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Fiscal discipline enshrined In
Basic Law

Article 107

. The HKSAR shall follow the

principle of keeping expenditure
within the limits of revenues In
G YN ] drawing up its budget, and strive
BB TBEEARL to achieve a fiscal balance, avoid
BB ST deficits and keep the budget

THE BASIC LAW OF

THE HONG KONG SPECIAL ADMINISTRATIVE REGION OF commensurate Wlth the grOWth

THE PEOPLE’S REPUBLIC OF CHINA

AND rate of its GDP.

RELATED DOCUMENTS

ot el

Article 108

The HKSAR shall practise an
iIndependent taxation system.




Is our fiscal health since 1997-98 sustainable?
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Will our fiscal reserves continue to increase?

2016-17

Original
($ Billion) Estimate*
General Revenue Account 504.3
Funds with designated use 130.3
Capital Works Reserve Fund 67.9
Capital Investment Fund 2.1
Civil Service Pension Reserve Fund 31.9
Disaster Relief Fund 0.1
Innovation and Technology Fund 3.9
Loan Fund 2.3
Lotteries Fund 22.1
Land Fund 219.7
Total 854.3

* The forecast fiscal reserves balances as at end-March 2017 are revised to take into account the
provisional financial results in 2015-16. 6



Cushioning effect getting smaller with
Increasing government expenditure

$ billion No. of months
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Note — The forecast fiscal reserves balances from 2016-17 to 2020-21 are revised to take into account the provisional financial results in 2015-16.



Cumulative
Growth (%)
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Revenue and GDP

% growth since 1997-98
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Recurrent Government Expenditure vs
GDP and Revenue Growth

$284.4B $305.1B $325.7B
262.3B .
$223.2B $242.58 $
10-11 11-12 12-13 13-14 14-15 15-16
Revised
Estimate
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Past 5 years

Cumulative Trend
growth  growth

Recurrent +45.9% +7.9%
Government

Expenditure

Nominal +35.3% +6.2%
GDP

Government 121 50 +4.0%
Revenue

Social +55.3% +9.2%
Welfare
[] Health +53.4% +8.9%

B Education +42.0% +7.3%

B Others +41.6% +7.2%



Where has the increased spending gone?

Recurrent
Expenditure
$b£'1'c')5°r[ 2016-17
2010-11 2012-13 2013-14 (Original Estimate)
PE+PRE+ $347.5B
380 | PE-related subvention 3-34 OALA* -.i ;
i A k—:
360 | N i o
= $216.2B
/,/-' ’
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® > % *
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é@w“gw KG Voucher

2 5o
SR v O
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Elderly Health M
280 -
o o Care Voucher LIFA®
$0.1B $2.9B
260 -
240 - ﬁ
$223.28B $13B
220 - g
$1.2B@
200/'/ $2
—1
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KG voucher introduced from 2007/08 school year, with $1.5B full year expenditure in 2008-09. Provisional Estimate
Exclude back pay for the period from December 2012 to March 2013. Actual
LIFA, with full year provision of $2.9B, will be implemented in May 2016.

The expenditure figures represent the additional funding allocated to the University Grants Committee in respect of the New Academic Structure.
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2016-17 Total Government Expenditure

Education $84.0 B
Housing $0.5 B (0.1%) (17.3%)

Community and External Affairs
$15.4 B (3.2%)

Economic $30.9 B (6.4%)

Social Welfare — CSSA/SSA
$42 B (8.6%)

Social Welfare — Other
Welfare Expenditure $30.4 B
(6.3%)

Environment and Food
$21.9 B (4.5%)

Health $77.6 B
(15.9%)

Infrastructure $85.8 B
(17.6%)

Support $54.8 B (11.2%) Security $43.6 B (8.9%)

Total government expenditure: $486.9 billion
(Increase of 14.0% against 2015-16 Revised Estimate)
11



2016-17 Recurrent Expenditure Estimates

Education $74.7 B (21.5%)

Housing $0.4 B (0.1%)

Community and External Affairs $12.1 B
(3.5%) |

Economic $11.2 B (3.2%)

Social Welfare — CSSA/SSA

Environment and Food
$42 B (12.1%)

