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The MPF System: an integral
part of retirement protection
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Like many other places around the world, Hong Kong is facing the
problem of an ageing population. In recent years, more and more
stakeholders have expressed their concerns about this problem, and
offered their views on how Hong Kong's retirement protection system
should be developed in the future.

Hong Kong adopts the multi-pillar retirement protection model, under
which all the pillars work together to complement each other. Serving
as Pillar 2 is the Mandatory Provident Fund (MPF) System, a mandatory,
privately managed, fully funded contribution system. No matter how
Hong Kong's retirement protection system will develop in the future, the
high level of coverage enjoyed by the MPF System means it can never
be replaced. Currently, 85% of Hong Kong's employed population is
covered by the MPF System or some other form of retirement scheme.
By comparison, only an estimated one third of Hong Kong's employed
population was covered by any sort of occupational retirement
protection scheme before the MPF System was implemented.

In addition, under the MPF System, employers and employees are
legally required to contribute a specific amount. Irrespective of the
Government’s financial situation, employees will always be able to
withdraw their own MPF benefits from their accounts upon retirement.

The discussion now taking place on the future development of
retirement protection will have a far-reaching impact on Hong Kong
society. We would like to ask all interest groups to take into account
the role and functions of the MPF System when discussing the way
forward. It is MPFA’s goal for the working population to achieve more
comprehensive retirement protection through continuous improvement
and enhancement to the MPF System.

Diana Chan
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MPFA's submission for public consultation
on retirement protection

REZEGNEF12AK - JUBIRRE
J& B 2 WS AR A B9 2 A ekl o R
HErt#EHE(RER) R45HF6H8
Hatakafi CFmikBAZ BgR LT8R
HoEMEES TR RENER - E R
R B BB R w0k 2 MM - AR
sRHTIEREAeREERER -

B B B 5 B < ) EE A B ) A

The Commission on Poverty (CoP) launched a six-month public
consultation on retirement protection last December. The Mandatory
Provident Fund Schemes Authority (MPFA) made its submission to
the CoP on the consultation document, and some key points of this
submission were shared with the media on 8 June 2016. As the
statutory body which regulates and supervises privately managed
provident fund schemes, the comments made by the MPFA were
mainly in relation to the MPF System.

The MPFA agrees with the recommendations related to the MPF System
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The MPFA is basically in agreement with the retirement protection
framework set out in the consultation document, as well as the views
expressed in the document regarding the MPF System. The key points
are as follows:
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Hong Kong should continue to operate under the multi-pillar model
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a mandatory, privately managed, fully funded contribution system

In order to meet the retirement needs of all members of society,
Hong Kong should provide diversified sources to deliver retirement
savings and income, to be complemented by a range of public
services. In light of this, Hong Kong has adopted the multi-pillar
model advocated by the World Bank, under which all pillars work
together to complement each other. These pillars are as follows:
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a non-contributory, publicly financed and managed system

R IERC I BR ) sol E

a mandatory, contributory, publicly managed system
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voluntary savings
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Explore the idea

of raising the
contribution rate at an
appropriate time
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If the idea of raising the contribution rate is generally accepted
by various stakeholders, the MPFA would support exploring its
feasibility when the time is right.
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Address the offsetting
issue regarding
severance payment/
long service payment
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The offsetting arrangement results in the leakage of benefits
from the MPF System, which weakens the protection it can offer
scheme members, so this issue needs to be addressed by the
Government. The MPFA supports the Government in discussing
the issue with various sectors to work out a solution.
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Encourage voluntary
savings
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MPF voluntary contributions help strengthen the retirement
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informal support, other formal social programmes,

and other individual assets
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The MPF System is playing an important role
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As an occupational contributory system that helps employees
accumulate savings for their retirement, the MPF System serves
as Pillar 2. Under the System, members make contributions into
their MPF accounts throughout their working lives (on average 40
years) to provide for their basic retirement needs for the following
20 to 30 years. The stronger the MPF System becomes, the less
reliant our working population will be on public funds when they
retire. This gives the MPF System a very important role, one which
cannot and should not be replaced by any of the other pillars.

