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Strong economic recovery since 2003

Compared with the trough in 2003:
Cumulative economic growth
Of which:
Exports
Volume of retail sales
Overall investment

Visitor arrivals

25%

42%
23%
16%

63%
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Chart 2

Strong economic recovery since 2003
Compared with the trough in 2003:
® Additional jobs (up to Jan 2007) : 310 000
® Unemployment rate fell from 8.5% to 4.4%
® | ong-term unemployment down by 56%
® Negative equity cases down by 92%
®  Stock market capitalisation up by 3 times

® Deflation ended in 2004

Chart 3

Robust GDP growth for 13 consecutive quarters
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Strong export growth amidst
thriving Mainland economy

Year-on-year rateof changein real terms (%)
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. 3 Chart 5
Domestic demand becoming a steady
and important driving force
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GDP growth led by financial, and

Chart 6

trading and logistics services
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Housing market developing steadily and o
negative equity problem disappearing
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Chart 8

Broad-based improvement in
labour market

® |Improvements across all sectors, al
age groups and all levels of education
attainment

® | ong-term unemployment declining
® \Wagesrising gradually

® FEarnings of lower-income families
also improving

310 000 jobs created since 2003 trough o
(Up to Jan 2007)

Lower skilled jobs (including

" others' )
(129,000 o 42%)

Managersand
adminigtrators
(81000 or 26%)

Associate professionals
(75000 or 24%)

Professionals
(26000 or 8%)




Chart 10

Both unemployment rate and
unemployment CSSA cases falling further
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Chart 11

Labour incomerising gradually
aslabour market improves

Year-on-year rate of change (%)
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Chart 12

Over one-third of HK’sworkforceare
managerial, professional or
administrativeworkers

No. of managerial,
professional or

administrative Sharein
workers employment*
1995 780 000 28%
2000 966 000 32%
2006 1227000 38%

Excluding foreign domestic helpers
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Chart 13

Therising share of servicesin HK’s economy
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Chart 14

Employment by occupation category
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Managerial and
professional staff
(1226 900, 38%)

Service workers and
shop saleswor kers
(509 100, 16%)

Workersin elementary
Clerks
(531100, 17%)

Semi-skilled workers*
(485600, 15%)

Notes: Figuresin brackets repr esent the number of employed persons (excluding foreign domestic helpers) in 2006, and
the per centage shar es refer to the proportion of employed persons engaged in the respective occupations.
(*) Semi-skilled wor kersinclude craft and related wor kers and plant and machine operators and assemblers.
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Full-time wor ker s ear ning $4,000 — $8,999 came down ...

while those earning $15,000 or mor e rose mar kedly
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Chart 16

2007 Economic outlook

GDP to attain another year of solid and baanced
growth at 4.5 — 5.5%, still above past 10-year trend
of 4.1%

Closer integration with the Mainland economy on
all fronts

But risks from external environment remain,
particularly the evolving situation of the US
economy

Labour market likely to improve further

Underlying cost pressures likely to build up further,
yet various government measures will provide an
offset to keep inflation in check
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Chart 17

Economy set for solid and
balanced growth in 2007
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Chart 18

Inflation to remain benign in 2007

Rate of change (%)

27 Composite
CPI 15%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
(Forecast)

2006-07 Revised Estimates

®  Our economy is strengthening

® 2006 GDP grew by 6.8%, significantly
higher than the 4% to 5% forecast by the
market and the Government earlier in the
year

® Increased Corporate profits and salaries, the
buoyant stock market and a stable property
market




Chart 20

2006-07 Revised Estimates (Contd.)

Revenue from several major items higher

than the original estimates

Originad  Revised
($ billion) Estimates Estimates |ncrease
Investment income 18.2 295 11.3
Land premium 305 36.8 6.3
Stamp duty 14.8 234 8.6
Profitstax 70.7 74.1 34
Salaries tax 37.1 384 13

Chart 21

2006-07 Revised Estimates (Contd.)

