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“Hyperbolic discounting” 
makes us cruel to 
our future selves

We usually regard those who live
for the moment with no saving plan
as extravagant. But have you ever 
thought that they may be influenced 
by psychological biases? Let’s do
an experiment:

From a financial perspective, receiving 
$1,000 a year from now by investing $800 
today means an annualized return of 25%, 
which is not an easy financial target 
to achieve. Therefore, taking $200 
more a year later is the rational choice. 
However, research has found that most 
people prefer to take $800 immediately, 
favouring short - term interest over 
long-term benefits.

Suppose you are going to receive 
a sum of money. Would you rather 
receive $800 now or $1,000 a year 
from now?

Everyone hopes to have a worry-free retirement, but not all of us take a 
proactive approach to managing our wealth and planning for retirement at 
an early age. Some picture retirement as something far in the future, so they choose 
to live for the moment. Others might think of their retirement goals occasionally, 
but have yet to take steps to implement a plan. Some may have started saving and 
investing for retirement, but because of poor wealth management, they end up 
spending most of their wealth on short-term goals instead of saving for retirement. 
This improper wealth management and investment behaviour can present 
an obstacle to a happy retirement.

Have you considered that many of these behaviours are driven by financial blind spots 
or psychological biases that you might not even be aware of? This booklet, 
comprising six units, explores these blind spots and biases, and provides practical 
ways to help you make a better plan for your Mandatory Provident Fund (MPF) 
and other retirement investments to ensure a carefree retirement.
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When people think of the future, some tend 
to over-discount their post-retirement 
happ iness and be l i t t le i t s va lue . 
Meanwhile, they don’t discount any of 
their present enjoyment, preferring a 
“live for today” approach. To them, 
saving for a rainy day is worthless, 
and they see saving for retirement
as unrealistic, and are even against it. 
However, our resources are limited, so 
living a lavish life in the present in a way 
means we are being cruel to our future 
selves. Since it only makes sense to 
value our present and future equally, 
we need to examine how to tackle 
our psychological biases to achieve this. 

This experiment illustrates a behavioural bias 
called “hyperbolic discounting”, whereby 
people tend to choose a smaller-sooner 
reward over a larger-later reward. 
“Discounting” means discounting the value 
of a future sum to its present value. 
When analyzing financial issues, we may 
convert the value of a sum of money 
occurring at different times to one 
shared point (usually the present) when 
comparing the actual value difference. 
However, in everyday life, we rarely 
apply such calculations in our financial 
decision-making, relying instead on 
instinctive estimations. Influenced by 
“hyperbolic discounting”, we may 
over-discount long-term rewards, 
making them seem much less valuable 
than they really are.

The trap of living 
for the moment

05
Don’t take a chance on 
your retirement 
investments



Has “mental accounting” 
ever influenced your 
financial decisions?

When faced with money-related issues, do you know how to make rational decisions to 
protect your interests? Or do you subconsciously make decisions that are detrimental to 
your interests? If you have never given this much thought, please take the following test. 
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Suppose your favourite singer is holding 
a concert, and you bought a $1,000 
ticket. At the entrance, you realize the 
ticket is missing. Would you go to the 
ticket office and buy a new one?

Scenario 1

You are going to a concert by your 
favourite singer, but in this scenario, 
tickets are available only at the 
on-site ticket office. At the ticket 
window, you realize you have lost a 
$1,000 banknote. Would you buy a 
ticket to the show anyway?

Scenario 2

Psychological biases are part of human nature and 
work subconsciously. They can’t necessarily be 
overcome by a “strong will”. The key to overcoming 
psychological biases is to build up a mechanism that 
protects your future by minimizing the chance of making 
irrational decisions. To accomplish this, a number of 
wealth management philosophies suggest saving 
before spending if circumstances permit. For example, 
save a portion of your monthly income and use the 
remainder for your everyday expenses. This way, 
you don’t have to worry about using up all your 
income before the end of the month because of 
impulse buying. When you make a habit of putting aside 
your savings first, you will find saving much easier.

