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The Economy

SRR




GDP real growth Q1-Q3 3.9%
A EEGETEN & HEZ

Q3 3.6%
F=F
Unemployment rate Sep — Nov 3.0%
RIFER hBEZE+—H
Underlying consumer price Jan — Nov 1.7%
inflation —HZ+—H
%$/J§§¢@{§@H§$ Nov 1.6%
+—H

Except for unemployment rate, the above percentages represent year-on-year changes.
PRosessl - ERIE R ATE AL 28 -

* The Hong Kong economy picked up to grow notably by 3.9% year-on-
year in real terms in the first three quarters of 2017. External demand
stayed vibrant amid the rather strong global economic growth
momentum, and domestic demand also grew solidly.
TE-CEFEH=F > FREFNENTE  EFEEHEN&E
3.9% - BRERECM I REVIAAN 88 - JMNERFROKFFE M4 - 1 NERT

» The labour market has been in a state of full employment and tightened

further. The seasonally adjusted unemployment rate stayed at a nearly
20-year low of 3.0% in September — November 2017. Inflation eased
further, with the underlying rate averaging 1.7% in the first eleven
months of 2017, 0.6 percentage point lower than that for 2016 as a
whole.
57 LR 8Em N RRUCEINGE » W% - K%
R ZRAE_E—CFIHET—HERFR3.0% > Ryit —4FHY
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Gross Domestic Product
(year-on-year rate of change in real terms)
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* Hong Kong’s economic growth in the first three quarters of 2017, at 3.9% year-on-
year in real terms, was above the past ten-year trend, marking the fastest growth in
Six years.

SE LRGSR BROEEETENRS% BB EHET
B+ JRE N LUACR B -

» Global economic growth has been picking up over the course of 2017. The
synchronised upturn in major economies has bolstered regional trade flows in Asia.
Inbound tourism concurrently recovered. Hong Kong’s goods exports registered
visible growth, while exports of services also progressively improved during the year.
BEKEORW RA T - CHENER I > FEEFREP G » Sl
N E GAERIGHE - 5 R LR ER R & - BAASYIH OERE n AYEiE
111 ARz 75 i 0 RIAE 2 IR 2D T -

» Domestic demand stayed firm. Underpinned by tight labour market conditions,
private consumption expenditure expanded briskly in the first three quarters of 2017.
Thanks to strong local consumption demand and bottoming out in inbound tourism,
retail sales have gradually turned up.
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Seasonally adjusted unemployment rate
(three months ending)
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* The labour market stayed in full employment. Thanks to robust

economic expansion, the supply-demand balance in the labour market
tightened further. The seasonally adjusted unemployment rate stayed
low at 3.0% in September — November 2017, accompanied by notable
year-on-year growth in total employment.
7 LG 4ER 2 REUCEINGE - lEEEORSYNE & » 55 L5
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 Wages and earnings generally sustained growth in real terms.
Earnings of the lower-income workers continued to see appreciable
growth in recent months, in tandem with the upward adjustment of
the Statutory Minimum Wage rate in May 2017.
THE PR HENE - WESERIE TERTE —
T—CF7HE R BfH T ARELE WAL H 77 &8
& ALY TH0E -




Inflation pressure remained modest
AR ER T m Al

Composite Consumer Price Index (CCPI)
(year-on-year rate of change)
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« The underlying inflation rate eased further to 1.7% in the first eleven
months of 2017. Overall inflationary pressure remained limited amid
low external price pressure and moderate increase in local costs.
“E-EFEEHEA o BEAERREDEIZEELT% o S
[ 1 B R IR AR > A BN BT AT - FERG A AR R ) A K



GDP real growth 3.7%
A A FEAREEE IR

Consumer price inflation

RV H AR
Underlying 1.7%
BR
Headline 1.5%
BES

- The global economy is likely to remain on course for moderate expansion in the near

term, providing support to Asia’s trade as well as our exports. Private consumption
should be underpinned by favourable employment and income conditions, while
building and construction activity should also sustain at an intensive level. Recent
surveys continued to point to positive business sentiments.

AT S » BRI R & R TETE - Koo 5 LR F A& I O 2
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« Considering the actual growth outturn in the first three quarters of 2017 and the

expected further solid growth in the fourth quarter of 2017, the Hong Kong economy is

forecast to grow by 3.7% for 2017 as a whole in real terms. This marks a visible pick-

up from the 2.0% growth in 2016.

TR _E-CFEH =FNEREERY > I EE - UFERE
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On prices, the underlying and headline consumer price inflation rates for 2017 as a
whole are forecast at 1.7% and 1.5% respectively.

PHEJTH » —“E-EEEF G AR B EYE BRI B
1.7%F11.5% -



o The pace of the US Fed’s monetary policy normalisation and
possible tapering of policy stimuli by some other major central

banks
EEBHERERECR LR AP A > DIk —EEME T RTH
HE 4 BB SR

o Possibility of gyrations in asset markets amid a complicated
global monetary environment

HAEVERIK G RIRE T EE ER T T KK E)
J  Potential impacts of US monetary policy normalisation and tax
reform on global capital flows

FEE M BURIEF AL AR £ EKE S B ] sE R &
o Rising protectionist sentiment

frig £ 215 S T

o Elevated geopolitical tensions

&% BUG B 25 B R

» The US Fed has started to scale back its balance sheet gradually since October

2017, marking a new milestone in the monetary policy normalisation process.
Moreover, the Fed is expected to continue its interest rate hikes gradually. Under
the Linked Exchange Rate System, the interest rates in Hong Kong will
eventually rise. Besides, central banks in some other major economies may also
alter the current loose monetary stances step by step as economic recoveries
become more entrenched. The complicated global monetary environment could
heighten financial volatility in the period ahead, with possible spillover to local
asset prices and economic sentiment.
FEF G EH E—-CFE T HGRZ R EEAER  fane 51
BURTEFEAL# Y AR - [0 Bieh ekl g &S et g - £
R PER I T  FEEOEKINE L5 - 1A - BEE & &K 18 af
S ] — L0 Hfth ARG A AT IR A] BE & R 5 I B R I TSR Y
BMEUOR - IEENVIRIREN R - s g T Re S8 e E
Ryl &l » fEM IR R e A A & EER LB KR AR -

