kong dallar. Secondly, the returns which Government is now
recaiving of exchange transactions, details of which it isimpossbleto publish, do not indicate
any such subgtantid flight. Thirdly, if anervous shareholder were trying to avoid payment of
incometax on Hong Kong investments he might be expected to sdl his sharesin Hong Kong
companies. In the last four weeks the prices of the principd Hong Kong shares have moved
hardly a dl; but what movements have occurred show an averageincresse of about
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112 %. These are the only indications from which | persondly can form any judgment as to
whether capitd isleaving the Colony and they suggest that it isnot. No doubt | shal again be
told that a great ded is going on which Government does not know about and | can only
repedt that it isimpossible for the Government to know thingsiif the peoplewho daim to have
the information do not takethetrouble to communicaeit.

It is, | bdieve assated in some quarters that our entrepot trade makes income tax
unsuitable. | say asserted because | have never heard any atempt to prove or even explain the
gatement. | have heard the echoes of a good many discussons about introducing income tax
in various countries and it is curious how unanimous the opponents dways are that their
paticular country is 0 peculiar that what works dsewhere will not work there; but the
common pleaisrather the oppogte of this particular theory. It isusudly argued thet incometax
isnot suited to agricultural countries but only to trading communities. Government is cartainly
not lacking in solicitude for the re-export trade, as our reluctance to impose the full system of
exchange and import control demondrates; and it is Government's view that the nature of our
trade does make very undesrable many kinds of taxation and many redrictions, but | cannot
see how that trade is damaged by a tax which imposes no hindrance whatever to the free
inflow and outflow of goods but merdly asksthe trader to account in due course for the profits
of thosetransactions

For these reasons | am very strongly of opinion that the economic conssquences of
imposing an income tax have been enormoudy exaggerated. | am more indined to beieve
that because exactly the same prognodtications of disaster have been made repeatedly in other
countries, without ever having been redlised so far as can be shown by actud facts Even with
regard to the more fluid kinds of capitd for which we have actudly suggested specid
trestment it is extremdy indructive to note thet the high rates of income tax prevailing in the
United Kingdom have never prevented enormous influxes of money to London when the
nervous cgpitaist in Europe hasthought that for the moment London would be asafer placeto
keep his money in that in any other finandid centre. | bdieve that the capitdigt is more
interested in the security of his capita that in amdl variaionsin the net returns upon it and if
the security of Hong Kong can be maintained, which after al isthe fundamenta reason for our
sdfishinterest inthe present war, | do not believethat capita will ceaseto comehere

Before leaving this aspect of the mater, however, | do want to emphasse that the
Government is very reedy to congder any modificationsin the detall of an Income Tax which
will minimise such economic dangers as exist. The Committee on the Bill hasin fact dreedy
agreed upon one important recommendation with that end and | mysdf have in mind to
propose others, eg., some specid concesson to newly established fectories. It is therefore
possible to hope that whatever foundation those gpprehensons had in fact will be further
reduced when the draft bill emergesfrom the Committee.
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This whole question of the economic effect, moreover, reguires examindion by
comparison with the effect of the possble dternatives to an income tax, which is the lagt
meatter | want to discuss The Government is very willing to condder such dterndives and
certanly did not make the present proposd without having areedy consdered agreat many. |
obsarve, however, that neither of my Chinese friends has made any specific suggestions for
dternatives. | suspect tha the honourable Mr. Lo, a any rate, remembers our discussonsin
the Taxation Committee, on which he rendered such vauable asssance, and fully redisesthe
objections to other methods of taxation which led that Committee to advise unanimoudy thet
anincometax wasin princplethe best method.

