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2018 ECONOMIC INDICATORS
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GDP real growth Q1-Q3 == 3.7%
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Unemployment rate Aug — Oct /\ £+ H 2.8%
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Underlying consumer price inflation Jan—-Oct —Z%+H  2.6%
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Except for unemployment rate, the above percentages represent year-on-year changes.
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« The Hong Kong economy grew solidly by 2.9% in the third quarter of 2018 alongside further
expansion of the global economy. While the growth pace was still above-trend, it moderated
from 4.6% in the first quarter and 3.5% in the second quarter. External demand continued to
record visible growth for the third quarter asawhole. Domestic demand held firm.
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» Theimpact of rising external headwinds on the Hong Kong economy has started to surface in
recent months.
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» The labour market remained tight. The seasonally adjusted unemployment rate stayed at a 20-
year low of 2.8% in August — October 2018. The underlying consumer price inflation
averaged 2.6% in the first ten months of 2018.
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ECONOMY EXPANDED SOLIDLY, ALBEIT AT A MODERATED PACE IN 2018 Q3
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Gross Domestic Product
(year-on-year rate of change in real terms)
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« The Hong Kong economy expanded solidly by 2.9% in the third quarter of 2018, marking the eighth
consecutive quarter of above-trend growth, although the growth pace moderated from the first half of
the year.
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» Goods exports sustained notable growth for the third quarter as a whole, and exports of services
expanded moderately. Yet, the impacts of the US-Mainland trade conflicts began to surface. In early
December, the US agreed to stop raising the rate of additional tariffs for the time being, and the two
sides will continue to negotiate for an agreement in 90 days. Developments going forward deserve
close monitoring.
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+ Domestic demand stayed largely resilient in the third quarter. Yet, various surveys reveaed that
local busi ness sentiment has become more cautious in recent months.
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LABOUR MARKET REMAINED TIGHT
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Seasonally adjusted unemployment rate
(three months ending)
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* The labour market remained tight. The seasonally adjusted unemployment rate
stayed at 2.8% in August — October 2018, the lowest level in 20 years. Tota
employment registered visible growth on a year-on-year basis. Wages and
earnings sustained solid and broad-based growth in real terms.
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INCREASING PRESSURE ON CONSUMER PRICES
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Composite Consumer Price Index (CCPI)
(year-on-year rate of change)
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» Alongside the sustained above-trend economic growth, pressures on consumer
prices continued to build up. The underlying consumer price inflation rate was 3.0%
in October, and averaged 2.6% in the first ten months of 2018.
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LATEST FORECASTS FOR 2018
R Il

GDP real growth 32%
A A S B SE TR

Consumer price inflation
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» The global economy, after growing strongly in the first half of 2018, has lost some momentum
of late. This was evidenced by the slower growth in the European Union and in many Asian
economies in the third quarter. The economic outlook is subject to increasing downside risks.
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» Taking into account the actual growth outturn of 3.7% in the first three quarters and the
downside risks in the external environment, economic growth for 2018 is forecast at 3.2%.
FERIE =F3.T7%NERM K - URANE SRR N7 - 2 — ) UFENZE 5T
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» On prices, the inflation rate may still be subject to some mild upward pressure in the rest of the
year. The forecast rates of underlying and headline consumer price inflation for 2018 are
forecast at 2.7% and 2.4% respectively.
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INCREASING DOWNSIDE RISKS
TS IEAESE 0

Global economic growth has lost some momentum of late.
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US-China trade conflicts.
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Further tightening of financial conditions across advanced economies, esp. in the US.
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Brexit and geopolitical tensions.
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Domestic demand may be subject to increasing pressure from the rising external
headwinds and weaker asset markets
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» The rise of trade protectionism is the most worrying threat to the economic outlook. The US-

China trade conflicts have weighed on global economic sentiment. While the situation is still
fluid, if the conflicts sustain or escalate, the repercussions on global trade and investment
activities, and thus on the Hong Kong economy will become more apparent.

A5 P £ AL EN LT AT R AR UEN R - 255 | E T 5 EE
BHEREFTAA - REBIHRNEA T > #6075 BERF TR - BTG
AL FED) > LR B/RBZFTEAWNZHE=EEHE -

« The further tightening of financial conditions across advanced economies, particularly in the

US, is another risk factor. Rising US interest rates and a stronger US dollar had already
wreaked financial havoc in some emerging market economies with weak fundamentals earlier
in 2018. In the face of this and other external uncertainties, global financial and asset markets
could become even more volatile in the period ahead.
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Consumer sentiment, while still being supported by the favourable job and income conditions,
could increasingly be affected by the external uncertainties and weaker asset markets. Business
sentiment could also be hit further.
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NEW FISCAL PHILOSOPHY
B HEF

Seize the opportunity Timely investment as
and invest for the future preventive measure
A AHE M BN HE TR BEIR
R BT ARFK Forward Looking bh BT RA

New direction for Fiscal policy for

taxation to enhance A M economic and
competitiveness Strategic social development
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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:
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Seize the opportunity and invest for the future: Bring about long-term returns for society by
investing more generousy so that government revenues will increase continuously, thereby
enabling us to make further investments for our future.
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- Timely investment as preventive measures. Expenditure for preventive medical care, training, re-
training and investment in socia enterprises can all add value to society.
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Fiscal policy for economic and social development: We may identify options to enhance Hong
Kong’s competitiveness and create benefits for society.
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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
socia and economic activities.
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BUDGET STRATEGIES FOR 2018-19
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Promote Improve Meeting

economic Invest for existin long term
our future 9 ’ g

development g services | needs
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Enhance d W Fiscal
tax regime g prudence
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The following strategies have been adopted for 2018-19:
TE ) IUEE B R ZE R T DA T SR

proactively promoting economic development by providing favourable conditions for emerging
industries such as I&T and identifying growth opportunities on the one hand, and strengthening the
competitiveness of the pillar industries on the other, so that our economy will prosper in a sustained and
diversified manner, creating quality jobs for our young people;
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making bold investments to break through the development bottlenecks. The Budget will optimise the
use of surplusto build capacity in terms of land and human capital;

