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This research paper examines Hong Kong'’s fiscal sustainability through the lens of revenue volatility, debt expansion, and
institutional reform. It argues that the territory’s public finance structure is overly dependent on cyclical and unstable
sources such as property and stock market revenues, while rising infrastructure commitments and prolonged deficit
reduction timelines have intensified concerns about fiscal credibility. Under the Linked Exchange Rate System, Hong Kong
lacks monetary autonomy, making prudent fiscal management especially important for maintaining investor confidence and
exchange-rate stability. The research paper revisits historical fiscal turning points, including the post-Asian Financial
Crisis recovery and the revenue surge during the 2007—2008 market boom, to show how volatile asset-based revenues can
temporarily mask structural weaknesses. It further critiques the proposed introduction of a goods and services tax,
suggesting that high administrative costs and regressive effects outweigh its benefits in the current context. Instead, the
paper recommends a broader reform agenda, including expenditure rationalization, modernization of tax administration
through artificial intelligence, diversification of revenue sources, and strategic development models for education,
healthcare, and infrastructure. Overall, the study contends that Hong Kong must move beyond short-term borrowing and
cyclical windfalls toward a more diversified, efficient, and resilient public finance framework.
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Introduction:

The most recent announcement regarding public finance in Hong
Kong indicates that, in order to support large-scale infrastructure
projects, the bond issuance ceiling has been significantly raised to an
exaggerated level of 900 billion Hong Kong dollars. Despite this
substantial overdraft, depositors remain calmly confident, with a
year-old receiving support and maintaining trust in the system. The
operating accounts, specifically numbered 2026 to 2027, are
indicative of efforts to restore HK gov’t financial management skills,
demonstrating a level of expertise consistent with financial acumen

(1.

In reality, this type of artificial accounting for daily and
development expenses constitutes a form of self-delusion. The HK
government has artificially inflated the fiscal deficit by routing it to
a special account, with the intention of just hiding the main fiscal
deficit problem. With a calculated total of 900 billion (in the near
future, within these few years), effectively concealing a substantial
economic risk, analogous to a hidden explosive device [1].
According to classical economic theory, notably Ricardo's model,
adjusting the outstanding public and private debt to approximately
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14% of GDP suggests a very safe and sustainable fiscal position.
However, this metric entirely overlooks the critical vulnerabilities
posed by Hong Kong's financial architecture, particularly its reliance
on a fixed exchange rate system which links its monetary policy to
the US dollar.

Under the Linked Exchange Rate regime, Hong Kong possesses no
autonomous monetary policy instrument; instead, interest rate policy
must conform to the Federal Reserve's monetary stance, thereby
limiting its capacity to independently manage economic fluctuations
and financial stability, at a notably secure level, yet it entirely
circumvents the lethal financial leverage strategy inherent in Hong
Kong's economic framework. Hong Kong lacks independent
monetary policy authority; instead, its exchange rate regime
commits it to maintaining currency peg stability by aligning its
interest rate policy directly with that of the US dollar, thereby
restricting autonomous monetary maneuvering [1].

If the project is fundamentally a loss-making venture, then acquiring
additional capital will further diminish the govt's overall valuation
within the context of the slowing global economy, increased
population aging, and the Greater Bay Area integration initiative. As
Hong Kong residents are encouraged to consume domestically in the
northern regions, the environmental impact and fiscal sustainability
of such large-scale projects, each costing tens of billions annually
come into question. The return on investment for these projects
remains unclear, and the debt ratio appears to be maintained within a
seemingly safe threshold. However, the strategy of continuously
expanding borrowings to fund these initiatives resembles the act of
consuming lettuce, an analogy highlighting the superficial
sustainability. This approach raises concerns reminiscent of the
behavior of Southern European nations on the brink of the European
sovereign debt crisis, where excessive debt accumulation without
proportional economic growth led to systemic vulnerabilities [1].