Of the suggestions which have been put forward some are extremdy wild, such as the
proposd to repudiate Government's pengon liahilities to the extent of 50%; others would be
trivid in yidd and expensve to collect, eg. duties on cosmetics, a system of Government
lotteries, etc. Still otherswhile not hard to collect could not yidd any very large sums. Among
those | would indude the suggestions of the honourable and learned the Senior unofficid
member for surcharges on dectricity, gas and te ephone accounts. Of suggestions which are
cgpable of yidding a reedy subdantia revenue | gart with the introduction of a generd
cusdoms tariff. The cost of a customs department would certainly not fdl short of that of an
income tax department, and | am sure that | should have the support of dl the big busness
housesin saying that the introduction of such atariff and the multiple resrictionsiits collection
would entall would do more damage to Hong Kong trade, above al to its entrepot trade, than
any income tax. It is a very important additiond defect of a generd customs tariff that it
necessaxily taxes people according to what they spend, not according to what they receive; and
it therefore bears more heavily on the poor man whereas | think we should al agree that any
new tax to beimpaosed should bear more heavily on the wedthier members of the community.
Tha point had been very srongly urged by the Secretary of State Precisdy the same
objection gpplies to the suggestion of a sdes tax, which in addition | should expect to be
peculiarly susceptible of evason and particularly expensive to collect Snce it would involve
detailed scrutiny of the accounts of dl businesses induding those innumerable smdl shops
whose profits would be too low to bring them within the purview of an Income Tax
department.

Proposds which have more to commend them in the way of smplicity are for further
increases in the duty on liguor, petrol and tobacco. As regards liquor and petrol the main
objection to any such increese is that there is a point a which increased duty leads to
diminished consumption, and it is probable that we could not get a very much larger gross
revenue from these duties than we expect to get as they now sand. The same gpplies in
princpleto tobacco, and thereisthe additiona objection thet that duty isinthemain
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pad by the poorer dass of the community. In any case it is quite certain that any additiond
revenue that can be got from these duties would be very much smdler than the amount
expected from incometax.

The honourable and learned member Sr Henry Pollock has suggested inter diaatax on
dividends of Hong Kong companies. | would submit three criticiams. Frg, isit equitable to
tax the limited liability company and not the partnership, to tax cgpitd invested in locd
companies and not capita invested in companies registered dsawhere? Second, what is to
prevent such companies trandferring their registration to Shangha and paying ther dividends
there even if the profits are earned in Hong Kong? Third, and mogt important, it is one of the
vaid objectionsto incometax asawar tax that apart of the yidd will be paid onincomeliable
to United Kingdom incometax and will be recovered by the payers from the United Kingdom
Exchequer; nearly dl that income conagts of dividends on Hong Kong shares, o that avery
high proportion of our recapts from such alevy, probably 50%, would be drawn from the
pockets of HisMagesty's Government.

Fndly, the smplest, and to many people the mog atractive, method isto put it on the
raes Tha is catanly adminigraively precticable and the primary objection to it is on
grounds of equity. It issuggested by many peoplethat the addition to the rates would be borne
by the property owner. | confessthat it seems to me unfair that he should be expected to pay
the whole sum required, while recipients of large incomes from other sources are to be
dlowed to escape scot-free, and a the same time it seems to be far more likdly to prevent
further investment of cgpitd inthe Colony; if it redly isthe case that the property owner would
pay. Infact, however, | bdievetha alarge part of such anincreasein rateswould be passed on
to the occupier, i.e. once more in the main to the poorest dass of the community. Moreover
any increase in the cogt of living accommodation will merdly help to perpetuate the dreadful
conditionsof overcrowding whichwedl deplore.

The generd objection to dl these dternativesisthat none of them gpproachesan income
tax in the extent to which it can be adjusted to the cgpadity to pay of the individud, and,
thereforein farness of the digtribution of the necessary burden of taxation. In thet connection |
uggest that there is something unfair in the criticdisms of imperfection which are leveled
agand the suggested income tax. Because income tax professedly atempts to adjugt the
burden fairly in away that no other tax pretendsto do it is hotly criticised because it does not
reach 100% fairness. | have dreedy suggested that nobody thinks of demanding the abalition
of other taxes because they are not free from evason, and nobody thinks of abolishing the
rates because the assessments do not correspond exactly with the periodicd fluctuationsin the
actud rentsof properties, but for incometax other sandardsare gpplied and it ispracticaly
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suggested thet unless we can guarantee 100% effidency it will be grosdy inequitable even to
atempt that fair digribution of the burden which is rightly daimed for it. If we are to choose
between one kind of tax and another | would ask that we should not make the choice on
grounds merdly of convenience of adminigration. It is of very red importance that any tax of
the magnitude we are discussing should be levied not merdy conveniently but equitably, and
should be placed on the shoulders best ableto beer it. | bdieve that no member of this Council
will venture to deny that income tax is best fitted to secure an equitable didribution of the
burden, and | think it would be discreditable to us dl if we were to fdter in the attempt to
secure that ided of judice and equity because of minor difficulties and expenses of
adminigration. | would like to dose by pointing that sentiment with a persond example. It 0
happensthat none of the dternatives which have been suggested here or dsewherewould cal
for any gpprediable sacrifice on my own part; only an incometax will redly hit me. The same
must be true of many othersin the higher income groups. Certainly | could not fed content if
dternative taxation were adopted which merdly diverted my share of the burden to othersless
ableto bear it. (Applause).