FEBRK + RHBZEE fERIZY) - EREAR - LA TSR E

improving the existing services and quality of life;

PEFHARSS © BEIA RS > RIS R

preparing to meet the community's long-term needs for healthcare and elderly care;
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while maintaining the competitiveness of our tax regime, making suitable adjustments to ease the
burden on taxpayers and enterprises, having regard to our prevailing fiscal position;

DCERLH] * PREFBEHITE T - [ERHZBUR SRR BOIR S > AT > BT BT el 03

caring for and sharing with the community by enhancing support for the disadvantaged and enabling
members of the public to enjoy the fruits of our economic success; and

REHT WAL BEINERE; - SHESRRIEZLTTR DU

maintaining adequate fiscal reserves.
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TOTAL GOVERNMENT EXPENDITURE GREW BY 142%
FROM 1997-98 TO 2017-18
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I : 470.9 HATREH L (+226%)

4356 —_— =
- S [_+— | L4 Recurrent expenditure

U ST (+142%)

I —?_ - L] Other expenditure

N\

290 /_ HoAthFF =2 (+31%)
2389 2473 (Including one-off relief
L 2230 T PRE Al measures)

i 194.4 :?— 11— (B A—Z M7 RIS HE)

|

E
=

\

I

1997-98 1999-00 2001-02 2003-04 2005-08 2007-08 2009-10 2011-12 2013-14 2015-168 20186-17 2017-18

Total government expenditure for 2017-18 was $470.9 hillion, representing an increase of
$8.9 billion, or 1.9%, against 2016-17, mainly due to the increase in operating expenditure of
$17.7 billion. It was offset by the decrease in capital expenditurein 2017-18 compared with
2016-17, due to the one-off equity injection in the Hong Kong Science and Technology Parks
Corporation of $9.5 billion in 2016-17. It is more than doubled when compared with 1997-
98 -
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2017-18 compared 2018-19 Estimate compared
with 1997-98 with 1997-98
—E -t/ \FE B AFETE
S—=nht/ LAFE S—ht/ Ju/EE
B3q Bt3%
Capital works expenditure +226% +263%
BEARTREFL
Recurrent expenditure +142% +172%
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RECURRENT EXPENDITURE GREW BY 27%
FROM 2013-14 TO 2017-18
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$ billion
iz
400 .
361.8 [d Social welfare
350 |- =185 (+26.6%)
300 U Health T4 (+25.5%)
250
B Education 75 (+26.4%)
200
150 | B Security {£22(+24.0%)
100 |
foiiid H Others HA (+30.4%)
50 B % (Infrastructure, Economic,
Environment and Food, Support, etc.)
0 (EER % ~ 229F -

PR R ) - RS
2013-14 2014-15 2015-16 2016-17 2017-18 FFET R - GBI %)

» Recurrent expenditure for 2017-18 was $361.8 hillion, representing an increase of $17.2 billion
(or 5.0%) over 2016-17. It has been growing steadily since 2013-14 at a trend rate of 6.2%.
The increase in recurrent expenditure reflects the Government’s long-term commitment in improving
people’s livelihood.

“E -t RS K K3,618{2 7T » B E N~ FE RN I1172(2 7T (54
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» Recurrent expenditure on social welfare, health and education has been increasing —

=rEA ~ DAEMAE G HE L E SR aagin

2017-18 compared 2018-19 Estimate compared
with 2013-14 with 2013-14
-t/ \FE B NFEETE
52F—-=/—NFgE 5°2F-=/—NFEE
B3q B3q
> Soual welfare 1+ 2 18 | +26.6% +54.6%
Comprehensive Social Security +11.8% +7.3%
Assistance Scheme
Giett = RER BT
Social Security Allowance Scheme +24.2% +84.2%
AR gl
Other welfare expenditure +46.5% +76.9%
HoAth 18 1 HF 52
» Hedth T34 +25.5% +42.6%

> Education 2 & +26.4% +33.4%




RECURRENT EXPENDITURE ESTIMATES FOR 2018-19
ZE N NEEEE TR

Housing B $0.4B (0.1%) Caucation 3% $84.6B (20.8%)

Community and External Affairs #+ X k& Y4255 $13.3B (3.3%)
Economic 225 $12.8B (3.2%)

Social Welfare 2%

$52.2B (12.8%)
Environment and Food ¥ 12 k& &%

$17.7B (4.4%) R $79.88
Infrastructure L2 i Oct)l‘::' Weelf:r? SR (19.6%)
24 9B (6:10) Expenditure {38 ] 5 %

$27.6B (6.8%)

Support &iBh i 35 $56.9B (14.0%)
Health T4 $71.2B (17.5%)

Security {77 $44.9B (11.0%)

Recurrent government expenditure B fF42 % JF % : $406.5B
(71.4% of total government expenditure of $569.6 billion 5 B H 57 5 405,696 {Z cHI71.4%)

$B = $billion +{Z7T

*  Based on the 2018-19 Estimates of Expenditure, the spending on Education (20.8%),
Social Welfare (19.6%) and Health (17.5%) together accounts for 57.9% of recurrent
government expenditure.

Re —F— /) — NFERIFZFE > 25 (20.8%) ~ 1 =1EF](19.6%) K
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INVESTMENTS IN CAPITAL WORKS
$ Billion %KIE?Qﬁ

S0
From g 2008-09 From g 2013-14 From f 2018-19
140 to = 2013-14 to % 2018-19 to = 2022-23
i 1
130 + Trend growth B K : 13.0% p.a. (54) | 2.4% p.a. (F4F) : 5.9% p.a. ()
]
120 A : :
i (Note 3)
110 - E (E3) l .
93.3
100 - (N{ﬂe 2)
90 (£2) . .
.l i I | |
70 . .
&0 (Note 1) B ]
50 CEN .
40 - [ | .
30 -
wl/m @ m E m B " - -
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(4] T T T T T T T T T T T T T T T T T T T 1
1997-98 2002-03 2007-08 2012-13 2017-182018-19 2022-23
Original Estimate
FREIR Forecast
Capital works projects = Block allocations ik b
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Note 1 : Including the one-off grant of $21.6 billion provided to the West Kowloon Cultural District Authority

1 AR E P LB EE R B IERI216 {270 — Wt A -

Note 2 : Including the one-off grant of $13 billion provided to the Hospital Authority.