The MPF System should be strengthened
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According to the CoP, one long-term goal is to strengthen the
MPF System. For this reason, the consultation document sets out
several suggestions for refining the MPF System, all of which the
MPFA agrees with.

protection function of Pillar 3. To encourage members to
make more voluntary contributions, the MPFA agrees with the
suggestion in the consultation document that the Government
may provide tax concessions for voluntary savings, but this
suggestion should be considered from a broader perspective.

e
T — T —————

FHEL EeRh -HE LR
Gl BE > R ) FAM R IR AT S
TSt -

o JEHITHBACEAME R [
R R | AR

o JNEMEREKE sk B
WP A B B L B O s A A
& M

o WEEV[HEEZ]IBETFTAH:
Wb BB A 2 B AT o

JEE R > o A < ) 36 51 A A0 B HL
AR PR SORE FL AR 2 - LAEAS & it
PNEEZ i Z R L

In fact, the MPFA has always been refining the MPF System. Here
are some of the refinement measures it is now carrying out, or
which are currently in the pipeline:

° Introducing the Default Investment Strategy to address
the problems of high fees and the difficulty in making fund
choices;

o Stepping up publicity and education to encourage members to
manage their MPF accounts and pay closer attention to their
MPF investments; and

e  Exploring the establishment of an electronic infrastructure
called “eMPF" to help implement MPF full portability.

Looking ahead, the MPF System will continue to supplement and
complement the other retirement protection pillars, thus helping in
facing up to the challenges of an ageing population in Hong Kong.
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Risk management and fee controls

R E R g —ERmEH— - 3
Al HAAGBRMHEREHE
Y 30 B B BB R o B R T ERBR O B
B AF i R R B i 5 M 5 ELBOA W
BEPE S B 0 B RN AR A B S
HAH LR

g

b
Mzl & RIS S

jmil
Default Investment Strategy

proposal passed by the
Legislative Council

On 26 May 2016, the Legislative Council passed the Mandatory
Provident Fund Schemes (Amendment) Bill 2015 after its third reading.
The Bill provides for the introduction of a Default Investment Strategy
(DIS), and requires each MPF scheme to provide the DIS'. The
amendment bill was gazetted on 3 June 2016.

If scheme members do not make any investment choices about their
MPF contributions, the contributions will be invested according to the
DIS. Scheme members can also actively select the DIS if they wish.

The DIS is a highly standardized, fee-controlled, investment strategy for
MPF members, designed to be consistent with the objective of building
up long-term retirement savings. The DIS adopts age-based de-risking
and global diversification as its investment principles. Benefits invested
under the DIS are subject to fee controls, and there are caps on the
management fees and recurrent out-of-pocket expenses chargeable to
DIS funds.
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Recurrent out-of-pocket expenses
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Must not exceed 0.75% of the net asset
value of the funds
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Must not exceed 0.2% of the net asset
value of the funds

The passed bill is different from the original one, as it includes an
additional cap on recurrent out-of-pocket expenses which means that
MPF trustees need to revise their product readiness plans, the scheme
administration system, internal controls, and IT framework. In light of
this, a longer lead-time than originally planned for introducing the DIS
is needed. The MPFA is working closely with the Government and
trustees to get the DIS up and running as soon as possible.
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For a detailed description of the features of the DIS, please refer to “MPF Focus” in Issue No.21 of the MPFA Newsletter,
published in December 2015.
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Time for scheme members to get ready for DIS
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With the DIS soon to be introduced, trustees will need to pass on
to members some important information about it. If your contact
information (e.g. correspondence address or phone number) has
changed, you should inform your trustees of the changes as soon
as possible or your trustees may be unable to pass on information
to you. If you are unclear about what funds you have invested in,
or about whether you have given investment instructions to your
trustees at all, you should check with your trustees as soon as
possible.

You are also advised to regularly review your investment portfolio,
and adjust it as you move into different stages in life and
according to your personal needs.
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Consolidation of MPF schemes by trustees I U S U
helps cut costs N -

30
R — He B mEESERA LA # % The MPFA always encourages the MPF industry to consolidate their 20
4 FEDR T Z i NEEN LR schemes and funds to achieve economies of scale of their operations.
Mmoo SZE AT LIDIE K EEFHAEL  Consolidation also means fixed costs are shared by more assets. This 10
é}ﬁ&lﬁ]ﬁiﬁjﬁzlx WRmEREBESIE F  inturn increases the scope for reducing fund fees, benefiting scheme
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Figures relatin heme and fun nsolidation
gures relating to scieme-and fund consolidatio HAh s ZE A BEELESTBIE L4 4 Before consolidating schemes or funds, trustees are also responsible

