LC Paper No. CB(1)2249/05-06(01)

By fax: 2527 5571

CBI1/PL/FA
2869 9498
2869 6794

24 July 2006

Mr K C KWOK, BBS, JP

Government Economist

Economic Analysis and Business Facilitation Unit
Financial Secretary’s Office

9/F, West Wing

Central Government Offices

11 Ice House Street

Hong Kong

Dear Mr KWOK,

Panel on Financial Affairs
Follow-up to the meeting on 5 June 2006

Information about high-income households

Thank you for your reply of 19 June 2006.

At the request of Hon Emily LAU and with the concurrence of Hon Bernard
CHAN, Chairman of the Panel, I write to invite the Administration to provide further
information on the above subject.

Hon Emily LAU notes from your reply that the General Household Survey
(GHS) regularly conducted by the Census and Statistics Department does not and
cannot cater for the collection of information regarding households with the highest
income. In this connection, she also notes the following information:

(a)

(b)

(©)

In the Quarterly Report on GHS (January to March 2006) (Appendix
I), information on “Monthly household income” is categorized in
various ranges with the highest one being “HK$>50,000";

In the presentation material for the Panel meeting on 5 June 2006
(Appendix Il), information on “Monthly household income” is
categorized in various ranges with the highest one being
“HK$>80,000; and

In the Consultation Document on “Broadening the Tax Base, Ensuring
our Future Prosperity: What’s the Best Option for Hong Kong?”
provided for the special Panel meeting on 18 July 2006 (Appendix I11),
“High-income household” is defined as belonging to the highest 20%
of household income group.



Judging from the above information, it appears that the Administration has
collected data which enables it to categorize household income into at least five
groups. Reference to the practices in the United Kingdom (UK) (Appendix 1V) and
the United States (US) (Appendix V) indicate that analyses are made by comparing
information on different household groups categorized according to their income level.
In this connection, the Administration is invited to take the following actions:

(a) On the Quarterly Report on GHS, please elaborate on the data item on
“Household income in the last month” in the survey questionnaire, in
particular, whether several income ranges are provided for the
households to select and if so, the highest range provided and the
rationale for setting the highest range at such level; if not, how the
information collected is categorized into various ranges;

(b) On the Consultation Document on “Broadening the Tax Base, Ensuring
our Future Prosperity: What’s the Best Option for Hong Kong?”, please
elaborate on the income level of the “high-income household”, i.e. the
highest 20% of household income group, and how the information is
collected; and

() In connection with items (a) and (b) above, please make reference to
the practices in the UK and the US, and consider how information
about the top level of household income could be collected in Hong
Kong.

I should be grateful if the Administration would let me have its written
response (in both Chinese and English) on or before 30 September 2006. Please
forward the softcopy of the written response to Ms May LEUNG at
mleung@legco.gov.hk.

Please note that unless your Office raises objection, the written response will
be made available to the media and public and placed in the Library of the Legislative
Council. It will also be available on the Web Site of the Council on the Internet.

Yours sincerely,

(Ms Rosalind MA)
for Clerk to Panel

Encl.

c.c. Hon Bernard CHAN, GBS, JP (Chairman)
Hon Emily LAU, JP
Ms Vivian SUM, AA/FS  (Fax: 2840 0569)
Mrs Avia LAI, AA/SFST (Fax: 2537 1736)
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Table 12D Domestic households by monthly household income
20050 2005 2006 2006
B—= FENE F—F B—%
EFEEALE (&7) Ql Q4 Q1 Q1
Monthly household ME Hakt ¥E Bt BE BS BE 54k
income (HK$) No. % No. % No. % No. %%
, 000) (000) ('000) C000)
< 4,000 189.8 8.4 182.9 8.0 178.8 1.8 178.9 7.8
4,000 - 5,999 149.1 6.5 1442 6.3 140.1 6.1 140.6 6.1
6,000 - 7,999 168.8 7.5 166.8 73 153.2 6.7 1573 69
8,000 - 9,999 160.1 75 1802 78 1673 73 1738 16
10,000 - 14,999 370.0 16.3 381.6 16.6 357.5 15.6 376.0 16.4 -
15,000 - 19,999 2643 11.7 298.6 13.0 270.8 11.8 286.3 12.5
20,000 - 24,999 2184 9.6 2283 5.9 2264 9.9 2345 10.2
25,000 - 29,959 152.6 6.7 167.4 7.3 163.5 7.1 168.1 7.3
30,000 - 39,999 208.8 92 2109 9.2 2205 9.6 216.3 9.4
40,000 - 49,999 116.0 51 114.7 50 129.6 5.7 118.0 5.1
: > 50,000 TN 2584 114 228 97 2841 124 2420 106
HE=t 22652 1000 22985 1000 22920 1000 22920 100.0
Total
E i (HETT) 16,000 16,000 17,100 16,500
Median (HKS)
EERE - (1) WOAUISR/EETEM W -
- (2) AT RIEREEL /i -
: ‘L Notes: (1) Eamings include Chinese New Year bonus/double pay,
i : (2) Eamings exchide Chinese New Year bonus/double pay.
y
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2. Survey Questionnaire