2 AR R B e AR R (Y 13042 7T — I IR AL -

Note 3 : Including the one-off grant of $12.2 billion in the 2018-19 CWRF Estimates for Education Bureau on the Hostel Development Fund
i 3 1 W fETE2018-194E EERE AR TR A IS R TR B BT Jo 1 & I IS e it kA1 22(2 78— Il #4 -

» The estimated capital works expenditure (CapWex) for 2018-19 is $93.3 hillion. For 2017-18, the
actual expenditure was $83.8 billion. The CapWex for 2018-19 has increased substantially by
about 107% since 2008-09 ($45 billion). We expect that the CapWex will stay at a high level in
the coming few years.
=2 - N/ — L HEESN R AR TR ZME N 933 2 T
—E -t NEENERFZ 83847 o ZE— )\ —NEENEARTEFZ
BZEE )N S EIEE (4504 TT) RIEM IN1£9107% - Pt R REE > A TIEF I
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* The percentage of annual CapWex as against the total government expenditure is expected to
increase from 14.4% in 2008-09 to about 16.4% in 2018-19. It fully demonstrates Government’s
commitment in capital investment.
4P A TR T 32 5 BURF T S T 4 EE U &1 BB/ B 9 14.49%3
BB ) IUFEERNZ)16.4% > 5857 AR B BUR W BRI T B AR TR Ay &HE -

* In December 2017, the Construction Industry Council forecasted the total public and private
construction expenditure to reach $250 billion to $335 billion, in September 2017 prices, in the
coming ten years. The outlook of construction industry in Hong Kong remains positive.
FE20174E12H » BE NS TR K5 - #2017F 97 g it & - ARVE EE
TAE L RF3K2,50017, % 3,35012 78 » & A& 2 LAl S 28R M




» The CWRF has a balance of some $180 hillion as of end March 2018. The main revenue

stream to the CWRF is land premium. The merits and readiness of individual projects are the
major considerations in deciding our capital works programme. If needed, the Government
may transfer from the general revenue to fund our public works programme.
SR \FESAEEATRESESNE RN N800 - MR AREER
TR i d B < 1Y EFUTACRIE » A5 H B3 %8 FE 4 5k 1 2 e AR TRE I
VI FEZRAEE - WA FTZE - BUNF AT M BURF — i U AR $2300 2 B AR T A2 i
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CapWex Nominal GDP Cap\Wex
Financial year ($hillion) ($billion) (% of GDP)
W A EARTREAS | B~ EH BRI
(-+12.77) (-+12.77) (FEE T A 2R 7
AYE 73 k)
2008-09 45.0 1,707.5 2.6%
2018-19 93.3 2,822.4 3.3%
OE JFUkATA
* Thetrend growth —
B K
Trend Growth (%)
BEHEE (%)
2008-09 - 2013-14 13.0% p.a.
F4.13.0%
2013-14 - 2018-19 24% p.a
F1F2.4%
MRF period = 5 77 ] £ [&] 5.9% p.a
(2018-19 - 2022-23) H4-5.9%




CAPITAL WORKS PROJECTS
EATREIH

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.
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« Strategicinfrastructure projectsunder way ¥f [F {71 HY SRES ML 2T H -
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6.

Tuen Mun-Chek Lap Kok Link and Tuen Mun Western Bypass

CIREDN -bspet e Y W=

Kai Tak Development 51 % f& i %]

Development of Lok Ma Chau Loop 3% I i ;i & X

Kai Tak Sports Park | {E{A &

New Development Areas (Kwu Tung North and Fanling North and Hung Shui Kiu)
Bk X (EUE AL R e AL ~ KT

West Kowloon Cultural District 75 /1.3 {E X

Other projectsinclude EAm I H &5 -

7.

10.

Health — Ten-year Hospital Development Plan including projects such as redevel opment of Queen
Mary Hospita - phase 1, redevelopment of Kwong Wah Hospital and construction works for New
Acute Hospital at Kai Tak Development Area, L4 — +FERELZ BT - EHEHETHNER
—HAE TN~ TR B B U S AR B 1R R R X > T T = R B S T H
Environmental protection — e.g. expansion of Sha Tau Kok Sewage Treatment Works — phase 1,
Rehabilitation of trunk sewersin Tuen Mun, Upgrading of sewage pumping stations and sewerage
along Ting Kok Road, Upgrading of Central and East Kowloon sewerage — phase 3 and West
Kowloon drai nage improvement — inter-reservoirs transfer scheme iz {RiF — BlIUI{E /D=L
GKAAETT R R TR ~ W5 KFREETRE ~ JTARITKERF KI5 KIE
AHE LR ~ LR TR SR ER G KU EE 20 A2 — 55 3HI R PR L Fd KR %
FEE TR — K IE [B] 5 m A T A
Education — primary and secondary schools and tertiary ingtitutions projects, e.g. Academic
building a No. 3 Sassoon Road, A 30-classroom primary school at Tonkin Street, Cheung Sha
Wan and Redevelopment of Island School at 20 Borrett Road, Mid-Levels (5 — /N7 ~ 177
FREHER TR » PIAED E B35 A F R - KIVBRSE LT %A 30[H R =1
INF o DL B R AL T R 2R LR S E 205 By I R
Sports, recreational and cultural — e.g. Station Square at Kai Tak, Swimming pool complex and
open space in Area 107, Tin Shui Wai and Provision of heated pool at the Morse Park Swimming
Pool Complex, Wong Tai Sin 345 ~ /R B H — BIAEEEL & ~ ROKEFL07TK
W KM 3 VR B R SE L~ A0 e ORI R 2 Bl Dk ot DL R B B K kOt
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TOTAL REVENUE GREW BY 120% FROM 1997-98 TO 2017-18
— NN/ NMNAEZE 1 /— \FE R A 0120%

