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BRIEEHIEABLE » Milestones of the MPF System

o RIESHIEEAFR
Launch of the MPF System

Sign up.

It's MPF time!

o HIE GREELTEDS (B [REE ) EK
By (EREI&BY) - FTRAR R IE S HI EHIFER
Enactment of the Mandatory Provident Fund
("MPF”) Schemes Ordinance (the principal
Ordinance) to provide a broad framework for the
establishment of the MPF System

1995 1998 2000

o R RFIMEATESFEIEER (B [EeR])
Establishment of the Mandatory Provident Fund
Schemes Authority (“MPFA”)
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o HIE 1998 FRTEE T EIDE (1BFT) &1 -
MERT ERIGD] - tem e EsatE < b= &EF
MBBLE + KRB MEED - ARFAZIERR
BeENKEERR  UREE - SMAHe
E£H
Enactment of the Provident Fund Schemes
Legislation (Amendment) Ordinance 1998 to
amend the principal Ordinance for the effective
operation and enforcement of the MPF System;
and MPF subsidiary legislation to map out details
on MPF schemes membership, registration,
operational and exemption matters

2002
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$5,000 per month
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2003

o HlE (2002 F @B 2 s & (EAT) &HI) K&
(2002 F @D E (1BFT) (£ 258) 1&H1) - A
BUERER AP MITEBUEESEH - IRIAT®RIE
EAHIEE NP G ES
Enactment of the MPF Schemes (Amendment])
Ordinance 2002 and MPF Schemes (Amendment)
(No. 2) Ordinance 2002 to improve the
administrative and operational aspects of the

MPF legislation and enhance the effectiveness
and efficiency of the MPF System
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s BEEHAEABRBEARTRAL000TIRS

The minimum relevant income level to make
MPF contributions was raised from $4,000 to

2004

o HlE CRIESREES BB -
AR Ee K ERRBENE
FHROIREE
The Code on Disclosure for MPF
Investment Funds was issued to
enhance disclosure of information
about MPF fees and performance
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o WIESFTENFEEMEMRI 1,000 T
The net asset value of MPF schemes
passed the $100 billion mark

o RI—E(ARRE)  HHRESXFEARL
BAREIER  AMEBTERERESHIE A
ARITHEEBRE
A set of Compliance Standards was introduced
to assist MPF trustees to develop a rigorous
framework to monitor their compliance with
statutory duties under the MPF System

s BITRBNEANARESREXRE HETE -
TERBLBRESRE  RARKIEE]
A six-month MPF Investment Education Campaign
with the theme “Look After Your Investment, Add
Value to Your Future” was organized

2005 2006

(BoEsafEeRERA)

investment rules

$200 billion mark

o [TERELN ] BRRBLREHRENED - NA
HRTZRBEESHEE
As part of the MPF Investment Education
Campaign, the MPF “JJ Five” Band was introduced

to bring out the key characteristics of five major
types of MPF Funds

o HEHP LRBESWELETE - HEIETEIKE
LB Ee s g N ES W E

A web-based Fee Comparative Platform was
launched to help scheme members compare
fees across MPF schemes and funds

2007

o HI5E €2006 FoaE e At & (—AR) (ER]) BHI)

Enactment of the MPF Schemes (General)
(Amendment) Regulation 2006 to improve MPF

o BiRD A EFEEEEM 2,000187T

The net asset value of MPF schemes passed the

Choice Arrangement)

$300 billion mark

2008 2009

o fil7E 2008 Fo&iEE 58 (&3]) &0 &
(2008 FagiEe st &I (1BRT) (3 25%) &G - LA
MUERE S FT BT - REEREEINEHE
Enactment of the MPF Schemes (Amendment)
Ordinance 2008 and MPF Schemes (Amendment)
(No. 2) Ordinance 2008 to improve MPF scheme
administration and enhance enforcement
against non-compliant employers
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o HIE 2009 FRTE D& (1EET) 15kf]) (FTRRER
EEBELEAMNR)
Enactment of the MPF Schemes (Amendment)
Ordinance 2009 (to provide for the Employee

o SRR A EFE EEEM 3,000 BT

The net asset value of MPF schemes passed the

2010

o BREEHIE+EF
Tenth anniversary of the MPF System

s A THREAL REEE] BEEN
HM—mREeRENFHETE
A new MPF Investment Education
Campaign with the theme “Making

Informed Decisions for Your MPF Life”
kicked off

SRIERETEIFEEEE 654 18T - Mk
BRRRHTFIIF R OHES.5%

The net asset value of MPF schemes
stood at $365 billion, with an average
annualized return of 5.5% net of fees
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THRREEEHERER
Message from Mr Donald Tsang,
Chief Executive

JERL T A - BmeatlE AR System, | extend my deep appreciation to the Mandatory Provident
2iTEEER (BHEIE2R]) Fund Schemes Authority (“MPFA”] for its contributions to an
BRI E - BESHIEEKABEBER | important pillar of our retirement protection system.
RREFIE—AXE - BEERERRZF
PGS The past decade has seen the steady growth of the MPF System. Its
implementation in December 2000 marked a historic milestone, before which
HRIESH|ER2000F 12 BT - BT 5 only one-third of our workforce had some form of retirement protection. At
RRREGERABLHER - Lk 2 present, almost 90% of our workforce is covered by MPF or other retirement
Bl - BEBRAB=D %8 AOERIKIR | schemes. As we are living longer and expecting longer retirement periods,
o e HE+ERBLEREES & | the MPF System will play an increasingly important role in promoting the
BEBENKEHAOSZRESHEAM retirement protection for our citizens in the years ahead.
RINGTEIRIE - BEEBARARKSE @ RIK
EEHBRA - BESHEEREEES | take this opportunity to thank the distinguished past and incumbent
TER - REB AT RAERIKRE - Chairpersons of the MPFA. Their insightful guidance and excellent
leadership has brought the MPFA and the MPF System to where they
FERES REENREERHE - & are today.
AR RS - HIAEE - FEER
PfaEeHIEERGES REEBEKR °

5' i HEATEE (BB [&EE ) H n the Tenth Anniversary of the Mandatory Provident Fund (“MPF")
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& &% Donald Tsang
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Chief Executive
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Message from Mr John C Tsang,

Financial Secretary
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BROMEBRES B ENL T EF o TR
RAR b AR e S EEREEEFEM
EENEEER  UEEERITHRARRS
PIRF B

ince December 2000, the Mandatory Provident Fund ("MPF"] System

has begun a new chapter of retirement protection in Hong Kong

and firmly established itself as an important means of retirement
savings. With more than 2.5 million employees and self-employed persons
participating as at end 2010, the MPF System accumulated over $365 billion
for the working population.

As the MPF System grows and matures as well as with the lengthening of
the contribution period for individual members, the contribution of the MPF
System to the betterment of the retired life of members will be more evident.
The MPF System is, indeed, a symbol of the joint efforts and commitment of
the community to save for our future and for future generations.

| wish to express my heartfelt congratulations on the tenth anniversary of the
MPF System. Let me also thank the incumbent and past Chairmen as well
as directors of the Mandatory Provident Fund Schemes Authority for their
invaluable contributions and the Authority’s executives for their commitment

% 0

Z &% John C Tsang
BB A A&

Financial Secretary

to serve.

MRERNEBRREREREHEER
Message from Professor K C Chan,
Secretary for Financial Services and the Treasury

h) R RFIERTES (R [ 818
= ) HETAFRESHEEER
MEZBZE - RHMEAEEET
gEERE (A [EeR ) BRLE SR -
B 2000 FIARBLR R RIEEIS R ZACRE -
BRLREIER - BB REHRNES
MEENTHEAR - RMEREZTES
BB ANERE - ARRIEH B RE
HREE R - ERTARARAALRES
HEESERHEENRENERE -

RIREETEINE - BAMES RN
TBAERENR  HEBRBEREERMT
IMIRISEREREE - AN(EE U E 6
REMSHFIERE - M INERARERE
BURERENERTA - HFLEHED
SIABBRBKERFNETE] - WAIE N —LE
BAENKE - BBERRSHE K
ANEERN  BEEEBELERE -

BEBRBETHEKRNFEARR - BEZ
VIREINER - BREE /LN THERE
MEBLBREEHIE - WREXHESES
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ndeed the Tenth Anniversary of the Mandatory Provident Fund (“"MPF”)
System is an important landmark for the community to celebrate.
| am proud of the many achievements that the Mandatory Provident
Fund Schemes Authority (“MPFA”) together with the community has jointly
made since 2000. Thanks to the Authority’s able leadership and devoted
executives, we have witnessed an almost full enrolment rate among
employers and employees and an increasing percentage of voluntary
contributions, demonstrating growing public awareness of the MPF System

as a means of retirement savings.

To protect MPF scheme members, the Government and the MPFA have
endeavoured to strengthen enforcement against default contribution,
enhance the regulatory regime for MPF investment products and
intermediary services as well as to drive down fees. Promoting market
competition and choices as well as enhancing transparency are effective
tools to this end. We are glad to see that the MPF industry has launched new
schemes with lower management fees and introduced substantial fee cuts
for some existing schemes. As the System matures and its assets grow, this

trend should no doubt continue.

Young as it is, the MPF System has already started on a strong footing. With
the tireless effort of the MPFA to review and refine the System, | am sure it
will continue to go from strength to strength.

=l

FRZ3& K C Chan
S ERREERRE

Secretary for Financial Services
and the Treasury
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F 6055 » Message from the Chairman

BEREFEHAELETHNEA

Message from Ms Anna Wu,
Chairman of the MPFA

BE2EETF  FR1E
EREF - BHONEHR
AT AT A RO RR 3R

T - BB+FENRA B
BEBBERE  ZEF=A -
BB E R R ERE S A
B ANEHBRBARARNERN -

HRBMEERME © RIEEH
EXHEERTREME - 18
k-EE-HEREERA - B#E
ML SRR FIEEBRHLR
AAHBENIRE N R - BT
B BERATZEHIRN
E - WAREREE R BT
B —RRE - FERE °

ith the arrival of the tenth
anniversary of the launch of
MPF, | find myself in a position
as Chairman carrying on the work of some
enlightened predecessors. | am the third in this
line, and we have reached a position, after ten
years, where we can step back and assess what
has been achieved through MPF, and what its
significance is likely to be in the larger future of

Hong Kong.

From my perspective and that of the MPFA,
the MPF System is not primarily about the
accumulation of wealth. Rather, it is first and
foremost a piece of enlightened social policy
with a lofty purpose: to empower our workforce
by opening up new possibilities for saving and

investment specifically tailored to help them

—WFEERZTRERMEBENKREX
it BMWERBRBESWIE+ET3E -
B —ERA T REEATEMEEAME
TAEMALOKERE  BE - Ht2BEERHE
B - BORAVADI E R A AT &4
2RE - ERARN - HMATE R - ER
HE - BREBSESEBHEEREKD
HEo

BERBEREET 5 2EH5HH
F o EREERIBEER - 2010F12 A
318 - FTARESTENFEEEBELE
3,654 1B7T - EEMRBETFREETE
MERERERE - RARES  BOME
BIREREE  BEfF  wEEER - A
TREe  MREAEE E2EEBRAK
£F - BAT - @B RELPPREE - HM
VRHETREZESERE @ o BEEK

I]]

better manage their retirement years. As such, | believe that MPF represents
a major social breakthrough for Hong Kong, one that will underpin our

future as a community.

It is important to keep this in mind because, of course, like any ambitious
scheme catering for large numbers of people, MPF is not perfect. There
can be no ideal solution for a large and diverse population, and, what's
more, societies change over time and so do the policies and legislation that
best serve them. That is why regular processes of review and rethinking
are necessary, to make sure that the MPF System remains in tune with the

needs of our society as a whole in the years to come.

Still, after just ten years of operation, it's clear from the statistics that MPF
is working. As at 31 December 2010, the Net Asset Value of all the MPF
schemes combined stood at an impressive $365 billion, a figure considerably
greater than the total of all actual contributions into the schemes over
the past decade. People who otherwise would have accumulated little or

nothing, now have a sum put aside to support them later in life. And we are

wiEe +RAF MPF Tenth Anniversary




F 6055 » Message from the Chairman

BEREFEHAELETHNEA

Message from Ms Anna Wu,
Chairman of the MPFA

B HREREARES - EE+FERE
B 2MBTEABEHAL - TFREY
FEHN - RABLORNEEBEMNBLH
T BATHE EXeRMISEERR
AT WRERNEFLLERER - HIRE
AR FER(EEIFREDS.5%  BES
I E BB R AR o

i

At+EAFHFNHANARBEESEETFN
BRE o EBARERALRENFTIAIZRT
ERHSHKE - sBEHIERH - 88
—B2ERE - FRESRR[ETE &
BEIRARR - BBEE  RBEBMEN 1
SaEE  UERAEE  RANAODTH
RIEREBE - HMSCERES I E AR
k- BEEEMEELAEER - giaE T2
ER—IAD - WAFEFF RS -
TR—EELEGN  BFEERWGE -
e EFOEEEY - EERES

still in the early days of that process, for MPF is a system that must be given
time to work properly: it needs a history to prove itself, and ten years is a
short spell in the life of any major institution. Meanwhile, all those involved
in administering MPF over the past decade have worked hard to manage
and streamline the System within the constraints imposed on them. We are
looking at very low default rates from employers, and an average annualized
return of 5.5% net of fees, an outcome which has been achieved despite the

unusually volatile global financial environment of the past decade.

Although this tenth anniversary publication surveys in detail the
development of MPF over the last decade, | want to stress that it is not
designed to celebrate past achievements. We still have a very long way to
go with the MPF System, and my focus as current Chairman of the MPFA is
on what is to come: for MPF, and for Hong Kong. We can see that society is
changing, work habits are changing, and the demographics of our population
are shifting. All these are factors that need to be taken into account in the
changes and enhancements we make to our MPF System. MPF is much

more than just a piece of legislation. As this anniversary publication shows,

it is a living, growing institution, a social phenomenon. It is a part of Hong

PRAFE UK - AR EMEAET
B Bl AEEER - REARRMEBLEN
A o BE BB EEHRMAKRMER
BREEBF 2R - ZiAE - KERENT
- RESHEIEEEMER MR LI
L

Kong's larger process of maturing, taking responsibility, and caring. It is
about being forward-looking and being committed to the future as well as
the present. Though young, MPF is a unique and an exciting institution, and
| believe its true value and importance will become ever clearer as the years

go on.

%//7 Al

A4 £ Anna Wu Hung-yuk

*iE
Chairman

wiEe +RAF MPF Tenth Anniversary
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#8EC 055 » Message from the Managing Director

BERITHAERBEESTSLTHNGE
Message from Mrs Diana Chan,
Managing Director of the MPFA

wiEE TRFR AT —-EK
RIATE HESRHRERE Together”, carries a lot of significance for us here at the MPFA.
% ° 2000512 7 - wEL A
\\\\\ BT FRIBEL R IR 2000, it represented Hong Kong's biggest social policy initiative since the

he theme of this MPF anniversary publication, “Growing Up

When the MPF System was first launched back in December

¥
E
g
3
.