» Uncertainties linked to the Brexit negotiations persist. The potential impacts of

US monetary policy normalisation and tax reform on global capital flows remain
to be seen. The risks of rising protectionist sentiment, possible policy shifts in
US trade and other economic policy direction, as well as elevated geopolitical
tensions in various regions also warrant attention.
e TR, A AT RN B AR 3R 55 B W SR IR AL R AR B
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On the premise of ensuring the health of our public finance, adopt
forward-looking and strategic financial management principles in
wisely using our accumulated fiscal surpluses, which are wealth
derived from the community, to benefit the community —

TEREOR A FRA BB A AIHE T - BREVE A A M B REE EAY A BT 31
BHEEMT T e e T RS -

2 Seize the opportunity and invest for the future
RS - ERK

o Timely investments as preventive measures
B CENR » IR ARAAR

> Fiscal policy for economic and social development
R - (RSB I g 3R

» New direction for taxation to enhance competitiveness
SR BB T > tET s

On the premise of ensuring the health of our public finance, the Government should
adopt forward-looking and strategic financial management principles in wisely using our
accumulated fiscal surpluses, which are wealth derived from the community, to benefit
the community:

FEMECR A I BB (RAVATER T - BURFEBREUE A FilE M BRI I B 8t > A
BEME T e E ) B R e T S

- Seize the opportunity and invest for the future: Bring about long-term returns for
society by investing more generously so that government revenues will increase
continuously, thereby enabling us to make further investments for our future.
IR - BRI © AN E B I ER B NE S RE Rott & T AK R BA [ - A6 FF4E
S IIBUN A B A » AR -

- Timely investments as preventive measures: Expenditure for preventive medical care,
training, re-training and investment in social enterprises can all add value to society.
KIS TEUENR » B ARIR © THPTEERRE S ~ Bl B REIBE S ~ &g
&S AHEEREEATEER -

- Fiscal policy for economic and social development: We may identify options to
increase Hong Kong’s competitiveness and create benefits for society.
MBI - (e ELOR A e SR - WA ST AR R & AR S
TR RA AT EIIIT R -

« New direction for taxation to enhance competitiveness: While maintaining a simple
tax system, we should also make targeted reductions in tax rates to alleviate the tax
burden of companies to steer social and economic activities.

CE BB TR - 52T L ARAER R BRI [EIN > SRR A S &
& > DAG B O EE) -



> Developing the economy and improving livelihood
RELTE - HERE

J Investing for the future and enhancing liveability
BN ~ HIEHZE

2 Upholding social justice and sharing fruits of economic
success

AEE - HRERR

- The Government must be appropriately proactive in developing the
economy and improving people's livelihood.

BUF RG> W AR RS ~ iz RA -

- The Government must be forward-looking and invest continuously
for the future of Hong Kong so that our economy and society can
develop in a sustained manner and our living environment can keep
improving.

BUFFA B YRR > R BAVAKRRHEILE - 2] - 5L
At AP E SR - AR ARG -

- The Government must make good use of financial resources, with a
view to building a fair and just society where people from all walks of
life can share the fruits of economic advancement.

BN VAZRMECEIR - DUETLA ARG MRS - SIS
J&g T B A] DLy S4B 2 YRR -




Consolidated accoum fr@m 1997-98 to 2016-17
— o 4R &R E
At/ NEE NS —TCEENEGEIRE
$ billion
T
600 Government
revenue
BUFFHA
500 |
Government
400 expenditure
BURFBHSL
300 -
200
1230 111
100 | 86.8 386 751 737 g4
ﬂ 10.0 21.4 25.9 u ﬂ 21.8 !44
B B ]_uf-g, Il,,ll
932
100 ‘ -63.3 -61.7
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m LR Rk [ Jpeete
= Government revenue Government expenditure
BUFWA BURHE
Issuance/(repayment) of government bonds and notes included.
EEAT . (HB) BURT%5 R SThgeaioE -

- The HKSAR Government strives to achieve fiscal balance over a period of
time.

R R 75K 75 — B AT P9 2 35 7 T 1

« We have achieved budget surpluses for 15 years since 1997-98. But budget
deficits had beset us for five years between 1998-99 and 2003-04 and the
drain on the fiscal reserves was substantial.

H—NtE/NNFEEUK B+ AFHEVREE - 08 @ 1E
~jUL/K/jULE§_;‘ L=/ EVUFEAR » BMTERE T LAY A
BURT » <M B R EINFE -



Two-tiered profits tax rates regime F[{5 2 R4k &

Corporation Unincorporated business (partnership & sole
b | proprietorship)
FJEEENEL (BENSBER)

First $2 million & —H& 7T 8.25% 7.5%
Excess H.iz4:%H 16.5% 15%

Enhanced tax deduction for R&D expenditure A3 5E & HEALEE MR TSI

) First $2 million of qualifying R&D expenditure would enjoy a 300% tax deduction with the
remainder at 200%

B T & BRI S S T 300%41IFE - BRAFAIE200% I

) The Innovation and Technology Commission is nhow consulting stakeholders on the

proposal Al FHE ZI Eat E i &

Two-tiered profits tax rates regime IS M4k &l

« The introduction of a two-tiered profits tax rates regime will reduce the tax burden on
enterprises, especially small and medium enterprises (SMEs), while maintaining a simple
and low tax system. 5] ARIERHIFIGHE - AIAESERF R E(RARHIRYATTE T JRES 3
FEnll 2/ NS I

» The profits tax rate for the first $2 million of profits of enterprises will be halved to
8.25%. Profits above that amount will continue to be subject to the standard tax rate of
16.5%. Correspondingly, for unincorporated businesses which are mainly partnerships
and sole proprietorships, the two-tiered tax rates will be set at 7.5% and 15% respectively.
EEE U E TCAIR SRR AR R 2£8.25% o HL 1% IR I 4 48 14 16.5% 1R -
ER LGB ES S R/ EIEEAEZRE - B O ST AERR R 2
7.5% > &x NAERIRRAI4ERTA£15% -

» To target such benefit primarily for SMEs, we propose to introduce restrictions to limit
the application to only one enterprise nominated from among those which are connected.