HON. MR. S. H. DODWEL L.—Your Excdlency—Though the Budget before usto-day
isaheavy one conddering the world Stuation, the explanations given to the Sdect Committee
have stisfied me that it would be fdse economy not to procesd with the Public Works
Extreordinary programme, unless our revenue shows Sgns of a serious dedine. Should this
occur, the contingency is satisfactorily covered by the assurance we have received that certain
of theseworkswill not be commenced without further reference to the Finance Committee.

At the same time, it is impossble not to be darmed a the ever-increesng cogt of
Government, which in my view must continue to increase unless thereis aradicd change in
the prindpleslaid down for conducting the Colonid sarvice. A system which rendersit dmost
impossible to dismiss an unsatisfactory servant, and which adheres tenacioudy to the practice
of promotion by seniority, is bad enough, but when to thisis added the inequdity of the terms
of sarvicein the different Colonies, which renders mogt difficult the very desirable trandfer of
gdf from one Colony to another, the Government in my judgment is saddied with three
disahilitieswhich would speedily ruin any ordinary business concemn.

As Your Excdlency is possbly awvare, | have protesed before now in this Counal
agang the Government's policy of purchasing practicaly al ther supplies through the Crown
Agentsfor the Colonies, and very little through the loca merchantswho carry on the Colony's
trade. The Government'sreply is that the purchase of dl Colonid suppliesthrough one centrd
organizaion is an economic and busnesdike procedure, and one which is adopted by dl
busness concerns with branches aoroad. In many respects | agree tha this answer is
unanswerable, and | am quite prepared to withdraw my oppogtion to
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the palicy, if only the Government would be busnedike in dl directions. Some radicd
change in regard to the three disabilities | have mentioned seems essantid, and would so
increase the effidency of the whole sarvice that subgtantia reductions in s&ff and overhead
would result.

With regard to this much vexed quedtion of Income Tax, | have ligened with great
interest to my Unofficid colleagues remarks, and to the very abdle reply of the Honourable
Fnancid Secretary who, in spite of the disgbilities surrounding the trandfer of g&ff that | have
just dluded to, has in some miraculous way arived here, and if | may say 0, is most
effidently carrying out the duties of anew broom. Heisnow quite rightly bent upon siweeping
up part of our hard-earned incomes in order to devote them to the prasecution of the greatest
of dl causes but he proposes to use atype of broom that some of us don't condder suited to
theinterests of the Colony.

Asone of the busnessmen origindly consulted with regard to the imposition of Income
Tax, | would say a once that my opposgtion to it did not arise until | later discovered the
serious objections on the pat of the Chinese community, who represent such a large
proportion of our population. | was aso alittle mided by the fact that my Honourable friend,
Mr. M. K. Lo, Sgned the Tax Commission's report, which, in spite of its qudifying remarks
about Income Tax, | should hardly have expected him to do in face of the very decided views
he now expresses.

| am a one with the Finandd Secrelary in repudiating the idea tha the Colony's trade
has suffered during the last two years. It has been quite anormaly prosperous, but is now
showing very digtinct Sgns of dwindling. During the last war, Hongkong's trade benefited
rather than the reverse, but to-day thereis o much Government control of imports and exports
and exchange, not as much here asin other parts of the world, and so much uncertainty about
the effects of the Sino-Jgpanese conflict, thet it isimpossible to form a religble opinion about
the future. In these drcumstances | fed that it is an unpropitious moment to embark upon a
doubtful experiment.