5

HERE 2% BB —HEZAAA | world-leading public housing programme some decades earlier. MPF was
SHERTER - BFESEEREA - 0% | vastin scale, ambitious in aim, and would have far-reaching effects for the
3 HAEBALERE - LIOFK - people of Hong Kong, and its gestation period in the 1990s was not without

.Ij]':

i

BB ERAIREERE - 25 controversy. From a practical perspective, it was brand new, devised from
M DERFENHR AR - scratch, and needed to be tailored to Hong Kong's unique population and
RERNAEE @ AESHIER circumstances. There was thus no template or model we could easily adopt
HERBEVHNH SR T2
PEBEBROADGEENS
o R ELALISIE s H#ES | Consequently, the past ten years has seen the fledgling MPF System

to create a simple and seamless transition into the MPF System.

A1E Atk EE®FESI | move slowly, from a difficult birth, through challenging early years, to the
RS o point where it began taking its first steps and growing in confidence and
achievement. The challenges and difficulties that have arisen - and no

+FF]c BESHE system operating on this scale is without them - were ones that we at the
HAR SIMIEH MPFA have had to face and solve, often without international precedent. We
EHEHELE - have worked together with stakeholders at every step to refine, adapt, revise
BIECHYEES and improve. From the outset, both the MPF System and the MPFA have
B PNLERERD been tightly constrained by the legislation that outlines their scope and remit.
MAT o +41%& » & This has meant that there have seldom been any “quick fixes” to issues that
MEeRRANESE have arisen. While the MPFA has always listened carefully to suggestions

B0 BERENHKABFREL - AR
BEHIEREZKN - AR &L
AR EFLERE B SEUBINE
5 o B2 RUATERE Y MRS A
2 EAERE R BEF SE - TENIAR
# - ES - BEMKR - A - 8BTS
EHRETNES BRERMBREERN X
BPEPINBARR S - N ARBEERE A
HER - B2 R —BEFARES IR
- Gl B RSB R ERE - WEK
¥ ErEIK BRI REREENEFT |
MR - ZEEFTILEIEE » REEEBIIX
BFRE BRLEERABL®REDE
BIFTAM SRS - Hitt - B2 R TEE
# o RER A eiRRRES SR A ADIET A
MEEAR - URZE  RIBEGHN T E
15 REEBREAONNE - R &
MTEHEREREE SR NEFERENE
R WEBRBEDEGIER - LAMEX
HENE ERTEBRESREAERENS
H BATERMARERRREEER
HERSERI BB HEEBE TFEH
K&K RARBBMEATERN B

regarding the scope of MPF coverage, fee levels, the accessibility of
member’s accrued investments, and other such issues, changes in these
areas can only be made through the legislative process, and some are
outside the scope of the MPF System as currently defined in the law. Given
this, the MPFA's focus has been on ensuring that the MPF System, as defined
in Hong Kong legislation, works in the best and smoothest way possible, to
the benefit of the entire working population. At the same time, however, we
are constantly listening to community views on how to improve the System,
and periodically propose legislative amendments to bring about appropriate
changes. As for issues that fall outside our legislative remit, we make sure
such views are passed on to policymakers. | am pleased that, over the last
ten years, MPF has gradually grown to become an almost natural part of the

lives of the working population of Hong Kong.

This publication, then, does not represent any particular celebration of
successes or grand achievements; after all, a retirement scheme such as
MPF can only begin to be truly judged once it has worked through 30 or 40
years of accumulation, a point still decades off! Neither is the publication
designed to publicize our accomplishments here at the MPFA; we have
always preferred simply to get on with doing our job, to the best of our ability.
Rather, our hope is that this publication represents a marker of progress to
date, a statement of what has been done, what lessons have been learned,

and what remains yet to be done to get the best out of this MPF System. By

wiEe +RAF MPF Tenth Anniversary
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BERITHAERBEESTSLTHNGE
Message from Mrs Diana Chan,
Managing Director of the MPFA

i A& A T3 A R 2 A RS A K
B ER BRBRBESEENERRGE &
ARB= Mt EEFPERNR - T6EH
BIEFHESE  REHMSKR  BEEEZ
BE o HRAFTHEL IS TEEEERD
HTAERR : B —ERFHHERIER -
BRI A - BIREFTINRE -
HERALERBIETH EE THRNE
fC ° RCERAR SRIE S B EFTHETTEY T -
REHOREREY &R - LA R R TERCE) TAE o
BAREFE B TR EERTE S H IEA KL
NERRETBANEE B DNERERR -
BESRR B T FIR IRV BE (A - I 5| B HAPTE
—IFER—EEZNAE - BLEHE
MRBHBES - ARZERERIRIK
HEEREZRE -

Sy

ST RETHEERE At SARH
EREMNEETIEZ—  FAEBHT
% o HAEED ERESR BINKE D EAi
THEERE - X RMANEEEHI
HRERERBESAIINZTEA - ZAIFE

offering a concise historical overview of how MPF came into existence and
how it has gradually become an integral part of life here in Hong Kong, |
hope we can offer some insights into the best paths to follow in the future as
well as contribute further to one of our key roles here at the MPFA: helping

educate the public about MPF and the importance of planning for retirement.

The MPFA is a financial regulator, so it may seem odd that | speak of public
education as one of the major areas of our work. In this, we are indeed
very different from most other financial regulatory bodies. Of course, an
important part of our job is to regulate and supervise the trustees that
operate the various MPF schemes. We are also active in making sure that
employers are playing their part and contributing to MPF as required by law
- although this is more of a labour issue. Besides acting as a regulator of
trustees and overseeing employers’ participation, we also devote a great
deal of effort to education, and in the long term this is perhaps the most
important of all our duties, especially because the benefits of MPF are
not immediately evident to everyone. To make MPF work and work well,
it is essential that we educate the next generation about the realities of
retirement, and make sure that as many workers as possible understand
and trust the principles behind investing for retirement so they can make

appropriate MPF choices for their own future. Throughout our ten years

of existence, the MPFA has worked tirelessly to achieve this, and we will

BEREIZFEETHOEARABRESEIH
R BEERITERMOS TRERHE -
BRTHREXRANEERIZ2ERES
o - BB B RNEE TIE - RERHH
BER AR MREENER - T6 - &
BRI FRY BHAETRRK
FHE - BEERESHIEIERA N ZE
B BRERHE T —HRRBBENEN
REWR  RUREEZHEALEEMN
MHERSRKRERFHRERIES - 1M
BARKHEREHATMREREE - &
TR TFAR - —EBZ NN RUEE
EEBRER  ARMEEELS S - B3R
TRESREBAMAMBATEEL
FEATHEES -

continue doing so until investing with MPF becomes as natural to everyone

working in Hong Kong as breathing.

- L]

B B 1E & Diana Chan Tong Chee-ching

TTERARES
Managing Director

wiEe +RAF MPF Tenth Anniversary
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AMEER » Special Interviews

EEREREERE
R AT 1998 5 2007 FEAES BEEETF -

Charles Lee
Founding Chairman of the MPFA

Mr Charles Lee was the founding Chairman of the MPFA,

a position he held from 1998 to 2007.

=4 (REREERRFRKRSHE
RES TEMNR ?
BAEHA2HEFHNBRKRENR - REE
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Wi TR ERHENEE T EREBEAH
FIEIE REMLI1998FIAKLERR B
BEFF -

EEFBUNBERER?
BRI - BRLE  HAERCARB (R
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E—HIHE] A BNEREHRREAR
TS AOIE L &R 2 - ARSI
BIEEHIE - BX > BRAIEEREHEBAT
At EB = EEREMRMARENGHIES
FR —EEEBIR - MR R R LB
B RRELHELBRESHE - WIERERFIEIR
MEE - Fitt - RERBE=ZFERETH > MR
B M F R A TER |

Mr Lee, when did you first begin to hecome
involved with MPF?

| was not personally involved in the early debates
on retirement protection; | really came into
the picture once the legislative process was
complete and the MPF Schemes Ordinance ("MPF
Ordinance”) had been successfully passed.
The Government decided that MPF needed
a regulatory authority in place to handle its
implementation and oversee its eventual day-to-
day running, and this was launched in September

1998, with myself as Chairman.

What did this new role involve?
To answer that, | think we need to remember
that even though the MPF Ordinance had been
passed, the MPF System was still far from being
universally accepted as a “good thing” for Hong
Kong! So my first task was to prepare the public
practically and psychologically for its eventual

implementation somewhere down the track.

RIEBEARIELFEME » WERESH
BEAHE MTEEEIE?
Y FEABTERRELEEAERR  BRAEHRERRE -
EBERNTEKAGIEMS%  EENERIERKHIRS% - A
It ZMFERAREERMAAEES —[ERENER - ©
BEMEZE - AIFE - KR
F BMBEKRL—FELEER
NRAERPT | AR HEE
TEFETEIED R A1
BEBAOZBEL  BESE
HAT - BB 65 RBALHER
511% @ BEFZHEIBE13% © 78
FT 32039 FIEGILZE 28% ° Lt
o - BB AR FHE W IR
MK - BERESA  BAK
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f& - ERE—RARE  TEBLAT—RAE - ARTATRE
BELAE - KB 200051 AL A 18EAANARE
BREEED - EHEIERFIEERE - TBABEEES -

N

AN

Secondly, there was the practical job of setting up a functioning, efficient and effective
regulatory authority for a system that had never been tried before, and for which we
had no staff at that point of time. Finally, we had to launch MPF at some point, and
make sure it worked, and worked well. So there were really three very major tasks,

with just two years to complete them!

Tell us some more about what you had to do to prepare

the public for MPF.

Many people were initially unhappy with the idea of MPF.

For employers, it represented an unwelcome 5% rise in

their payroll costs; for employees, a forced reduction of

their take-home pay by the same amount. So we had to

explain to the public why MPF was a good idea, why it

was important, and what benefits it would bring. The first

thing we needed was a good PR department! Having said

that, really, the statistics speak for themselves. We have

a rapidly aging population: before MPF was launched, 11%of Hong Kong residents were
65 and over, but the current proportion is over 13% and that’s predicted to rise to 28% by
2039. In addition, our average life expectancy is creeping steadily upwards. Before MPF,
the average life expectancy for Hong Kong women was already 84, second only to Japan;

now that has risen to 86, and it's predicted to rise to 90 by 2039. These are powerful

wiEE2 1+RA%E MPF Tenth Anniversary 17
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figures, and | believe they accentuate the need for us as individuals to take care of our
own arrangements for retirement protection, rather than expecting the next generation
to look after the problem. To get the message across, we launched an 18-month
public awareness and education campaign from January 2000. It was a huge but very

worthwhile effort.

What about the process of setting up the MPFA? Was that difficult?
Well, we started off with no staff at all. We were able to "borrow” a few from Government
departments, and our first job was to map out the required structure of the Authority, the
grades of staff and amount of manpower likely to be needed. These were only estimates,
of course. Then we had to go through the process of writing out job descriptions, setting
pay packages, advertising, interviewing and so on. Of course we also had to locate and
rent office space and equipment. It was a brand new project and involved an extremely
steep learning curve. Training was imperative at every step. | think that, given the scale

of the job and the time constraints, the outcome was fairly successful.

There was quite a gap between the passing of the MPF legislation and

the actual launch of the System. Why was that?

Yes, the initial legislation was passed in 1995 and the MPFA was set up in September
1998, but it wasn’'t until December 2000 that the MPF System actually went live. That
was because the initial legislation provided only a framework, really, and for the next few
years we had to work to clarify and expand upon what needed to be done. The initial MPF

Ordinance was substantially amended in 1998, and several sets of subsidiary legislation
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followed, each of which gave us more practical guidelines to work with. But despite this,
there were still many much-needed details that were not spelled out in the legislation,
and that we had to work out for ourselves in the form of guidelines. In addition, we had
to approve the trustees and the MPF schemes to be offered. Then we also had to put in
place interface arrangements between existing retirement protection schemes and the
new MPF. Not least, we had to get a comprehensive Information Management System
up and running so we could do our job efficiently. It was an extremely challenging
period, and more so for me personally since at the same time | was overseeing a major

restructuring of the Stock Exchange.

What about the launch in December 20007? Did it go smoothly?
I think it went as well as could be expected, given the context. We had just come out
of a recession, and the economy seemed to be looking up. In fact, we were about to be
plunged back into problems such as bird flu and further recession, but in late 2000 it
seemed an auspicious time. It was one of the highlights of my professional life when
MPF was launched on 1 December 2000. We had worked so hard, and for so long, and
there had already been times in previous years when it seemed possible that it might all
come to nothing. So it was enormously satisfying to know that we had achieved what we
had set out to do: although we knew, of course, that this was just the beginning and we

still had a long way to travel.
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You stayed with the MPF until March 2007. What challenges did you face in that time,
and how did you feel about retiring from the chairmanship?

There were many challenges in the early days, but probably the most serious one was
the severe battering that Hong Kong took from SARS. The economic climate deteriorated
significantly in Hong Kong in 2002 and 2003, and the compulsory contributions to MPF
were among the first in the firing line when calls for relief were made. Not only were
there calls for reductions in contribution but more serious calls to suspend the System
entirely. We knew that if the System was suspended, it would be almost impossible to
reinstate it, so we did our best to emphasize that MPF had to be given time to mature.
| am very pleased that, in the end, the urge to suspend MPF was resisted. As for my
eventual departure, well, my feeling was that by 2007 | had completed what | had been
tasked with ten years earlier, and the challenges for the future would be best handled by

fresh blood.

Finally, what are your personal views on MPF?
As | said earlier, | wasn't involved in the early discussions on retirement provision or the
policy-making process. It wasn’t until I'd been appointed Chairman of the MPFA that

| looked closely at the statistics on aging and retirement in Hong Kong, and realized

the seriousness of the social and economic problems we were facing. In terms of
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social progress, then, | would definitely rate the implementation of MPF as the biggest
achievement in my career to date. That is not to say that MPF is the be-all and end-all of
retirement provision; in fact, we all know that it will not be entirely adequate on its own,
and right from the outset that point was made clear. But it is something, and before we
had nothing. When you look at the billions of dollars being accumulated through MPF,
we can say this: the future economic burden on our society has already been reduced by

that amount. That is, in my view, a very major step forward for Hong Kong.
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Henry Fan
Former Chairman of the MPFA

Mr Henry Fan served as Chairman of the MPFA from 2007,
taking over from founding Chairman Mr Charles Lee. He
spent two years in the role before leaving in 2009.
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What was the public attitude to MPF at the time

you took up the job?
| was very fortunate really. My predecessor,
Mr Charles Lee, faced some real pressure in the
earlier years but he did such a good job in the
areas of education, reassurance and persuasion
that by the time | came in, MPF was much
more widely accepted and at the same time the

infrastructure of the MPFA was well-established.