FoECRZ BB AT NE Ry L - FFTEERIR A B (5 A g i — 2

Enhanced tax deduction for R&D expenditure EifF23BE ~ HEALEES M FEHIE

« At present, the Inland Revenue Ordinance allows 100% tax deduction for R&D
expenditure. BT (FEESHRG1) et Rybt a5 5 S 2t 100% R BHIIR -

« We propose to introduce higher rates of tax deduction on R&D to promote more local
R&D activities and create a more vibrant innovation and technology ecosystem in Hong
Kong. The first $2 million of qualifying R&D expenditure would enjoy a 300% tax
deduction with the remainder at 200%. Fk{7/E:E A5 SR SO 248
DAHESE) 5 25 A 45 58 - DA R & BGIS EAE JINAD KEHY ARG - 5§ -8
T & E RSS2 Y ATJE300%4F - EREERIE200%F 157 -

« The Innovation and Technology Commission is now consulting stakeholders on the
proposal. RIFFTRHE R IEFL AR %

-

o



Expenditure
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$ billion
‘(&7
550
Capital works expenditure
500
462.0 FEA TR (+228%)
450 4335 4356 T |
[~ /— D Recurrent expenditure
400 B — T ALs B — 0,
364.0 / o RASZ (+131%)
350 / / 11 | L] Other expenditure
300 | g /| A (+71%)
250 2389 2475 e s/_ / (Including one-off relief
223.0~T ] 2311—-—_'/ LT measures)
200 7194.4/_A_ — 1 (Eat A—Z AT I )
T —
150 r -
100
50 r
1997-98 1999-00 2001-02 2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2016-17
Repayment of bonds and notes not included.
A B0 FE (5 25 B T i A - 15

» Total government expenditure for 2016-17 was $462.0 billion, representing
an increase of $26.4 billion, or 6.1%, against 2015-16, mainly due to the
increase in recurrent expenditure of $20.1 billion and equity injection in the
Hong Kong Science and Technology Parks Corporation of $9.5 billion. It is
more than doubled when compared with 1997-98 —

SE RN FEE BT R B R 4620 (8T 0 B

TE R NN 1264 ETE(@ZG 1%) » F Z 5 i B <

i'iJDTZOlFE"‘TE LU B B E ARG E HF AR EAEEE 795
-t AN F R - WEiE A — 1

2016-17 compared 2017-18 Estimate compared
with 1997-98 with 1997-98
—E-R/—EFEE Bt =) FEHEE
— Nt/ IUNEE Bl— e N FE
bb s bLi
Capital works +228% +238%
expenditure
AR TR
Recurrent +131% +148%

expenditure

& B S



$ billion
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2016-17

O Social welfare

&R (+48.4%)

U Health &4 (+27.0%)

B Education & (+25.0%)

B Security f£Z£(+24.1%)

B Others HAt (+32.5%)

(Infrastructure, Economic,
Envircnment and Food, Support, etc.)
(HEREEET ~ 207 -

BEUR Ry ~ WBNIREE )

* Recurrent expenditure for 2016-17 was $344.6 billion, representing an increase

of $20.1 billion (or 6.2%) over 2015-16.
2012-13 at a trend rate of 7.1%.

It has been growing steadily since
The increase in recurrent expenditure reflects

the Government’s long-term commitment in improving people’s livelihood.

BN R EREE B S 3, 446{80T 0 BT —H —NHF
i B8 1 201 [ 7T (06.2%) « [ . E— S — ZAEJERE o 4L B L

719 () # B oR
J7 YRR

e ETT o &EH B S RIS IR R BUF £ S B4

Recurrent expenditure on social welfare, health and education has been

increasing —

e EA] ~ RIS 5 A &R B SR I

2016-17 compared

2017-18 Estimate compared

with 2012-13 with 2012-13
ZE-R/—EEH Bt/ -/ \FEEHE
mE - =FE HMoE - =FF
Lz bL#52
Social welfare tf & & F| +48.4% +71.2%
- Comprehensive Social Security +13.4% +11.6%
Assistance Scheme
Gratt g RIE R B AT &
- Social Security Allowance Scheme +109.3% +170.8%
O\ A8 A & 51 E
- Other welfare expenditure +52.4% +80.7%
HoAth 12 B <2
Health & 4= +27.0% +34.0%
Education Z{ & +25.0% +30.1%
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Cumulative

growth growth
ZEHEE  HBME

Nominal GDP +22.3%

E3 Social +48.4% +10.4%

welfare
s

[d Health

(ES

+27.0% +6.2%

E Education +25.0% +5.7%

]
+30.1%

H Others +6.8%

Hfllr

« The cumulative and trend growths are as follows —

FEtE R OB R

2016-17 compared

2017-18 Estimate compared

with 2012-13 with 2012-13
S N s SN < Bt = \EEHEE
—E - ZFE Bl ZE -7 — S
bE B
Cumulative Trend Cumulative Trend
growth growth growth growth
ZEEE e & ZEHEE e &
Recurrent government +31.4% +7.1% +41.4% +7.2%
expenditure
B B
> Social welfare +48.4% +10.4% +71.2% +11.4%
e tER]
> Health +27.0% +6.2% +34.0% +6.0%
s
> Education +25.0% +5.7% +30.1% +5.4%
=]
» Others +30.1% +6.8% +39.2% +6.8%
HAW
Nominal GDP +22.3% +5.2% +27.7% +5.0%

FF A ERE



Recurrent expenditure estimates for 2017-18
Bt/ \FEEREER SRR

B Education % $78.6B (21.2%)
Housing J7 = $0.4B (0.1%)

Community and External Affairs 1 [ J% & 4} 51 5%
$12.6B (3.4%)
Economic 4¢7% $11.7B (3.1%)
Environment and Food F& 5 7 &%) :
$16.1B (4.3%)

Infrastructure LR 5
$21.9B (5.9%)

Social Welfare ¢| & {5 fl] —
$47.4B (12.8%)

Social Welfare #1 & 15 | —

Other Welfare

Expenditure H {iir 18 f1/ B <%
$25.9B (7.0%)

Support i 1 75 $563.5B (14.4%) y
Health %4 $61.9B (16.7%)

Security {77 $41.0B (11.1%)

Recurrent government expenditure B{fF4E % Bz: $371.0B
(75.5% of total government expenditure of $491.4 billion {5EUT5 % #8%464,914{8 T 75.5%)

$B = $billion {-f& T

CSSAISSA Gtk iz~ o kgl 2

$73.3B
(19.8%)

» Based on the 2017-18 Estimates of expenditure, the spending on
education (21.2%), social welfare (19.8%) and health (16.7%)
together accounts for 57.7% of total recurrent government

expenditure.