The idea behind the MPF requirement of making a 
fixed contribution on a regular basis, as well as autopay 
monthly saving plans and deferred annuity products, 
is to take every opportunity to look after our future. 
Statistics show that as at the end of December 2019, 
there were about 60,000 MPF accounts with over 
$1 million in benefits, and 340,000 accounts with over 
$500,000! From now on, take better care of your MPF, 
and look after your future self!

Everyone hopes to maintain their health and quality of life 
after retirement, but we all know that things don’t always 
work out the way we want. So when your present self 
makes key financial decisions in the present, you have 
to consider the impact on your future self. For example, 
would purchasing a new car now mean having less to 
spend on your future medical expenses? Would buying 
a brand-name handbag now stand in the way of 
realizing your dream of travelling with your partner 
after retirement? From now on, start planning sensibly 
for your retirement, based on the idea of looking after 
your future self.

Save first for the future

Whether or not you would still buy the ticket is a personal decision, perhaps depending 
on how much you like the singer. The focus of this test is not on your answer in each scenario, 
but whether you give different answers to the two scenarios. In both cases, you would 
end up spending $2,000 to see the concert. But psychologists found a much lower 
percentage of people would buy the replacement ticket in scenario 1, because they 
would feel they had already spent $1,000 on the ticket, and buying another would 
mean that altogether they would spend $2,000 to see the show. In scenario 2, although 
losing money is unpleasant, they would be more willing to make the purchase because 
it was a banknote lost and not a ticket, so the show would still cost them $1,000. 
In both cases, $1,000 has been lost, but because they have different “feelings” about 
each scenario, they make different decisions about their spending.



Be cautious about 
your later years!

There is a Cantonese saying that goes, 
“Be cautious about your later years” （因住
收尾嗰幾年）, Some might be troubled by 
the double meaning of this expression as 
a curse of misfortune during a person’s 
later years. But it is good advice if you 
apply it to your retirement planning. 
We work so hard to earn a living, hoping to 
save enough for a comfortable life 
in retirement. But here is a bold prediction: 
if we analyze our retirement needs 
using “common sense” and save for 
retirement accordingly, some of us may 
have trouble making ends meet in our 
later years.

To estimate our retirement needs, we 
have to take into account three ages: 
our current age, our retirement age 
and our lifespan. Our current age is 
straightforward, of course, and our 
retirement age is relatively easy 
to imagine. It is lifespan that is impossible 
to predict. For this reason, the industry 
calculates retirement needs using the 
“common sense” approach-that is, 
the l i fe expectancy of men and 
women in Hong Kong. According to the 
latest statistics, Hong Kong men have 
an average lifespan of 83 years, and 
women 88 years, both very high in 
global terms. However, “life expectancy” 
means some people fall below the average 
and some above. In other words, if we 
use life expectancy when calculating 
our retirement needs, many of us won’t 
have enough savings to cover our 
later years!
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This test is related to a theory put forward by a Nobel Laureate 
in Economics. According to the theory, human brains set up 
different “accounts” for money from different sources or for 
different purposes. Even if the actual monetary value is 
the same, money from different “accounts” can have 
different personal value because of our psychological biases, 
thus affecting our financial decisions. Your monthly income, 
for example, is hard earned, so you spend it carefully. 
But when it comes to your year-end bonus, you may tend to 
spend it more easily, viewing it as a reward for your hard work. 
(You might even spend more from your bonus than you 
saved from your monthly salary all year.) The same is true for 
cash coupons won from a lucky draw, or money won from 
small bets; we tend to spend it more recklessly. These are all 
behaviours influenced by “mental accounting”. If we take a 
closer look, we will find that a dollar in hand, no matter 
where it comes from, is just a dollar that belongs to you, 
and you should treat each dollar the same.

A friend of mine is keen on stock investment. He puts a lot of effort into 
managing a portfolio worth $20,000-$30,000 to save for a trip to the Maldives 
with friends. However, he has never paid attention to his MPF, and doesn’t 
care how much money he has accumulated or what funds he has invested in. 
According to the figures provided by the Mandatory Provident Fund 
Schemes Authority (MPFA) as at the end of December 2019, MPF scheme 
members had average accrued benefits of over $210,000. That means 
this friend is regularly checking his “Maldives account” that worth 
$20,000-$30,000, but ignoring his MPF account perhaps worth $200,000 or more. 
In fact, whether it is your bank account or your MPF account, it is all money 
that allows you to achieve your life goals, and should be managed appropriately.