What then was left for you to do?
The MPF System was still in its early days, and
we were discovering things that needed to be

improved or fine-tuned all the time. In my time
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as Chairman, one main area of concern was that the administrative costs being charged
to MPF members were too high. This, we felt, partly arose from a lack of competition
among service providers, and it was at this point that we began to develop the concept
of “employee choice”, which would give greater power to individual employees when
it came to selecting the scheme providers. Greater
choice, we believed, would require providers to be more
competitive in setting fees. Our original idea was to move
towards giving employees full choice (including choice
over how their employer’s portion was invested). It soon
became clear though that such a move would face many
obstacles; so to streamline and speed up the initiative, we

took a middle road.
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What are you most proud of, and remember with most pleasure?
Circumstances meant | was not able to remain at the MPFA for a long stretch; but | am
proud that even in the two years | was there we were able to make changes that began
to bring service fees down, and I'm gratified that now, two years later, the momentum
is continuing. | still vividly remember being congratulated by a complete stranger in a
lift one day, for overseeing a reduction in fees that had made him very happy. Another
pleasure was working with a diverse board of very public-spirited men and women;
of course they each had their own perspective on MPF, but no one clung to their own
vested interests; together we worked with a common purpose and were able to achieve a

great deal.

How do you see MPF developing in the future?
We are only ten years down the road with MPF, so it is something that we must

persevere with. Most people will agree that MPF is not and cannot be an ideal solution:

for instance, people who are not working are not covered. But on the whole, I'd say that
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MPF represents a very pragmatic solution for the retirement challenges facing Hong

Kong, a solution in tune with the spirit and attitude of most of those who call Hong
Kong their home. | think once it has taken full root and started to grow, it will retain
its place as a pillar of protection for very many Hong Kong people, even as changes in
society and the economy may enable us to explore other strategies for providing for our

elderly population.
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Rafael Hui
Former Managing Director of the MPFA

Mr Rafael Hui was involved in the creation of the MPF System from
its very inception, playing a major part in the policy-making process
as Secretary for Financial Services. After seeing the MPF legislation
through Government and passed into law, in 2000 he became the
first Managing Director of the MPFA, a position he held until 2003.
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How did you come to play such a prominent
part in getting MPF underway?

It was passed on to me in my role as Secretary
for Financial Services. The then Financial
Services Branch was tasked with handling the
whole thing, though given that the System is
fundamentally employment based, a pretty good
case could be made that it should have been
handed to the policy branch overseeing labour
matters! | suppose the reason we were tasked
was because, despite it being fundamentally
a labour scheme, its core operation required
financial services expertise. It is after all a
retirement investment plan, so the people
given the responsibility of devising and later
overseeing it needed a good grounding in the
structures and norms of the financial services
industry. Having said that, I've always made a
point of emphasizing to my colleagues down
the years, “we may all be financial services
people but the philosophy of the MPF System is
grounded in labour. We must retain that mindset

at all times!”
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Was devising the legislation and getting it passed into law fairly straightforward?

Not at all! In fact, of all the projects | was called upon to handle as Secretary for Financial

Services, apart from the stock and futures market

intervention in 1998, MPF was the biggest and most difficult

challenge. Part of the problem with a scheme of such

ambition is that there are so many stakeholders with their

own interests: with MPF we are talking about employers,

employees, businesses, banks, insurance companies and

fund managers. Another problem was the radical change

that MPF represented, in that it was a mandatory levy and the Government was making no

direct contribution. The cry went up “an extra burden on businesses and on individuals!”,

and many people felt aggrieved at having their money “taken away” from them. To be

frank, when the original MPF Bill was being debated in the Legislative Council, which

was before | formally took up the post of Secretary for Financial Services, it wasn't at all

clear that it would collect sufficient support to be passed. | was in Beijing at the time, and

| strongly suspected the whole initiative might come to nothing. But the following day the

phone call came through: “Rafael, MPF is still your baby!”

What are your memories of the context in which the MPF System was devised?

Oh, it was a very complex and interesting time. People had been talking about some form

of retirement protection for decades, but in the last few years of colonial rule in Hong

Kong, the Government decided that some of the talk should be put into action. It should

have been done twenty years earlier but there you are. The last Governor, Mr Chris

Patten, at first floated a more traditional pay-as-you-go system but that faced much

opposition due to the proven fiscal burden it would place on later generations.

Biae

+HAE

MPF Tenth Anniversary

27




AMEER » Special Interviews

REREEERAELRNITHREE?
B8 EREAT HLHHAFE : REFRSEBRARESE
BIEBIR - BB 1998 F N2 EK T ER BH I - FTAR
2000 F ERBEEENLAI ALK REIFENEAEEE
B RNER - MBEHRRE - RIEAMKEHKR] - EEBEHN
ZEEMHET BEEGEFEFMAE - LUEE 1995
FE1998FH - EEHTENBEFOIE - RBEEEMRZE
T EESR  EEIEHTERENERERTHEE - A
& BMXBET -LERNED - flAFKINESBHFIN
B o BIERHE—F - BMHBEEDERRNFER

HREHRES  BESHSIRHNKRALR?
BEREL ) BEAFAZEEVMLROMEERERFR
HMREEEE - RYVINNEARKEHN - 2HEETREREE
TENTE LEREIFEFRERENES RTINS
FRIEfAE o AREF ILERBORKRE - KB EEERRBEE
= BB N2EREeIELRERESENS - A&
ERHBEMARERT - EEMEBR  RESECETHF
B2 EAIY REMEESHIIE  BEABTK - HPIERE
ARBDBBACHBEXRES - BR BESHEERE
PR NE - 2002 FRERKE - HHEERBESHE
AEADEBEAERY - THEFRARLD

How did you end up as Managing Director of the MPFA?
Because I'd been so closely involved in getting the MPF legislation through and then
following up by establishing the MPFA in 1998, it seemed a natural step for me to
manage the Authority once MPF was nearly ready for launching in 2000. In the interim,
| was heavily involved as Secretary for Financial Services, with the help of an advisory
committee, in setting up an elaborate scheme to work on the subsidiary legislation
between 1995 and 1998, which was necessary to flesh out the bare bones of the
original legislation. After that, | was involved in such practical matters as trying to
obtain funding for the new MPFA, for which we had to fight every step of the way in the

Legislative Council.

What are your memories of the launch of MPF?
When MPF was launched there were of course teething problems, but we were well
prepared for them. The initial six months was the hardest, but due to the efforts of
everyone at the MPFA, and especially the work of the Chairman, Mr Charles Lee, we
managed to deal with them. That was the point at which the high-tech bubble burst and
our brief period of economic revival turned sour. The MPFA had the difficult and rather
delicate job of convincing the Government not to suspend MPF so soon after it had been
launched. After this was accomplished, | felt that my involvement with setting up and
implementing MPF (which at that point had been going on for nearly ten years) was
virtually complete. We were finally getting to the point where MPF had begun to seem
normal and natural to most Hong Kong workers. Of course it would need to be adjusted
and fine-tuned from time to time, but by 2002 when | decided to retire, | felt that the basic

model of MPF had been accepted by Hong Kong and would go on to become increasingly

embedded in the community.
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How do you see the future of MPF in Hong Kong?
That's a really hard question to answer. If you mean, how successful will MPF be in
meeting the retirement needs of the working population of Hong Kong, well, I'd have
to say that we’ll need at least another ten, if not twenty, years to judge that. MPF was
originally only designed with the most basic level of retirement protection in mind.
Defined benefits', as a concept and as a principle, are increasingly being seen to have

very significant limitations. Defined contributions’ are more sustainable; but gaining

BERENEEKD > MEHESIE - WEARBRUKH @ UE political acceptance, especially if we build in a big element of medical protection, will be
LERRIER B R - A AR E Hi - YR ARRESHEE very difficult. It will take time, patience, and courage to arrive at a reasonable consensus
BANE o for making any major alterations to the existing MPF System.
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Broadly, in a defined benefit plan the benefit received on retirement or termination of the plan does not depend on investment returns, but instead is determined by a set of formulas using factors such as
final salary, duration of employment or years of participation in the scheme. Where a defined benefit plan is operated by an employer, the employer bears the investment risk and has total control of the
fund portfolio.
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In a defined contribution plan, specified contributions are made into the individual accounts of employees. Benefits on retirement or termination of the plan are based on the amounts contributed to the
accounts plus any investment earnings, as well as duration of employment or years of participation in the scheme. In this case, the investment risk is assumed by each individual employee and not by
the employer.
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hen today’s visitors to Hong Kong admire our

stunning cityscape, it's easy for them to imagine

Hong Kong as a city of longstanding wealth and
prosperity. The truth is quite different. For centuries, Hong Kong’s
inhabitants were mainly poor fishermen and subsistence farmers
who lived within strong clan and family support systems. When
wars and invasions affected China in the 1930s and 1940s, hundreds
of thousands of refugees and immigrants flooded across the
border from the Mainland, swelling Hong Kong’s population and
transforming its urban landscape. And they worked, and worked
hard, and kept working. For most, there was no such concept as
retirement. Living at subsistence rates or in hand-to-mouth fashion,
they continued to work until it became physically impossible. For

many, life without working was barely imaginable.
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RINRE
Professor Nelson Chow (above) and Mr Lee
Kai-ming (below), long-time advocates of retirement
protection
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By the 1960s, Government officials and social policymakers were
already asking themselves what could be done to protect the most
vulnerable of this swelling population, such as the sick, the disabled,
and the elderly. There were no clear-cut answers to such questions,
with different countries having adopted many very different models.
Professor Nelson Chow, a longstanding advocate of putting some
form of retirement protection scheme in place in Hong Kong,
remembers the debates of the 1960s and 1970s in which he took
an active part. “Some were suggesting a traditional pay-as-you-
go insurance scheme, others suggested looking at what societies
with a strong Chinese influence, like Singapore, were doing,” he
says. Mr Lee Kai-ming, Chairman of the MPF Schemes Advisory
Committee (2007-2011) and an MPFA ex-Non Executive Director
(1998-2007), was also directly involved in the debates that preceded
the Government’s decision to adopt MPF. “The unions, with which |
worked closely, were keen on some kind of central provident fund
system,” he recalls, “but the Government did not want to make a
financial commitment to such a system. The last Governor, Mr Chris
Patten, also tried to introduce an Old Age Pension Scheme, but that

was strongly opposed by economists and employers.”
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Despite the failure to reach an agreement on retirement provisions
in this period, some assistance was available for Hong Kong'’s
elderly. Hong Kong gradually implemented a social welfare system
to assist those who were unable to help themselves. That included,
in the 1970s, a modest Old Age Allowance scheme providing a
small regular income to the elderly. Before this, some Hong Kong
employers had already offered their employees occupational pension
schemes, and the Government had provided retirement protection
for civil servants for several decades. In the industrial sector,
however, such provisions were almost entirely absent. Before 2000,
only around a third of workers in Hong Kong were covered by any
form of retirement protection scheme. What's more, the two thirds
who were not covered included many of the lowest paid and hence

most vulnerable workers.

Besides the general lack of coverage, the other problem facing
Hong Kong was its aging population. It became clear that people in
Hong Kong, as in many other countries, were living longer and thus
needing to support themselves for longer too. “Our low birth rate
and rapidly aging population were a matter of much concern,” says

Professor Francis Lui. “Hong Kong had and has one of the world's
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Professor Francis Lui foresees the financial burden
arising from an aging population
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lowest birth rates; at the same time, we are now living longer, and
many of us, if we retire at 65, are looking at enjoying a further 15
years or more of active life. This fact directly affected the kind of
retirement protection system that was likely to be viable for Hong
Kong. It would not work to have a pay-as-you-go system in which
those who are working are effectively paying to look after those who
have retired. As time goes on, the number of workers supporting the
number of retirees will become ever smaller, and the burden upon

them ever greater.”

Available figures bear out Professor Lui's comments. In 2000,
Hong Kong women enjoyed a life expectancy at birth of almost 84,
and men of 78. Already, by 2010, that figure has risen to almost
86 for females and 80 for males, and it is projected to rise still
further by 2039, to 90 for females and almost 84 for males. This
will significantly alter the number of elderly as a proportion of the
population as a whole. In 2000, before the launch of MPF, around
just 11% of Hong Kong's population were aged 65 or above. By
2010, that figure had risen to 13% of the population; but by 2039, it

is predicted to more than double to 28%. As the number of elderly
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rises, the number of working age adults aged between 15 and 64 per
each person aged 65 and over will drop from around six in 2010, to
close to two by 2039. The figures translate into a simple proposition:
as Hong Kong people live longer, there will be a higher percentage

of retired people in the population. That means in turn that the

working population will have a larger number of retirees to support,

and for longer than ever before.
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Publicity posters carrying the message that
MPF benefits can be reaped on retirement

This problem of an aging population and the increasing resources
needed to service it became such an acute issue in the developed
world in the 1980s and 1990s that much thought was given
internationally to how best to develop a viable, sustainable system
that could support more people as they entered old age without
bankrupting governments. Such a system would need to be a
long-term one that was set within a comprehensive and effective
regulatory framework. In 1994, the World Bank first advocated
what it called the “Three Pillars” approach. This approach outlined
a collaborative system of cooperation and mutual encouragement
between government and individuals. The first pillar was a
publicly managed and tax-financed social safety net, seen as the
responsibility of government to provide help and resources to those
of its people with no other means of support. The third pillar was
voluntary personal savings and insurance, a pillar that stressed
the responsibility of the individual to plan and manage their own
financial resources in a responsible and forward-looking manner.
The second pillar, and the one that sparked Hong Kong’'s own
MPF System, was a mandatory, privately-managed, fully-funded
contribution scheme. Here the roles of government and individual
merged: only government could make such a system compulsory
and appropriately regulate it, but it would be for the benefit of

individuals and would be ultimately controlled by them.
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The introduction of MPF to Hong Kong completes the provision of the
“Three Pillars” for Old Age Protection recommended by World Bank in 1994

wme +AF

MPF Tenth Anniversary

37




FREEEAEE » The Road to MPF

WRIRITE 1994 FRAM=KRZEER - &
BRARE RHFANMKEEANEREEE
AT - EEABENAOFTEARTEA
EERIER BB - RRE RR SRR
BARFEAETDBEEEL - BLERA
REBCERBALEREH  MAFEA
FIREES N PERAAEHE  FENE
MEERTTIRRTE - BERMTBEE R
T~ BB ERHIE - BLRIAEAK
SAXERE - EEBN SRR ERIRT
BANETEZ— - EE2MNR - EUNE
WIS SRR BGRER - T
EXMEAOZH/RE - | RESTRE
RAWHE - BEEARIKAZ AR R
BEANSNBMERLK  BEAGZZFH
TREIAR

When the World Bank’s Three Pillars approach was publicized
in 1994, Hong Kong policymakers looked very closely at what it
could do for Hong Kong. They realized that, given the nature of
the population in Hong Kong and the traditional financial habits
of its people, as well as its well-established and sound financial
infrastructure, a mandatory system for saving for retirement was
a good fit. In particular, Hong Kong already had a social safety
net of sorts, and its people were traditionally hardworking and
prone to save when they could. A mandatory employment-related
contributions system would thus complete the Three Pillars
approach, and incidentally make Hong Kong one of the pioneers in
applying the World Bank's philosophy. Most importantly of all, as
Professor Lui points out, “such a system would be self-sustaining
and would not be affected by the shrinking workforce.” With workers
reaping the rewards of their contributions over many years, the
System would not be cross-generational but would link retirement

benefits with workers” own efforts.
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The Government quickly commissioned a detailed study by Hewitt &
GML. Based on the positive recommendations of the study, a bill was
submitted to Legislative Council (“LegCo”) in June 1995 that would
legislate for the introduction of a mandatory provident fund system.
Naturally, the radical nature of the new system created a climate of
vigorous debate in mid 1995. The passage of the bill through LegCo
was not smooth, with members of various stakeholder groups
(industry leaders, employers and employees] all lobbying hard
to affect the outcome. In July 1995, the MPF Schemes Ordinance
was passed by a very small margin, giving the green light to the
development of a mandatory contributions scheme for Hong Kong. A

page in history had been turned.