$14.7 B (4.3%)

Infrastructure $20.7 B (6.0%)

8 Social Welfare — Other
Welfare Expenditure $24.2 B
(6.9%)

Support $51.5 B (14.8%)

Health $57.3 B
(16.5%)

Security $38.7 B (11.1%)

Recurrent government expenditure: $347.5 billion (71.4% of total government expenditure of $486.9 billion)
(Increase of 6.7% against 2015-16 Revised Estimate) 12



2016-17 Recurrent Expenditure Estimates
on Health

Subvention to
Hospital
Authority
$50.8 B (88.6%)

Others (mainly for
public health protection
services provided by
Department of Health )
$6.5 B (11.4%)

Recurrent subvention to Hospital Authority: $50.8 billion
(88.6% of recurrent government expenditure on Health of $57.3 billion)

13



Recurrent expenditure on health

— Ratio of Health to

% Recurrent Government
Expenditure
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Multiple Funding Sources for Hospital Authority

Recurre.nt Public-Private
Subvention Partnership

2016-17 $50.88 | Initiatives

T 34% $10B in 2015-16
2011-12 $37.9B
Hospital

Hospital . Samaritan Fund
: Authority (e

Development Plan \ S10B in 2012-13

(2015 to 2024)

One-off grant to
Hospital Authority

Annual provision for S Al e

non-recurrent items

_ projects
| $0.8B in 2016-17 $13Bin 2013-14

15



Hospital Development Plan
10 years from 2015 to 2024

Additional 2.8 million
attendancel/year at
specialist outpatient

clinics (+42%)

94 operating
theatres (+41%)

5 016 hospital
beds (+18%)

Additional 0.4 million

attendances/year at
general outpatient clinic

(+8%)

3 oncology centres and
the first neuroscience

centre in Hong Kong

16
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Elderly dependency ratio to rise phenomenally
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Data based on Hong Kong Population Projections for 2015 to 2064 published by Census & Statistics Department in September 2015.
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$ Billion (2013 constant prices)
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Population ageing drives up expenditure

Population
('000)
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mm Old Age Living Allowance / Old Age Allowance (LHS)

mm Welfare services for the elderly (LHS)

i Recurrent subvention required by the Hospital Authority (LHS)
——Population aged 65 and above (RHS)

Data based on Working Group on Long-Term Fiscal Planning Report published in March 2014
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Labour force is expected to decline after 2018,
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only to stabilise in the 2030s
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Extracted from Working Group on Long-Term Fiscal Planning Report published in March 2014
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Economic growth is expected to settle

at a slower pace

205}“?“1 rate of change (%) Actual and projected real GDP growth rate
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Extracted from Working Group on Long-Term Fiscal Planning Report published in March 2014 21



Revenue growth correlates with economic growth

Annual rate of change (%)
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Projected revenue would not exceed 20% GDP

$ Billion Percentage of Nominal GDP (%)
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Extracted from Working Group on Long-Term Fiscal Planning Report published in March 2014
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Projected government expenditure to increase
far beyond 20% of GDP

% of Nominal GDP
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Extracted from Working Group on Long-Term Fiscal Planning Report published in March 2014



Government continuing to
iInvest heavily in capital works

$ billion
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Note 1 : Including the one-off grant of $21.6 billion provided to the West Kowloon Cultural District Authority.
Note 2 : Including the one-off grant of $13 billion provided to the Hospital Authority. 25



Structural Deficit to strike in a decade or so

(Base Case, No Service Enhancement)
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Real Economic growth needed to avoid
structural deficit

No Service Enhancement
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.

27



Challenges Ahead

Ageing
population

Slowing
economic
growth

!

Government Structural
expenditure,

€, | >|GDP Growth ﬂ defici&i
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Multi-pronged Fiscal Measures

Operating
and Capital

L Accounts

Revenue

Expenditure

Qstainability |

Fiscal
CREWES

Asset
management

Housing
Authority
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Economic
rowth

)
Keep the expenditure within
the limits of revenue....
strive to achieve a fiscal balance,
avoid deficits and

II ~ keep the budget commensurate with '\
' the growth rate of GDP

Revenue

30



Thank you
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