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MPF recorded a net return of 22.3% in 2017
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MPFA strives to make the MPF System better - Equity funds — High returns with high risk
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Voluntary contglbutions

a good wayito achieve
betterretirement

protection
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The Mandatory Provident Fund Schemes Authority (MPFA) welcomes
the Government's proposal to offer tax concessions for Mandatory
Provident Fund (MPF) voluntary contributions, as announced in the
2018-19 Budget.

We believe that this measure will encourage more scheme members
to make voluntary contributions to increase their retirement assets.
The MPFA will render full support to the Government in implementing
this proposal, and has already started talks with the Government
and MPF trustees on the implementation details. \We hope scheme
members will be able to enjoy the benefits as soon as possible.

Voluntary MPF contributions increased from $4.12 billion in 2007 to
$12.49 billion in 2017, a clear indicator that more and more employers
and employees place confidence in the System which they believe is a
good investment choice.

As MPFA Chairman Dr David Wong said in the first article of the
newly launched MPFA Blog, the MPF is only the second pillar in the
retirement protection framework. Scheme members should not rely
solely on the MPF to fully meet their retirement needs. The MPFA
has all along encouraged scheme members to save more for their
retirement if they can afford it.

If you are thinking about ways of making your retirement life

more secure and comfortable, why not consider making voluntary
contributions?

Diana Chan

MPF FOCUS B&£% | 3

BEE 2017 FFOHE22.3%
MPF recorded a net return of 22.3% in 2017
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At present, about 70% of MPF assets
invest in equities and MPF funds
performed strongly last year due to
the upturn in global stock markets.
In 2017 alone, the MPF System
recorded a return of 22.3% after fees
and charges, the highest yearly return
since 2010 and the second best
since the inception of the System
in December 2000. The total assets
in the MPF System grew by $197.2
billion to $843.5 billion, the largest
yearly growth in dollar terms in the
past 17 years.

Of the $843.5 billion, $267.4 billion
(or almost one-third) represents
investment returns net of fees and
charges. From the inception of the
System to December 2017, the MPF
System had an annualized return of
4.8%, higher than the inflation rate of
1.8% across the same period.

This sizeable amount of MPF assets
is the result of regular monthly
contributions of employers and
employees, together with the
compounding effect of long-term
investment like the MPF. At the
press conference highlighting the
investment performance of the MPF
System in 2017, MPFA Chairman
Dr David Wong said, since its
inception, the MPF System has been
adding value to scheme members’
contributions. As the total amount
of MPF assets continues to grow,
the System is playing an increasingly
important role as a key pillar of Hong
Kong's retirement savings system.
It has made a significant contribution
to scheme members’ retirement

protection.

).

In view of this, Dr Wong reiterated
that the System needs to be
supported not only by the MPFA and
the trustees. Scheme members too
need to play their part by paying close
attention to their MPF accounts and
regularly reviewing whether their
investment portfolio meets their
needs. “Don’t leave it unattended
if you want it to work for you!” Dr
Wong added.

Over the 17-year period, all six types
of funds had a positive return on
average but at different rates of
return. For instance, the cumulative
return of equity funds over the
period had been 147.7%, while
the cumulative return of the MPF
Conservative Funds (which invest in
Hong Kong dollar short-term bank
deposits or debt securities) had only
been 13%. Even among the same
types of funds, performance varies
because the investment markets
are different. For example, the best
performer in 2017 was Hong Kong
equity funds, with an annualized
return of 40.7%, but US equity funds
went up by only 19.5% over the
same period.
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Returns of the different types of MPF funds
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Fund Type
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Equity Fund
RAEEERESE

Mixed Assets Fund
BEHHEL

Bond Fund
RiBHS
Guaranteed Fund
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MPF Conservative Fund
BRmHES
Money Market Fund
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Return in 2017