TheFHnandd Secretary has dluded to the success which has atended the impodtion of
Income Tax in other places, and particularly mentioned the Dutch Eagt Indies, where the
Chinese are gpparently paying up without demur. His reference to burglars reminds me of the
well-known incident that occurred not so many years ago, of the wedlthy Chinese merchant in
Javawho for years had been getting avay with a return of 10,000 guilders a year, when his
income was probably in the region of a million. The tax collection depatment & lagt in
desperdtion raded his office and saized dl his books. He promptly engaged an adept burglar,
who gole the books from the callector's office and burnt them. He then sued the Government
for theloss of the books and obtained damages. Thet, however, may beanisolaied case, andin
the event of Income Tax being introduced, | hope my honourable friend will not haveto resort
to such dradtic measures.
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| would like now to contradict the impresson which seems to be drculating in the
Colony that the Committee of the Chamber of Commerce, of which | am one, was neither in
favour of meking any contribution to the Imperid War Chegt, nor of paying Income Tax
themsdves Nothing could be further from the truth. The Committee was unanmoudy in
favour of a subgtantid contribution, their share of which they have no desire nor intention to
evade. Only two condderations weigh with the Committee: firdly, will the introduction of
Income Tax drive Chineseindudtrid enterprise and capitd away from the Colony and prevent
fresh capitd and indudtries coming to it, and secondly, will not the organization for collecting it
provetoo codtly?

The Committegs answer to both these questions was in the affirmative. We atached
little importance to the danger of indudtrid enterprise being driven away from the Colony, for
the Sngle reason that mogt of it derives congderable benfit from Imperid Preference, but we
cameto the unanimous concluson thet the risk of aflight of cgpitd wasavery red onewhich
should not be taken if our war contribution could be collected in some other way. In our
postion as agtorage, digtributing, and financing centre, with no minerd or agriculturd wedth
to spesk of, we are on an entirdly different footing to Ceylon and other Crown Colonieswhich
have introduced Income Tax. Our trade is very largdly dependent upon chegp money. In my
own experienceit has suffered very serioudy on many occas onsbefore from flights of capitd,
when interest rates have risen to 7% and 8% and serioudy affected dl indugtry and trade. In
the light of the strenuous oppogition of our Chinese colleagues who fear thet it will have this
effect, | persondly fed that it might be adangerous experiment.

This may seem drange advice from one whase Company is regidered & Home, pays
Home Income Tax and Excess Prafits Tax, and on this account was a a serious dissdvantage
during the lagt war. Neverthdess it is my consdered opinion unless we can get over the
Chinese objections. | recognize that none of us should rightly pass find judgment upon the
subject until the Bill is before us and we know its terms. The Committee now sSitting may
succeed in devigng some method of miaking it less objectionable to our friends. Under ther
terms of reference it is difficult to see how this can be achieved, but if it can, then the main
objection | haveto Income Tax will disgppear.

Thereis another point which needs serious consderation before setting up an expensive
collection department, which, if it isto do itswork thoroughly | fear will dmogt cartainly cost
more than the four lakhs mentioned by the Hon. Fnandd Secretary. | doubt if the
Government redly gpprediaes how large a proportion of the tax, if gpplied throughout the
Colony, would have to be refunded by the Home Government. | estimate that Six large British
concerns, gpart from the purdy locd limited companies, would contribute avery
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subgtantia proportion of the tax collected from European British companies, and the grest
mgority of their shareholdersarein the United Kingdom.

Fndly, Sir, | redise only too well that opposition to Income Tax a the present moment
sounds extremey unpatriotic, no doubt paticulaly so to my Honourable friend the Acting
Generd Officer Commanding, and the Services generdly, who pay their 7/6d.

So far asthe European Britonsin the Colony are concerned, | am confident thet they are
fully prepared to accept their responghility in this matter and that al would gladly make their
contribution through the medium of an Income Tax, provided that reasonable dlowances are
made, and that the tax is for the duration of the war. From wha my Chinese colleagues have
sad, itisdearly not the payment of the contribution to which they object, but to the method of
its collection. Concelvably, of course the danger of a flight of cgpitd may prove an
exaggeraed bogey. We undoubtedly have a magnificent harbour and many atractions and
fadilities to counteract the impaosition of the tax, but from my thirty years experience of how
little it takes to upsat the delicate economic equilibrium of this Colony, | am convinced that
there is a grave dement of risk, and thet in view of the difficulties of trading we are likdy to
have to contend with, it is one we should not take unless the Committee now in sesson can
makethe Bill pdatableto the Chinese community. (Applause).

