A22

[EE:BEE

CEERE X B

202128228 (28—) &5 EFRWEN WEI PO

- PR IR R AT A

Raise stamp duty on stock transactions to narrow budget deficit
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lieve pressure during the Covid-19 pan-

York are discussing the re-
turn of financial transac-

tion taxes in a bid to re-

demic, political parties in Hong Kong
are also proposing the same move to
the government. In 2020, Hong
Kong's real GDP fell by 6.1 per cent,
whereas the unemployment rate rose
to a 16-year high of 6.6 per cent, with
nearly 250,000 people unemployed. At
the same time, the Hang Seng Index
surged by 7.5 per cent to 30,000. Con-
sidering the staggering gains made by
the financial sector during this period,
a reasonable hike in stock transaction
stamp duty rate at this time would un-
doubtedly be supported, as taking off
pressure from the public coffers could
free up more resources to help the un-
employed. It would also be a good
demonstration of the government's re-
solve to serve the public. With a stable
social environment, the return of for-

eign-listed Chinese enterprises, and the

continuous surge of Chinese money in-
to the Hong Kong stock market, the in-
crease in stamp duty would only be a
tiny fraction of the money that is to be
made by investors. The stamp duty
hike should have very little impact on
the competitiveness of Hong Kong as
a financial centre.

In response to the economic impact
of the Covid-19 pandemic, the govern-
ment launched several rounds of relief
measures. The fiscal reserves have con-
sequently plummeted by nearly 30 per
cent to HK$800 billion and the budget
deficit has risen to HK$300 billion. To
alleviate the tight pressure on the trea-
sury, economist Terence

Chong, Liberal Party legislator Felix

Tai-Leung

Chung Kwok-pan, and New People's
Party leader Regina Ip Lau Suk-yee
have all proposed to the government
that the stock stamp duty rate should
be increased. The proposal was met
with objections from the financial ser-
vices sector however, and some legisla-

tors argued that the plan is sacrificing

long-term interests for puny short-term
gains.

Hong Kong has always been practis-
ing a simple and low tax regime with a
narrow tax base. The Hong Kong gov-
ernment consulted the public on widen-
ing the tax base in 2000 and 2006 re-
spectively, but both attempts were un-
successful due to fierce opposition. At
present, the government's main sources
of revenue are salaries tax, profits tax,
land sales, and stamp duties. The cur-
rent stock transaction stamp duty rate
of Hong Kong stands at 0.1 per cent,
the same as mainland China and low-
er than that of Singapore and the UK.
The rate in the UK is as high as 0.5
per cent, which is 5 times higher than
Hong Kong.

Stamp duties accounted for 11.2 per
cent of the government's total revenue
last year, half of that, which is about
HK $33.2 billion, comes from stock
transactions. According to the govern-
ment's forecast, Hong Kong's stock

transaction stamp duty income from fis-

cal year 2020 to 2021 will still be an in-
tegral source of revenue, amounting to
HK35 billion. Some estimates indicate
that if the stock transaction stamp duty
rate is increased to 0.2 per cent, the
government's income from stamp du-
ties would be doubled. Apparently, a
stamp duty hike would alleviate a great
deal of pressure on Hong Kong's pub-
lic finances.

So, will increasing the stock stamp
duty weaken Hong Kong's competitive-
ness as a financial hub? Many people
in the investment community believe
that the most important factor that
draws investors into a market is invest-
ment returns, not tax rates. Just like
the Hong Kong property market, inves-
tors keep flocking in no matter how
much extra stamp duties are added.
Take the United Kingdom as another
example. Although its stock stamp duty
is as high as 0.5 per cent, London is
still the financial center of Europe. As
for the United States, the tax system is
much more complicated. A dividend

tax ranging from O per cent to 20 per
cent is levied depending on the share-
holder's individual tax bracket. Mean-
while, gains made from stocks are also
categorised  into  long-term  and
short-term. Long-term capital gains tax
of 0 per cent, 15 per cent, or 20 per
cent is levied depending again on the
sharecholder's tax bracket. Short-term
capital gains tax is the same tax rate as
the shareholder's ordinary income tax
rate. Such a complex tax system did
not seem to have affected the United
States' competitiveness in finance.

As central banks worldwide continue
to boost liquidity, combined with other
factors such as the return of foreign-list-
ed Chinese companies and influx of
Chinese investors, the Hong Kong
stock market still has a very promising
outlook. As long as the government
does its job on public consultation, in-
creasing the stock transaction stamp du-
ty should achieve an all-win situation.
The government should no longer hesi-

tate.
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