Rig_E—t — NFLEHREZHE > #5(21.2%) ~ 1
&A1 (19.8%) ke 112 (16.79%) A B SZ > & AL BUR €6 B

7 SEEEH5T.7T% o




$ Billion
5T B B
From fH 2007-08 From f 201213 From (5 2017-18
130 - to ZF 201213 to F 2017-18 to & 2021-22
26 Trend growth #2431 & : 24.9% p.a. (B4F) i 6.8% p.a. (E£) i 8.3% p.a. (5£F)
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1 H I
110 i i
1 1
100 - ! i I
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1 ]
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1
' 1
80 - i . I
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(2) M
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50 .
a0 - ni
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sopgnpgph I
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o+ B B B N = 8B 5 5 B S 88 S 8 S 8 S B B8 8 8 8 S .
1997-98 2003-04 2009-10 2015-16 2017 15 2021-22
Estimate 7i ]
Forecas! t
Capital works projects ¥ Block allocations <4——  expenditure ——»
BEATIVEE HEMR TRRIBH 2
Note 1 : Including the one-off grant of $21.6 billion provided to the West Kowloon Cultural District Authority
it 1 EIEE PO EE B R 216 T — BB - .
Note 2 : Including the one-off grant of $13 billion provided to the Hospital Authority. h
aE 2 5 LI ) B e R S R AN 1 3068 T — FOE AR - e

- The estimated capital works expenditure (CapWex) for 2017-18 is $86.8 billion.
For 2016-17, the actual expenditure was $84.4 billion. The CapWex for
2017-18 has increased substantially by about 320% since 2007-08
($20.5 billion). We expect that the CapWex will stay at a high level in the coming
few years.

—E -t /- NFEENEARTIER ZHEE R 868 E T
CE N/ TRV RIS R 844F T - —E L JUREEHY
AT Y BT L /% U (205 1 7T ) K IE 0 49320%
THET AR KA - AR TR B S0 F R A = 7K -

- The percentage of annual CapWex as against the total government expenditure is
expected to increase from 8.7% in 2007-08 to about 17.7% in 2017-18. It fully
demonstrates Government’s commitment in capital investment.
FHEEARTEMEBUN B A E TR T ZE)FE
8. 7% £ —E—1t /— UFEEAYLLT.7% » 7677 56 3R BUN B & R IL T
TR B AR AR AR IE -

- The total public and private construction output would reach over $210 billion.
The outlook of construction industry in Hong Kong remains positive.

NRVERRS TSN E gBM2,1008 7T - §RGEAT R A%E -



- On affordability, the CWRF has a healthy balance of some $100 billion as of
end March 2017. The main revenue stream to the CWRF is land premium.
Affordability, alongside with merits of individual projects, is a major
consideration in deciding our capital works programme. If needed, the
Government may transfer from the general revenue to fund our public works
programme.

RKIEREDTE “E R =HEEATE#HEECIE RN R
1,000(8 7T » #EUW A SRR TG HE S EZIAKIR - KIERE
JIRME RIYE H B8 e AR TR FEF RN R - MAFE
AT AT AR BARF — M WS A B e 0 2 R AR T AR i e AL S AT et &1 -

CapWex Nominal GDP CapWex
Financial year ($billion) ($billion) (% of GDP)
AA AR AT | AFEAHAERE FARTAREBASE
(-+{&7T) (-H&7T) (P& A A= AR E
HH 73 EE)
2007-08 20.5 1,650.8 1.2%
2017-18 86.8 2,601.1 3.3%
OE FAKTEE
« The trend growth —
B -
Trend Growth (%)
wEE & (%)
2007-08 - 2012-13 24.9% p.a.
4F.24.9%
2012-13 - 2017-18 6.8% p.a.
17.6.8%
MRF period = HH 78 JHI] 1 [ 8.3% p.a.
(2017-18 - 2021-22) £17.8.3%




Apart from strategic infrastructure to improve transport links
and develop new growth areas, the capital works programme
covers cultural, education, environmental protection, hospitals,
sports complexes and district projects, etc.

bR T s oA A i A T S S M R M UG T AR T B SRS MR R
HES  BEATREIBEHIREEL - #F - BERE - Bl

HBEE s TREEEF -

* Strategic infrastructure projects under way IR [F#E{THYSRES MERL R IA H ¢
1. Hong Kong-Zhuhai-Macao Bridge & ¥k HE K15
2. Hong Kong Section of Guangzhou-Shenzhen-Hong Kong Express Rail Link
& % A S R S T AR B
3. Tuen Mun-Chek Lap Kok Link and Tuen Mun Western Bypass
o P 22 R R S R tE P P & i
Shatin to Central Link /D & P EE 4%
West Kowloon Cultural District 75 1, (k&
Kai Tak Development %{m 2% 2 =+ &l
New Development Areas (Kwu Tung North and Fanling North and Hung Shui Kiu)
Hragmeli (UEAL Rk s dn ~ HEKAR)

"
&

No A

« Other projects include HAtIH H HFE :

8.  Health — e.g. construction works for New Acute Hospital at Kai Tak Development
Area, redevelopment of Prince of Wales Hospital and extension of operating
theatre block for Tuen Mun Hospital &4 — {5 21 4F & {0 2 22 15 B9 7 3 20
SRR BT~ R TR B e B R T ] S i PR e T g = R AR R i a T

9.  Environmental protection — e.g. construction of dry weather flow interceptor in
Kowloon and Tsuen Wan (255 Ora€ — BIA11E JUHE e 5578 B e 5 UM o5