34.4%

22.3%

4.8%

3.0%

0.1%

2.5%
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MPFA Chairman Dr David Wong (middle), Chief Corporate Affairs Officer and Executive Director Cheng Yan-chee (left) and Chief Operating Officer
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Dec 2000 to Dec 2017
SFE{F DR FiEMDEK
Annualized Cumulative
Return Return
5.5% 147.7%
4.6% 117.3%
2.7% 58.9%
1.2% 23.4%
0.7% 13.0%
0.6% 10.3%
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and Executive Director Alice Law (right) highlighted the 2017 investment performance of the System at a press conference.
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“The MPF is a long-term investment
for retirement,” said MPFA Chief
Operating Officer and Executive
Director Alice Law. “Scheme
members should avoid making
changes to their MPF portfolio
and taking on more risk simply
because of short-term rallies. They
should regularly review their MPF
investment to see if their investment
portfolio matches their investment
objectives and risk tolerance level,
striking a balance between risks and
returns.”

Fund Performance Platform

To make informed investment
decisions about funds, scheme
members need to know their
different features. The MPFA has
been working to increase fund
transparency by providing different
tools and channels to help scheme
members compare the different
funds more easily. In February
this year, the MPFA launched the
Fund Performance Platform to
enhance the disclosure of MPF
fund information. The platform
helps scheme members review
different aspects of a fund to better
understand whether it suits their
retirement needs.

The Fund Performance Platform has
three interactive sections: (1) My
Choice, (2) Performance Chart and (3)
Fund Information Table.

The fund information provided by the
platform includes:

v Fund size;

v Launch date;

v Latest Fund Expense Ratio;

v/ Annualized returns and
cumulative returns covering
different periods; and

v Fund risk indicator.

Since each fund has its own

unique features, it may not
be appropriate to compare a
particular fund with another fund
of the same type. For example,
some equity funds invest in
different regions (e.g. in Hong
Kong, North America, and the
Asia-Pacific region), so scheme
members should only compare
equity funds that invest in the
same region.

Introducing the platform, MPFA
Chief Corporate Affairs Officer
and Executive Director Cheng
Yan-chee reiterated that the
historical performance of a fund
may not be an indicator of future
performance. When deciding
on their investment portfolio,
scheme members should
consider various factors including
fund risk levels, fund fees and
charges, the trustee’s service
quality, and whether a particular
fund meets their personal needs.
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More on Fund Performance Platform
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A. Fund Information Table
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B. My Selection
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Present the main features of the funds in a vertical format
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C. Performance Chart
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This section uses a star (3¥) to indicate the performance of a fund. It enables scheme members to see
how the selected fund has performed relative to funds of the same type in the past five and 10 years. A
maximum of 10 funds can be selected for comparison.
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The MPFA has continued to strive to make
the MPF System better in 2017
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At a media lunch gathering in
January, MPFA Chairman Dr David
Wong and MPFA Managing Director
Diana Chan gave an account of
MPFA's work in 2017.

Dr Wong said, “Every cent in the
MPF System is scheme members’
savings for retirement. The MPFA
understands its responsibility to
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MPFA Chairman Dr David Wong and MPFA Managing
Director Diana Chan briefed the media on MPFA's
work in 2017.

ensure the System functions in an
efficient and orderly manner and
maintains stable operations, thus
helping safeguard the retirement
protection of employees. Throughout
2017, we worked hard to make the
MPF System better.”
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Supervising the operations of MPF trustees
and improving trustee governance standards

e Held the first Trustees Governance Workshop at
which MPF trustees were reminded to act in the
best interests of scheme members by providing

value-for-money products and services.

e Ensured the trustees made good preparations for
the launch of the Default Investment Strategy (DIS)
on 1 April 2017 and that the new DIS legislation was
smoothly implemented.
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Conducting public education

e Held more than 300 talks and workshops and
produced a number of educational videos,
including one on the DIS.

e Worked on the design of a Fund
Performance Platform.

e Prepared for the launch of a Messenger
bot on the Facebook page Workplace
Incredibles.
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Following up cases of employers
defaulting on contributions

BEAEERAG  THEER

Investigated almost 55,000 suspected
cases of employers defaulting on
contributions as reported by trustees, and
recovered $130 million in outstanding MPF
contributions and surcharges.