Hewitt and GMLEERI 3R &
Report by Hewitt & GML
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he MPF System started with a conceptual framework

being developed, based on the second of the World

Bank's “Three Pillars” from 1994: the establishment of
an employment-related contribution scheme that was mandatory,
privately managed, and fully funded. Once policymakers had agreed
that this represented an important way forward for Hong Kong in
terms of developing its retirement protection to international levels,
the challenge was how to turn this concept into a practical, working
reality for the people of Hong Kong, through organization and
legislation. Given that it was a large-scale and radical new approach
that would affect millions of people in Hong Kong, the challenges
facing the early developers and implementers were considerable

- especially because the time frame for preparing the System for

launch was so tight!

The primary legislation setting up the MPF
System was drafted in 1995 after a period

of long debate. However, the eventual

passing of the MPF Schemes Ordinance
|/l ("MPF Ordinance”] in July 1995 was
\\ only the beginning. The 1995 Ordinance
established MPF in principle, but before any system could be got

up and running, a wide range of other legislative groundwork and
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EEEEL  BBSYABRFBRMES
Mr Ronald Arculli: the MPF legislative process was
long and complex

2000 FARBEREGEERRHE
Launching ceremony of the Public Education and
Publicity Campaign in 2000
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practical planning was essential. At this point, making changes that
suited all stakeholders proved much harder. According to Mr Ronald
Arculli, the LegCo Bills Committee Chairman at the time, when the
first amendments to the primary legislation (called the Provident
Fund Schemes Legislation (Amendment) Bill] and the first batch of
subsidiary legislation came up for scrutiny in 1997, the legislative
process was a long and complex one, especially because of the
clash of interests involved. “It took us many meetings over a few
months to get the bill through,” he recalls. “In fact, at that time
| can’t remember another bill that took so long. The amount of
scrutiny that it was subject to was almost unprecedented.” Indeed,
there were times that he doubted if the process would ever come to
an end. “What | think got us through,” he says, “was that although
nobody was perfectly satisfied, there was a sense of wanting to just

get on with it and give it a chance to prove itself.”

With the 1998 amendments to the MPF legislation in place, it
became necessary to set up an organization to implement them.
Up to 1998 a small MPF Office had been handling matters
relating to MPF; by September 1998 the MPFA was
established with the task of preparing to make MPF a reality
for Hong Kong. In the short years before the live launch
of an MPF System in Hong Kong, the MPFA had four main

tasks to achieve if MPF was to be a success.
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Press Conference on 1 December 2000 announcing the commencement of the

MPF System
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First, the institution had to draw up, propose, and oversee
a strong regulatory framework for the new system. As
a brand new institution, clarity and workability were
essential, and the MPFA worked hard in the small
window before launch to ensure that a comprehensive
range of guidelines, codes, and other regulatory systems
was firmly in place that would minimize the possibilities
of loopholes, uncertainties and grey areas in the laws
relating to MPF. The MPFA relied heavily on the Provident Fund
Schemes Legislation (Amendment) Ordinance 1998, which provided
vital additional guidance on how the MPFA should be operated,
how the MPF schemes would work, and what the key duties and
responsibilities of trustees, employers, and employees were. Further
subsidiary legislation was passed in 1999 and 2000. In addition, the
financial institutions that were running the MPF funds needed clear
and detailed guidance on their roles, their responsibilities and their
powers. Requests for information and clarification poured into the
MPFA office from trustees right from the very first day. Founding
Chairman of the MPFA Mr Charles Lee reminisces, “in the early
years before launch, we were the ones everyone was looking to for
clarity and guidance on the implications of MPF. In a period of less
than two years, we drafted and distributed over fifty different sets of
detailed guidelines and codes for trustees, a phenomenal amount

of effort!”
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The second main task of the MPFA was to carry out comprehensive
licensing work. As MPF investments would be managed by private
companies, it was vital to establish a licensing arrangement that
would vet and approve both trustees and the various investment
products offered under MPF, as well as being responsible for
registering the actual investment schemes. At the same time, the
MPFA had to invite employers who were offering their employees
retirement provision under the existing occupational retirement
schemes ("ORS0 schemes”) to apply for exemption from MPF if they
wished. The first group of MPF trustees was approved in October
1999, with approval of the first batch of master trust schemes

following in January 2000. By July 2000, the MPFA had completed

processing all the applications for MPF exemption from the various

ORSO schemes.

1999 FRBE S EASMAFEME
Registration of approved MPF trustees in 1999
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Third, the MPFA needed to educate the public about the huge
change that was to be implemented, and reassure them of the value
of the new system. To do this, the MPFA launched an 18-month
Public Education and Publicity Campaign to help raise both public
awareness and acceptance of MPF. This was a mammoth effort
made up of numerous individual events designed to get MPF into
the public eye and educate the general public about the potential

benefits of the MPF System for their long-term future.

Ensuring internal preparedness was the fourth of the major tasks of
the MPFA. It had to establish offices, recruit and train staff, develop
an effective Information Management System (“IMS”], and develop
a Call Centre through which members of the public could find out
more about the MPF System and resolve problems that arose. In
addition, it needed to put in place an enforcement division so that,
once MPF was launched, it had the resources and the powers to
follow up with employers and self-employed persons who did not
comply with MPF requirements. All this was a major challenge
for a brand new body having to cope with a brand new piece of
legislation that would have far-reaching consequences for many of
Hong Kong's population. The MPFA contracted out the development
of the IMS, but the size of the undertaking meant that there were
some doubts right up to the launch of MPF as to whether the IMS

would be functional in time. “Fortunately, our technical staff were
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BERBKPLNERER  REMLTERER
Ms Sana Lai clearly remembers the setting up of
MPFA's call centre
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MPFA Inspectors at work
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Mr Charles Lee and other guests visited MPFA's call centre

very ingenious,” recalls Mr Charles Lee. “There was a short period
at the start where they had to operate without an integrated IMS, but
they managed this efficiently and, once the main system was ready,
there was a smooth and seamless migration.” Meanwhile, Ms Sana
Lai was at that time one of the first members of the MPFA's new Call
Centre, started up in January 2000 with a staff of just four. “That rose
to 20 by April,” she says, “and to 100 by November.” What’s more,
as Ms Lai points out, not just staff but also appropriate premises,
equipment and technical back-up had to be sourced. Considering
the urgency and the vast amount of information that call centre
operatives had to absorb, the Call Centre operation was a big
success story. “The team was very committed and very cohesive,”
says Ms Lai. “The first of those taken on, the ‘pioneers’, enjoyed a
very strong bond and were able to provide a lot of continuity in the

first couple of years.”
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Similar issues faced Mr Ernest Lee, who was appointed to head
the MPFA’'s law-enforcing Member Protection Division, in the six
months available to him between the setting up of the Division and
the launch of MPF. “Recruitment was a challenge in those early
days when | was with the MPFA,” he recalls. “We needed people who
were primarily educators; that is, who could clearly communicate
to employers their responsibilities regarding MPF. | was fortunate
in finding a team of around 60 men and women, many of whom had
experience in various forms of community education.” The period
before the actual launch of MPF was spent in training, training
and more training. “Besides training, we had to get manuals and
documentation in place for consistency,” says Mr Ernest Lee. “We
liaised closely with the Police for guidance during the intensive
process of drafting the various operations manuals and prosecution

manuals that we needed to do our job.”

With the trustees and investment funds approved and registered, the
regulatory guidelines drafted and tested, the public ready for MPF,
and the MPFA itself organized and prepared, the stage was set for
the idea to become a reality. On 1 December 2000,
appropriately in the first year of a new millennium,

MPF System swung into action for the first time.

ERIKEERYEESRNBEBM
Mr Ernest Lee, the chief figure in the establishment
of MPFA's law-enforcement function
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BERFBEIERESEREN  SFRRERT
As the 1 December 2000 deadline drew near, employers were urged to enrol
in the MPF as soon as possible
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ABBEREFEES (2000-01)

Public Education and Publicity Campaign (2000-01)
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The MPF System when launched in 2000 was a brand new concept
for members of the public. To ensure that employers, employees and
self-employed persons would all have a good understanding of their
respective rights and responsibilities under the System and would be
prepared for its full implementation, a well planned, large-scale Public
Education and Publicity Campaign was indispensable.

20001 REEBE

The launching ceremony of the Campaign in January 2000
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Snapshots at the MPFA Super Expo: acting Financial Secretary Mr Stephen
Ip, MPFA Chairman Mr Charles Lee, other guests and participants

THREEREXEB/IASBESREFEETRENBT
Chief Executive Mr Tung Chee-wah and Mrs Tung visited the MPFA's
booth at the Lunar New Year Fair
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A ceremony marked the beginning of the “Operation-All-Shops”
Campaign, during which MPF Ambassadors visited 50 000 shops to
distribute promotional materials on MPF

48
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Seminars and carnivals were organized for workers in the catering
industry

S TIRERRREEEL T RMBERTHEE
Former Commissioner for Labour Mrs Pamela Tan officiated at a
construction site show

BEETEIENIAXZFEES
Different worker groups in the construction industry showed their
support for MPF
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Mr Rafael Hui, former Managing Director of the MPFA, announced
that a series of Meet-the-Public sessions would be held at the district
offices of major political parties
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Outdoor advertisements to promote MPF
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Advertisements on public transport vehicles to urge early enrolment
in MPF to avoid last-minute rush
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MPF Performance and Achievements
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efore looking in detail at the history and development of
MPF from its launch in December 2000 to the present
day, it is worth setting the scene with a short statistical
overview of the MPF System to show how it has actually performed

over its first ten years, and what trends can be made out.

One fundamental statistic concerns the percentage of the Hong
Kong population actually covered by a retirement scheme of some
kind. MPF is not, of course, a universal scheme as it is employment-
based. Nevertheless, before MPF was implemented, it is estimated
that only about one third of Hong Kong workers were covered by any
sort of retirement protection scheme: in 2000, that represented not
much more than one million of the 3.3 million people employed at
the time. Large sections of those employed had no cover of any kind.
Now, ten years on, nearly 90% of Hong Kong's workers are covered
by the MPF System or some other form of retirement scheme. Most
of the remaining 10% of workers are not legally required to join any
local retirement scheme; this group includes workers with overseas
retirement schemes, employees aged below 18 or over 65, and

domestic helpers.

wiwe +AF

MPF Tenth Anniversary

51




BTERIRERIFEMME » MPF Performance and Achievements

2mamEsta
Enrolling in MPF

RENRTEEREEINHREAD (BE2010F128318)
Employed Population by Type of Retirement Schemes (As at 31 December 2010)
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Including workers with overseas retirement schemes, employees aged below 18 or over 65, and domestic helpers
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A measure of the community’'s commitment to any comprehensive
scheme like MPF is the level of enrolment. The huge 18-month
public education campaign run by the MPFA from January 2000
meant that, by the end of the following year (December 2001), 95% of
relevant employees were signed up for MPF, and 88% of employers
were also in the System. These enrolment figures have continued
to rise; as at the end of December 2010, enrolment rates for both
employers and employees stood at 99%. Such figures are all the
more pleasing given the fact that Hong Kong has traditionally high
levels of labour mobility, and the majority of Hong Kong employers

are small and medium sized enterprises.
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This level of participation in MPF translates directly into high
levels of annual contributions. Bearing in mind that mandatory
contributions are set at 5% of relevant income, and are capped at
a maximum monthly contribution of $1,000, the annual figures
of contributions paid into the System provide a snapshot of the
economic trends of the past ten years. In the financial year 2003-04,
when the fledgling MPF System had settled down, the total annual
contributions to MPF amounted to $23,764 million (including
voluntary contributions). Each year thereafter the total figure rose
slightly, reaching a peak in 2008-09 of $43,418 million, before
dropping to $36,011 million in 2009-10. If the special Government
contribution in 2008-09 of $6,000 to each eligible account holder is
set aside, the accumulated annual contributions rose steadily over
the entire period, to the extent that by 2009-10, the total amount
contributed into the System was 50% greater than the amount
for 2003-04. Across the same period, benefits were also paid out
annually as the first batch of contributors reached retirement or as
other events triggered payment of MPF lump sums for individuals.
From just $2,690 million in 2003-04, benefits paid have risen to
$7,518 million in 2009-10, and the pay-out of benefits will naturally
continue to rise as the years go by to match the length of time that

retiring members have been contributing to the scheme.