2.1 The questormaire is designed to collect:

detailed information on labour force characteristics.

The concepts and definitions used in measuring.

employment, unemployment ang
follow closely the
of the International

Iabour force,
underemployment
recommendations
Organization (ILO).

22 Data iterns included in the questionnaire are:
Household information

Type of quarters

Number of households in the quarters
Type of household , '
Type of accommodation

Tenure of accommodation

Monthly household rent (including rates
and Government rent)

Numnber of members in the household
Household income in the last month

S N

~

\A/ 8.
Personal information

9. Relationship to head of househol

16. Age '

1. Sex

12. Manital status

13. Educational attainment

14. Economic activity status during the seven
days before enumeration _

15. Nonemployment income in the last
mwonth :

Employment-related information

Emplayed persons :

16. Industry

17. Occupation

18. Number of hours worked during the
seven days before enumeration

19. Employment carnings in the last month

20. Usual place of work

21. Duration of employment in cument
establishment (for employees only)

-D4.
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Household income rising along with economic recovery
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Broadening the Tax Base
Ensuring our Future Prosperity
What's the Best Option for Hong Kong?

Consultation Document

July 2006

Financial Services and the Treasury Bureau
The Government of the Hong Kong Special Administrative Region




GST Impacts, Tax Relief And Other Compensation Measures

Example 2 Middle-income household™

Monthly expenditure, which is $15,540 | Increase in | Price effect
made up of : percentage | due to GST
Food $4,760 4.4% $209
Housing $4,340 0.6% $26
Electricity, Gas & Water $640 5.0% $32
Liquor & Tobacco $170 3.6% $6
Clothing & Footwear $640 4.8% $31
Durable Goods $710 4.9% $35
Miscellaneous Goods $770 4.9% $38
Transport $1,270 3.7% $47
Miscellaneous Services $2,230 3.7% $83
Increased cost of living due to GST (monthly) + $507
Increased cost of living due to GST (annually) + $6,084
Example 3 @income household" \
N
Monthly expendlture, which is | $37,750 | Increase in | Price effect
made up of : percentage | due to GST
Food $7,490 4.4% $330
Housing $12,660 0.7% $89
Electricity, Gas & Water $900 5.0% $45
Liquor & Tobacco $120 21% $3
Clothing & Footwear $1,830 4.8% $88
Durable Goods $2,000 4.9% $98
Miscellaneous Goods $1,710 4.9% $84
Transport $4,230 2.8% $118
Miscellaneous Services $6,820 2.9% $198
Increased cost of living due to GST (monthly) + $1,053
Increased cost of living due to GST (annually) + $12,636

*? Relonging to the third 20% category as listed at Appendix C.
* Belonging to the highest 20% category as listed at Appendix C.
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Projected Short-term GST Impact on Household Expenditure
assuming a GST rate of 5% is levied

Short-term GST Impact by Major Expenditure Category

Household Electricity, Liquor & Clothing & Miscellaneous Miscellaneous
income group Food Housing Gas & water tobacco footwear Durable goods goods Transport services TOTAL
CSSA 4.5% 0.3% * 5.0% 4.1% 4.8% 4.9% 4.9% 4.3% 4.2% 3.5%
Lowest 20% 4.5% 0.5% # 5.0% 1.8% 4.8% 4.9% 4.9% 4.0% 4.2% 3.3%
Second 20% 4,4% 0.7% # 5.0% 3.6% 4.8% 4.9% 4.9% 3.6% 3.9% 3.3%
Third 20% 4.4% 0.6% # 5.0% 3.6% 4.8% 4.9% 4.9% 3.7% 3.7% 3.3%
|: Fourth 20% 4.4% 0.7% # 5.0% 3.2% 4.8% 4.9% 4.9% 3.4% 34% 3%