“Mental accounting” 
influences financial decisions

From now on, try to be aware of “mental accounting” and 
not let it interfere with your financial decisions. Take extra 
note of your assets, including your MPF and any other savings 
and retirement investments. Make it a habit to read your 
MPF Annual Benefit Statement carefully, so you have a 
good grasp of your contributions and the performance of 
your investments over the past year. Regularly review it and 
consider whether you need to adjust your MPF investments, 
based on any changes to your personal circumstances. 
Don’t let psychological biases stall your retirement plans.

Don’t ignore your MPF

A safer approach is to “live off the interest”, 
relying on the cash stream (or “passive 
income”) produced by your principal to 
cover your post-retirement needs. As the 
principal remains untouched, you receive 
passive income in perpetuity, and need 
not worry about money in your later years. 
Suppose your retirement expenses are 
$200,000 a year. With an annualized return 
of 4%, a principal of $5 million will help 
you achieve sustainable passive income. 
However, to live off the interest, you need 
a large amount of principal.  

Generating income that will 
last throughout retirement

If you wish to be financially secure in your 
later years, you should make a conservative 
estimate of a longer life expectancy, 
such as 90 years or more, when planning 
for your retirement.
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The MPF System provides basic retirement protection, but the basic 
MPF contribution of 5% each from employers and employees is a 
far cry from the ideal retirement savings plan of working two years 
for one year’s savings. Start managing your MPF account and 
making other savings or retirement investments to secure good quality 
of life in your later years!

Whether you choose to generate lifelong income from an annuity or live off interest, 
there is one prerequisite: a large sum of retirement savings in reserve. The purpose of the 
MPF System is to help the workforce save for retirement. Academics recommend that 
to ensure sufficient savings for retirement, you set aside one year’s living expenses for 
every two years of work. Why is that? Suppose we start working at 25, retire at 65 and 
live to the age of 85. If the annualized return is the same rate as inflation, thus ignoring 
the time value of money, this means you will work for 40 years to prepare for 20 years 
of retirement life. So for every two years you work, you will have to save a year’s 
retirement expenses. While this is a simplified calculation for reference, one thing 
is certain: if we don’t manage our wealth and keep spending for pleasure without a 
retirement plan now, we are sacrificing our well-being in our later years.

Working two years for 
one year’s retirement funds

Counting on a windfall for 
a worry-free retirement?

Whether $5 million is sufficient for retirement varies amongst people. 
But the fact is that all of us face the risks related to longevity, 
inflation and investment when planning for retirement. If we 
ignore these risks, no amount of luck will make our retirement 
dreams come true. To effectively manage your investment risk, 
start by planning around the accumulation, maintenance and 
withdrawal of wealth for your retirement.

Suppose you are about to retire and you win a prize of 
$5 million with a choice of one of three conditions attached. 
Which of these three fates would you choose: (1) live until 
your 120th birthday; (2) spend half of your assets on 
medical expenses; or (3) lose half of your wealth in 
a financial crisis in 10 years.

Working people often dream of getting a windfall and 
immediately retiring to a comfortable life. But does a windfall 
guarantee a worry-free retirement? 

Instead of counting on luck, count on yourself to build a nest egg 
for retirement. To save your pot of gold, while minimizing the risks 
associated with investment, consider adopting the “dollar cost 
averaging” strategy. With this strategy, you invest a fixed dollar amount 
in a particular investment on a regular basis, buying more funds or 
stock units when the price is low, and fewer units when it is high, 
averaging out the unit cost over time. In the long term, this strategy 
will help you mitigate the impact of short-term market fluctuations. 
In fact, your monthly MPF contributions and monthly stock and 
fund investments all adopt this strategy to reduce investment risk.