$ billion
a7t
650 619.8 . s
600 . .21 — Capital revenue FRZEE A
[ [_] Land premium (+164%)
230 Heffrdg A
500 Oth ital -14%
s 4553 450.0 . ﬁ{fﬁr:ﬁiﬁg)&\venue (-14%)
450 /:
400 | 17 Operating revenue 2271 A
358.4 f'_/

350 - _\3184 . [ Stampduties (+227%)

2812 . ERFERRE
50 233.0 el _\u . Investment income (+4%)

250 2073 h T A

200 175.6 . Profits tax (+152%)

‘ TS
o8 : ‘ H JML/ [ Salariestax (+101%)

el — e

100 U R
i Other operating revenue (+76%)

=2 (Fees and Charges,
0 el | Bl — — - Rd General Rates etc.)
1997-98 1999-00 2001-02 2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2016-17 2017-18 L AU

(F I ~ —RE )

Profits tax has been our largest operating revenue. It varied from $37.7 billion (1999-2000) to
$140.2 billion (2015-16).  #| 5 B /& BN £ K HY é%ﬁLKU\EE/F KA 377127t
(— NI/ ZEEEFEE) 51,4020 0(=F— 1/ —NFE)ZHE -
Salaries tax has been our second or third largest operati ng revenue. It varied from $24 8 billion
(1999-2000) to $60.8 billion (2017-18). ¥FERESE S E =KL EUWAKIE - ZKEF
248/t (— UL B EEHEE) 5608 m(—E L — /\FEE) Z[F -

Stamp duties varied from $7.5 billion (2002-03) to $95.2 billion (2017-18). EI{EHRIASF
SOTT(CEE T B 5952t (E—t  — \FEE) Z[H] -

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 hillion 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. | - ZEZE+H4FEVUH
—H#E - ORI LR - IRYEE R0V R o B E 1 BT ERR - MR ARB B A
HUkn) - EEEL  BNAE_E—=—TUFEEHHF - PEEERTUA 363 » B
JFFAE 2B — I fe B — T AFE I RITHEE 275(2 7T )e 452127 » FIAEINCESEWN - (E Y BEt &
Asfor capital revenue, land premium has been most volatile, fluctuating from $5.4 billion (2003-04)
to $164.8 billion (2017-18) in the period. ﬁ?élﬁ%?t&/\ DLHAN U A ZhE A © (F 3 ESHAE]
HAMTAAESML T (CEE = BIUFER) 51,6487 0(—F—1 /— /UFRE) Z[H 1% -




VOLATILITY OF GOVERNMENT REVENUE
BURFU ARSI

Annual rate of change %A1 =2 (%)
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Revenue R A ) h
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93-94 95-96 97-98 99-00 01-02 03-04 05-06 07-08 09-10 11-12 13-14 15-16 17-18 18-19
Estimate

TR

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.

BTN RHVETTER o« ABRERAE > BUFIAZ) 22 5T R shiFrsZ -
WHUATHE 2 B2 5T 2L - HIEBUFFTREZEH]

The volatility of our revenue poses challenges to the management of public finances.
Profits tax, salaries tax, stamp duties and land premium is expected to account for
71.3% of the 2018-19 total government revenue.

WK TE » AR BUEE Rk - FIEBE - #rEER ~ ENTERINIH UL
A GG T U= B R AR 71.3% -




REVENUE ESTIMATES FOR 2018-19
—F— )/ —NEERATE

Stamp Duties EI{ER
$100.0B (16.5%)

Other Operating Revenue HAft &2 & A
$82.3B (13.6%)

Rates =1
$15.0B (2.5%)

Bets and Sweeps Tax {85 K =R
$21.2B (3.5%)
Investment Income U A
$39.8B (6.6%)

Other Capital Revenue HfthIEL2E WA
$15.3B (2.5%)

Land Premium iUt A Salaries Tax # B
$121.0B (20.0%) $54.8B (9.1%)

Total government revenue BRF S A : $604.5B

$B=$billion +{Z7%

> 4
V4

Profits Tax &8
$155.1B (25.7%)

The seven major revenue items are profits tax (25.7%), land premium (20.0%), stamp duties
(16.5%), salaries tax (9.1%), investment income (6.6%), bets and sweeps tax (3.5%) and rates

(2.5%). Together they account for 83.9% of total government revenue.

T FERZWATHE 73 510 A HE(25.7%) ~ Hifr A (20.0%) ~ EIFERL (16.59%) ~ 7 B
(9.1%) ~ $ETTULA(6.6%) ~ THRZ KR FERE (3.5%) M2 111 (2.5%) -~ & 3k o5 BURF S UL AHY

83.9% -

Other Capital Revenue of $15.3 billion includes —
HA IR E UL AN 153{7 7T - M A

» Genera Revenue Account: mainly includes expected receipt of dividend
from West Rail Property Development Limited ($8.0 billion)
BUF—fUAKE © FEEEMIASEEESYI L EARA FIRE
RS, (80{Z7T)

» Loan Fund: Loan Repayments
Prakch: ERaY BTk

> Lotteries Fund: Mark Six Lottery
WAL NEXRSE

» Capital Investment Fund: Dividends, Interest and Other Receipts from
Investments/L oans
BRI BT AR SREATR TR R, ~ FILE R EA A

$10.2 hillion

102{Z7t

$2.1 billion
2127t

$1.1 billion
11727t

$0.8 hillion

8{zt




SALARIES TAX #F{ZEfi

2016/17 (Year of assessment i Bi4EE)

+  Only 47% of working population pay salaries tax 54547 % T /E A L2005 7k
+ Top 9% taxpayers bear more than 73% of salaries tax revenue 9% /i A 20Nt 73% & EEFilT A

Taxpaying populationZ/ifif A = %7 : 1 765 000*

% of total salaries tax* yield Average tax payment*($)

