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Professional Commons’ Response to the Proposed MPF Core Fund Consultation

The Mandatory Provident Fund Schemes Authérity’s (“MPFA™) proposal to establish a
“oore fund” under all MPF schemes could not aid management fee reduction nor stabilize
retumns for their members. Qur view is & fundamental issue has yet to be addressed for
the Core Fund to achieve its aims, and the public at large to safely investment for

retirement.

~ The instroments available for the Core Fund to invest in, irrespective of its proposed
structure and trustee, will continue to be global equity and foreign currency bonds as they
are today. However, equity investments, as the MPFA Consultation Paper has also
stated, are vulnerable to market risk and incur higher management cost; and although
mmvestrment in foréign currency bonds provides relatively stable returns through
compound interest accumulation, is subject to foreign exchange risk. ~ As academics
have concluded and actual performance have proved, return and risks can only be
balanced off if a fair proportion of the long term investments is invested in high quality
bonds without foreign exchange exposure, i.e. HKD bonds.

However, despite being recognized as an international financial centre, Hong Kong lacks
a developed local bond market. The Professional Commons Finance Expert Group has
since 2012 advocated the Government to develop a significant HKD bond market (please
refer to www.procommons.org.hk/hkbondmarket. Chinese version only; also attached ¢

our two reports here.) and proposed six actions fo take:

1. Encourage statutory bodies such as the MTR, Airport Authority and Hong Kong
Mortgage Corporation to issue HKD bonds as they regularly need large amounts of
financing. By issuing HKD bonds of different terms and denominations, they can
provide a variety of fixed income instruments for the wholesale and retail market.
It is a social responsibility rightly justified for these public institutions to bear.

!\)

Seriously enforce the market maker system to ensure market liquidity.

3. Increase channels to facilitate local bond trading. Unlike local equities where retail '
investors can trade through a number of electronic platforms, local bonds have to
rely heavily on intermediary financial institutions. To enliven the market and

ensure liquidity, the retail trading platform needs to be enhanced, such as
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developing an electronic platform using the Post Office authentication for public
access.

Set up a central depository system for retail investors such as that currently available
for equities trading.

Set up a HKD bond fund to be managed by not-for-profit operators such as the Hong
Kong Monetary Authority or Mortgage Corporation.

6. - The Securities and Futures Commission to accentuate education for retail investors
on investing in bonds and bond funds. -

To strengthen Hong Kong’s overall competitiveness in the financial services and to
provide a stable investment vehicle for retirement fund investments, the Government
should take leadership in developing a HKD bond market. Hong Kong’s aging
population has accumulated a big pool of retirement savings that can benefit and can be
tapped for this purpose.  The MPFA should advise the Government to take action on
setting up this much needed financial product to provide a low cost and stable return
MPF scheme.

Submitted by .

Victor Wai

Finance Expert Group Convener
The Professional Commons

22 September, 2014

 Address: 22/F, On Hong Commercial Bldg. 141 Hennessy Rd. Wanchai, HK.
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