HON. MR. LEO DALMADA E CASTRO, INR—Your Excdlency, —In view of
present circumstances | do not propose to criticise the Colony's ordinary budget insofar as its
public works expenditure is concarned, because a a time like this when, as | beieve,
economy should be the watchword, whatever disgopointment one may fed over the
programme of public works must be borne in slence. But for the same reason | would be
falinginmy duty were| to pass over the figures connected with adminigtration costs

More than one Unofficdd member has in past years cdled these figures asronomicd,
and the epithet is more gt to-day than ever. One redises that with agrowing Colony must of
necessty come a certain increese in the personnd of adminigration and consequently in its
cod. The objection lies not to this but rather to the fact that in recruiting its officers,
Government does not give the Hong Kong man the chance he deserves. | had occasion last
year to complain that loca men were not employed in the sarvice as much as they should be.
If reform in that direction was desirable then, its need to-day is more evident than ever, on the
soore both of fairness to the community and of kegping down expense. Government might
well condder dso the payment on adollar basis of those of itsjunior officerswho are engaged
locdly and who, while on probetion, are paid in dallars. In ther case there is no judtification
for an automatic trandfer to serling when they have proved stisfactory. Conditions
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aresuch dl over the world to-day, and the amenities of lifein Hong Kong are so much greater
than they were say thirty years ago, that such apolicy would not result, as might be feared, in
discouraging the right type of young man from joining. | am confident that on thismuch more
economica bad's, which would mean asaving both in actud pay and in passages, there would
dill be eager seekers after pogts from the ranks of those who have spent their youth here and
arethe product of our locd schodls.

So much for our ordinary Budget. On the subject of the War Budget | am, likethe rest of
my unofficd colleagues, strongly opposad to the proposed taxaion of incomes for reasons
which | shdl give |ater. Before doing o, however, let me make it dear that, asin the case of
my colleagues, my objections do not arise from sdf-interest. Nor are they voiced on behdf of
the Portuguese community. From the personad standpoint, indeed, few meesures could be
more welcome— it is obvious that the legd professon stands to gain consderadly from its
introduction, lawyers probably coming next after chartered accountants as persons whose
assgance mugt of necessity invoked by the taxpayer, whether he be willing or loth to pay.
Were | actuated by sdfishness, therefore, | would urge its immediate adoption. As for my
community, S0 far as | can judge from a prdiminary examingtion of the dreft hill, the scde
uponwhich it is propased to base the tax, together with the numerous dlowances, ensuresthat
few will be hard hit, gpart dtogether from the fact that we desire, as does everyone who has
enjoyed the protection of the English flag and the privileges of living within the Empire, to
help asmuch aswe caninthisWar.

The novd arangement of the interpostion of the Honourable the Finandd Secretary's
gpeech between those of Unofficids and with it hisinvitation for argoinder cal for areply to
his arguments by thosefallowing him. Someof hisremarks makeit deer thet heis enamoured
of the measure. He talks about the beauties of the tax. We on our part regard it as his ugly
duckling and, if 1 may be permitted to mix my smiles, metaphors and proverbs rather
thoroughly, we think it is not only an ugly duckling but avicous one which may well attack
and injure the Hon. Mr. M. K. Lo's goose that lays the golden eggs. The points made by the
Hnandd Secretary are numerous, and to ded with each of them would necessitate moretime
than the crcumgances dlow of. But it must not be supposad that, because | do not reply to
them, | accept his arguments. | think it would be better to confine mysdf to my man
objectionsto thetax.

| object to this proposad tax, Sir, for three reasons. The fird is the attendant danger,
dready mentioned, of the flight of capital from this Colony. While not convinced that thisis
theinevitable result of incometax, | am neverthdess cartain that it is adanger wel within the
bounds of possihility, and once thisis admitted, and it cannot be denied, then there can be no
question but that a measure involving thisrisk is one that should be resorted to only when dll
other means of railsng money have been tried and found wanting.