The lender of last resort within Hong Kong's financial system serves
as a crucial core stability mechanism to uphold the equilibrium of
the foreign exchange rate. According to the principles of monetary
economics, this financial buffer represents an extreme level of
liquidity and an unwavering commitment to security. If Hong
Kong's capacity to mitigate external financial shocks is questioned,
one must consider whether international credit rating agencies and
hedge fund managers are truly oblivious. They assess the fiscal
robustness of a jurisdiction not solely by superficial impressions,
such as the demeanor projected at press conferences, but through
fundamental indicators like the liquidity coverage ratio and the
composition of high-quality liquid assets (HQLA) within the balance
sheet. When the proportion of liquid assets diminishes or
vulnerabilities increase, systemic risk premiums tend to escalate
naturally in the marketplace. Currently, Hong Kong is gradually
shifting from a traditional cross-border capital flow model, often
characterized as a free-market scenery, toward a so-called capital
management region, emphasizing domestic financial stability.
Ironically, the assets available for management might be
predominantly limited to government-issued bonds and a substantial
volume of denominated derivatives, which lack significant
international investor interest or acceptance. This scenario
underscores the fragility and limited diversification in Hong Kong’s
current financial asset base [1].

Discussion:

Background Surrounding

The Finance Secretary recently announced a revised timetable for

the gradual elimination of the fiscal deficit, indicating an optimistic
projection that the government will attain a fiscal surplus by the
fiscal year 2026 and later on. This extension in the designated
timeline for deficit reduction could potentially undermine investor
confidence, raising concerns about the government's commitment to
fiscal discipline and fiscal consolidation policies. Such delays may
lead market participants to question the credibility of the
government's commitment to sustainable fiscal management and
could impact sovereign risk perceptions [1][2].

The underlying rationale for this approach is rooted in the
government's strategic aversion to implementing uniform austerity
measures that could disproportionately impact various sectors or
demographic groups. Instead, the government aims to exercise a
gradual and calibrated reduction in public expenditure, targeting a
maximum annual contraction of approximately 2 percent. This
cautious tapering strategy is designed to mitigate economic volatility
while maintaining fiscal discipline. Additionally, the government
emphasizes that there is no predetermined deadline for achieving
fiscal sustainability. The execution of these measures is intended to
be flexible and discretion-based, allowing policymakers to
dynamically adjust the pace and scope of austerity in response to
evolving macroeconomic conditions, thereby fostering an
environment conducive to active resource reallocation and open
fiscal policy.

Historically, Hong Kong experienced significant structural fiscal
deficits early in its development, notably during the tenure of Tsang
Yam-kwang as Finance Secretary. This period was characterized by
persistent budgetary imbalances driven by structural expenditure
commitments and limited revenue streams. The onset of the Asian
financial crisis (1997-1998), further exacerbated Hong Kong's
economic vulnerabilities, resulting in sharp downturns in key
economic indicators such as GDP, foreign reserves, and fiscal
revenue. Consequently, the government faced increased fiscal
pressures due to countercyclical stabilization measures and bailout
initiatives.

By 2004, however, Hong Kong's fiscal position improved markedly,
largely attributable to a coherent macroeconomic policy framework
designed to stimulate growth and enhance fiscal sustainability. The
central government's targeted interventions, which included policy
stimulus and supportive measures, helped restore confidence and
catalyzed a revival in the property market. This rebound contributed
to a reversal of the structural fiscal deficit, transitioning into a fiscal
surplus post-2004, indicating a significant improvement in the
territory’s fiscal health and resilience.

Therefore, upon Henry Tong’s assuming the position of Finance
Secretary, he anticipated that the government would attain a
sustainable equilibrium in the balance of payments within the period
spanning 2004 to 2005. The persistent current account deficit was
effectively counterbalanced through economics recovery, due to
property market in Hong Kong, leading to a reversal of the deficit.
This outcome aligned with forecasts, reflecting the anticipated
macroeconomic revival during this period.

Between 2007 and 2008, the Hong Kong government's fiscal
position experienced a significant improvement driven primarily by
a substantial increase in stamp duty revenue generated from
expanded stock market activities. During this period, the fiscal
surplus surged markedly, with conservative estimates indicating a
surplus ranging from approximately 19 billion to 25 billion HKD,
ultimately reaching nearly 100 billion HKD in 2007. This spike was
largely attributable to the bullish momentum in the stock market, as
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evidenced by the Hang Seng Index ascending to a historic peak of
over 32,000 points, reflecting heightened investor optimism and
increased liquidity flow into equities. Concurrently, the stock market
was characterized by high trading volumes and increased market
volatility.