10. Education — primary and secondary schools and tertiary institutions projects
HE - NE - PERREREKTRE

11. Sports, recreational and cultural — e.g. development of Kai Tak Sports Park and
infrastructure works for West Kowloon Cultural District X2 ~ [F¥E K a5 -

Ban 5% = 1 AG & B s B v LB A Be Y A2



Revenue

KA




$ billion
8T
600 573.1 B
L2 — Capital revenue FEEEEZ A
500 [ Land premium (+105%)
H{EUA
455.3  450.0 e
450 gt — A= [ Othercapital revenue  (+133%)
| = Hoft AR A
400 - /
358.4 - B 7 || Operating revenue 481 A
350 318.4/ —"1 - ; 1139
— tamp duties +
300 - 281.2 —\u - EJJTH; e
250 233.0 Mﬂ m dl Investment income (+12%)
ol \j 207.3 ; L] - FEEULA
0 j\ a0 —/:/ [~ L1 [ Profits tax (+152%)
[~ — ~ 1 FlE6
150 [N | L1 .
l L+~ [ Salaries tax (+96%)
100 | " HHER
50 D Other operating revenue (+80%)
(Fees and Charges,
0 s Dl . = el | L ] el Dl B B Gene_ral Rates etc.)
1997-98 1999-00 2001-02 2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2016-17 ﬁfﬁ*’i—ﬂfqﬁl A .
(TR ~ —ARZ200FF)

Profits tax has been our largest operating revenue. It varied from $37.7 billion
(1999-2000) to $140.2 billion (2015-16). FI15F7 & EUR G2 A HY &= UL AZR R - 2K
MO FITEIT(—- LI D FEZTZTFE) B 1,402 (8 T
(ZF—N/—RNFEE) - -

Salaries tax has been our second or third largest operating revenue. It varied from
$24.8 billion (1999-2000) to $59.3 bhillion (2014-15). ¥{FEfM 25 555 = K&
e AR KB P48 Bt (—JLLJL B EEFE) B 593 (% o
S U P S SV o i I

Stamp duties varied from $7.5 billion (2002-03) to $74.8 billion (2014-15). E[I{EFTUL
ATFISETT(CEE T B ET48E Tt (—E— 0 — AFEE) 2 [ -

Since 1 April 2007, we have adopted an arrangement whereby the rate of investment
return is pre-determined based on past returns. This has greatly reduced the volatility of
investment income. The average annual revenue from this source was $36.3 billion
from 2007-08 to 2013-14. The investment income in respect of the fiscal reserves for
2014 ($27.5 billion) and 2015 ($45.2 billion) was set aside and retained within the
Exchange Fund for the Housing Reserve. H _—ZEZEtHEIUH—HIEE » MY
ZHE > RB BN R E E R A B - AR DB W AT E) © 1F
BT ENE B = —TUFEERE P EEREIA R363(% T o BUM
B R =BT AITHE 275870 K 452{8 7T » fEBUEIMNEREN » /F R
R o

As for capital revenue, land premium has been most volatile, fluctuating from
$5.4 billion (2003-04) to $128.0 billion (2016-17) in the period. ZEAIELE=UL A > DA
HUE U AR B iR EE B » #E R ATESMEIT(CEE = /T IUF )
1,280(8 (= E—N/ —EFE) ZH B -



Annual rate of change F2AE5 55 (%)
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Hong Kong is a small and open economy. Our tax base is narrow and
government revenue is sensitive to economic fluctuations depending on
the broader economic changes beyond government’s control. &2
T/ INIT BRI A 2 G » APERLAIRZE - BUR UL A B 32 808 8 Bl 52
2 WHUAREEZ g mi &R EL - WIFBUN FTRefER] -

The volatility of our revenue poses challenges to the management of
public finances. Profits tax, salaries tax, stamp duties and land premium
accounted for 67.7% of the 2016-17 total government revenue. U AR
BIAE » Ry AR BUE AR PRE - FIGAR ~ B - ENTER AT
BULA » EE TN —CFEBUNAEULART6T.7% -




Revenue estimates for 2017-18

—F—t/— \FERAER

Stamp Duties EN{EFE
Other Operating Revenue H A4 A »
$83.3B (16.4%)
y

$53.0B (10.4%)
Rates 24

$21.4B (4.2%)

Bets and Sweeps Tax iR E=i | ~—
$21.6B (4.3%)

Profits Tax F|5f3
Investment Income HEBA $139.0B (27.4%)
$19.8B (3.9%)
Other Capital Revenue HAtFEEE A
$6.7B (1.3%)
Land Premium H{E A ’
$101.0B (19.9%) Salaries Tax #&f
$61.9B (12.2%)
Total government revenue BUFFEEIT A : $507.7B
$B=$billion -|-{&7T 24

* The seven major revenue items are profits tax (27.4%), land premium
(19.9%), salaries tax (12.2%), stamp duties (10.4%), bets and sweeps
tax (4.3%), rates (4.2%) and investment income (3.9%). Together they
account for 82.3% of total government revenue. ¥ FUg AJEH

T3 R FIFFH5E(27.4%) ~ HEAE LA (19.9%) ~ 57 (12.2%) ~ EIFE
152 (10.4%) ~ THF2 K 2 ZER (4.3%) ~ 72 B (4.29%) AL E LA (3.9%)
» S BUFERIARY82.3% -

 Other capital revenue of $6.7 billion includes H. i FE 4% &= g A F567
(BT » A

- Loan Fund: Loan Repayments $2.1 billion
EEg: (BB E K 21157T

- Lotteries Fund: Mark Six Lottery $1.4 billion
IR GRELE: NE IR 14fg7T

- Capital Investment Fund: Dividends, Interest $1.1 billion

and Other Receipts from Investments/Loans

B ER G REKE ERIRE - F] 11{g7T
SYSERILLEN



2015-16 (Year of assessment 8 fiiE 1)

Taxpaying population 4/fii A 428t : 1 852 000*

Annual income ($)
SR A (L)
>2,000,000

1,000,001 - 2,000,000
700,001 - 1,000,000
500,001 - 700,000
400,001 - 500,000
300,001 - 400,000
200,001 - 300,000
120,001# - 200,000