Highest 20% 4.4% 0.7% # 5.0% 2.1% 4.8% 4.9% 4.9% 2.8% 2.9% 2.8%

4.4% 0.7% 5.0% 3.4% 4.8% 4.9% 4.9% 3.2% 3.4% 3.1%

Household expenditures on most items under ‘Housing’ are covered by special grants of CSSA.

#  The short-term impact on housing services refers to the price increase in management fee and maintenance fee after the introduction of GST.

0 xipuaddy
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The effects of taxes and
benefits on household

iIncome, 2004/05

Francis Jones
Office for National Statistics

This analysis examines how
taxes and benefits redistribute
income between various groups
of households in the United
Kingdom. It shows where
different types of households
and individuals are in the
income distribution and looks
at the changing levels of income
inequality over time. The analysis
is published annually. Table 1 at
the end of the summary section
provides a full list of tables and
figures.

Redistribution through taxes and benefits

Government intervention, by means of taxes and benefits, alters the incomes of
households. In general, households in the top half of the income distribution

Pay more in taxes than they receive in benefits while the reverse is true for those

in the lower half. Taxes and benefits therefore tend to reduce the differences
between households’ incomes. As shown in Table 4 for 2004/05, before government
intervention, the top fifth of households have an average of around £66,300 per year

in original income {that is from sources such as earnings, occupational pensions

and investrments). This is around 16 times as great as the figure of around £4,300
for the bottom fifth. After taking account of taxes and benefits, the ratio for final
income is greatly reduced to four to one. The effect of the difference between
original income and final income for 2004/05, broken down by quintiles, is also
shown graphically in Figure 1.

Cash benefits play the largest part in reducing inequality. The majority of these

go to households in the lower part of the distribution, with the poorest two fifths
receiving 59 per cent of the total. As shown in Table 4, these households typically
receive an average £6,300 from cash benefirs, representing around 60 per cent

of gross income for the bottom quintile group and 36 per cent for the second
quintile, These proportions are even higher for retired households in this part

of the distribution (see Table 12). The majority of cash benefits for non-retired
households come from non-contributory benefits and, for retired households, from
contributery benefits, particularly the state pension. Figure 2 shows gross income
broken down into original income and cash benefits by the quintile distribution for
equivalised disposable income.

Figure 1

Original income and Final income by quintile

groups for ALL households, 2004/05

Average income per household (£ per year)

70,000

BB oOriginal income
50,000

Final income
50,000
40,000 -
30,000

20,000

10,000

0 -

Bottom 2nd 3rd 4th Top Overall
’ Gutntile groups
Cffice for National Statistics
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The effects of taxes and benefits on household income, 2004/05

Fioure 2
Gross income by quintile groups for ALL
households, 2004/05
Average income per household (£ per year)
80,000

Cash benefits
70,000 -

Original income

£0,000 - L 9
50,000

40,000 4

30,000+

20,0004

10,000

o4
Overall

2nd 3rd 4th
Quintile groups

8ottom Top
Direct taxes, except for Council tax and Northern reland
rates, are progressive — they take a larger proportion of
income from those higher up the income distribution because
tax is not paid on the first tranche of income and higher

rates of tax are paid on higher incomes. Therefore, they also
contribute to a reduction in inequality although not to the
same extent as cash benefits. The proportion of gross income
paid in direct tax (Table 3} by the top fifih of households is

25 per cent compared with 10 per cent for the bottom fifth.
For Council tax in Great Britain and domestic rates in
Northern Ireland, the top quintile group pays the largest
absolute amount (Table 14A). On the other hand, when
expressed as a proportion of gross income (Table 3), the
impact of Council tax in Great Britain and domestic rates

in Northern Ireland is higher in the lower half of the
distribution.