Indeed, to achieve a stable and reliable stream of income, it must
become essential to broaden the tax base through policies that
increase the taxable entities and income sources. This approach
enhances fiscal sustainability and economic stability by ensuring a
larger revenue base that supports consistent public expenditures. But
here also highlights a critical structural flaw in Hong Kong's fiscal

revenue model, which is characterized by frequent large fluctuations.

Such volatility indicates that these revenue sources are inherently
unstable, particularly those derived from the property and stock
markets. These markets are susceptible to rapid shifts similar to
speculative bubbles or casino-like behaviors, resulting in
inconsistent regular income streams to the gov’t. Consequently,
relying on these volatile sources undermines fiscal stability. During
the tenure of Henry Tong’s, there was initial consideration of
implementing a sales tax or dynamic research-based revenue
measures to diversify the fiscal base. However, given the economic
conditions at that time, coupled with significant public opposition
and concerns over escalating administrative costs (particularly from
the Tax Department), these proposals were temporarily abandoned.
The decision was to forego establishing a dedicated sales tax,
highlighting the fragility and short-term nature of Hong Kong’s
current fiscal revenue streams.

Tong’s Introduce Sales Tax Reform (GST) Report

Furthermore, according to the (GST) report (2006) analysis, the high
operational costs associated with the tax administration will
necessitate further burden on the government. Specifically, if the
government wants to open the new Goods and Services tax (GST),
then the administration cost will rise, especially around the Tax
Department manpower, and the administration will consider to
optimizing the organizational structure of the Internal Revenue
Service (IRS). But at that time, due to the public citizen opposition,
the proposal of the Goods and Services tax (GST) was abandoned.

At that time, the report also pointed out that the related department
had several financial and administrative incompetencies, including
an excessive staffing level that may have surpassed operational
needs if installing (GST), and elevated expenditure costs attributable
to pervasive bureaucratic redundancies and suboptimal resource
allocation. These issues contributed to increased operational
expenses without corresponding enhancements in departmental
utilities. All these factors also indirectly underwrote to the reasons
for the abolition of the Goods and Services Tax (GST). Furthermore,
the inadequate management and administrative incompetence within
the tax department are disproportionately misaligned with their
staffing levels and operational performance, leading to a failure to
meet public expectations, as the report and media stated [3][4].

Consequently, it is imperative for the government to undertake a
comprehensive restructuring of the tax bureau's organizational
framework and implement a substantial reduction in (IRS) staff and
personnel. In order to minimize the administrative and operational
costs. The Report’s have also stated that, if (GST) is installed, then it
will optimize administrative and operational costs, particularly
assuming in the (IRS) department, prior to expanding the tax base
through policy reform. At that point, Report’s also noted that the
introduction of Goods and Services tax (GST) would have
necessitated a significant increase in staffing for secretarial & admin

functions, causing billions of extra dollar; however, such expansion
was unwarranted given that time current economic conditions and
operational competences. Report’s further noted that the increased
manpower in the related department would have drastically
increased administrative costs, making it more detrimental than
beneficial.

This Research Paper Opposes the Implementation of any Sales

Tax (GST)

This research article opposes the implementation of any sales tax,
asserting that such a measure disproportionately burdens low-
income populations while exerting minimal fiscal impact on affluent
individuals. 1t suggests that the government should instead explore
alternative revenue-generation methods, such as broadening the tax
base through progressive strategies in extending the gambling
industry, to ensure a more equitable and efficient fiscal stabilizer

policy.

In addition, this scholarly article critiques the implementation of any
sales tax policy, we arguing that it is a constitutes a regressive fiscal
measurement  that disproportionately —exacerbates economic
inequality by placing a greater financial burden on low-income
households. This research analysis further contends that such a fiscal
instrument has a negligible effect on economic stabilizers, thereby
undermining its role as a stabilizing economic tool. Instead, this
article advocates for the adoption of alternative fiscal strategies,
such as broadening the gambling tax base, through progressive
broadening new gambling industry frameworks, including the
strategic expansion of the gambling industry’s and taxation scope, to
achieve a more equitable distribution of the tax burden. These
approaches are posited to enhance the efficiency of revenue
mobilization while promoting economic equity and fiscal
sustainability within the framework of sound public finance
principles.