Annual income ($) No. of taxpayers BB AT 3L TERL
U AGT) aNFsE AT E

>2,000,000 46 000 (2.6%) 46.9% 603,450
1,000,001 to 2,000,000 114 000 (6.5%) 26.9% 138,700
700,001 to 1,000,000 150 000 (8.5%) 13.2% 51,560
500,001 to 700,000 247 000 (14.0%) 8.0% 19,070
400,001 to 500,000 204 000 (11.6%) 2.6% 7,400
300,001 to 400,000 291 000 (16.5%) 1.5% 3,100
200,001 to 300,000 398 000 (22.5%) 0.8% 1,180
132,001# to 200,000 315 000 (17.8%) 0.1% 200

A Of the 3 787 000 working population, only 47% pay salaries tax {3 787 000 [-{F At » L1547 % s iamt
* After the one-off 75% tax reduction up to $20,000 S 5 7 5% 5 0P /920,000 0) 4 it
# The basic allowance for individuals in the 2016/17 year of assessment is $132,000

2016/1 7IRBIE LAY A S S B4 132,000 70

* Inthe year of assessment 2016-17, of the 3.79 million working population, about 2.02
million or 53% of the working population need not pay any salaries tax.
TE BN/ —TCRBLEE » KEF3795 LIEAND - H§2520275 A
(TAE AN IHY53%) T8 0 8 4 e BB -

« Of the 1.76 million who paid salaries tax, the top 5% taxpayers (i.e. about 88,000
taxpayers) contributed 61% of the revenue from salaries tax.
TELT6 77 A g 4N BEBLAY N Lo > 9 HE A 2% (Y5%(£ 88,000 A ) Fit 4 44 #Y 5t
K EE LU A HY61% -




PROFITS TAX F|&&#i

2016/17 (Year of assessment iEEiERE)

+  Only 9% of registered corporations pay profits tax =75 9%; 3 i 25 5140 42 F15-Fit
+ Top 4% taxpayers bear more than 82% of profits tax revenue 4%;¥:{if /% 544 4A48 182 % FIE il A

Assessable profits ($)

L HERCFIE ()
>100M

>50M to 100M
>30M to 50M
>20M to 30M
>10M to 20M
>7.5M to 10M
>5M to 7.5M
>3M to 5M
>2M to 3M
>1M to 2M
>0.5M to 1M
1to 0.5M

No. of corporations”®

AEIE A
1000 (0.9%)

900 (0.9%)
1100 (1.0%)
1200 (1.1%)
3 100 (2.9%)
1 800 (1.7%)
3 000 (2.8%)
4 900 (4.6%)

4 900 (4.6%)
10 700 (10.0%)
12 700 (11.9%)
61 400 (57.6%)

% of total profits tax* yield Average'iax: payment* ($)
SETTOK
84,726,360

GBI ST B 2t
65.0%
8.2%
5.4%
4.0%
5.7%
2.0%
2.4%
2.4%
1.5%
1.8%
1.0%
0.6%

11,606,590
6,388,060
4,043,340
2,318,620
1,412,300

983,660
620,460
383,480
214,680
97,790
12,880

* Registered Corporations: 1 235 000, with 106 700 (9%) taxpaying ;1 {lif /3

%7 : 1235000 - H.r1106 700 (9%) S FllfTii

* After the one-off 75% tax reduction up to $20,000 =i — 2k 6 7 5% Fi (IR 420,00050 )50t 5

* Inthe year of assessment 2016-17, about 85% of our profits tax is contributed by the top
5% taxpaying corporations (i.e. about 5,300 corporations).
companies (about 91% of the total registered corporations) do not need to pay any profits

tax.

Over 1,128,000 registered

TR/ —CIRBERE - 9955 2 1Y 5% £ i 2 5] (75,3005 ) Bt 44 40 i i
K BN R B U A 2985% -« TE 1 g1 AN IS B BV E i A E1 2975 1,128,000%2 (5
EA A E R E2991%) -




COMPARISON OF CORPORATE TAX RATES
AEIBERLR

%
35
\

30

25.75% 26 6%

2588
20 4

16.5%
15+
10
5 -
0 .

Hong Kong# Singapore UK* USA? Canada* Korea*® Japan* Australia®
wHi# Hrhinz ey FEN ik v " 4 B

# The two-tiered profits tax has been implemented in Hong Kong with effect from 1 April 2018. The profits tax rate for the first $2 million of
profits of enterprises will be lowered to 8.25%. Profits above that amount will continue to be subject to the standard tax rate of 16.5%.
T —Z—)F A — H MR SB AR 4005200 /7 caTFHS BB 228.25% » HISAVFENI 457 16.5%EAL -

* Source: OECD Statistics (2018) Fifs i ¢ L2857 S {F RABHA ST (CF—/UR)

A The combined corporate tax rate in the USA is 25.75% with effect from 1 January 2018.

BB E—H—Hl » HEAVEEG A E]B4925.75%

« Hong Kong has a smple 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 has been implemented in 2018-19.

HARETEHBEBS > A FHGE BRI —16.5% - & & K& ({25
(B2 —Z—-tFNEF)  MERMALFTRE T —// —LFEES -
20075 7T 1Y FI 5 R R 220157 % 22.8.25% » o 49 F1I i N 4k £24% 16. 5% fir.

- 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.

T VE—H—HZAl > HEEEA TR (56 M R 7728 5B R 6 719 5)
$938.9% » Y5 G A B BRI 5 B0 T O % 25.75% -




COMPARISON OF TOP STATUTORY PERSONAL INCOME TAX RATES
% A N ANSBREER
55.9%

53.5%
50 - 49%
43.7% 45%
40%
40
30 -
22%
20
15%
10 -

60

Hong Kong Singapore® Korea® USA# UK* Australla Canada® Japan®
Hrhnsset i [ F[E# B B ik o HA*

(Standard Rate i f:#5%)

*Source: OECD Statistics (2017) ¥EfisEE : A5 {ER A BN S i (CB—4F)
AThe top statutory personal income tax rates in Singapore and Korea are 22% and 40% respectively in 2018
I A R R A A A BRI SR8 22%F140%
# The top combined personal income tax rate in the USA is 43.7% in 2018 Z5[E % JUREME S 474 A A B B 1943.7%

The same applies to our salaries tax rate, which is now capped at a standard rate of 15%.