Accumulation: Invest a fixed 
amount on a regular basis

Regarding MPF management, you can consider withdrawing your 
accrued MPF benefits by instalments after you turn 65. The benefits not 
withdrawn will remain in your MPF account and continue to be invested. 
You can choose an appropriate investment portfolio with the aim of 
ensuring investment returns that at least keep up with inflation. Some 
trustees also offer MPF retirement solutions aiming, like beating inflation or 
providing stable return or providing regular and stable income to meet the 
retirement needs of scheme members.

An annuity scheme is one practical way to tackle the financial risk brought 
by longevity. The government-run public annuity scheme is an 
“immediate annuity plan”, meaning if you are insured under this scheme, 
you can immediately receive a guaranteed stream of fixed income for 
your lifetime after paying a single premium. Other private annuity schemes 
offer different terms, guaranteed income streams and arrangements: 
you can pay a single premium, or contribute on a regular basis; take the 
income immediately, or after it has had more time to grow; and receive 
an income stream for the rest of your life, or within a designated time frame.
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You need more than just a large nest egg to retire worry-free. You also need a sound risk 
management strategy for your retirement investment. This includes saving or investing a fixed 
amount on a regular basis, adopting an appropriate asset allocation strategy, 
and during retirement, withdrawing your savings in an orderly fashion and continuing 
to make proper investments. With a little forethought, you won’t need a windfall 
to achieve a comfortable retirement life.

9

As you gradually accumulate wealth, to balance risks and returns, 
consider adopting “strategic asset allocation” as a mid- to long-term 
investment plan. This is a sophisticated approach, but there are 
some simple formulas available in the market that can be used 
for reference. One widely used formula is the “100-minus-age rule”, 
which subtracts your age from 100 to get a percentage of 
your portfolio that should be kept in higher-risk assets. For example, 
if you are 30 years old, consider making 70% of your investments 
in higher-risk assets. When you turn 40, it drops to 60%, and so on.

Maintenance: Adjust risks 
according to your age

Young people who have just entered the workforce have a long 
investment horizon. They are in a better position to invest in 
higher-risk products to achieve higher returns. They still have 
sufficient time to recover their losses in case of an economic downturn. 
As people approach retirement age, however, to hold onto 
their gains, they may consider investing in relatively low-risk products. 
The MPF’s Default Investment Strategy and target date funds share 
this approach, which automatically reduces the proportion of the 
scheme member’s investments in higher-risk assets, while increasing 
the proportion in lower-risk assets as the member approaches 
retirement age to strike a balance between investment risks 
and returns.

During retirement, you will need to make the most of your nest egg to 
provide sufficient cash to cover your everyday needs. Along with 
continuous investing to offset inflation, you should be careful about 
withdrawing your retirement savings: take too much at once and 
your savings will run out quickly, but if you are too cautious on spending, 
the quality of your retirement life may suffer. Neither approach is desirable. 
One of the more popular approaches is the “4% rule”, which recommends 
that retirees withdraw no more than 4% of their savings annually. This rule 
is not based on a precise calculation, but is recommended by scholars 
with reference to long-term historical data on stock and bond returns.

Assuming the returns on your annual investment can offset inflation, 
a 4% annual withdrawal rate means your savings will cover 
your needs for 25 years. The essence of the rule, however, is not 
the specific percentage, but withdrawing your savings in 
an orderly fashion. You can also withdraw your accrued MPF 
benefits in a lump sum or by instalments. To help determine how 
large a nest egg you need to ensure that your savings 
w i l l meet your needs , use on l ine too l s , such as the 
Retirement Planning Calculator provided by the MPFA 
(www.mpfa.org.hk/en/calculator).

Withdrawal: Drawing down 
savings in an orderly fashion

Mobile 
app

(in Chinese only)

MPFA
website



Let’s use an example to understand the power of compounding 
effect, once described by Albert Einstein as the “eighth wonder 
of the world”. Say a person saves $1,000 a month for his 
retirement investment, starting from the age of 20. Assuming 
his annualized return is 5%, he will have accumulated $410,000 
by the time he is 40, after 20 years of continuous investment with 
the compounding effect. If he saves for 40 years, he will have 
accumulated $1.53 million by the time he turns 60. Though he 
has only doubled his investment period from 20 to 40 years, 
the additional amount accrued is nearly threefold! In comparison, 
many investors record losses when they try to speculate on 
short-term market gains.