(GST) Surrounding

In view of this, this research paper assumes the tax department's
management is uneconomical, and un-ppular to the public’s, and the
salaries and performance of the tax department staff are also
disproportionate and do not meet the public's expectations
[31[A]1[51[6][71[8][91[10] (Appendix 1-14). Especially, the tax
department (IRS) service seemingly always causes a lot of conflicts
and is unpopular with the public [3-10](Appendix 1-14). Therefore,
the government must streamline the administrative structure of the
tax department (IRS) and significantly reduce the unnecessary staff
of the tax department (IRS) [3][4]1[5]1[6][71[8]1[9]1[10] (Appendix 1-
14).

Also, at that time, the report’s emphasized that implementing a sales
tax would substantially elevate operational costs. This increase
would primarily stem from the fact that a significant portion of
revenue, mainly allocated for staff remuneration, would be subject to
taxation by the revenue department. Such a fiscal policy shift could
have notable implications on the cost structure and overall
effectiveness of business operations. So, by reducing (IRS) staffing
levels through workforce is rationalization and reasonable.

In view of above, this paper purposed, in nowadays, Al must be used
as a tool to significantly reduce the staffing of the Tax department
(IRS), especially the redundancy of the Tax department (IRS) staff,
and the (IRS) personnel. These are all the ways to streamline the
personnel structure, reduce redundant staff in the tax bureau, and cut
administrative expenses for the provincial government. Additionally,
implementing advanced artificial intelligence systems to automate
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core functions such as accounting, data processing, and audit
procedures could significantly diminish (IRS) staff and
administrative staff overheads. This technological integration would
address the high improvement inherent to (IRS) and their personnel,
whose salaries substantially underwrite to the agency's expenditure
profile. Moreover, with current operational competences falling
short of public and institutional performance benchmarks
[31[41[5]1[6][71[8]1[91[10] (Appendix 1-14), such measures are
imperative to enhance cost-efficiency, improve service delivery, and
align the department’s outputs with fiscal policy objectives and
economic rationality.

Investors question the Hong Kong government's determination
to eradicate the deficit

During Tsang's tenure as an official, Tong stated that Hong Kong
faced a structural deficit and projected that it would reach a
breakeven point between 2004 and 2005. However, due to the
economic repercussions of the September 11, 2001 terrorist attacks
and the subsequent recession affecting both the United States and
Hong Kong, the timetable for addressing and eradicating the deficit
was postponed. This delay signals a concerning trend: as long as the
schedule for fiscal consolidation is further deferred, the goal of
eliminating the fiscal deficit remains distant. The critical question
then becomes: when is it prudent to re-evaluate and potentially delay
the deficit reduction strategy? Ultimately, the timing of such
decisions significantly influences investor confidence, both domestic
and international and may lead to skepticism regarding the
government's fiscal discipline and commitment to sustainable public
finances.

In fact, historically, the United States did not operate with a
significant fiscal deficit prior to the 1960s. However, beginning with
the presidency of John F. Kennedy, the nation experienced a marked
increase in its national debt, which persisted until it reached a period
of stabilization during the Clinton administration. Since that time, it
has become commonplace for presidential candidates and political
figures to postpone discussions of fiscal sustainability under the
pretext of economic revitalization. It is crucial to understand that the
United States can sustain this substantial national debt and persistent
deficit through the dominance of the US dollar as the world's
primary reserve currency. This status allows the U.S. to issue
Treasury securities extensively, attracting foreign central banks and
institutional investors from countries such as China, Hong Kong,
Taiwan, South Korea, and Japan. These entities regularly purchase
large quantities of US Treasury bonds, thereby reinforcing the
dollar's role as a global medium of exchange and store of value. This
dynamic provides the U.S. with a form of fiscal elasticity, enabling
it to service its debt and run persistent deficits without immediate
credit crises, owing to the dollar's embedded status in international
finance and trade.