ARAEAGHREBRE R WARE - BN EIRY PR AR 15% -

From tax years beginning in 2018, the new top combined personal income tax rate inthe USA is
43.7% (the old combined rate under OECD statistics was 46. 3%)

BT /NEHENEBMEE » FEFTNNESSZE T AAEBET43.7%

(RIELTFTEMEIEEASANTR - [BIVEED Kt%swo




RECENT TAX MEASURES
TR S5 15 1

Two-tiered profits tax rates regime Fl|{5#i P8 2l

Unincorporated business

C°"E‘°ti°" (partnership & sole proprietorship)
: g &M IEERNLS (JRETRA KL )
First $2 million
H-HAT 8.25% 7.5%
o 16.5% 15%

Enhanced tax deduction for R&D expenditure JJi} & 7 FEHEARS ML S5 1B,

300% First $2 million qualifying R&D expenditure
tax deduction $If# E—E 7 T PR A S
200% Remainder

tax deduction FIfi Gt

Two-tiered profitstax rates regime F[15 4PN 2 &l

» Thetwo-tiered profits tax rates regime has taken effect from 1 April 2018. FI|{55% PH 2%l = 12018
FAH1H B -

* The regime will reduce the tax burden on enterprises, especialy small and medium enterprises
(SMEs), while maintaining a simple and low tax system. FI[{5-F547A 2% ) 0] 75 235 fa) e B R AY A
N 0 AL - Rl NS DU

» 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. JAHE — H G THIFE R 2£8.25% » H
JEHYFIE M 4k 2232 16 5%ERE - 2T LLE KM 8T8 N FRVIRERNLSS - B —H /7 e AREY
PR REAEN N 22 7.5% » 55 N FEEIRERN 4E R /£ 15% -

» To target such benefit primarily for SMEs, we have introduced restrictions to limit the application to

only one enterprise nominated from among those which are connected. = B Ml LAF/NB
T FATERRFE RER L R IR — 2 -

Enhanced tax deduction for R& D expenditure JyifF & F- 37 H- AL 89 M & IR,

* We have introduced 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. FA 12 it A -3 Hefit
IR R > DS SR A &S Sl > DARON & A4 i S A VG I a3 MR A7 -

* The first $2 million of qualifying R&D expenditure would enjoy a 300% tax deduction with the
remainder at 200%. B[ /7 7THY & BRSBTS Y ATER300%64TIR > A 5K 200%04 185 ©

« Thereisno cap on the amount of deduction. #H& F 1B &H5H LR -

» The enhanced tax deduction is applicable to qualifying R&D expenditure incurred by enterprises from
1 April 2018 onwards. #iYMyE SIS H 120184 H 1H 2 JGHY & B A 3L -




Government
Financial
Position

25 BRI B




CONSOLIDATED ACCOUNT FROM 1997-98 TO 2018-19
—NNE/NNEZE—)/ —NFENGZEIKE

$ billion
Government
700 revenue
619.8
600 S== 6045
/ A 5696
500 74t Government
’ expenditure
4 BURTF &
400 402
281.2 / ~
300 /
s ¢ =
— >€>-v :
\._./ 148.9
194.4 o
12316 1.1 g
100 868 e 751 737 g48 72.8
5 . 349
10.0 2L4 140 s = e s ¢
0 == = B = = W - . W w e v = ww |
m [
232 i w
-40.1
-100 -633 -61.7
07-98 98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09 09-10 10-11 11-12 12-13 13-14 1415 1516 16-17 17-18 18-19
Estimate
[ Consolidated surplus 47& X% . - Government revenue ECJFii A TR
Bl Consolidated deficit 52475 = Government expenditure FFH T

Note: Including issuance/(repayment) of government bonds and notes issued in 2004,

EEAE2004%7T, () BUR#2F RFRIRATI ©

+ The HKSAR Government strives to achieve afiscal balance over a period of time.

OB TR — S D A T U P




RESOURCE ALLOCATION PRIORITIES IN 2018-19
=)/ N E IR I E IR

Enhancing Increasing Nurturing

economic land supply talent

structure and housing R A\ A
PRABZF A =R

Building Strengthening

: healthcare Improving
?uﬁr;':,%iae?f and elderly labour welfare
EiR— AR Se S {255 THEF
ERANEES || TEEIH

\/@\/

Guiding Principles ¥ &5 |

» When considering how our annual surplus is to be deployed, we should carefully take into
account the source and nature of the surplus, and make optimal allocation of resourcesin the
light of the external and local economic environment, social needs and public expectations.
PAERAETE BRI > Pl TN B H S R HRIFE AT - H=RRNAMEFIA LT E N > P
Pt =HTEAT RN - fEH Py -