No. of taxpayers
G A B H
44 000 (2.4%)
107 000 (5.7%)
138 000 (7.5%)
228 000 (12.3%)
206 000 (11.1%)
300 000 (16.2%)
427 000 (23.1%)
402 000 (21.7%)

% of total salaries tax* yield
(GRS SR EE Y H o bR

46.9%

25.8%

13.0%

8.3%

3.0%

1.8%

1.0%

0.2%

A Of the 3 774 000 working population, only 49% pay salaries tax {3 774 000 [ {F A L1 » FLA549% /44
* After the one-off 75% tax reduction up to $20,000 Ffjii— 2 & 75%Fr (=P £520,00070 ) it (%
# The basic allowance for individuals in the 2015-16 year of assessment is $120,000

2015- 1630 FRAF FER{IE A KL A G £ 75120,0005C

« In the year of assessment 2015-16, of the 3.77 million working
population, about 1.92 million or 51% of the working population need
not pay any salaries tax. £ - ZE—71  — /NERfREE » AHEH377

HTIEAD > & gy1928 N(TAE A CIHY51%) SRS T -

« Of the 1.85 million who paid salaries tax, the top 5% taxpayers (i.e.
about 93 000 taxpayers) contributed 63% of the revenue from salaries

tax. {E185 & L& B Y N L o A AR A % HY 5%

(%793 000 \) Arésta B IRk i o R AR U AL HY63% -




Profits tax Fl|[&5f2
2015-16 (Year of assessment s5fi4:5)
Assessable profits ($) No. of corporations® % of total profits tax* yield
FESER A (TT) AR EA (GRS R A 42 5 B H 77tk
>100,000,000 1 000 (1.0%) 66.9%
50,000,001 - 100,000,000 800 (0.8%) 7.6%
30,000,001 - 50,000,000 1100 (1.1%) 5.2%
20,000,001 - 30,000,000 1200 (1.2%) 3.8%
10,000,001 - 20,000,000 3000 (2.9%) 5.4%
7,500,001 - 10,000,000 1700 (1.6%) 1.8%
5,000,001 - 7,500,000 3000 (2.9%) 2.3%
3,000,001 - 5,000,000 4 800 (4.6%) 2.3%
2,000,001 - 3,000,000 4 700 (4.5%) 1.4%
1,000,001 - 2,000,000 10 500 (10.1%) 1.7%
500,001 - 1,000,000 12 500 (12.0%) 1.0%
1-500,000 59 500 (57.3%) 0.6%
* Registered Corporations: 1 176 000, with 103 800 (9%) taxpaylng FiF2S w48y 0 1 176 000 - H103 800 (9%) L4 FISf7
* After the one-off 75% tax reduction up to $20,000 Fii— 24 J’?ﬁe?S%M (PR 20,0000 )i T 1% 26

In the year of assessment 2015-16, about 86% of our profits tax is
contributed by the top 5% taxpaying corporations (i.e. about 5 200
corporations). Around 1 072 000 registered companies (about 91% of
the total registered corporations) do not pay any profits tax.
E_ZE—N1,/— Nt FEE & ZH 5% = it & H]
(%95 2002%) Fréami ek Ak BUR AR ALY 86% o FEZASNANHIFS
FEHYEEMF A E147451 072 0005 (Ml F] 48 85491%)



Comparison of corporate tax rates

AEI TR e 13

%
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&8 Hnss ?lﬁ mnEAx e B

*Source: OECD Statistics (2017) ¥Ef AR + 40 & M R AASR AR B (—F L)
AThe combined corporate tax rate in the USA is 25.75% with effect from 1 January 2018  ~2 —/\4#E—F —H
e ERIER S A TR £525.75% ¢

27

« Hong Kong has a simple tax system anchored by a low tax rate. Our
profits tax rate is a flat 16.5% for corporations, and is among the lowest in
the world (figures are up to 2017). A two-tiered profits tax regime will be
implemented in 2018-19. FEZETTREEMG] - A FFGHRE—F
16.5% » BEER(RZHI(EE T — VT o SRR R
BB —NFE B -

- Before 1 January 2018, the US corporate tax rate (combined with average
state and local corporate tax rates) was 38.9%. The combined corporate
rate has dropped to 25.75% under the tax reform.
2B — ) FE—H—H Al EBIYAFERR G &N A =5
R E) R38.9% > ARHAVEGE G A FEMRER BN E N ERFEE
25.75% -



Comparison of top statutory personal income tax rates

°/ i im0 (B8 AN S FEZRELE

s mA AN SRR AR
55.9%
53.5%
50 - 49%
43.7% 44% 45%
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a8 g =E# FHEN mEA*

(Standard Rate - fR:%)

*Source: OECD Statistics (2016) ¥l 4C)F © AU S TE R SRS M8 (— A1)

AThe top statutory personal income tax rates in Singapore and Korea are 22% and 44% respectively in 2017

FEAAEAIRER — B E AR SR T A A SR B 23 22%f144%
* The top combined personal income tax rate in the USA is 43.7% in 2018 [ — % /a4 ol A A S 4 543.7% 28

- The same applies to our salaries tax rate, which is now capped at a
standard rate of 15% (figures are up to 2016). ZAEAyH: R R E L
MHE - B EFR A EAERT R 15% (e —F — N FEIEE) -

- From tax years beginning in 2018, the new top combined personal
income tax rate in the USA is 43.7% (the old combined rate under

OECD statistics was 46.3%). B _E— /\{FFHEAVERIEE - ¥ﬁé’j§
E&T A E AN BN F43.7% (FRIBEE & E el sy &R -
’]w:{ 1% F546.3%) -




Government
Financial Position

BURFA BGIR L




($B +4577)
Operating account &2k H
Operating revenue &8 A 411.7
Less: Operating expenditure Jif : 4825 353.2
Operating surplus &&= &85 58.5
Capital account JERSiEH
Capital revenue JE&E= U A 161.4
Less: Capital expenditure Ji : JE&E=2F 108.8
Capital surplus JE4% S Fés 52.6
Government revenue FFFULA. 573.1
Government expenditure BUfFEEIsT 462.0
Consolidated surplus 43& 562 11.1
Fiscal reserves atE1 March 954.0
MBE#EEZ=A=1+—H)

* The fiscal reserves balance has not included Housing Reserve of $76.6B. HAFL {3 #4565 A G766 (L c0y FE G H G -

- Expenditure for the year ended March 31, 2017 amounted to

$462.0 billion and revenue $573.1 billion, resulting in a surplus of
$111.1 billion. The overall fiscal position was more favourable than the
original and revised estimates for the year. This is mainly due to the increase
in revenue from land sales and stamp duty.