Diversify your investment appropriately. Be aware of the risks 
and don’t take a chance on your retirement investments! 
Start early to take maximum advantage of the compounding effect 
to create wealth for retirement without relying on “guesses”.

So how can we overcome “overconfidence bias”? We need to 
understand that if we want to be a winner in the investment 
market in the long run, we have to avoid trying to time the market 
(i.e. capturing short-time market rises and falls). Instead, 
we have to leverage our time in the market, letting our investments 
generate returns through the long-term compounding effect. 
Your retirement investment, which grows over decades, 
can benefit significantly from the power of the compounding.

“Compounding effect” – 
the eighth wonder of the world

Risk and
returns are

balanced over
a long period

of saving

Globally
Diversified
Investment

Automatic
De-risking

A good retirement investment portfolio needs to balance 
risks and returns. One way to manage investment risks 
is through diversification. Research has shown that 
good diversification is one way of achieving better 
investment outcomes in the long run for a given level of risk. 
Taking the MPF as an example, you can diversify your 
capital across different asset classes (such as stocks or bonds) 
and regions (such as global markets), according to your 
investment objectives and risk tolerance level. You can 
also choose to adopt the Default Investment Strategy, 
which has three key features: (1) automatic reduction of 
investment risk as members approach retirement age; 
(2) fee caps set at 0.95%; and (3) global investment for 
risk diversification.

Risk management and 
investment diversification

During Chinese New Year reunions, 
many of us gamble a little with family 
and friends to pass the time. 

Rationally, we know that the number of 
Bigs or Smalls previously rolled has nothing 
to do with the outcome of the next game. 
The outcome of every roll is unrelated 
and unpredictable. It is all about statistics 
and odds. However, when we place 
our bets, we make projections without 
scientific merit and believe we can 
make the right guess.

When it comes to managing your 
retirement investments, overconfidence 
can have a negative impact. For instance, 
after investing in certain asset classes 
and repeatedly making a profit, you 
may be tempted to invest all your assets 
in these asset classes, which leads to 
over-concentration of your investments 
and higher risk. If you believe you have a 
better investment eye than others, you may 
ignore warnings about increased risk 
in the blind pursuit of short-term returns, 
believing you can “win big” in the 
short term and ignore long-term planning. 
Renowned investor Warren Buffett 
once said, "You only find out who is 
swimming naked when the tide goes out." 
Likewise, only in a bear market do we 
realize how much of our investment 
gains were due to a bull market, and just 
as a ship rises and falls with the tide, 
we begin to understand that nothing 
rises all the time. The market is always 
part of a cycle, rising and falling.

Sic Bo is strictly a game of chance, but we 
still try hard to make a good guess, just as 
we might in the investment market, which is 
full of information and investment advice. 
In a bull market, when asset values 
keep rising, do we make a profit because 
we are lucky or because we have a 
sharp eye for investment? Though it can 
be hard to tell for certain, in a bull market, 
average investors tend to attribute their 
success to their insight and strategy. 
When it happens over and over, this can 
turn into what many experts refer to as 
“overconfidence bias”, prompting people 
to believe they have the Midas touch 
for investing.

Don’t be overconfident 
and ignore risks

Don’t take a chance on your 
retirement investments

1110

Suppose when playing Sic Bo
（買大細）, five consecutive Bigs 
are rolled. What would your next 
bet be? Would you go with the Big 
trend or take a chance on Small?



Influenced by “availability bias”, investors tend to invest in asset 
classes and regions they are familiar with. Many stock investors, 
for instance, barely pay attention to information on the bond market, 
so they never consider investing in bonds. Investors who have 
“home bias”-focusing only on the local market-may miss better 
opportunities elsewhere in the world. According to MPFA statistics, 
as at the end of June 2022, 60% of MPF funds were invested in the 
Hong Kong market. In general, if we wish to effectively manage 
our retirement investment, we should allocate our assets properly. 
Investing in a variety of asset classes and regions can help balance 
risks and returns in long-term investments.