Indirect taxes have the opposite effect to direct taxes taking a
higher proportion of income from those with lower incomes,
that is, they are regressive. On average, higher income
households channel a relatively high proportion of their
income into savings and mortgage payments. These do not
attract indirect taxes. In addition, the recorded expenditure of
some lower income households is higher than their recorded
current incomes. This implies that some expenditure is being
funded through saving, borrowing, or other sources, and
means that payments of indirect tax will be relatively larger
as a proportion of gross income. However, the top fifth of
households still pay more indirect tax in absolute terms than
other households, sec Table 14A.

Households also receive benefits in kind from services
provided free or at subsidised prices by government, such as
health and education. The amount received falls gradually as
Income increases indicating that these benefiis alsolead to a
reduction in inequality.

Office for National Statistics

Characteristics across the income distribution

As described in more detail later, households are ranked by
their equivalised disposable income, which the analysis uses
as a proxy for their standard of living. Equivalisation is a
standard methodology that takes into account the size and
composition of households and adjusts their incomes to
recognise differing demands on resources. As a result, larger
households will be lower down the income distribution than
smaller households with the same absolute income.

Some household types are more likely to be in higher

income groups, while others tend to appear in the lower
groups (Tables 4, 15 and 15A}. Single person households are
slightly more likely to be in the higher income groups, while
households consisting of two adults with no children, are very
clearly concentrated in the higher groups.

Heuseholds containing two adults with children tend to be
not quite as high up the equivalised income distribution as
those with no children. Those with one child tend to have
slightly higher incomes than those with two children, while
those with three or more children are more likely to be in the
bottom half of the distribution.

Households which consist of only one adult with children are
much more concentrated in the lower income groups. Retired
households are also concentrated in the bottom half of the
income distribution.

Adults and children are not spread evenly throughout the
income distribution. For example, there are more children
in househelds in the lower half of the distribution. Among
adults, women appear fairly evenly spread across income
groups but there are more men in households in the higher
groups than in the lower groups.

Trends in income ineguality

All the estimates presented in this analysis are based on
sarnple surveys, and as such are subject to sampling error. In
particular this needs to be borne in mind when Iooking at
year-to-year changes. However, by locking at data over several
years it 1s possible to discern underlying trends. Since 2001/02
the underlying trend in inequality of disposable income
appears to have been a gradual reduction in the extent of
inequality.

As shown 1n Figure 5 and Table 27, ineguality of disposable
income increased rapidly in the second half of the 1980s,
reaching a peak in 1990. After 1990 the trend was downwards,
although inequality did not return to the levels seen before
the increase of the late 1980s. After 1995/96 inequality began
to rise again reaching a peak in 2001/02 — actually at a level
very similar to that seen in 1990. Since 2001/02 inequality has
started to decline again.

Changes in the income distribution over time have been the
focus of much study. This article includes some discussion of
work which has attempted to identify the factors behind these
changes in the level of inequality.



The effects of taxes and benefits on household income, 2004/05

labie 14A Lappencix 1)

Average incomes, taxes and benefits by quintile groups of ALL households, 2004/0%