However, the linked exchange rate system established in Hong Kong,
maintained through a currency board arrangement, is inherently
incompatible with sustained long-term fiscal deficits. Persistent
fiscal deficits exacerbate macroeconomic instability, heighten
currency risk, and undermine investor confidence by increasing
uncertainty in the economic environment. Without proactive fiscal
consolidation and credible commitment to defend the peg, such
deficits will undermine the stability of the exchange rate mechanism,
adversely affecting the conducive business climate for international
capital inflows. The government's unchecked expansion of fiscal
deficits, coupled with volatile long-term interest rates and
unpredictable forward exchange rate movements, particularly
involving the US dollar, introduces heightened financial market

volatility. This volatility provides fertile ground for speculative
hedge funds and increases the systemic risk to financial stability.
Under the currency board regime, Hong Kong’s monetary policy
constraints effectively mirror those of the United States, limiting
domestic monetary sovereignty. Furthermore, the government’s
fiscal irresponsibility transfers the fiscal burden onto future
generations, as unchecked deficits increase the likelihood of future
tax hikes, welfare reductions, and public expenditure cuts.
Acknowledging the principle that there are no free lunches, delaying
necessary fiscal adjustments now merely postpones unavoidable
austerity measures, which will inevitably intensify the economic and
social costs if deferred. Moreover, political inertia and the
temptation to postpone deficit reduction to quell public discontent
risk prolonging fiscal imbalances, thereby complicating future fiscal
corrective measures. Historical and political precedents suggest that
future policymakers, including successive Finance Secretaries, may
continue to avoid addressing the deficit problem, ultimately harming
the business environment and deterring foreign investment. In
essence, the accumulation of public debt and persistent deficits
effectively shift fiscal liabilities onto future generations, imposing
long-term intergenerational equity challenges. If the disease root is
not treated, it is difficult to manage the fiscal deficit.

Numerous empirical studies [11] have demonstrated that substantial
fiscal deficits, characterized by elevated levels of public debt, tend
to undermine a government's ability to effectively manage and
control future inflationary pressures. Such deficits incentivize
irresponsible expansion of the money supply, as policymakers may
resort to monetizing debt to bridge fiscal gaps. Direct mechanisms,
including debt restructuring and monetary financing, serve to reduce
the real debt burden; nevertheless, these measures can indirectly
diminish the government's commitment to implementing credible
inflation targeting policies and the citizens' welfare in the long term.
Hong Kong's significant fiscal deficit presents considerable
macroeconomic risks, including heightened uncertainty regarding
macroeconomic  stability and sustained growth prospects.
Furthermore, it introduces a potential "time bomb™ of unresolved
fiscal imbalances, which could jeopardize the territory's financial
stability and economic resilience in the future. Consequently,
policymakers should exercise caution and resist short-term pain or
economic short-term benefit derived from fostering closer economic
and trade integration if such actions compromise fiscal sustainability
and long-term macroeconomic health.

Suggestion:

So, this research article proposes some suggestions that hopefully
can help the government:

(1) Firstly, it is imperative to substantially reduce public
administration expenditures, particularly addressing the redundancy
within the Internal Revenue Service (IRS) staff and personnel.
Excess staffing levels not only lead to inefficiencies but also impose
unnecessary financial burdens on the government’s fiscal resources.
It is recommended that the government leverage advanced artificial
intelligence (Al) technologies to optimize tax administration
processes, thereby replacing a significant portion of the human
workforce in (IRS). This strategic adoption of Al is expected to
enhance operational efficiency, streamline tax collection procedures,
improve compliance monitoring, and ultimately result in a more
sustainable fiscal policy by significantly decreasing public sector
overhead costs.

(2) Also, the government can plan to convert public universities into
private universities, upgrade more than 20 universities, abolish
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associate degrees, and actively carry out a comprehensive degree
policy, so that 100% of Hong Kong school-age children are able to
attend public or private universities. If the supply of private
universities increases significantly, it will benefit all school-age
children, with a guarantee of a 100% enrollment ratio, that is, every
child born in Hong Kong, and all school-age children, can 100% be
guaranteed a university place.