HONG KONG LEGISLATIVE COUNCIL. 195

Tha this is far from the case is obvious from the numerous dterndives suggested to
Government by representative and respongible bodies in this Colony, by the press and by
individuds sufficiently darmed a the prospect to have filled the correspondence columns of
more than one loca paper during the lagt few weeks. It must be remembered, as has been
mentioned more than once since this tax was firs mooted, thet it is not being imposed on a
colony enjoying aperiod of norma commercid prosperity. The "prosperity”, if so it may be
cdled, of thelast two years or S0, has been atificdly brought about, and no onewould careto
predict its continuance for any length of time. Our outlook is, a best, uncertain, and the most
confirmed optimigt cannot pretend that the present Sate of Far Eagtern affairs does not give
rise to sarious misgivings in our part. Government in these drcumstances must do nothing
fromwhich may arisearisk to the Colony'sfuture.

| have two other, and these perhgps secondary, objectionsto incometax. One of themiis
the strong probakility thet in a mixed population such as ours, it will be found impossble to
adminigter it equitably, so that while some will bear the full burden of it, others, and they are
the vast mgority, are s0 placed asto bein apogtion eadly to escgpeit. And thereis no reason
to suppose that they will not avail themsdves of this escape. My third objection is the
necessity for the cregtion of anew adminidrative department, not only because of the cost but
because of its inevitable liability to bribery and corruption. | have in the pagt criticdised the
Police and Revenue Depatments in regard to this. Prosecutions of members of the
depatments show tha | am judified in my critidsms. An Income Tax Department, once
created, will quickly earn for itsdf an unenviable reputation for the samefailing.

Thesein brief, Sir, are my objections to this proposed tax, and | have voiced them with
the less hestation because in doing so | am echoing the opinions of business men, men with
years of experiencein the commerce of this Colony, men who have come into more frequent
and doser contact with the Chinese business community than any member of Government
has come or can hope to come. Above dl, S, | am convinced that in vating againd this
measure | am doing right by our Colony because the Chinese members of this Coundil, who
represent a community without which we could not hope to exigt, have expressed themsdlves
grongly againd it. When amessure of thiskind, and of such vita importance to Hong Kong,
meets with oppostion from so large and important a section of its population, when that
oppaosition is basad, asin this case, not on any unwillingness to contribute towards the cogt of
the war, but on reasons sncerdy advanced, when there are available dternative methods of
taxation, less expengve and probably more speedy of yidd, then, Sir, prudence surdy
counsdlsits abandonment.

We are told, Sr, and we like to bdieve, that this is a war to make the world sfe for
democracy. If Government, by use of its officid mgority were to impase upon this Colony a
form of taxaion



196 HONG KONG LEGISLATIVE COUNCIL.

agang which the representatives of the people, if | may so cdl the unofficids, have expressed
themsdves 30 srongly and so unequivocaly, it would be asad commentary indeed on rule by
the people. (Applause).

H.E. THE GOVERNOR.—Before cdling upon other Unofficid Members to oeek, |
would like to make it quite clear that there is no question of calling upon the officid mgority
to support ameasure which would extract from this Colony agift to the Imperia Governmert.

HON. MR A. L. SHIELDS—Your Excdlency,—! have no comments to make on any
of theitemsin the Estimates now before us but would express some concern thet the estimated
Revenueto meat the Expenditureis basad on returnsfor the current year and in anticipation of
these figuresbeing maintained.

Whilel am in no way despondent about the ultimate future of the Colony | must voice
the views hdd by the Generd Commiittee of the Chamber of Commerce that future Revenue
may be serioudy affected by the continuance of the dosure of Chinese ports, the advent of the
War which with possble trade redtrictions for the consarvaion of currency, Government
interference with the free movement of trade by the use of import and export permits, the
soppage of trade with Germany and the reduction of Steamship pace available a much
higher freight rates

The burden of expenditure for cost of Government il grows like the "green Bay tree”
Pensons and Emoluments are increesing, we have to provide for large sums for socid
savices, Defence etc. and necessary Public Works have to be postponed in spite of our
inflated revenue due to unusud conditions which even the mogt optimitic can hardly expect
to continuewithout aseriousdip inthe curve,

The Unofficid Members of this Council we come the assurances given by Government
that anumber of the schemesfor which prdiminary grants have been madewill be reduced or
defarred if Revenue showssgns of decreasing.