Operating surplus ~ : $38.6 hillion

(Original Estimates: $0.6 hillion)

Consolidated surplus : $55.1 hillion

(Original Estimates: $5.6 billion)




Tax concessions

Salaries Tax

Chart 22

® Revert the margina bands and margina
rates for salaries tax to their 2002-03 levels

Marginal Tax Band

Marginal Tax Rate

Marginal Tax Band ~ Present Proposed Present Proposed
First $30,000 $35,000 2% 2%
Second $30,000 $35,000 % %
Third $30,000 $35,000 13% 12%
Highest Remainder ~ Remainder 19% 17%

Chart 23

Tax concessions (Contd.)

Salaries Tax

® Child Allowance

— Increase the child allowance from $40,000 to $50,000

— Introduce an additiona one-off child alowance of
$50,000 for each child in the year of birth

® Deduction for Self-education Expenses

— Increase the maximum amount of deduction from

$40,000 to $60,000




Chart 24

Tax concessions (Contd.)

Stamp Duty on Property Transactions

Transactions of properties with a value between $1 million and
$2 million: reduced to afixed amount of $100

Duty on Alcoholic Beverages

Present New

Beer and liquors containing not 40% 20%
more than 30% of alcohol

Wine 80% 40%

Chart 25

One-off measures

® \Waive salaries tax and tax under personal
assessment

® \Waiverates for thefirst two quarters

® Provide one additiona month of standard
rate CSSA payments for CSSA recipients
and one additional month of allowance for
SSA recipients




Chart 26

A $20 billion package of tax concessions
and one-off measures to share wealth with
the community

Chart 27

Fiscal reserves
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Chart 28

I nvestment income of
thefiscal reserves
® The return on the fisca reserves will be
calculated on the basis of the average rate of

return of the Exchange Fund's investment
portfolio over the past six years

® |ncrease Government’s investment income
and enhance its stability

® Therate of return for 2007-08 will be 7%

Chart 29
Revenue profile for 2007-08
(Estimates)
Salaries Tax, Personal
Assessment and Property Tax
Profits Tax (12.6%) $34.58
(28.3%) $77.5B Stamp Duties
(8.3%) $22.6B
Properties and Investments
(7.5%) $20.78
Utilities, Fees and Charges
Land Premium (5.6%) $15.48
(14.1%) $38.5B Betting Duty (4.5%) $12.28
Rates (4.2%) $11.68

Other Capital Revenue

(50%) $139B  Other Land Fund (3.6%) $9.88

Operati Duties

peratin

[ Operating revenue Revenlueg (2.3%)
(809%) $221.48 (4.0%) $6.38 Total government revenue

= Cepital revenue $10.88 =$2738billion
(19.1%) $52.48




Chart 30

Expenditure profile for 2007-08
(Estimates)

Housing (0.1%) $0.2B Education (24.4%) $50.1B
Community and External Affairs
(\é.s%) $7.38

Economic (3.9%) $8B

Environment and Food

(4.3%) $8.78 Social Welfare

(17.5%) $368
Infrastructure
(5.5%) $11.4B

Support (14.3%) $29.48 Health (14.8%) $30.58

Security Total recurrent government expenditure
(L7 sus = $2056billion
($5.7 billion mor e than 2006-07 Original
Estimates)

2007 M edium Range For ecast

($ billion) 2007-08 2008-09 2009-10 2010-11 2011-12

Operating revenue 2214 2447 2582 2706 287.2
Operating expenditure 2142 2217 2295 2375 2458
Operating surplus 72 23.0 28.7 331 414
Capita revenue 52.4 63.0 64.0 63.8 67.5
Capital spending 342 364 470 515 502
Repayment of government - 27 35 - -
bonds and notes
Capital financing surplus 18.2 239 135 12.3 17.3
Consolidated surplus 254 46.9 422 454 58.7
Fiscal reserves 3912 4381 4803 5257 5844
- asanumber of months
of government 19 20 21 22 24
expenditure

- asapercentage of GDP 254% 26.9% 27.8% 28.7% 30.1%




Chart 32

Consolidating strengths,
promoting development

® Further economic integration with the
Mainland

® Reinforce our status as an international
financial centre

Facilitate trade and logistics devel opment

Promote tourism

® Improve business environment

Chart 33

Developing a knowledge-based economy

Nurture and attract more talent

Encourage more research  into
innovation and technology

® Provide WiFi networks in government
venues

® Support the development of the film
industry
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