(3) Releasing land value and creating space conditions for public
schools, such as public universities, can be achieved if they are fully
converted into private universities. The government does not need to
spend 1 cent; it only needs to provide objective exchange land
conditions so that land value can be released. Such a valuable asset
can be converted from public utilities of universities into private
utilities, e.g., by relaxing the height ratio of buildings. The
conversion of land value can be used as an operating fund for private
universities, turning it into private utilities that provide conditions
for private university start-up operations, this can reduce the burden
on government public finances, and also reduce the constant,
recurring public expenditure.

(4) This research article also proposes a significant expansion of the
medical industry, starting with a substantial increase in the number o
f medical schools. For example, this research recommends allowing
Hong Kong Baptist University to establish a Western Medicine Scho
ol and the Hong Kong Polytechnic University to do the same, based
on these two new Western Medicine Schools. In addition, this resear
ch article further proposes establishing a brand-new private medical
technology university in Hong Kong called the Hong Kong Medical-
Tech University. As the number of medical students increases, the fe
es for both public and private services are expected to decrease due t
o the increased supply. Ultimately, this will benefit the general publi
¢, who will receive treatment from more doctors and experience shor
ter waiting times. The principle is simple: increased supply leads to |

ower prices, and the quality of service will also improve accordingly.

Then, Hong Kong will have six medical schools: the Faculty of Me
dicine of the University of Hong Kong, the Faculty of Medicine of t
he Chinese University of Hong Kong, the Faculty of Medicine of the
Hong Kong University of Science and Technology, the Faculty of
Medicine of the Hong Kong Polytechnic University, the Faculty of
Medicine of Hong Kong Baptist University, and the Faculty of Medi
cine of the Hong Kong Medical-Tech University. In total, there will
be six medical schools. It is well believed that in the near future, thes
e will serve and benefit the public. Moreover, this will also benefit ¢
urrent medical staff, since in the newly established 6 medical school
s, we will recruit a large number of current doctors to become assista
nt professors, lecturers, associate professors, professors, and so on.
We believe this will bring new job opportunities and benefits to curr
ent doctors.

(5) Establish a comprehensive new gambling industry in northern
Lantau by implementing standardized regulatory frameworks to
enhance operational management and oversight. Develop a
diversified gambling sector based on gaming operations and
associated gaming taxes, with the aim of expanding the local tax
revenue base. Drawing on the Macau model, this approach can serve
as a reference for best practices. Such standardization will mitigate
illegal activities and reduce crime rates, thereby promoting social
stability and economic growth.

(6) In-addition, according to the government's latest fiscal budget,
150 billion in infrastructure funds will be invested every year to
support the development of the northern metropolitan area [1][2].
Therefore, this research article recommends a new development plan
for the northern metropolitan area in utilizing the construction,
operation, transfer (COT) model. This approach can significantly
reduce government investment costs in local infrastructure, thereby
lowering recurring expenses. Additionally, the savings can be reused
to support residents' own housing programs in the new village,
which will provide better living space for the public. On this basis,
the 150 billion in savings can be invested in other projects that are
more beneficial to society. In fact, to make sure the public has better
living space, | believe it will be accepted by the public and
supported by the public.

Conclusion:

This paper examines Hong Kong’s fiscal sustainability in the context
of revenue volatility, debt expansion, and institutional reform. It
argues that Hong Kong’s public finance system remains vulnerable
because it depends heavily on cyclical income from property and
stock markets, while rising infrastructure spending and repeated
delays in deficit reduction have weakened fiscal credibility. Under
the Linked Exchange Rate System, Hong Kong has no independent
monetary policy, so maintaining investor confidence and exchange-
rate stability requires especially careful fiscal discipline. This
research paper reviews key historical episodes, including the post-
Asian Financial Crisis recovery and the revenue boom of 2007-2008,
to show how asset-driven surpluses can conceal structural
weaknesses. It also questions the effectiveness of introducing a
goods and services tax, noting its regressive impact and high
administrative cost. Instead, the paper advocates broader reform,
including tighter  expenditure  control,  Al-supported tax
administration, diversification of revenue sources, and long-term
development strategies in education, healthcare, and infrastructure.
Overall, it concludes that Hong Kong must shift from short-term
borrowing and volatile windfall revenues toward a more resilient,
diversified, and sustainable public finance model. Hope our research
paper can help the government, society, and mankind.
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