Followed up cases that resulted in 102
employers being prosecuted during the
year, of which 65 were convicted and fined
between $2,000 and $105,000.
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Enhancing the MPF System

Worked on developing high-
level functional specifications
of the centralized electronic
platform, the eMPF, so as to
estimate the costs of building the
infrastructure.
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Equity funds - High returns with high risk
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Of all the different types of MPF
funds, equity funds have the highest
potential returns - but also the
highest risk.

In 2017, equity funds outperformed
all other types of MPF funds, with
a cumulative return of 34.4%. From
the inception of the MPF System
in December 2000 to the end of
2017, equity funds have recorded an
annualized return of 5.5%.

However, scheme members should
not underestimate the risk associated
with equity funds. In the past 17
years, equity funds have sometimes
risen by more than 15% in a month,
but have also experienced a single-
month drop of over 20%. The higher
the volatility of a fund, the higher its
risk level.

More on equity funds

Instrument: Mainly invest in equities
traded on approved stock exchanges.

Types: Equity funds invest in a
single market, regional markets or
global markets. They can be further
categorized into sub-groups, such

8

) o

as Hong Kong equity funds and
European equity funds. As the
returns of different types of equity
funds are driven by the markets they
invest in, scheme members should
only compare equity funds in the
same sub-group.

Equity funds can also be categorized
into actively managed funds,
whose fund managers have the
discretion to adjust the mix of fund
assets subject to compliance with
the investment objectives and
investment restrictions of the funds,
and passively managed funds, which
simply track the performance of a
reference index.

As at the end of 2017, 25 of the 154
MPF equity funds tracked an index,
with 16 of these tracking the Hang
Seng Index.

Fees: Fees of equity funds vary. The
fund managers of actively managed
equity funds try to achieve better
returns by using their skills to select
individual securities and deciding
on the best time to buy and sell
them. The fees of actively managed
funds are generally higher than
those of their passively managed
counterparts.
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Who should invest in equity
funds?

The MPF is a long-term investment.
Scheme members who are young
and have a long investment horizon
and a high level of risk tolerance may
consider investing in equity funds.

However, scheme members should
not hastily switch their MPF assets
into equity funds simply in response
to short-term market rallies. Nor

Rates of return of different types of equity funds

BRREEHER
Fund Category

TR S
Hong Kong Equity Fund

o B i SR 4
China Equity Fund

A IR A (B F 30

Hong Kong Equity Fund (Index Tracking)

a0 R SR 4

Asian Equity Fund
ERNE S
Japanese Equity Fund
IRIR I A

Global Equity Fund
Y e S 4
European Equity Fund

3 B i R
US Equity Fund
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2017 SE MR

Return in 2017

40.7%

40.3%

39.3%

35.2%

24.3%

22.4%

20.9%

19.5%
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should they try to “time"” the market.
Personal needs and risk tolerance
level should always be the priorities
when scheme members decide on
their MPF investment portfolio.

2000 F12HZE 2017 & 12H
Dec 2000 — Dec 2017
FER{F DR E

Annualized Cumulative
Return Return
7.4% 241.0%
AT AN
N/A N/A
6.1% 174.8%
7.6% 251.4%
1.9% 37.4%
3.5% 78.9%
1.7% 34.0%
3.0% 64.5%

Data not available as no equity funds were classified as China equity funds as at 1 December 2000.
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Inspired by the growing popularity of
social media, the MPFA has launched
a new Messenger bot function on its
investment education Facebook fan
page Workplace Incredibles, to help it
connect with scheme members from

new initiative has been designed
to enhance the retirement planning
and MPF investment knowledge of
scheme members.The Messenger
bot only supports enquiries and
conversations in Chinese.
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Fund Expense Ratio (FER) of equity funds
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information about MPF investment
and retirement planning, and directs
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MPF funds, MPF trustees
and schemes, and managing

will need, as well as the
amount of MPF benefits and
other savings they can expect
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T www.mpfa.org.hk/goodMPFemployer

The 2017-18 Good MPF Employer
Award will be open for applications
and nominations from 3 April to 30
June 2018. The Award recognizes
employers who place a high value on
their employees’ retirement needs.