TE N/ TR RSB S R 4,620(8 5T 0 LA 5, 73L{E T
NIMA LIUEITT &R - sZ 8 S RAG U BUIR IR R A E BT THE &
o FIEHPHE R EIFERAIU A BT -



Guiding Principles f5Z&F Al

2 The source and nature of the surplus

RV S E

2 Prevailing economic situation and external environment
R B F A NEI R

o Future needs of society

L ARAKHTTE

J Expectations of the community

T ESHVHAEE

Guiding Principles 52 EFHI|

« In considering how our annual surplus is to be deployed, we should
take into account the source and nature of the surplus, alongside the
prevailing economic situation and external environment, the future
needs of society and the expectations of the community, so as to ensure
optimal allocation of resources.

P BT TS R BRI - B R HARMIMEE - e S av R E
ﬁﬂfgébﬁﬁﬁ%ﬁ%’ ARt & AR T T RAVEAE » DIfF i %
=BT -



($BHET) (8B +HETD)
Earmarked for FERE{E —

Elderly services and rehabilitation services for persons with disabilities 30
G R R N\ A RS
Sports development £ &2 20
Innovation and technology development {13 K Fil & 10
Education #& 18
78
Short-term Relief Measures 04745 FEHE —
Salaries tax and tax under personal assessment 16.4
HriEErR FE A SRR '
Profits tax Fi[{5f5 1.9
Rates Z= 10.9
Ext_ra pgyment to social security recipients, etc. 36
[ L S ORISR IS A\ LR MBS R ’
32.8
110.8

Use of Annual Surplus in 2016-17 —8—) —tHEERREEH

Earmark 7E%4 -

« $30 billion for strengthening elderly services and rehabilitation services for
persons with disabilities; = {& TR ZEIEE N LR |

« $20 billion for sports development; —H{EC/EfE 5 & |

« $10 billion for supporting innovation and technology development, —H{ET
TR RHE I

« $18 billion for education. —F/ )\ +{EC/EZE R °

Short-term relief measures 55 HAF 45 25t -

- Reduce salaries tax and tax under personal assessment for 2016-17 by 75%,
subject to a ceiling of $20,000. This will benefit 1.84 million taxpayers and reduce
government revenue by $16.4 billion; EH _-E—/N  —tFEEFHTZ2t+H
HBr R A E A A S SRR - FRR A 8ot » 28— /T IUE XA ZE
° BURFUAGRS B D —E 75 IU{ETT

« Reduce profits tax for 2016-17 by 75%, subject to a ceiling of $20,000. This will
benefit 132 000 taxpayers and reduce government revenue by $1.9 billion; & —
-/ —tFEEHZ T AHER - ERETET > =T
PN Z R - BUFFIAGRERC DT IUETT



- Waive rates for four quarters of 2017-18, subject to a ceiling of $1,000 per quarter
for each rateable property. This will benefit 3.21 million properties and reduce
government revenue by $10.9 billion; & - =F —t  — ) HFE
UERYER - BFRFEER ERA—ToT » BER=EH T8 EY)ZE - BUFRA
e > —EHEIUETT

- Provide an extra allowance to social security recipients, equal to one month of the
standard rate Comprehensive Social Security Assistance payments, Old Age
Allowance, Old Age Living Allowance or Disability Allowance. Similar
arrangements will apply to Low Income Working Family Allowance and Work
Incentive Transport Subsidy. This will involve a total additional expenditure of
about $3.6 billion. [AISHHEUHEE{RIESEHIY AL > FRESEMHE N —6 HAVER
Bt IRERZ TR SR - SERAL - REATERATEUEEEN - LA 5
1&2%/\?%{%@%Eﬁ&%ﬁzﬁbﬁ%i@iiE.E  IMEARE VR - BRI &
HLy=4NETT -



Actual up to
2017-18 November 2017
Estimate 75 HE_Z—t&H£+—8
KB PR BRI
($B +{&7t) ($B +{&r)
(a) (b)

Operating account &2k H

Operating revenue &1l A 395.3 234.9
Less: Operating expenditure JE : 4% =Fd 384.2 243.3
Operating surplus / (deficit) 482 E165 ~ (FR5E) 11.1 (8.4)
Capital account JELEIE H

Capital revenue JEEEL A 112.4 122.3
Less: Capital expenditure & : JE4F=RT % 107.2 56.7
Capital surplus FE&C= B g 5.2 65.6
Government revenue BRI A 507.7 357.2
Government expenditure EfFEEZ 491.4 300.0
Consolidated surplus 455 &gk 16.3 57.2
Fiscal reserves at period-end Hi>REFHIRA B L 970.3 1,011.1

* The fiscal reserves balance has taken into account the financial results in 2016-17 but not included Housing Reserve of $76.6B.
M BLEE AR Bt A2016-1 TR RER BERE AR » B-F EE766[ T B EEH &

- Total government expenditure for 2017-18 was estimated to reach $491.4 billion,
representing an increase of $29.4 billion, or 6.4%, against the actual expenditure for
2016-17, mainly due to the increase in provisions for recurrent expenditure.
R NFEBUNYER S THET 54,9148 T » i BN R EE
A2 IS 1294{B T (5106.4%) » T %72 A 45 Bl SCREs g -

- Expenditure for the period from April to November 2017 amounted to
$300.0 billion and revenue $357.2 billion, resulting in the cumulative year-to-date
surplus of $57.2 billion.