ALLOCATION OF RESOURCES IN 2018-19 BUDGET
ZE )/ NEEM B IR EN R

T g v |

Earmarked funding 7% &k 388.3
Including funding for G1fELL T F#E
The second 10-year hospital development plan, improving the clinic facilities in the Department of
Health, and upgrading and increasing healthcare teaching facilities 300.0
Bo &S T RER AR ~ B3E DAZ P - DU A NG B 5t
Development of the Hong Kong-Shenzhen Innovation and Technology Park in Lok Ma Chau Loop 20.0
KSR SN A X ARG R R '
Improving and developing cultural facilities (% f1ig i (k15 20.0
Abolition of MPF “offsetting” arrangement 3% S HSamF4 Tyt | 24k 15.0
Slupport package for research centres run by non-profit-making institutions in the two research ol
clusters !
AIERFIRAASAEP T QIR & maTRHA ORI B i
Funding support for Hong Kong Science and Technology Parks Corporation [ & Rl fE 24 ] ik ek 10.0
Other earmarked funding L fth g 4% 13.3
Caring and Sharing Scheme &Z = i{4I 1.7
Budget measures with long-term effect B K25 BT 47.0
Concessionary measures 5 it i 524
($B) (+1z7T)
Other earmarked funding ($13.3B) includes EAt g tk7k (133{2.7T) B :
Development of district facilities % f& 1 X 1% it 8.0
Market Modernisation Programme £ Bl /L1141 2.0
Optimising the use of vacant government sites and school premises 10
=M= BB Rt RS '
Y outh devel opment &4k & 1.0
Others HAt, 1.3
($B) (+1z7T)
Budget measur es with long-ter m effect ($47.0B) include
BRI (470127T) BiE
Injection into the Continuing Education Fund and raise subsidy ceiling 85
SR ER S v e v Bh EIR '
Education related proposals 52 & 4391 7.2
Considering the redevelopment of the Air Mail Centre at the Hong Kong International Airport 50
b7 B i A AR E A LA AT ZE AR s '
Injection into the Elite Athletes Devel opment Fund [al#5 35 ia 5] I & A S 5t 5.0
Widening of the tax bands for salaries tax, increase the number of tax bands and adjust the a1
marginal tax rates 4 & F AR BE I I IR A PR '
Increasing commitment of Dedicated Fund on Branding, Upgrading and Domestic Sales and
SME Export Marketing and Development Funds 3% i1 " & @i ~ TG A8 K0 BN T 25
AT ) DU TN TR A R SRR AR
Increasing allowances and rai se deduction ceiling under salaries tax and tax under personal
assessment with effect from the year of assessment 2018/19 F72018/19 {18 H-46HE =7 2.3

BB AR IRBLLL MR B A i = TIRR A




($B) (+1Z7T)

Expediting installation of lifts for public sector schools as heeded

N sy 2.0
OB A TR N E TR T HER
Further support to arts and culture initiatives and infrastructure 13
WAL Z A S i B L R LS b S % '
Setting up Construction Innovation and Technology Fund % 17 " 238\ Ol R E S | 1.0
Injection into Gifted Education Fund [&] " &S EESE | % 0.8
Injection into the HKSAR Government Scholarship Fund 08
[\ AR T XU R e R '
Injection of an additional $800 million to further promote the installation of small scale
renewable energy facilities at government buildings, venues and community facilities 0.8
BINEABAZ Te#t— T E BIABUNEESY) ~ St St R 1% B NS AT AR '
RER
Tax deduction for Voluntary Health Insurance Scheme (capped at $8,000 per insured person)
starting from the year of assessment following the passage of the relevant legislative 0.8
amendments by the Legislative Council 5 R E RIS HI (B2 '
fRA_EFRYY8,0007T) (TEIL A A SABIELT SRy IR A REFE S i)
Enhancing healthcare services (ZEIT AR SS 0.8
School social work services 451t TR % 0.6
Tourism Jifti# 0.6
Promoting and facilitating the development of the financial services sector, including
launching a pilot bond grant scheme #EzIFI{E @bk 55 & 2 (BIEHE L G5 T S 0.5
)
Setting up a Major Sport Events Matching Grant Scheme %17 " (A & B SEHC W B 141 | 0.5
Implementing welfare initiatives for disadvantaged groups 9 553 ZH/EF TEFFE 1 0.5
Charges for import and export declarations capped at $200 05
Ny R R B % _FIRYy2007T '
Others EAth, 0.9
($B +1Z7T)
Concessionary measur es ($52.4B) include TE @& (52417, 7C) L
One-off relief for salaries tax and personal assessment 296
TG BRI AR IRBE '
Waiver of rates for four quarters i % PUZE 71 17.8
2-month extra payment to eligible Comprehensive Social Security Assistance, Old Age
Allowance, Old Age Living Allowance or Disability Allowance recipients 70
KRN A IRBDBLRNG T 4r G it ORI iR Bl ~ Sl ~ a4 R B (e R '
HIZ B AN+
One-off relief for profits tax T B FI|75-Fi 2.9
One-off increase for Elderly Health Care Vouchers ($1,000 for each eligible recipient) 08
— MR B BT 77 (44 & Biig A 11,000 7T) '
One-off grant of $2,000 to each needy student 07
A7 42T s B AR R —2E 1 /Y 2,000 TTIRNG » SR> R '
Others HAth 0.6




2018-19 FINANCIAL RESULTS (UP TO OCTOBER 2018)
ZE )N NEEEESE /G H)IT SRR

Actual up to
2018-19 October 2018
Estimate & BE 22— /\F1 HrEREM SR
($B +1271) ($B +1271)

Operating account Z2E kK H
Operating revenue 421 A 456.1 188.9
Less: Operating expenditure i : 4275 H % 453.2 247.5
Operating surplus / (deficit) £ K14/ (775) 29 (58.6)
Capital account JE4ENKH
Capital revenue JEZEEUT A 148.4 59.7
Less: Capital expenditure J& : JF22E 116.4 471
Capital surplus JE4875 B 32.0 12.6
Government revenue BUFFUL A 604.5 248.6
Government expenditure EIfF 2 569.6 294.6
Consolidated surplus / (deficit) & B 5/ (FRF) 34.9 (46.0)
Fiscal reserves at period-end BiZKK B BLfifs" 1,137.8 1,056.9

* The fiscal reserves balance has taken into account the financial results in 2017-18 but not included Housing Reserve of $78.8B
B SR T T A201 71 B4R SRR - (E A EfST88 (L i B R il f &

« Total government expenditure for 2018-19 was estimated to reach $569.6 billion, representing an
increase of $98.7 hillion, or 21%, against the actual expenditure for 2017-18, mainly due to the
increase in provisions for recurrent expenditure.

CE LU BT B BT 95,6981 8 Bt KR I X
FEIN987{Z 7T (8i21%) » EEZH T 485 T SR I -

* Expenditure for the period from April to October 2018 amounted to
$294.6 billion and revenue $248.6 hillion, resulting in a cumulative year-to-date deficit of $46.0
billion.