BERENBRBESHENE
A briefing on MPF conducted by the MPFA
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Accrued Benefits and Total Net Contributions Recevied Since the Inception of the MPF System
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Particularly impressive is the cumulative Net Asset Value of all
the MPF schemes. As mentioned above, the total contributions by
employers, employees and self-employed persons into the MPF
System have risen gradually since 2000: in fact, between 1 December
2000 and 31 December 2010, contributions after deducting the
amount of benefits paid stood at a net total of $277.52 billion.
The effects of time and compounded returns are such that, as at
31 December 2010, the accrued benefits in the System had grown
to $365.44 billion. This means that in dollar terms, the MPF System
generated an investment return of $87.92 billion after fees and
charges are deducted, which translates into an annualized return
of 5.5% for the ten-year period. This is substantially higher than
both the annualized one-month Hong Kong Dollar fixed deposit rate
(1% per year) and the
inflation rate (0.7% per
year) for the same period.
Naturally, the precise
details for individual MPF
accounts vary slightly
from this average figure,
depending on individuals’

choices of fund and on the

FEGEREAE RS ERRRNEREEAR
A TV advertisement encouraging scheme members
to study their MPF annual benefit statements

54

wiwe +AF

MPF Tenth Anniversary 55




BRI ERIFEME » MPF Performance and Achievements

BESRENENES  RAZD?
A display board setting out the Dos and Don’ts of
MPF investments
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timing of their contributions. But as founding Chairman of the MPFA
Mr Charles Lee points out, “That total of $365 billion in accrued
benefits is an amount that will go towards reducing the economic
burden on our society that we would otherwise be forced to find
elsewhere, in order to look after the next generation of our elderly

citizens. It's no insignificant sum.”

Over the ten-year period in which MPF contributions have
been accumulating, investment markets fluctuated - at times
considerably. The volatility of these markets accentuates the
importance of assessing returns not on a year-by-year basis, but
over the longer term, since averaging returns over many years tends
to iron out major short-term fluctuations. This perspective is very
useful when looking at annualized rates of return for MPF over its
first decade. Its first two full years of operation saw negative returns
due to a range of factors that impacted negatively on Hong Kong's
economy; but then in the 2003-04 year the figure turned around,
with positive growth of 22%. Similar changes have happened more
recently: negative returns of 25.9% in 2008-09 were followed by
positive returns of 30.1% in 2009-10. Once these are all put into the
mix, the average annualized internal rate of return for MPF over
its first decade (net of fees and charges) works out, as stated, at
5.5%, a figure that far outstrips the average rate of inflation over the

same period.

REBESWARSHENFRIEABEHRE'

Annualized Internal Rate of Return’ of the MPF System by Period

FEEE

(EET) ($ million)

Net Asset Values

Hth
Period-Beginning
(a)

R
Period-End
(b)

MR

Total Net
Contributions
during the
Period?

(c)

HAREER®
Net Investment
Return® during

the Period
(b)-(a)-(c)

FRRI
E#HR°
Annualized
Internal
Rate of
Return®

1.12.2000 - 31.3.2002 - 42,125 43,878 -1,753 -4.9%
1.4.2002 - 31.3.2003 42,125 59,305 23,016 -5,837 -10.7%
1.4.2003 - 31.3.2004 59,305 97,041 22,133 15,604 22.0%
1.4.2004 - 31.3.2005 97,041 124,316 22,205 5,070 4.7%
1.4.2005 - 31.3.2006 124,316 164,613 23,435 16,862 12.3%
1.4.2006 - 31.3.2007 164,613 211,199 24,684 21,901 12.4%
1.4.2007 - 31.3.2008 211,199 248,247 26,844 10,205 4.5%
1.4.2008 - 31.3.2009 248,247 217,741 38,503 * -69,010 -25.9%
1.4.2009 - 31.3.2010 217,741 317,310 29,484 * 70,086 30.1%
1.4.2010 - 31.12.2010 317,310 365,443 23,341° 24,792 7.5%°
B £ 5 E B i AR

Since Inception of the MPF System

1.12.2000 - 31.12.2010 - 365,443 277,523 ¢ 87,920 5.5%

-

B9 -

HIED BRI CIFRIZA BB EI R E o U TZB [ 2 FIME% ] - & Pat REETED B EH AR EIE R 2a 6 KB RS o FRAAAESEI#RE 7
% RARTAEFRBBEESHENED AT RLFIE - FEREAFEIHFEIZ G A REEHEN 128

The return of the MPF System was calculated by way of the internal rate of return ["IRR"], a method commonly known as dollar-weighted return. The
IRR method, which takes into account the amount and timing of contributions into and benefits withdrawn from the MPF System, was used as it better
reflects the features of cash inflow and outflow of the MPF System. The annualized IRR was calculated by raising the monthly IRR to the power of 12.

2 [HAAF IR 15F05 RIS T a) i an & B FIRAMF o

“Total Net Contributions during the Period” refers to the net contribution inflow after deducting the amount of benefits paid during the period.

3 OB FEHRER -

Return figures are net of fees and charges.

4 EIFBATE 2009 9F 3 A F 2010 F 12 A HfE & E1851 2100 8 0955 8 1k 2 )F A 89 84. 1 (BT FHFHIML -
Includes $8.41 billion of net special contributions paid by the Government to the eligible MPF/ORSO scheme members in the period of March 2009 to

December 2010.

5 HRATRERHRRER —F  BFRRBEFHRRAESEIHE -

As the period covered is less than one year, the figure reflects the IRR for the relevant period.
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Two important reasons for assessing MPF over a period of
several decades - something we are not yet able to do - are first,
the effects of dollar-cost averaging, and second, the impact of
compounding. When the impact of these factors on other long-
term investments is examined, sound evidence of what can be
expected from MPF contributions over 30 years or so can be
seen. Dollar-cost averaging means that even when markets dip,
long-term investors who invest a fixed amount regularly (as MPF
members do) can benefit. This is because the investment units
purchased with their fixed contributions become cheaper, so more
can be purchased when markets fall. Over the long term, assuming
steady growth in markets despite occasional fluctuations, dollar-

cost averaging helps increase investors’ accrued benefits.

As for compounding, the benefits are even easier to grasp.
As Professor Francis Lui notes, “the growth in MPF savings
in a second ten-year period will be faster than in the first ten
years. This is because not only do returns accrue on the new
contributions made in the second ten-year period, but the assets
accumulated in the first ten years also continue to grow, creating
a compounding effect. This means that at an annualized rate of
return of 5.5%, people who invest on a regular basis can expect the
money accrued in 40 years, i.e. a person’s average working life, to

be around ten times the total funds accrued in the first ten years.”
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Promoting MPF to the catering industry

Views are mixed as to whether 5.5% represents a reasonable
average return. With MPF for new entrants to the workforce typically
involving a period of 40 years between first contributions and lump
sum payment, many say that the ten-year average is irrelevant.
Others point out that for many MPF members, the accumulated
money in their account is 100% more than they would have had
without MPF. Mr Lee Kai-ming, Advisor of the Federation of Hong
Kong and Kowloon Labour Unions, is a veteran of the MPF System.
He says, “| remember attending a dinner at a hotel once, and the
head waiter came up to me for a chat. He told me that he had over
$100,000 in his MPF account, and that this was the first time in
his life he had ever had any savings. In his industry, he explained,
gambling was a common problem and many of those in the catering
field would spend their wages as fast as they earned them. So
regardless of the average rate
of return, for many Hong Kong
people the accumulated assets
are providing a fundamental
resource they would never have

dreamed of.”
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“JJ Five” Band
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In 2007, the MPFA launched five cartoon characters, the MPF “JJ Five”
Band, to introduce the key features of five major types of MPF funds.
Since then, they have been used extensively in MPF investment education.

[ERERE] KERERRE

Launching ceremony of the MPF “JJ Five” Band
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The “JJ Five” Band appearing in publicity activities always attracts
attention

BERMHEREED  UTBELR ] M EBESESHRE
During district tours, the “JJ Five” Band helps explain the features of
MPF funds
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“Manga” (comics) featuring the “JJ Five” Band illustrates the
characteristics of different types of MPF funds in a lively and
interesting manner

[ERRE | KA HRER FEHELENEN
The “JJ Five” Band was the theme of a colouring competition for
kindergarten kids
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MPFA former Chairman Mr Henry Fan introduced the “JJ Five” Band to Primary school students together with their parents learning about HHEESTER [REAY  S52R  ANFSE LEEARS it " | ') T g T i y: 7 . 5- " i i i
the press the concept of money through games featuring the “JJ Five” Band in a ma > 4:::_;2::-:.:_.““ i ©.. m—:—‘- LS TN .,‘ T [ Q e r 11) ==
I day camp Chinese New Year gifts with the image of the “JJ Five” Band were T — y R T — ! ey / e i
- - produced and widely distributed to show goodwill and to disseminate BB R - | e TER TR it =8 - - -
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Advertisements featuring the five members of the “JJ Five” Band were
broadcast on television and on out-of-home media
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The MPF System

PF represented a brand new system that was being

introduced to Hong Kong on a large scale, and involved

many different stakeholder groups with different
priorities and concerns. From the outset, then, there was going
to be a need for the MPFA to look closely at the MPF System and
be ready to adjust and enhance it wherever necessary, within the
constraints of its remit. The past ten years has seen a series of
adjustments and additional legislation that have met the concerns
of some, straightened out inconsistencies and grey areas, and
constantly moved towards an ideal of clarity and transparency, user

friendliness, and lower costs.

Enforcement initiatives

From the outset, it was clear that some employers would resist
the new MPF law and try to avoid the financial and administrative
consequences by not enrolling their employees in MPF, or by not
making MPF contributions for them. In 2000, the MPFA set up
a Member Protection Division, which was basically tasked with
ensuring that the MPF legislation was adhered to and that all
relevant employees were properly enrolled in the System. As with
so much else of the MPFA's duties, a prime focus of the Member

Protection Division’s work was education. MPFA's then Executive
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Introducing different types of MPF funds to scheme
members
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Director Ernest Lee, who headed up the Division in its early days,
emphasized how essential it was for the Division to proceed
cautiously and give employers plenty of time to understand and
implement the MPF requirements on behalf of their employees.
“We held numerous seminars for employers and issued detailed
pamphlets to explain to them what they were required to do,” he
recalls, “going over the basic rules over and over again and making

quite sure they were understood.”

An MPF inspectorate of around 60 staff members was recruited
and trained; they were drawn from all walks of life. Many had
a background in community outreach. Like all other training
undertaken by the fledgling MPFA, there was much new ground to
cover and many issues requiring clarification and clear guidelines.
“A lot of time was spent in the first couple of months of the Member
Protection Division in drafting operational manuals to ensure our
team worked consistently and was able to cope with any situation,”
recalls Mr Lee. As the team was being recruited and trained, media
attention began to focus on this new force, and occasionally it

was suggested that Hong Kong had created a new “police force”.

MEREERMKE

MPFA Inspectors on a site visit
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Nothing, insists Mr Lee, could be farther
from the truth. "Our inspectors had no
uniforms and absolutely no power of
prosecution - and that’s still the case,”
he says. Rather, their job was to explain
the rules and legislative requirements to
employers and, if necessary, to explore
cases of apparent non-compliance in
detail. The officers did their utmost to
persuade employers to work cooperatively
and make good any amount in default; the
process for doing this involved the MPFA
filing a civil claim, for instance at the Small Claims Tribunal, for any
outstanding contributions and surcharges due from employers. Only
in more serious cases would the MPFA inspectors put together a
dossier recommending prosecution and pass it to the Police and the
Department of Justice. Even then, nothing was rubber-stamped:
judicial reviewers went through every recommended prosecution

case with a fine-toothed comb before proceeding.
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FHEERBHRIANVEESEFGIE KRER
An outdoor advertisement reminding the public of the commencement of new
MPF provisions
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Given the newness of the MPF System and the
major adjustments that employers had to make
to get the System running smoothly, the MPFA
allowed employers a six-month “adaptation
period” immediately after its launch in 2000 before
contribution surcharge penalties began to be
applied or prosecutions were implemented in the
more serious cases. In the meantime, outreach
activities were a focus, so that any enforcement
activities were seen as simply part of a wider goal of
establishing MPF as an integral part of Hong Kong's
social wellbeing. Indeed, once prosecutions started, public reaction
was muted. “The cases that went to trial were very well-deserved
prosecutions,” says Mr Lee. “In many cases they involved employers
in effect stealing from their employees by deducting so-called
‘contributions’ from their employees’ pay packets but not actually
paying the money into an MPF scheme. As a result, those who were

successfully prosecuted gained very little public sympathy.”

Following input from the Member Protection Division and ongoing
consultation with the Police and the Department of Justice, it
became clear that legislative changes would help tighten up the
entire enforcement process and cut down on delays and loopholes.

In 2002, a legislative amendment was made that introduced a new
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continuous offence for non-enrolment of employees within the
permitted period. Five years later, however, some employers were
still failing to enrol their employees in MPF or make contributions
on their behalf, and were paying little regard to fines imposed. A
further amendment in 2008 introduced heavier penalties for non-
compliance, making it more cost-effective for most employers
to comply than before. Also in December 2008, an amendment
was introduced that made it an offence not to pay mandatory

contributions in non-enrolment cases.

At the same time, education and community engagement have
continued through the ten years of the MPFA's work. Enforcement
activities have changed and matured; the early focus on general
employers, most of whom in Hong Kong are small and medium
enterprises, has since been extended to more complex employment
sectors such as the transport industry, where
the definition of an “employee” has traditionally

been rather slippery, as well as to restaurant

BERPERMBEARESR
Landmark enforcement cases posted on MPFA's
website
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and security company employers. Enforcement

AaNEHBEANES BT -ARGEEGT (AEEEMN) ORF - AEE

m NMEEEFRGEEN: BN -FIRIAMHARCERENE - O XWIERE
ARAL -

has also begun looking more closely at the large  assssses

FEEANT-EoEREsERENREER - ARNUTHETEEEEA

NRENN DEMENSENNEAN - LANANTNENNTE  THE

number of self-employed, who are also obliged il THFNeA ASORER

under the legislation to enrol as members of MPF.
The work is ongoing and changing, but has had a

very positive impact in the ten years to date.
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Strategies and legislative changes to boost the
accumulation of MPF assets

A number of enhancements have been made over the past decade to
help those enrolled in MPF accumulate resources more effectively,
and without placing undue pressure on the lowest income earners.
For instance, in February 2003 the minimum relevant income level
for making MPF contributions was revised upwards from $4,000
to $5,000 a month, thus relieving those in the workforce bringing
home the least from having to make payments that could pose
difficulties. As with all structural changes to the workings of MPF,
this initiative required a change in the law, which was achieved by
an amendment passed in the Legislative Council (“LegCo”) in 2002.
In fact, the amendment made regular reviews of the minimum and
maximum relevant income levels a legislative requirement, setting
up a mechanism for holding further reviews at least once every

four years.
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MPF centralized enquiry line

In November 2008, a further amendment was made to the MPF
Schemes Ordinance ("MPF Ordinance”) which rationalized the way
employees’ relevant income was calculated, specifically by removing
the special treatment on excluding housing allowance and other
housing benefit from relevant income. This was particularly focused
on closing a loophole that was being exploited by a few unscrupulous
employers. Noting that housing allowance was not calculated for the
purpose of MPF contributions, some were arbitrarily designating
a portion of their employees’ take home pay “housing allowance”
so as to reduce their liability to make contributions on behalf of

the employees.