H 2003 4F# » BEEAZEABSIETH  Trustees began consolidating some of their schemes as far back as B> M2 s g B Mg B for explaining the relevant changes to the scheme members and
miEERrHE o  BFEASHEGH » 5H# 2l 2003. By June 2016, the number of schemes has been reduced from BEsEE > A T WA R B /EAEE employers who are affected, and allowing sufficient time for them to
A8 > % 381/ - %ﬁﬁﬂ%Lm % o #] 48 to 38, representing a cumulative decrease of almost 21%. Over the B MERERE > BAEFEM B make choices. If scheme members decide that, after consolidation, the
A > 152 R s 4 Ny AL 4 & IE 4S5 7E > 4 same period, 152 MPF constituent funds have been terminated, mostly HEREAS A SHRERN > il & investment strategies of the schemes and funds still fit their needs, no
48 KR B iR A e ST S A R o due to consolidation. B o SH|, lEFAFREeEEBMELZE  action is required on their part. Otherwise, they can transfer their MPF
Hhmm ek E4 o A i EZE  assets to other MPF schemes or funds. Still, members should note that
e REMEEFSHREESZEESHFE  When the MPFA examines such applications for scheme or fund ‘%’i%}ﬁe% EWHIVELE RS » /35 [l switching funds involves potential risks; for example, a “sell low, buy
> HERN B EZENZS R consolidation, the most critical factor considered is whether or not the = EJ _I EFE IR » A TREINEEE  high” situation may result in losses, and members who have invested
B 522 B R . N E 75t interests of scheme members are protected. It also checks whether B4 ZEHEEERE A2 N EER in guaranteed funds may not receive the guaranteed returns, because
NESBZ 2N B 28R IE  trustees have made proper arrangements for the transfer of benefits of ﬁﬁ/\ﬁjz/%ﬁ%'ﬂ‘ilj% ALE & those funds may be tied to a minimum investment period.

RERYE o the scheme members affected by the consolidation.
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MPF Updates
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The MPFA receives

Gold Award in the

Web Accessibility
Recognition Scheme
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After gaining a Silver Award in the Web Accessibility Recognition Scheme last year, the MPFA was this year awarded
a Gold Award of the scheme for the first time. The scheme is co-organized by the Office of the Government Chief
Information Officer and the Equal Opportunities Commission, with the aim of encouraging local enterprises and
organizations to adopt accessibility design in their websites and mobile apps. The MPFA will continue to fulfil its social
responsibilities and further enhance barrier-free access to its information for those with special needs.
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New MPFA offices now in
operation
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The MPFA headquarters has been relocated
to Tower 1, Kowloon Commerce Centre, Kwai
Chung. Members of the public visiting the MPFA
headquarters should go to the reception counter on
Level 8, on which special booths have been set up
where they can check information related to their
personal accounts.
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Retirement protection — a shared responsibility
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5™ ASIA-PACIFIC
PENSIONS
FORUM

12-13 April 2016, Hong Kong
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MPFA Chairman talks
about the MPF System

TR J5 5 W B A % 1 L RS A R IR ) B e WU A PR R < W Y TS e R AR AR AR
18| o Bl b DAT SRR 4 — A MR AR DR AN T Bk i — BR ) Ry RE g2 ﬁéﬂ@%é}iﬁmﬁﬁﬂw‘éﬁﬁ@ﬂ%ﬁ%

Earlier this year, MPFA Chairman Dr David Wong Yau-kar attended the 5th Asia-Pacific Pensions Forum, co-organized
by the Hong Kong Retirement Schemes Association and the Association of Superannuation Funds of Australia. There
he delivered a speech on the theme “MPF as an Integral Part of Hong Kong's Retirement Protection”?, in which he
outlined the role and the development of the MPF System to his audience.

. Tougher regulatlons
tinvestment returns.
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MPFA senior executive discusses how to improve the MPF System
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In May 2016, MPFA Chief Regulation and Policy Officer and Executive Director Darren McShane
(photo: right) attended a forum hosted by the South China Morning Post, at which speakers from
various sectors discussed how to make the MPF System better perform its functions.

2 AMBERE LR RS R E (HAIU) http://www.mpfa.org.hk/eng/main/speeches/files/2016-04-12-Speech-e-Chairman.pdf
The speech is available on the MPFA website: http:/mwww.mpfa.org.hk/eng/main/speeches/files/2016-04-12-Speech-e-Chairman.pdf
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B Question :
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| heard people saying that some
trustees have loaned their MPF scheme
assets to other institutions for short
selling. Is this true?

% Answer :
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If you have any comments about the Newsletter, or if you wish either to receive or stop receiving information from the
MPFA, please contact us via the following channels:

® ##& Hotline 2918 0102

© #H Fax 2259 8806

® EH Email newsletter@mpfa.org.hk

#4k Website  www.mpfa.org.hk

Q@ ik Address BERZFEERSIBKNEE S F01E8E

Level 8, Tower 1, Kowloon Commerce Centre, 51 Kwai Cheong Road, Kwai Chung, Hong Kong