%?:/\EEJ%%JH%E@%Pﬁﬁi?ﬂ&%m&ﬁ Yt Ay 2,486127T » A 460127t
JIRTF o




FISCAL RESERVES if B fif £
(in terms of number of months of government expenditure 14T BURF 219 B £0)

$|Bl||l0n 28 months ~H*  No. of months %
75t
200 30

A7 <—— 28 months{~}
160
140
120

25
13 months ~H

|

20

100 86.8 15
80 iEoi 173 7 2.8
the 64.8 "
60 :
40 25.9
2 i 5,
20 10.0 e 14.0 LS 14.4
1.5
Y - . - == - - - s - - — — - - - — - 9
20 -7.8
40 -23.2 s
0 -40.1 460 10
80 -63.3 617
-100 -15
97-98 98-99 9900 00-01 01-02 02-03 03-04 04-05 0506 06-07 07-08 08-09 09-10 10-11 11-12 12-13 1314 1415 1516 16-17 17-18 18-19
Consolidated surplus =gms Fiscal reserves in terms of number of months of government expenditure [l Consohdated deficit Ac‘ al m OTt ber 2018
SERR WA ECfif A A 24 EORFH 2R H 3 GREIRT | wE F- BRI SRR ‘

ncluded

* In 2017-18 and 2018-19 (up to October 2018), the fiscal reserves (excluding Housing Reserve) were
equivalent to 28 and 22 months of government expenditure, respectively.
Bt NEENCE R (BE /) FETH) Eis (FaiERE
) o oAl 281220 A NBURH 3 -

Financial Year Fiscal Reserves Nomina GDP Fisca Reservesin terms of
oA T R | ANORHER AE % of GDP
($ billion +{Z7T) ($ billion +1{27T) WEE ST
A A= EERE 5Tt
1997-98 457.5 1,373.1 33.3%
2017-18 1,102.9 2,661.0 41.4%
2018-19 1,056.9# 2,847.3 37.2%

* From 1997-98 to 2018-19 (up to October 2018), the fiscal reserves in terms of number of months of
government expenditure are as follows —

%ﬁ%@;{ﬁkﬁ_?—/\/—ﬂfﬁﬁ (BZE )+ AR W BU# S H S T BUF T
I
Financial Year [ E(4E & 97-98 | 98-99 | 99-00 | 00-01 | 01-02 | 02-03 | 03-04 | 04-05

No. of months H %y 28 22 24 22 19 16 13 15
(highest) (lowest)
s &
Financial Year I TS 05-06 | 06-07 | 07-08 | 08-09 | 09-10 | 10-11 | 11-12 | 12-13
No. of months H % 16 20 25 19 22 24 22 23

Financial Year If E{4EfE 13-14 | 14-15 | 1516 | 16-17 | 17-18 | 18-19
No. of months H# 21 25 23 25 28 224

# Actua up to October 2018 %2 — & — ) \UF1 H B9 SR 5510050

* We have achieved budget surpluses for 16 years from 1997-98 to 2017-18. But budget deficits had
beset us for five years between 1998-99 and 2003-04 and the drain on the fiscal reserves was
substantial .

—IJULE N NEZT S UE KR F N ME&(E&% ° Al I T
ETEE=RIUERHHRE] - FA 120 T HFENVBORE - S BUiE e K EHFE -
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NEEDS AND CHALLENGES
KRS Pk

@ Healthcare @ Land and Housing

BT RS L
@ Elderly services ik
FFERE Continued izl .
@ Decline in Aging need for public @ Education
labour force Population spending HE
B2 R JeET ol @ Healthcare
s BEST S
Invest for @ Sustain economic
@ Narrow tax base
BN O revome long term S
@ Revenue VOIatility constraints developn:‘_ent @ /Enha/nce
AR5l B A RIR | 2B K competitiveness
@ International tax KBIER T RS 1]
E%%%gg& @ Boost information
I\ Il

and technology

et GlFrFH

Ageing Population A 131k

An ageing population will significantly increase the demand for in-patient services and ageing-in-place
services.

= LAt = R IO e S E R B AR S5 HIFR K -

According to the labour force projections of the Census and Statistics Department, the overall |abour
force in Hong Kong is expected to continue to drop after reaching the peak from 2019 to 2022.
RIEBUN ST A 200785 ch N CIHER - BARST oh A FHE 2021 2 S i JG = H7 48 N -

Gover nment Revenue Constraints E U ARTHkER

Concentrated income sources and narrow tax base.

FiERZE - 1 UG ACKTRSE S -

Tax revenue heavily reliant on a few key industries. In the year of assessment 2016/17,“Distribution”,
“Property, Investment and Finance” and “Banking” account for over 68% of profits tax. 42% of
revenue comes from land premium and stamp duties in 2017-18.

BB E AT » fE2016/17IRBEAEE - "l T~ R BT RIS R ERATIT HY
B G A E a1 68%  F£2017-184E [ - 42%HIU AR B /iU ARIENTERL

Have to fulfil international tax obligations so that our tax measures are not regarded as “harmful tax
practices” by the OECD and the EU.

TREBITEFIBESS TUE: - DA ORTE S HE TN a2 S H R BRIy “ B SRR 5486 -




Continued Need for Public Expenditure /N3t <7 B K54

« Asland, housing, social welfare, education, healthcare and other livelihood issues are
closely related to the daily lives of our people, we shall put sufficient resources to
provide comprehensive care for the needy in society.

T~ FBE - BARSS ~ BE - BT ERAESSHRATEEEMESR - NI
HETE > Bttt EPARENA » REFHLE -

« Tdent 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.
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Invest for the long-term development of Hong Kong A& &K ik BIEL T

* We need to consolidate and enhance our traditional advantages while developing new
areas of economic growth as a matter of urgency.
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* In the face of keen global competition, we must step up our policy effort in the areas
of talent and innovation to ensure sustainable economic development.
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» 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.
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* We need to invest to diversify our economy to provide young people with more career
choices.
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We welcome your views
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~Thank you!
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