Timeliness of contributions was also an issue that the MPFA
addressed, having noted that delays in paying contributions were
adding administrative costs to the System and were also reducing
the assets being generated. In September 2007, the MPFA set up a
centralized enquiry line to give scheme members more convenient
access to information about their MPF contributions for the past
three months, and help them detect any defaults early. In November
2008, another amendment to the MPF Ordinance removed the
30-day settlement period previously available, effectively speeding
up the input of contributions into the System and thus helping

contributions start earning faster.
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Disclosing MPF information: a decade of increasing
transparency

Ultimately, individual MPF scheme members are the ones who
make the decisions about which MPF fund to choose, and when to
change funds. So it is vital that all members have a basic grasp of
how MPF funds work, as well as up-to-date information on how all
the different funds compare in terms of cost and performance. Since
MPF was introduced ten years ago, one of the MPFA's main goals
has been to constantly enhance the clarity, range and accessibility
of information about the various MPF funds and the companies that

run them.

Some of these enhancements have been in direct response to new
regulations; at other times, the MPFA has introduced new initiatives
itself with the aim of enhancing transparency and financial clarity.
The following paragraphs summarize some of the most important
changes and innovations made in these areas over the past decade.
In every case, the enhancements were focused on making sure
that all MPF members could easily access and understand the

information they needed to make effective decisions about their

MPF savings.
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In the first half of the decade, improvements were focused on
developing and launching the Disclosure Code. “Disclosure” basically
refers to the release of information that could make a difference
to the decisions members make about their money. Considerable
time and effort was spent in ascertaining what kind of information
should be included in this category. The MPFA then worked out how
to make sure this information was reliably and accurately provided,
and designed useful tools for presenting it to members in a clear,
understandable way. A key issue was standardization of information,
especially information relating to the fees and charges imposed by
different providers. The offering documents prepared by the various
providers differed widely in the amount of information about fees
and charges that was included. Where the information was given, it
was sometimes hard to find and difficult to understand clearly. The
MPFA realized that scheme members were facing big obstacles
when it came to comparing the performances and fees and charges
of different funds, or getting a complete picture of the design and

characteristics of any individual fund.
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After a process of consultation and discussion that began in 2002,
it was ascertained that there were two pieces of information
members most needed. The first was information about the
actual performance of the different funds, and the second was
information about how that performance was affected by various
fees and charges. The MPFA decided that the best way to achieve
the necessary reforms would be by laying out new and improved
disclosure standards for the MPF industry through a new

“Disclosure Code”.

Drafting and fine-tuning of the Disclosure Code took place

throughout 2003. The draft included four key proposals:

¢ To develop a standardized fee table for all MPF funds;

e To deliver more information about the effects of fees and charges
on fund performance;

e To develop performance presentation standards that would
improve the consistency of performance reporting;

e To publish improved Fund Fact Sheets that would ensure all
members received at least a basic level of information about the

various funds.

The draft Code was widely circulated among industry stakeholders
in early 2004. Once all submissions had been taken into account,
the final version was published in June 2004, with the new initiatives

coming into force over the following 18 months. Specifically, the
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Disclosure Code required
providers to calculate and
disclose the fund expense
ratios ("FERs”] of all their
constituent funds, and to
provide standardized fee tables
with the offering documents.
The FER is particularly useful
for investors because it
summarizes the expenses of
an MPF fund as a percentage of the fund size, and as a general rule,
it is the fund provider’s fees and charges that make up the bulk of
these fund expenses. Clearly, the higher the FER for any particular
fund, the greater is the impact of the provider’s fees and charges
on the investment returns. As for the standardized fee tables, these
present fees and charges clearly for individual MPF schemes;
because they are standardized, they also enable users to compare
fees and charges quickly and easily across many different
MPF schemes. Further adjustments to the Disclosure Code
were made in 2007, to bring it into line with new Hong Kong
Financial Reporting Standards and Hong Kong Accounting
Standards; and again in 2008, to enhance the contents of
the Annual Benefit Statements issued to all members. This
latter enhancement was a particularly important step in the
ongoing process of educating members about getting the

full potential from their MPF savings. <

BOEESRPEBRERREESEARE
Members of the public are welcome to visit MPFA's
website to view a video on MPF fund types
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Once the Disclosure Code was up and running, the MPFA was able
to use the new standardized information to look at other ways of
improving the standards of information provided and making MPF
disclosure as transparent as possible. For instance, in 2005 the issue
of MPF fees came under the spotlight. Fees can have a considerable
impact on the final performance of different MPF funds. It became
clear that members often found it difficult to assess the effects of
fees, and even harder to compare fees and charges across different
MPF funds. This was detracting from their ability to make fully

informed decisions about their MPF savings.

It was this insight that led to the development of a new “Fee
Comparative Platform” from 2006 onwards. The Platform is an
online resource where investors can find the relevant data collected
and stored, along with many helpful tools for interpreting it. First
launched on the MPFA website in July 2007, the Platform has
since become a key resource for members looking to maximize
the returns from their MPF savings and, more generally, to learn
more about how their MPF savings are being invested. Perhaps the
most valuable service the Fee Comparative Platform provides is an
educational one: it powerfully communicates the message that fees
and charges are one of the most important factors for members
to consider when making investment decisions about their MPF

savings. Having this information in such an easily accessible public

form has also been an important stimulus for public debate.
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Greater focus on employees

At the outset of MPF, it was employers who made the choice
about which MPF scheme to belong to. This arrangement had the
advantages of simplicity and efficiency: it meant that an employer
with hundreds of employees only needed to sign up with a single
scheme provider, so that all that employer’s employees belonged
to the same scheme. However, this arrangement did mean that an
employee who changed jobs could find that his or her new employer
used a different scheme provider. Some employees who changed
jobs frequently could find themselves belonging to four or five

different MPF schemes after a few years.

For employees, apart from the complexity created by changing jobs,
many felt that having their employers select the MPF scheme for
them represented a lack of control over money which, after all, was
their own. After listening to these concerns and consulting widely
with stakeholders, the MPFA developed a new Employee Choice
Arrangement (“ECA”), which will give employees more control over
their MPF investments as well as foster greater competition among
scheme providers. ECA involves giving employees the right, if they
wish, to transfer the accrued benefits from their own mandatory
MPF contributions into an MPF scheme of their own choice. They
are allowed to do this at least once every calendar year during their

current employment.
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The legislation setting up ECA was passed in LegCo in 2009,
and currently the MPFA and the industry are preparing for its
implementation. Once ECA comes into operation, more than 2.5
million MPF scheme members could find themselves facing
more aggressive direct selling activities. To protect the interests
of scheme members, the Government and the MPFA are working
on a bill to reinforce the existing framework for the regulation of
intermediaries, who are primarily the ones dealing with individual
employees and promoting different schemes and funds. These
regulation issues are, at the time of writing, progressing well,
and ECA is expected to be implemented by the middle of 2012 at

the earliest.

Widening the scope of MPF investment

From the perspective of the trustees and investment managers
of the various MPF schemes, a recurring concern has been the
constraints put in place by MPF legislation relating to the nature and
range of investment funds that can be operated under MPF. While
it is widely recognized that MPF investment should be subject to
investment regulations that do not expose members to inappropriate
risks, MPF trustees have argued that as times change, it should be
possible to expand the range of investments that are considered
suitable for MPF. Ms Sally Wong, Chief Executive Officer of the

Hong Kong Investment Funds Association representing the asset

management industry, makes this point. “Currently when speaking
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about risk, the focus is often too much on short-term volatility,”
she says. “In the context of retirement investment, the key risks
are longevity, and inflation. And what we need to do is empower
employees to make informed investment decisions that effectively
address these risks. To achieve this, there should be sustained
efforts to boost financial literacy and to foster engagement. At the
same time, any initiatives will be invaluable that enhance disclosure
and ensure a wide array of products across the whole risk spectrum

is available.”

The MPF System is tightly bound by legislative constraints as to how
it operates, and the MPFA cannot easily respond to such calls for
the introduction of greater investment flexibility: these are changes
that generally could only be implemented through policy discussion
followed by legislation. In addition, the MPFA's position is that, as a
mandatory and long-term investment for basic retirement protection
for employees, MPF should be fundamentally prudent and protective
in nature. With this conviction, the focus of the MPFA has been on
facilitating greater investment flexibility only where appropriate, and
on removing technical obstacles in the MPF legislation. For instance,
the MPF Schemes (Amendment] (No.2) Ordinance 2002 allowed for
up to 100% of the funds of an MPF constituent fund to be invested in
an index-tracking collective investment scheme, whose investment
objective is to track a particular market index. Such a move was,

however, subject to the approval of the MPFA. This was a significant
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exception to the original arrangement, still in force, whereby
investments in securities and other permissible investments issued
by any one person were allowed to make up no more than 10% of the
total funds in a constituent fund. The new index-tracking collective
investment schemes were quickly made available to the MPF
market; the first batch of index-tracking schemes was approved by

the MPFA in 2002, and by the end of 2010, there were 105 of them.

In 2006, the MPFA proposed a further series of amendments to the
MPF Ordinance designed to overcome certain kinds of restrictions
on fund investments. Among other things, the amendments made
it easier for MPF scheme providers to use new types of investment
instruments that, while generally acceptable to the aims of MPF,
were increasingly being excluded due to restrictive wording in the
original legislation. For example, the original legislation allowed
a constituent fund to invest in fully paid-up “shares” listed on
approved stock exchanges. However, certain newly developed types
of securities with similar economic characteristics to shares (e.qg.
depository receipts) were not permitted, solely because technically
they were not “shares”. One of the proposed amendments was
therefore designed to allow the MPFA to assess individual securities
and prescribe those which would be permissible under the MPF
System. This and other proposals passed into law as a set of

amendments to the MPF legislation in December 2006.
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Streamlining administrative work to reduce costs

Fees and charges can have a significant impact on the performance
of MPF funds, so keeping them low has been, and still is, a priority.
In response to concerns about fee levels, however, trustees have
pointed to the relatively high costs of administration involved in
administering MPF, hedged about as it is with numerous checks and

balances that require extensive documentation.

The MPFA has all along looked at ways of minimizing administrative
work and streamlining the day-to-day running of the massive MPF
operation, and from time to time has introduced initiatives - as
always, subject to legislation to amend the MPF Ordinance - that
have taken significant steps in this direction. Several batches of
such changes were introduced in 2002 and 2008. One example that
illustrates the kind of small but cumulatively significant changes
made is the adjustment made to the initial employee contribution
holiday. Originally, employers” MPF contributions began from the
first day that their employees started work, whereas employees’
contributions began from their 31st day of work. This brought
administrative problems because the 31st day of employment
seldom matched the first day of a payroll cycle, so employers had to
carry out complex calculations to work out the correct contribution.
The 2002 amendment simply waived the requirement for employees’
contributions for any first incomplete payroll period after the 30-day

contribution holiday. In 2008, another legislative amendment made it

faster and less burdensome for trustees to carry out their statutory
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obligation to notify scheme members who have turned 65 of the
next step in the MPF withdrawal process. Before 2008, trustees
were required to solicit a reply each year from members about
how they wished their benefits to be handled; if they failed to get a
response, they had to re-send the Annual Benefit Statement. The
2008 amendment removed the requirement for getting a reply from
scheme members, a step which cut down on administration, saved
time, and saved paper too. It was also a move that saved significant
postage costs, something also achieved by another amendment that
allowed trustees to send participation certificates or membership
certificates by ordinary post rather than, as before, by registered
mail only. These kinds of refinements and improvements are
ongoing, and besides improving efficiency they are also playing their
part in reducing administrative costs and hence creating more scope

for fees and charges to be lowered.

The MPF market
Although over the years the MPFA has been very active in public

education and in enforcement, its fundamental role is as the
regulator responsible for overseeing the MPF market itself. Its task
has all along been to supervise the trustees appointed, to process
applications and approve the schemes and funds that are made

available by the trustees, and to ensure that a very high standard of

compliance is maintained.
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One of the MPFA's tasks is to approve applications from companies
wishing to become MPF trustees, a process that involves verifying
that they meet all the relevant legal requirements. Over the years,
the number of trustees has varied slightly, with the initial 21 trustees
at the System’s outset in 2000 having dropped slightly to 19 by the
end of 2010. Though the number of trustees has remained relatively
steady, however, there have been changes in the number and also

the nature of the various schemes and funds on offer over the years.

The number of MPF schemes available in 2010 has decreased from
the 51 in existence in March 2001, due to the merging of schemes
in the intervening period. The number of registered schemes
stood at 41 at the end of December 2010. However, the number
of constituent funds making up the schemes has increased, from
299 in March 2001 to 421 in December 2010. This has partly been
because over time new funds have been developed: target date
funds are one example. These are funds with an asset mix which
gradually becomes more conservative as the target date, which is
usually retirement, approaches. The MPFA is responsible for making
sure that every new fund fits the objectives and constraints of the
MPF legislation, which is designed to ensure, amongst other things,
that an investment vehicle designed for retirement support is not too

uncertain or risky.
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Key statistics

HEZ=2001%F3H31H
As at 31 March 2001

HZ2010%F12H831H
As at 31 December 2010

ZAESZFEAZEE  Number of Approved Trustees 21 19
FIfETEI%E  Number of Registered Schemes 51 41
BOERDEELEE  Number of Approved Constituent Funds 299 421
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Besides the introduction of new funds over time, perhaps one of the
most significant developments has been the reduction in fund fees
beginning in 2007, the result of a long period of work by the MPFA
to encourage lower fees. Says Henry Fan, Chairman of the MPFA at
the time, “This was definitely a highlight of my work at the MPFA.
It was what the public had been wanting for a long time, and what
we had been working hard behind the scenes to achieve, so there
was a lot of positive feedback when the trustees announced they
were lowering their fees.” Since that breakthrough in 2007, all MPF
trustees have reduced their fees (with more than half of them having
reduced fees more than once) or have launched low cost funds. The
trend can be seen in the average fund expense ratios for all MPF
funds over recent years: in January 2008 the average fund expense
ratio stood at 2.10%, but by March 2011 it had dropped to 1.81%,
a trend which looks set to continue following persistent lobbying

from the MPFA and mounting public pressure as the balances in

ERRELEECERSE LA ARSWERE

Mr Henry Fan at a press conference on MPF fees and charges
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the accounts of scheme members continue to grow. The
second big development was the introduction, in 2010,
of low-cost funds. These funds charge less because they
require less active management on the part of the fund
managers, bringing fees for the funds in a scheme down
to as low as 0.7% in some cases. This development is still
in its early days, but it is anticipated that more schemes
will follow suit in coming years and offer low-cost funds

to members.

In terms of market regulation and supervision, the MPFA
has constantly over the decade pushed for improvements in
transparency when it comes to the disclosure of fund information
to members. In 2005, it introduced a set of Compliance Standards
to help trustees monitor exactly how well they were complying with
their statutory duties and responsibilities. A year earlier, in 2004, it
introduced a Code on Disclosure for MPF Investment Funds, which
required trustees to improve the standards of their disclosure of
fund information to members, especially with regard to fees and
charges. Details of this Disclosure Code were described in the

previous section of this chapter.