“E-CFEUH R+ — HAYERGE 3 F3,000(8 T - WA R35T2{ETT » (A
PR E A (B2 +—H =T H)AVEER F572(8 7T -
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Dl Consolidated surplus 52 28

Issuance/(repayment) of government bonds and note:
#1778 B Rt RN

(in terms of number of month

$ Billion
+{EET
200 ¢
180 f

28 months{i# F

13 months {i# A

86.8

214

10.0

_u+l+ S

o
-7.8
-23.2

-63.3 -61.7

-40.1
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* Housing Reserve $76.6B not yet included.
A ELETE6 T
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vernment expe nditure fHE

75.1 737
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Ml Consolidated deficit 4747
=@ [iscal reserves in terms of number of months of government expenditure

No. of months
25 months (& H * A%

N

Al

1 15
5724 10
15
e 144
— 0

1 =10

1 30

1 25

20

415

Actual up to Nevember 2017
T — ARSI

34

In both 2016-17 and 2017-18 (up to November 2017), the fiscal reserves (excluding Housing Reserve) were
equwalent to 25 months of government expenditure.

RN —EEENCE ) E (RSB -E— ) BB (N R R
&) o HEEE T 25(E H B BURBRSZ -
Financial Year Fiscal Reserves Nominal GDP Fiscal Reserves in terms of %
B TE A G HE AR EYAE of GDP
($ billion +{&7T) ($ billion -{&7T) BRI E TR
M AR EGREATE 73t
1997-98 457.5 1,373.1 33.3%
2016-17 954.0 2,491.0 38.3%
2017-18 1,011.1# 2,601.1 38.9%

From 1997-98 to 2017-18 (up to November 2017), the fiscal reserves in terms of number of months of
government expenditure are as follows —

E— NNt/ NN\ E—t /—/\FE (B2 Z—tF+—H) I MBEEEEERBUNR L

A HET -

Financial Year BAEU4AFERE 97-98 98-99 | 99-00 | 00-01 | 01-02 | 02-03 | 03-04

No. of months H # 28 22 24 22 19 16 13

(highest) (lowest)

Y15 749

Financial Year {f U 04-05 05-06 | 06-07 | 07-08 | 08-09 | 09-10 | 10-11

No. of months FH # 15 16 20 25 19 22 24

Financial Year {f U 11-12 12-13 | 13-14 | 14-15 | 15-16 | 16-17 | 17-18

No. of months H#§ 22 23 21 25 23 25 25#

# Actual up to November 2017 #;E —&E—

CES— HEERM BRI







Government Continued need Invest for the
Ageing population revenue for public long-term development
AOz{E constraints expenditure of Hong Kong
BURFUSA IR NHEMAXTRGE | REBREFRFLA
) Maintain sustainable
Health care Narrow tax base Housing economic
AR MRS FE development
YeFF A
Increase
Elderly services Volatility Social welfare international
O AITET 7 A HEEF competitiveness
RS W AR ED i RS
Decline in International tax Education Boost innovation
labour force obligations sz and technology
BEIIHD BRI HE AT H (EHE BRI

Ageing Population A [1Z#1E

« An ageing population will significantly increase the demand for in-patient services and
ageing-in-place services. S (L& R MRS M S @R ZERFITE K -

-« The overall labour force in Hong Kong is expected to continue to drop after reaching the
peak in 2019 to 2022. FFGZEN A IFHEHE “E L2 F " FHEURESR
N -

Challenges for Government Revenue ERFUR ARIERER

« Concentrated income sources and narrow tax base. 7 FJk%= » fy UK ASKJEEEH -

- Tax revenue heavily reliant on a few key industries. “Distribution”, “Property,
Investment and Finance” and “Banking” account for over 65% of profits tax, 30% of
revenue comes from land premium and stamp duties. fRUXfEE FET3E > 8
ET o THE  E M M CSRITET ARG AR AR #565% > 30%
A AR B #EUARIETTERR -

- Have to fulfil international tax obligations so that our tax measures are not regarded as
“harmful tax practices” by OECD and EU. FH S EIIETTHATRAE » DUECRITEFE it
AR " EIRFE MRS




Continued Need for Public Expenditure /N5~ K48

« Housing, healthcare, education, welfare services and other livelihood issues are closely
related to the daily lives of our people, we shall put more resources to provide more
comprehensive care for the needy in society. FE=Z - B - 245 ~ (BFIREERE
BT RAEREERE > RMEREZEIR > bt EAREN AT
AR -

« The housing problem is the most challenging, formidable and complex issue. The
current shortage in housing supply and surging property prices have resulted from both
external and internal factors. |EE[E S ElE - BT - RERDN - & HERH
AHER ~ EHA > BPA/NENRZE » AN E A -

« The Government should look after the underprivileged with compassion and must
ensure the provision of reliable social support. FJRF22 DL = HYREE IR B L EE »
RN R LR 1% -

- Talent is the most important element in Hong Kong’s continued development, and
education is the key to nurturing talent. Government expenditure on education is
therefore the most meaningful investment for our future development. A A&7 A[H]
A EREZEILE » MABE B AT - BUTHIEE B2 AR KRS
BEH R E=NE -

Invest for the long-term development of Hong Kong & &E R BEEEBIEEE
« On economic development, we need to consolidate and enhance our traditional
advantages while developing new areas of economic growth as a matter of urgency.

FERER SR T > MR B e HE AR - R SR DR HE B Ay LR G R,

- While upholding the free market principle, the Government has to actively enhance its
role in boosting our economic vibrancy through efforts in various areas, including land
supply, talent, government-to-government business, policy directions, investment,
business-friendly environment and taxation. In the face of keen global competition, the
Government must step up its policy effort in the areas of talent and innovation to
ensure sustainable economic development. fT4EHF E T ABAYRTIE N > BT
e EERE ~ A~ BURFRBTBUR RS ~ BURTTIA ~ & ~ J7 & pHERER KA
L AR MRS R AR E I A E - (SRR BRI o BUR AR ITEAE
AARIEF T HEEVECRIIE - DUEREOB R e 38 -

- The development of innovation and technology can lead to new industries and create
wealth, provide more employment for young people and improve people’s daily
lives. To catch up in the innovation and technology race, the Government will step up
its efforts to develop innovation and technology. =& lF} BT A BT HY e =5 [ Bl 25 A
B BEESEFARE > WETRAEME - BERIRS FEEEEE - BUNE
SRAIFFEE -



We welcome your views

et e R

Thank you!
Y i |