Quintile groups of all households ranked by equivalised disposable income b All
ouse-
Bottom 2nd 3rd 4th / ﬁ holds
Average per household (£ per year) u
Quintile points (equivalised £) 12 530 16 948 22287 30832
Number of households in the population ('000s) 43886 4885 4887 4884 4890 2443
Original income
Wages and salaries 2713 8085 16 726 27 B45 50 B41 21242
Imputed income from benefits in kind 4 23 154 366 1139 337
Self-employment income 427 903 1621 2392 8131 2695
Occupational pensions, annuities 629 1722 2381 2742 3309 211
Investment income 240 283 459 831 2479 858
Other income 194 180 233 287 434 266
Total 4277 11196 21575 34 464 66 332 27569
Direct benefits in cash
Contributory
Retirement pension 2444 2923 2086 1372 744 1914
Job seeker’s allowance (Contribution based) 53 6 8 3 3 15
Incapacity benefit 401 325 246 93 50 223
Widows' benefits 37 23 35 67 28 38
Statutory Matemnity Pay/Allewance 1 7 10 [ 29 "
Non-contributory
Income support and pension credit 1008 604 361 94 & 414
Chitkj benefit 438 400 429 343 282 378
Housing benefit 844 M2 358 174 13 420
Job seeker’s allowance (Income based) 1% [ 19 4 2 26
Invalid care allowance B5 8 56 22 [ 45
Attendance allowance k)l 86 81 50 6 51
Disability lving allowance 5 425 462 218 69 285
War pensions/War widows’ pensions 4 20 47 45 16 27
Severe disablement allowance 46 37 48 25 - 31
Industrial injury disablement benefit 17 27 38 17 4 19
Student support 35 45 62 23 25 38
Government training schemes 19 11 19 12 0 12
Tax credits' 464 337 294 97 25 243
Other non-contributory benefits 152 147 1% 135 74 124
Total cash benefits 6409 6213 4713 2793 1381 4315
Gross income 10 685 17 409 26348 37263 67 13 31 884
Direct taxes and Employees’” NIC
Income tax 418 1299 2833 5092 12413 4411
Jess: Tax credits? 96 219 213 178 N 155
Employees’ NI contributions 163 532 1194 2023 3265 1435
Council tax and Northern Ireland rates® 836 841 929 1003 1158 953
Jess: Council tax benefit/Rates rebates 291 185 89 33 8 121
Total 1030 2268 4654 7907 16 758 6523
Disposable income 9655 15141 21 694 29 356 50 956 25 360
Equivalised disposable income 9267 14 708 19 428 26 024 47324 23 350
Indirect taxes
Taxes on final goods and services
1093 1366 t 909 2336 3243 1 990
Duty on tobacco 293 308 359 315 257 306
Duty on beer and cider 77 84 124 150 17 ih
Duty on wines & spirits 86 105 149 200 275 163
Buty on hydrocarbon cils 238 301 448 600 736 464
Vehicle excise duty 75 93 134 169 195 135
Television licences 90 91 101 107 114 108
Stamp duty on house purchase 65 77 123 168 A0 16%
Customs duties 19 21 27 32 44 29
Betting taxes 21 42 35 37 33 34
Insurance premium tax 24 30 4 59 77 47
Air passenger dut{y 9 15 24 3 44 25
Carmnelot National Lottery Fund 42 56 &0 66 46 54
Other 4 8 9 10 20 10
Intermediate taxes
Commercial and industrial rates 165 184 233 280 379 248
Employers’ NI contributions 285 319 403 434 657 430
Duty on hydrocathon oils in 124 156 188 255 167
Vehide excise duty 9 10 12 15 20 13
Other 153 171 216 260 352 230
Total indirect taxes 2859 1410 4 565 5 506 7329 4734
Post-tax income 6797 11731 17129 23 850 43 626 20627
Benefits in kind
Education 2585 2015 2084 1608 1222 1903
hational health service 3628 3577 3204 2753 2447 3122
Hausing subsidy 99 &9 46 26 6 53
Rail travel subsidy 10 9 18 25 54 23
Bus travel subsid 66 66 58 47 52 58
Schoal meals and welfare milk 10 27 14 6 2 24
Tota) 6458 5784 5423 4 466 3784 5183
Final income 13254 17515 22553 28 315 47 410 25810

1 Child tax credit and working tax credit.
2 Including tax relief at source on fife assurance premiums
3 Councif tax and Northern lrefand rates after deducting discounts.

Office for National Statistics 21
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Appendix V

There is also additional background infermation Tor this table group.

Contents for Group

Table HINC-06. Income Distributien to $250,000 or More for Households: 2004

[Source: U.S. Census Bureau, Current Population Survey, 2005 Annual Social and Economic Supplement. Numbers in thousands
Households as of March of the following year. A.0.}1.C. stands for alone or in combination]

All Races White A.0.1.C. White alone 1/
Mean Mean Mean
Number income Number Incame Number Income