Trustee representatives have their own views on ways in which the
MPF System can be improved; for instance, many are adamant

that allowing trustees greater flexibility in the choice of investment

products would benefit MPF scheme members by improving returns
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AERLIRREINERBERERE
Ms Lau Ka-shi calls for relaxation of MPF investment
rules
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and giving more scope for reducing fees. According to Ms Sally
Wong, Chief Executive Officer of the Hong Kong Investment Funds
Association, many of whose members are fund managers involved
in MPF, “changes in the investment environment are ongoing,
and we would like to see an easing of the investment restrictions
imposed.” She acknowledges that many of these restrictions are set
by legislation; in response, she proposes, “the MPFA could be given
greater discretionary power. It has proven itself a good gatekeeper
over the past ten years; now is the time to devolve more power to
the MPFA.” Her ideas are echoed by Ms Lau Ka-shi, Chairman of the
Hong Kong Retirement Schemes Association, Vice Chairman of the
Hong Kong Trustees” Association and Chairman of its Retirement
Schemes Sub-committee. She is of the view that “there are currently
a limited number of fund choices in terms of the types of funds
available - covering different markets, sectors and asset classes.
This is an area that should be freed up to provide more choices,
especially now that employees are being given more freedom in
selecting their MPF providers.” Both think the current regulatory

regime has plenty of room for streamlining.
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These investment industry spokespersons also express concern
about the need for standardized selling practices for MPF funds,
something that is of particular importance now that the ECA is
on the verge of being launched. Currently, MPF funds are widely
promoted and sold to employers through intermediaries who may
come from the insurance, banking, or securities sectors, each
of which utilize somewhat different sales practices. The concern
is that the arrival of ECA will create a proliferation of marketing
activities; without agreed standards of training and standardized
selling practices in place for intermediaries, it may be difficult
for individuals to make good, informed choices about which MPF
schemes to join. The Government is currently working on the law
to allow the MPFA to act as a registration authority and setter of
standards for all MPF intermediaries, thus providing a guarantee of

consistency, high standards, and good conduct.
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Outreaching
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Reaching out is an important feature in MPFA's publicity and education
programmes. Over the past ten years, the MPFA has been involving itself
in district activities to directly disseminate MPF messages to employers,
employees and scheme members.

ERHBERERE  MRERATHBESHER

Roving exhibitions held in the districts to promote understanding of

EHEEPETHNRBERBNY  FHEESAE
Road shows and game booths in the districts to disseminate MPF
information

HEEAHESHEREFER [HERE]

Organizing district carnivals and tea gatherings with political parties

EIENERESWED

Activities held in partnership with unions and district councils
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21.5.2010

ETEFEPHRRERBERALRBRLSRANER
Distributing souvenirs and leaflets to workers in the catering and
construction industries under the Industry Schemes

ENBHN T AREERESRE

Distributing MPF information to minibus and taxi drivers

EEETAHERBRRSNZY AR IEH R BEEN
Promoting the setting up of MPF Info Stations around the territory to
provide convenient enquiry service for the public
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The launch event of the MPF Investment Education Campaign 2010
was held in a high-traffic shopping mall. The event comprised
seminars, exhibitions, game booths, and MPF counters with
consultation services provided by Certified Financial Planners
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ince its founding, one of the primary tasks of the MPFA

has been educating the public about the value and

importance of MPF, and about how to get the best out
of it. That responsibility for education includes every worker or
potential worker in Hong Kong, and takes in a vast range of ages,
abilities, and levels of understanding. Not surprisingly then, the
MPFA's education campaigns and initiatives down the years have
been varied, dynamic, and far-reaching in their ambitions. They have
incorporated multiple different media platforms for maximum public
exposure; they have combined advertising, publication, live events,
press conferences and seminars to provide as comprehensive a set
of educational resources as possible for the people of Hong Kong.
Further information is also available from the MPFA's telephone

hotline, and via its comprehensive website.

The first and biggest educational and publicity campaign run by the
MPFA was the 18-month one launched in January 2000 to prepare
the public for the implementation of MPF in December that year. The
campaign had two target audiences in mind. The first was the mass
public, and the aim of the campaign for them was to emphasize

the benefits that MPF would bring to them as individuals and to
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Educating both parents and children on MPF

investment planning
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the community as a whole. The second were those groups directly
participating in the new System from December 2000, especially
employers, employees and self-employed persons. They needed a
good grasp of how the System would operate and exactly what their
duties and responsibilities would be, along with answers to their
questions on issues such as how to select a scheme, how to enrol,
and how to make contributions. These two target groups required

quite different kinds of public education strategies.

For the mass public, Celebrity Endorsement Campaigns helped
reinforce the message that MPF was for every worker, while large
scale advertising in all the major media helped saturate Hong Kong
with the message that MPF was arriving and would change the
way Hong Kong people worked together for the future. Massive
harbour front banners proclaimed to all “MPF for the Future”,
and announced “The Fruit is Yours”. Meanwhile, the MPFA widely
distributed a practical “All-in-One” guidebook, covering in detail
all the main topics people needed to know about the MPF System.
Apart from holding seminars and workshops for intermediaries, the
MPFA also had a team of experts travelling across the territory to
field questions on the MPF System from industry groups, employers
associations, small and medium enterprises, labour unions and

workers. In short, for 18 months the MPFA carried out an intensive
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Kindergarten children were all ears listening to MPF stories, learning the concepts of saving,
spending and giving to charity

information campaign to ensure that every stakeholder in MPF was
fully aware of the benefits and the responsibilities that the new

system was bringing.

The initial campaign came to an end in mid-2001, with MPF well
established in the public consciousness, and employers and
employees switched on to how the System worked. That triggered
new thinking about how best to sustain public education and ensure
that it began to infiltrate the consciousness of the next generations,
including those who were still at school or even kindergarten.
Gradually, the MPFA developed a goal of developing public
awareness of good retirement investment strategies. “Many Hong
Kong people think they know a lot about
investing,” says Mrs Diana Chan, current
Managing Director of the MPFA, “but what
they don't often realize is that investing for
retirement is a very different thing from
general investing.” One of the purposes
of the MPFA’s education and publicity
campaigns after the initial couple of years
has been specifically to encourage the

public to think harder about their money

and what it can do for them, so that they
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Students at an award presentation ceremony on
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don’t treat their accumulated MPF savings passively. The process
has not always been easy; plenty of people vigorously resist efforts to
“educate” them, and so the MPFA's educational activities have had to
be continuous, persistent, and ongoing, with the intention of working a

gradual but fundamental shift in public awareness and attitudes.

The MPFA has always recognized that, like the MPF System itself,
education about MPF is likely to bring the most benefits to the
young. Those joining MPF late in their working lives will not take
huge benefits from the System, and it is unlikely their lifelong habits
of saving and investing will change much. The younger generation,
however, is another story. Says Mrs Chan, “Fundamentally, MPF is
about educating the next generations. | like to compare it to the anti-
smoking campaign, which didn’t significantly change the habits of
many older smokers but which has definitely impacted on the way
the younger generation thinks about smoking.” Consequently, the
MPFA has designed educational initiatives that enable investment
education to start at an early age, for instance by incorporating
colourful cartoon storybooks and plenty of fun games and activities
into early childhood school and even kindergarten programmes.
Education through parenting programmes also has a beneficial

knock-on effect, with parents being educated about financial
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planning alongside their children. The MPFA has also produced a
teaching kit and incorporated MPF information into a textbook for

secondary schools.

One example of MPF education aimed at the young is the
collaborative programme between the MPFA and a media group,
designed to bring investment education into schools. Besides
distributing storybooks bringing out key financial management
concepts, the MPFA and the media group have collaborated on
a range of junior education initiatives including creative drawing
competitions, fun stalls in malls, and parent-child financial
management seminars, all of which have proved very popular. Mr Lai
Ting-yiu, Chief Executive Officer of the media group, emphasizes the
importance of these kinds of activities for laying a sound financial
understanding in the young. “Too often, there are bombardments of
advertisements promoting indiscreet borrowing, reckless spending
and consumption, making a negative impact on children,” he says.
“| believe we have a responsibility to promote much more positive
values, such as financial responsibility. Unfortunately, up till now
investment education and financial education have been treated
like sex education in schools. Teachers have avoided talking about

it and have delayed the teaching until really late. What we need is

BRERUREN 2B
An expert, at MPFA's invitation, talks on financial
management

RERLLE | ERRERDERRFNETNE
Mr Lai Ting-yiu: financial education should start
from an early age
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In partnership with a radio station, the MPFA
launched an inter-university competition for creating
a radio programme to disseminate MPF messages
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to spread a positive attitude towards saving money and the concept
of prudent financial management among students from a young
age.” He is enthusiastic about the work the MPFA is doing to change
this attitude in kindergartens and schools, though he thinks more
needs to be done. “Games and fun activities work far better with the
very young than more formal activities,” he says, “but there’s still
plenty of room for improvement, for instance by incorporating more
electronic media. And another way forward is by getting parents
much more involved in sharing the acquisition of sound financial
values with their children, for instance through some of the fine

parenting programmes that are on offer.”

Also at the school level, the MPFA has been active in awakening
young people’s awareness of investment and MPF through a series
of games and competitions. Miss Yana Cheng, a primary school
student, saw a competition organized by the MPFA at her school,

which involved coming up with some ideas for managing finances
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better, and adding pictures. After working hard at the project
without her parents even knowing, she learned that her efforts had
won her a runners-up prize, and even an interview on television. “It
helped me think about how to manage money,” she said. “Saving
is good.” Through initiatives like this, the MPFA has been working
to ingrain ideas about the value of saving and planning ahead

financially in even the youngest school students.

The MPFA also recruits university level students to act as
“ambassadors” at its public events, whether those held in
schools for younger children or for the general public. This gives
ambassadors like Mr Leung Wing-ho, who recently completed
his bachelor’s degree, an active role in promoting ideas about
investment and MPF to a wide range of people in the community.
“It has been a very stimulating opportunity,” he says. “I've seen
the value of these public outreach activities, having been involved
first-hand. And I've needed to learn much more about MPF and its
workings, something which has brought home to me the importance

of planning for the long term.”

BEMRFSFLNMEKHADEEASE
Miss Yana Cheng, a primary student, has some good
ideas on money management

[RERFE] RHELRE
Mr Leung Wing-ho, an MPF Ambassador
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Ms So Lai-chun: face-to-face interaction with the
public is always better
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For adult workers, the MPFA’s education efforts also involve
widespread collaboration with a range of organizations that
keep in close touch with employers and employees alike: these
include employer groups, labour unions, professional bodies,
political parties, and District Councils, to name a few. Seminars
and workshops are regular events; so are talks, tea-gatherings,
and multiple other events in which the MPF message can be
circulated. One useful and popular MPFA initiative at public events
like exhibitions has been the setting up of roving MPF counters, to
which scheme members can bring their MPF benefit statements
and get personal advice from Certified Financial Planners about

understanding and interpreting them.

Ms So Lai-chun, Vice-Chairman of the Kwun Tong District
Council, has clear views on the best way for the general public
to be successfully educated about the value of MPF. “Face-to-
face interaction is always better,” she says. “Many of the people

who come to me are not very well educated; complex wording and

lengthy documents just do not work with them. They need simple,
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clear versions, and even better, events and games to catch their
interest: preferably with gifts!” Another District Councillor, Mr Chau
How-chen, who is Chairman of the Tsuen Wan District Council,
emphasizes the need to reach out to young people. “It takes a very
long time to get ideas about MPF and retirement saving rooted in
people’s minds,” he says. “Many people in my district have little
knowledge of MPF or the MPFA, and that needs to change.” District

Councils and publicity are good channels for this sort of information.

Labour unions have an important part to play as well, according to
Ms Cheung Lai-ha of the Hong Kong Confederation of Trade Unions.
“We regularly receive materials sent to us by the MPFA and often
use or adapt their contents for inclusion in newsletters for our
members,” she says. “We sometimes add real-life examples, to help
make the complex MPF arrangements easier to understand. And
we include games too, which create greater levels of interest and
response.” Some unions are also active in getting in outside advisors

to give talks to their members.

AERELE  EREREBEANBESEEREZ—
Mr Chau How-chen: District Councils are one of the
good channels for disseminating MPF information
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MPF is about educating the next generations. The MPFA has designed
educational initiatives that enable investment education to start at an
early age. Education through parenting programmes also has a beneficial
knock-on effect, with parents being educated about financial planning
alongside their children.
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Drawing competitions were organized for kindergarten children, and
story books were developed to teach them the concept of saving for
the future
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Fun games helped kindergarten children learn how to use money
sensibly
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An artiste shared her experience in educating children about financial
management at the prize presentation ceremony of a story writing
competition organized for primary school students
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A recognition programme helped primary school students develop
proper attitudes towards money management through completing a
series of tasks set out in a task book and through a writing competition
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Through interactive drama, the Skit Programme educated secondary
school students about the benefits of having an early start in financial
planning for retirement

TRLEEYHEEZRERNEHHS
Various competitions helped secondary school students understand
basic concepts of financial planning

RPEYMERNTEENESRERSABAAFTSPBERAER
w2 WRBHEME

Seminars were organized for secondary school teachers to explain
how to incorporate financial planning concepts and MPF knowledge
in the subject of Liberal Studies in the New Senior Secondary
Curriculum. A teaching kit was also distributed

RABLEERERAERE
A competition for creating a radio programme was organized for
university students
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Roving exhibitions were staged at all local universities
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The MPFA participates in the Education and Careers Expo every year
to reach out to school leavers and job seekers

AELVFEMERARBEESW TS
Workshops introducing the MPF System were organized for youth
mentors
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PF has been a steady and yet gradually changing

presence in Hong Kong over the past ten years. Those

charged with developing and implementing it, and
those most directly affected by it, have been constantly involved in
debates and discussions on ways to streamline, refine and improve
the System. Ultimately, though, MPF and the MPFA in their existing
forms are tightly constrained by legislation that closely defines
what they are designed and able to do. This means that making
radical changes to the System is not within the remit of the MPFA
or its management; these are instead policy issues that lawmakers,
professional figures and public authorities need to debate and agree
on. Where appropriate, the MPFA has proposed, and will continue to
propose, amendments to the legislation which could help improve
the MPF System. When issues fall outside the legislative remit of the
MPFA, views and suggestions from various stakeholders are passed

on to the relevant policymakers.
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There has been no shortage of debate on the fundamentals of MPF
over the past ten years, and it seems certain to continue. Some
of the public discussion that has taken place has led to legislative
changes that have expanded the scope or flexibility of MPF, as
has been described in previous chapters. But most stakeholder
groups also have their own views on how MPF could - or should
- be revised or adapted; views which reflect their own pressing
concerns but which do not always sit easily with the interests of

other stakeholders.