Employers who are interested in
applying for the Award can do so
online. Please visit the Good MPF
Employer webpage' for details.

(A PNE A= S SRR N
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e The Messenger bot is also
equipped with a retirement
planning calculator. This
enables users to calculate

to receive when they retire. It
also provides users with tips
on managing their retirement
investments according to the
life stage they are currently at.
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Enhancements made to Trustee Service
Comparative Platform
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" tscplatform.mpfa.org.hk

As one way of helping to reduce the
operating costs of the MPF System,
the MPFA encourages employers to
use less paper and instead take more
advantage of the electronic means
offered by MPF trustees for handling
various MPF matters.

The MPFA is rolling out a series
of initiatives to further promote
digital take-up, one of which was an
enhancement of the Trustee Service
Comparative Platform' in February.
The enhanced platform now includes

useful new information, such as
information about the different
electronic means by which employer
can make contributions to a trustee,
and whether the trustee offers
regular seminars for employers and
members. We hope the enhanced
platform will help employers
compare the services offered by
trustees more easily, and thus be in
a better position to choose an MPF
scheme that best suits the needs of
the company and its employees.
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MPFA encourages construction workers to open
casual employee accounts
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At a visit to a Tseung Kwan O
construction site in January 2018,
MPF Industry Schemes Committee
Chairman Dr Roy Chung encouraged
construction workers to open casual
employee accounts under the MPF
Industry Schemes, and pay closer
attention to their MPF investment. Dr

Chung was joined in the ===

visit by Chairman of the
Hong Kong Construction
Industry Employees
General Union Chow
Luen-kiu, MPFA Chief
Corporate Affairs Officer
and Executive Director
Cheng Yan-chee, and

representatives of the two Industry
Schemes trustees.

As at the end of 2017, around 23,000
employers and 621,000 employees
and self-employed persons were
registered under the Industry
Schemes.
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DIS ad ranked the first in 2017
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Please refer to More on MPF on the back

page for the three key features.
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As part of its publicity campaign for
the Default Investment Strategy
(DIS), the MPFA produced a TV
commercial on the DIS last year.
The video proved highly successful,

|
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attracting close to 3 million views on
Youtube from early April to the end of
September 2017 and hitting the top
of the 2017 Hong Kong YouTube Ads
Leaderboard.

The TV commercial,
which features artiste
Kwan Gor, sets out
clearly the three key
features' of the DIS in
30 seconds, bringing
the important
message to people
from all walks of life.

Join Friends for better retirement planning
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MPFA runs a Friends of MPF
programme and organizes MPF
education activities for Friends every
year.

In late January, the MPFA held a
retirement planning workshop for
about 40 Friends. Participants were
also able to take advantage of a one-
on-one investment consultation
service that helped them better
understand their retirement needs
and map out a retirement investment

—H— AR

One-on-one investment consultation

plan. The workshop was conducted
by Certified Financial Planner Mr
Alvin Lam, and the consultation
service provided by volunteers
from the Hong Kong Society of
Financial Analysts, who are also CFA
charterholders.
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% Question :
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My wife and | have joined different MPF schemes
but both of us have picked the Default Investment
Strategy (DIS). As things have turned out, my wife
has enjoyed better returns than | have. Why?
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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:

® #4 Hotline : 2918 0102

© #H Fax : 2259 8806
(@ EH Email  : newsletter@mpfa.org.hk
3k Website : www.mpfa.org.hk
Q@ it Address : BBEBEEMS1BNEE S 0 1/E8E /Omrs+
Level 8, Tower 1, Kowloon Commerce Centre, .
Carlngorganlsatlon

51 Kwai Cheong Road, Kwai Chung, Hong Kong o e et s
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