Income of Household

Total ................... 113,146 60,528 94,038 62,873 92,702 62,958
Under $2,500............... 2,566 208 1,750 111 1,716 1403
$2,500 to $4,999........... 1,389 3,767 927 3,768 911 3,770
$5,000 to $7,499. ... ... 2,490 6,397 1,714 6,377 1,689 6,317
$7.500 to $9,999........ L 3,360 8,731 2,498 8,744 2,455 8,746
$10,000 to $12,499......... 4,013 11,223 3,166 11,241 3,118 11,240
$12,500 to $14,999......... 3,543 13,704 2,922 13,704 2,882 13,700
$15,000 to $17,499......... 3,760 16,086 3,015 16,088 2,960 16,088
$17,500 to $19,999......... 3,438 18,674 2,831 18,678 2,780 18,679
$20,000 1o $22,499._....... 4,061 21,0506 3,197 21,076 3,163 21,078
$22,500 to $24.,999......... 3,375 23,708 2,818 23,71t 2,789 23,710
$25,000 to $27,499,. ....... 3,938 25,999 3,193 26,028 3,138 26,027
$27.500 1o $29,999....... .. 2,889 28,660 2,385 28,669 2,349 28,670
$30,000 1o $32,490. . ....... 3,921 31,021 3,163 31,023 3,114 31,024
$32,500 to $34,999....... .. 2,727 33,655 2,252 33,671 2,214 33,669
$35,000 o $37,499......... 3,360 35,987 2,745 35,995 2,710 35,993
$37,500 1o $39,999. . ... o 2,633 38,663 2,218 38,663 2,178 38,662
$40,000 1o $42,459. . .. ... .. 3,378 43,000 2,802 41,018 2,742 41,019
$42.500 1o $44 969 ... ... 2,294 43,608 1,950 43,595 1,634 43,598
$45,000 1o $47,490. .. .. ... 2,700 46,041 2,266 46,062 2,220 46,068
$47,500 1o $40,999. . ... .. _. 2,371 48,656 1,987 48,654 1,956 48,651
$50,000 to $52,499. ... ... 3,017 50,949 2,566 50,946 2,525 50,943
$52,500 to $54,999......... 2,006 53,672 1,725 53,681 1,701 53,678
$55,000 1o $57.499......... 2,420 56,061 2,055 56,078 2,032 56,081
$57,500 to $59,999.. ... ... 1,786 58,652 1,548 58,670 1,525 58,670
360,000 to $62,499. ... ... 2,566 60,992 2,185 61,005 2,154 61,009
$62,500 1o $64,999......... 1,774 63,046 1,493 63,638 1,470 63,642
$65,000 to $67,499.. ... ... 2,101 66,010 1,760 66,028 1,728 66,026
367,500 to $69,999....... .. 1,637 68,616 1,435 68,616 1,420 68,615
$70,000 to $72,499. .. .. L 1,978 71,034 1,694 71,030 1,664 71,026
$72,500 to $74,999......... 1,413 73,718 1,212 73,748 1,194 73,749
$75,000 1o $77.459 ... ... _. 1,802 75,996 1,563 75,998 b, 546 75,995
$77,500 to $79,999. ... ... .. 1,264 78,657 1,125 78,657 1,111 78,660
$80,000 to $82,499. . ..... .. 1,673 31,012 1,423 81,030 1,405 81,029
$82,500 to $84,999. ... .. .. 1,219 83,698 1,069 83,714 1,049 83,709
$85,000 to $87.499......... 1,418 86,051 1,249 86,055 1,235 86,054
587,500 to 389,999, ... ... .. 984 28,702 881 88,700 865 88,699
$90,000 to $92,499. ... .. .. 1,282 91,066 1,113 91,099 1,106 91,099
$62,500 to $94,999. .. . 917 93,655 797 93,661 788 93,60}
$95,000 to $97,499......... 1,023 96,058 871 96,074 864 96,070
$97.500 1o $99,999. . ... .. 846 98,698 745 98,684 734 08,679
$100,000 1o $149,999 .. .. .. 11,194 119,410 0,845 119,443 9,745 119,445
$150,000 10 $199,999 .. .. .. 3,595 168,707 3,186 168,781 3,147 168,817
O00—10-$245,999 . . .. .. 1,325 219,882 1,183 220,074 1,176 220,041
$256,000 and above...... . . p) 1,699 438,338 1,515 440,126 1,499 438,882

able HINC-06. Tncome Distribution te $250,000 or More for Households: 2004

[Source: U.S. Census Bureau, Current Population Survey, 2005 Annual Social and Economic Supplement. Numbers in thousands
Households as of March of the following year. A.0.1.C. stands for alone or in combination]

White alone,
not Hispanic Black A.0.1.C. Black alone 2/

htip:/fpubdb3 census. gov/imacro/032005/hhinc/new(6_000.htm 2006/6/28