Fees and charges

Fees are a necessary part of MPF; there are real costs incurred in
setting up and administering the various schemes, and meeting
all the regulatory requirements imposed by the MPF legislation.
However, one of the recurring themes that has arisen over the past
ten years is that of fee levels, with those actually paying the fees and
charges - that is, MPF members themselves — adamant that they
are too high. It is recognized that in the early days of the scheme,
when there were relatively small amounts of capital in the System,
the scheme administration costs were proportionately higher.
But, as unionist Mr Lee Kai-ming points out, “There is now over

$300 billion in the System, so there is absolutely no need for fees

and charges to remain at such a high level.”
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According to Mr Tam Yiu-chung, the Chairman of the Democratic
Alliance for the Betterment of Hong Kong, the fees charged by MPF
schemes should be regulated. “The Government should mandatorily
require all MPF companies to provide periodic reports to employees
on the fees deducted from their contributions in each transaction,
and it should also cap the fees of various investment funds, instead
of relying purely on market self-regulation,” he says. He stresses
that “there should be a direct link between MPF fees and the
accumulated assets in the MPF System; in short, fees should come

down in direct proportion to the ongoing increase in assets.”

By contrast, Ms Lau Ka-shi has a different view. She is Chairman of
the Hong Kong Retirement Schemes Association, Vice Chairman of
the Hong Kong Trustees” Association and Chairman of its Retirement
Schemes Sub-committee. She says that cost structures for scheme
providers are much more complex than many people think. “A lot
of time and manpower is spent on complying with regulatory and
legislative requirements which have grown in scope and complexity
over the years, and on following up with employers on default
contribution and other administrative procedures,” she notes. “In
fact, the nature and complexity of the MPF System means it is much
harder to administer efficiently than most investment arrangements

and this would affect the level of fees and charges set by providers.”
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Mr Tam Yiu-chung is concerned about MPF fees and
charges
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The MPFA has no direct authority over the levels of fees and charges,
but has done a lot to encourage transparency and competition
in the belief that this will naturally lead to a lowering of fees. Its
Disclosure Code was a primary step in this direction, providing a
basic standardized framework for how scheme providers should
inform members about their fees and charges. Building on this, the
MPFA's Fee Comparative Platform made it much easier for scheme
members to compare the performance of the different trustees
along with their fees and charges. The introduction of the Employee
Choice Arrangement (“ECA”), designed to give the employee more
choices over the MPF schemes and funds in which he or she
invests, should also make a difference. Professor Raymond So is
certain that changes will follow once ECA is launched. “ECA will
introduce competition by mobilizing market forces,” he says. “With
the introduction of ECA, trustees risk losing customers if their
fees are too high or their performance is below average.” ECA will
be launched once legislation regulating intermediaries has been
finalized, a step which is necessary in order to ensure that the large
group of people who will act as intermediaries are competent, well

trained, and suitably supervised.
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Make the right move with your MPF investments

Withdrawal of MPF benefits

Both the financial industry and individual MPF members have raised
voices questioning the current arrangements for withdrawing MPF
assets, which allow for a single lump-sum withdrawal on reaching
retirement age. According to Ms Sally Wong, Chief Executive Officer of
the Hong Kong Investment Funds Association, discussion should be
taking place about this. “The current arrangement is too restrictive,”
she suggests. “We should be looking at options such as phased draw-
downs or other forms of flexible withdrawals.” In response to views
along these lines expressed by many different stakeholders, the MPFA

has begun an in-depth study on this entire issue.

Investing more than what the law requires

Some stakeholders believe that the MPF System could be improved
by a more flexible approach to contributions. According to Ms Sally
Wong, “the 10% mandatory contribution rate is a good starting point,
but it is by no means sufficient for anyone wanting to maintain their
current standard of living after retirement. Any mechanisms that can
be developed to encourage people to invest more than the minimum
are desirable.” Mr Chung Wing-cheung, a part-time employee at the

office of a District Councillor, echoes this: “there should be a higher

HEXHABRECERESHERISSHBSWE
315

Professor Raymond So believes the Employee
Choice Arrangement will help reduce MPF fees
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Mr Chung Wing-cheung suggests a higher MPF
contribution rate
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Mr Thomas Ho: there should be tax concessions for
MPF voluntary contributions
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level of contribution as a percentage of pay,” he says. “If people
have to contribute more, they will pay more attention to the entire
System.” One of the ways of encouraging workers to invest more,
according to employer Mr Thomas Ho, is by the Government offering
tax breaks for voluntary contributions. “The monthly maximum
mandatory contribution level should also be raised,” he says, “to
encourage greater levels of savings for retirement.” While investing
more than the minimum is an entirely voluntary step and a decision
that individual MPF members must take for themselves, the MPFA
has been active in promoting the benefits of such a move. The
MPFA's thematic minisite guides members through the process for
deciding on whether it is a good idea to make additional voluntary
contributions to their MPF accounts, and it has published a detailed
set of publicity materials on this topic in its booklet Making Informed

Decisions for Your MPF Life.

Information for everyone

A recurring theme from both employers and employees alike has
been the need to simplify and expand the information given to
“grass roots” MPF members about investing. Mr Chung Wai-ping,

who owns a restaurant group and is President of the Association of
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Restaurant Managers, says, “Many of my staff have no idea about
investing. Face-to-face interaction with MPFA people or service
providers would be best; it's all very well to put lots of materials on
the internet, but many of my staff don’t even know how to go online!”
Mr Chung also thinks an increase in talks and seminars would help
matters. “In my industry,” he says, “staff mobility is very high, and
many are not interested in proactively learning about the System.
This is a problem, and | think the MPFA needs to address the needs
of an industry like mine more directly.” Mr Stanley Lau, owner of
a watch manufacturing company, is another employer expressing
similar views. “The providers need to use terms that everyone can

understand, and also standardize their wordings,” he says.

These views are echoed by employee Mr Chung Wing-cheung. “To be
frank,” he says, “| know very little about finance and investment, so
the details about MPF sometimes seem almost incomprehensible
to me. And there is no clarity about how much I'll get back in the
end. If | have to invest my money somewhere, | prefer to have
things very simple and the returns spelled out clearly in black and
white.” Developments such as the MPFA's Disclosure Code and Fee

Comparative Platform have clarified important issues about fees and

ERETEERBZHAURELXSENRRSHE
Mr Chung Wai-ping suggests increasing talks for the
catering industry

ARBAEERRBLESR—BHESAE
Mr Stanley Lau: there is a need to standardize MPF
wordings
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charges for thousands of MPF members, while the MPFA's ongoing
public education activities, from kindergarten level and upwards, are
familiarizing a whole new generation of Hong Kong people with the
basic concepts behind MPF, in the process helping them develop a
greater level of understanding about and confidence in the entire
long-term accumulation process. This is an area in which the MPFA
is increasingly playing an important role, by helping employees get a

firmer grasp on the apparent complexities of MPF.

Getting fees lower, looking for ways of making withdrawals more
flexible, and providing better and more inclusive information, are
all areas in which the MPFA has been active. There are, however,
other views on changes that should be made to the MPF System
which are more fundamental in their scope and, to be taken further,
would require policy changes at the highest level. In these cases,
the role of the MPFA has primarily been to pass on such views to
the Government for further consideration. Some of the most widely

discussed of these views are outlined below.
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Offsetting severance payments/long service payments
against MPF (“offsetting mechanism")

The Employment Ordinance provides for an offsetting mechanism
in MPF, whereby employers are able to use the compulsory MPF
contributions they have made for an employee over the years, plus
the accrued benefits arising from those contributions, to offset any
severance payments and long service payments they are obliged
to pay. This is an area that has generated heated debate. It is those
active in union work whose voices are loudest on this issue. “The
Government MUST abolish the offsetting mechanism,” insists
Ms Chan Yuen-han, better known as “Han Jie” ("Big Sister Han"],
Vice President of the Hong Kong Federation of Trade Unions. Closely
involved in union work, Mr Lee Kai-ming is equally adamant. “The
MPF System is workable,” he states, “but the offsetting mechanism
is killing it. Many workers get little enough from MPF when they
retire; but once employers have removed their contribution by using
it for severance or long service payments, there's almost nothing
left for the workers.” Employers, however, are not so convinced
of the need to abandon the offsetting mechanism. They point out
that prior to the launch of MPF, the Employment Ordinance already
provided for employers to set off contributions to a retirement

scheme against any amounts paid out in severance payments or

long service payments.
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Ms Chan Yuen-han advocates abolishing the
offsetting mechanism
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Making MPF more socially inclusive

One of the biggest areas of debate surrounding MPF is the scope
of its coverage. As an earnings contribution scheme, its benefits
are limited to those who are employed or self-employed, and
this has been an issue of much discussion from the very earliest
days. Furthermore, for those who earn less than $5,000 per
month, only the employer’s contribution is mandatory; this means
they accumulate lower benefits in the long run than higher-paid
employees. Both the minimum
relevant income level of $5,000 and
the maximum level of $20,000 are
regularly reviewed and are likely to
be adjusted as necessary', but any
changes are unlikely to alter the main
point of the debate: those earning less
than the minimum will be less well
off through MPF when they retire than

those on higher incomes.
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“MPF for the Future”, a TV series produced in partnership with RTHK
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At the time of publication, proposed adjustments to the minimum and maximum levels of relevant income were going through the legislative process.
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From the outset, many stakeholders believed that some kind
of centralized, Government managed pension fund or Central
Provident Fund Scheme would be best for Hong Kong, although
policymakers rejected this route in the 1990s. Nonetheless, many
people from different areas continue to argue that MPF should be
modified or overhauled to introduce some element of Government

responsibility and financial input.

Democratic Party Chairman Mr Albert Ho, for instance, emphasizes
that although MPF goes some way towards helping with retirement,
it is just not enough. “Given the Government's regular large
surpluses and its huge reserves, it's time to think about extending
MPF into a more general retirement protection scheme,” he says,
“one that covers all the population and which provides some
dignity to our elderly.” Meanwhile Professor Nelson Chow, former
Chairman of the MPF Schemes Advisory Committee, sees MPF as
a useful starting point for a more radical attempt to serve social
needs. "MPF has built a base for Hong Kong people to protect
themselves against certain social risks in their old age,” he says. "I
think we can move on to think about how we can also use that base
to set up schemes that will protect against other kinds of risks, such

as health issues.”
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Ms Cheung Lai-ha wants an expansion of the MPF
coverage
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Union representatives adopt similar views. Ms Cheung Lai-ha of the
Hong Kong Confederation of Trade Unions considers that coverage
of MPF “should really be extended to non-workers and housewives.”
She is particularly concerned about the gender inequity of MPF. “A
lot of the people who fall outside the MPF coverage are women,”
she notes. “While they may earn very little, they live much longer
than men and need as much support in their old age as men do.”
Unionist Mr Lee Kai-ming asks, “Why shouldn’t the Government
shoulder more responsibility for MPF? Especially for people who
earn less than $5,000. Who is going to look after these people in
their old age if not the Government?” Similar views are expressed
by workers like taxi driver Mr Cheung Kwok-shing. He is happy with
his MPF scheme, but he points out “my wife has been a housewife
all her life, and she has no retirement protection at all. When | retire,
two people will have to live on the returns from one MPF scheme.

Of course, that just won't be enough.”
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Some analysts respond by returning to the conceptual starting point
of MPF, namely the World Bank’s multi-pillar approach. When MPF
was originally designed, it was as the second of the World Bank’s
three pillars developed in 1994; namely, a public-managed, tax-
financed social safety net, a mandatory privately managed fully-
funded contribution scheme, and personal savings and investment.
In 2005, the concept was extended into a Five Pillar System, with
the extra pillars being, first, non-contributory social pension and
assistance with a primary focus on alleviating poverty, and second,
other support programmes such as informal family support along
with more formal social programmes such as health care. Says
Professor Raymond So, “Let’s not forget that MPF was only ever
designed to act as one of the pillars.” He believes there is plenty of
room for the Government to work on developing or strengthening
the other pillars, quite separately from the MPF System, for instance
in areas like improved health provisions and voluntary contributions
outside the MPF System. Indeed, it can be argued that a functioning
second pillar system, like MPF, is a necessary complement to any

broader social security schemes that may be developed.
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Mr Cheung Kwok-shing suggests that the
Government should make parallel contributions to
the MPF account of self-employed persons
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Greater Government involvement

Besides those who think the Government should broaden the scope
of MPF, there are others who think the Government should play a
greater financial role in the running of the existing MPF System.
According to unionist Han Jie, “"Members of the public generally
know little about investment. In my view the Government should
provide some sort of assurance for at least the most conservative
fund types that members will at least get back their capital. It seems
wrong to make MPF investment mandatory without any guarantee
that members will not lose money investing in it.” Han Jie also
thinks that the Government should make a contribution to the MPF
accounts of those earning under $5,000 a month whenever it posts a
consolidated budget surplus - quite a common occurrence in recent
years. A related idea is raised by taxi-driver Mr Cheung Kwok-shing,
who suggests that the Government could boost participation in MPF
by the self-employed if it made some parallel contributions on these
members’ behalf. “The income of many self-employed people, like
taxi drivers, is unstable,” he says. “Greater Government support

such as parallel contributions could create greater

MER me

incentives for people like us to participate fully, and may

also encourage more self-employed people to join MPE.”

BEARFLERFETER

We all want to enjoy our retirement years
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Looking ahead

MPF is the result of a consensus reached more than a decade ago
following sometimes heated debate about the type of retirement
protection system most suitable for Hong Kong. It would be
unrealistic to expect that reviving that debate ten years after the
launch of MPF would enable a consensus to be reached quickly
on an alternative that would replace MPF altogether. In an
address to the Legislative Council in May 2011, the Chief Executive
made his own views clear: he noted that the most practical way
forward would be by reviewing and refining the existing system,
rather than by spending time and energy discussing something

fundamentally different.

In the medium to long term, further reviews of the MPF System
must take place. The economic situation is volatile and ever
changing; factors such as employment arrangements and inflation
will affect how well MPF works for any given generation of Hong
Kong workers. Public debate around MPF remains robust and
changes will take place to refine and improve it. In the meantime,
MPF has established itself as an integral part of the working
arrangements of Hong Kong people, and has begun generating a
significant contribution towards supporting the basic needs of Hong
Kong workers as they retire. It represents one of the biggest and
most important major social and economic initiatives that Hong

Kong has ever undertaken.
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his tenth anniversary publication offers a collective
reflection on the development of the MPF System. Using
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who have played a part in the MPF System, the publication traces
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decade. We warmly thank the many contributors who have made

this publication possible.
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