From an investment perspective, examples of the impact of 
“availability bias” abound. When the stock market is doing well, 
friends are eager to share their profit-making secrets, financial 
reports paint a rosy picture, and quite a lot of experts and 
advisors suggest investing aggressively. Investors receive only 
one-sided, optimistic information, making it difficult to associate 
this with the panic and pessimism of previous market falls. 
Investors rush into the market, with no mind for appropriate, 
cautious risk management. But when the market takes a 
downward turn, suddenly the market is full of pessimistic investors 
and bearish news, and everyone rushes for the exit.

Diligence is the key to retirement planning. Use these MPF tools to 
overcome “availability bias” and make rational long-term decisions 
for your retirement!

To battle “availability bias”, you have to do your own research for 
comprehensive understanding of the facts. That means relying not 
solely on readily available information, but instead going out of your 
way to seek long-term data via different channels. This will help you 
avoid making inappropriate, short-sighted decisions and build a long-term 
investment strategy tailored to your needs and risk tolerance level.

A host of MPF documents and tools are available to help you 
obtain comprehensive and reliable information. The “Fund Fact 
Sheet”, for example, is like a resume for MPF funds, listing the basic 
information of each fund, including its net asset value, fund 
expense ratio, and commentary on fund performance, 
investment policies and objectives. In addition, the MPFA’s MPF 
Fund Platform (mfp.mpfa.org.hk/eng) provides information about 
the return, fee and risk level of each MPF fund, allowing you to 
understand fund features from different perspectives and 
decide whether a fund is suitable for your retirement needs.

Look into diversified information

Mobile 
app

MPFA
website

1312

Don’t rely solely on 
information on hand for your 
retirement investment

Availability bias is a psychological bias that 
affects rational decision-making. In the 
above example, the instant response for 
many of us is to think about how falling 
airplane parts could hit somebody - 
something most of us rarely hear about and 
find quite hard to imagine. On the other 
hand, shark attacks make headlines, and 
the animals often appear in movies as brutal 
killers, making it much easier to picture a 
shark killing a person. As we can see, the 
ease of obtaining information and making 
associations influences our thinking, leading 
to erroneous conclusions.

“Availability bias” hinders 
retirement planning

Here is another everyday example: 
Many people are afraid of flying, even 
though it has been proven that airplane 
crashes happen much less frequently 
than car accidents. However, because 
of flashy movies and widespread media 
coverage, images of airplane crashes 
more easily come to mind, leading many 
to develop a fear of flying.

“Be fearful when others are greedy and 
greedy only when others are fearful.” 
This famous statement by Warren 
Buffett is familiar to many, but it is not 
uncommon to see investors collectively 
acting over-optimistically or in panic 
mode in response to market events. This 
behaviour is often the result of a common 
psychological bias. Before further discussion, 
please answer a quick question.

According to studies, most people think 
it is shark attacks, but statistics from the 
US showed that there were 30 times 
more deaths annually caused by falling 
airplane parts than by shark attacks! 
Why is there such a large difference 
between our perception and the facts? 
It is probably “availability bias”.

Which do you think causes more 
deaths each year: shark attacks or 
parts falling from overhead airplanes?



To change an outcome, you have to change your behaviour. To change your 
behaviour, you have to change your mindset. Understanding your psychological biases 
and wealth management blind spots helps you realise the importance of proactively 
and appropriately managing your wealth, MPF and other retirement investments, so that 
you can devise and execute a retirement plan tailored to your needs. To effectively 
manage your MPF, you must:

1

2

3

4

5

6

To achieve your ideal retirement life, start by proactively managing your MPF!

To learn more about MPF investment and retirement planning, please visit the 
“MPF investment education website”: minisite.mpfa.org.hk/MPFIE/en/index.html.

understand your retirement needs and risk tolerance level;

have a good grasp of MPF fund types and features;

understand the investment risks involved in different MPF funds;

choose MPF funds that suit your needs;

make use of tools and platforms provided by the MPFA and trustees for comprehensive 
MPF fund information; and

review your MPF investment portfolio on a regular basis.

$$ $$