Itistruethereisdwaysthe taxpayer to fal back upon and you, Sir, gated in your speech
on the 12th of October that this Colony islightly taxed. Any taxation which can beavoided is
an unnecessary burden on the Community. The taxpayers cgpacity to pay isnot unlimited and
in aserious depresson such aswe have seen periodicaly, heavy taxation will tend to makethe
taxpayer fold histent and imitate the proverbid Arab. It will certainly keep out new capitd and
new indugtry, and avicious cirdle on the downward track may well cause future Governments
much heart burning and anxiety.

When China reopens to normd trade much of the money now here may seek
invesment and bus ness opportunity €sewhere. Theimproving fadilitiesin neighbouring ports
and the possble provisonin
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these portsof duty free zoneswill bein direct competition with Hong Kong.

It may be sad that Hong Kong will dways be dtractive on account of the security
offered but | believe the old order in Chinalis over. The new China will be run by Officas
whose increasing patriotism will oblige them to do the best they can for thar own people.
With merchants who are second to none in business acumen and finanders and bankers who
are becoming more experienced in the handling of ther country's affairs, outsde traders will
havetolook totheir laurds.

Hong Kong's phenomend growth was due to the influx of Chinese dtracted by the
chegp fadilities of our free port, low taxation and security.

Let usbeware lest we find oursdves with little to offer but security. Let uslook over our
gock in trede and see what ese we have to offer; the answer is Sarvice but it must be & a
competitive price. Low taxation with its corallary, low cost of living should be theam of this
and future Governments

| make these generd remarks, Sir, as some of my Unofficid Colleagues are deding with
specificitemsin the Budget.

I have nothing further to say on the War Budget as it has dready been fully covered by
the Hon. Mr. Dodwel and my other Unofficda colleagues, except to remark that the
interjection of the Finandd Secretary’s speech in the middle of the Debaeis rather upsetting,
and | hope time will be given to make argoinder. It isimpossible to do so now, but | hope
therewill be achancelater on to ded with the Anandd Secretary's Satement. (Applause).

ADJOURNMENT.

H.E. THE GOVERNOR—The time is now five odock and obvioudy we cannot get
through al the business before usto-day. As | have dready explained to the Coundil, | have,
unfortunately, an engagement which | should be very sorry not to atend. It isto review the
Police Resarves. | will, therefore, adjourn the meeting until Monday next.

Beforel do so, | should like to answer the point raised by Mr. Shidds asto argoinder to
what the Fnandd Secretary has said. Of course | cannot bregk the rules of debate which are
lad down here and which do not dlow a member to Soeek twice on a subject, but there are
dill unofficdd members who have not poken and who will have the opportunity of making
the rgoinder. The practice of dlowing members to know something about the Government's
case before they make up their minds about it is not one that should be condemned. Thisisthe
only Legidative Coundil in the Empire, so far as | know, in which it would be gpart from
ordinary procedurefor an officid
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member to intervenein the debae in order to answer criticiam of the Government's proposas.
Thus it may eventuate that members finish spesking before they have a true conception of
Government'scese.

| think it isonly far to unofficd membersthat a acertain Sage of the proceedings, after
somekind of case has been made againg a Government mation, a Government officia should
dand up and date the other Sde. It does give unoffica members an opportunity for the
rgoinder which Mr. Shiddsrightly desiresto be given.

| should liketo see this procedure adopted by this Coundil asisdonein other Legidative
Coundlsin the Empire (of which | can say | have agood knowledge) so thet a debate should
befarly freeand —to put it rether tritd y—members should know what they aretalking about.
| wish to emphagsethat | do not say thiswith any intention of being rude my pointisthat itis
desrable that the Government case should be dearly put before members so that they know
what they are opposng—if they are opposing. | shdl, therefore, continue on every occason,
where | consder it hdpful to the Coundil, to cdl a some stage, upon a Government officid to
reply to the criticiamsthat have been raised. | trust dl members will agreethet thisistheright
way totregt adebae.

Coundll stands adjourned until Monday next at 2.30 p.m.




