MPF INTERVIEW

Be prepared

As the population ages, Hong Kongers need to save more
for retirement

Elaine Lau

ong Kongers are unprepared for
Hretirement and should consider

making voluntary contributions
to the Mandatory Provident Fund (MPF)
on top of their compulsory contribu-
tions, according to Elaine Lau, chair-
man of Hong Kong’s Pension Schemes
Association (PSA).

An ageing population is also expected
to worsen their financial adequacy at
retirement. Roughly one-third of Hong
Kong’s population will be at least 65
years old by 2038, almost doubling from
the share in 2018, according to a report
by The Open University of Hong Kong.

“The ageing population will put
increasing pressure on the city’s public
healthcare system while Hong Kong peo-
ple would shoulder a greater financial
burden due to medical expenses after
retirement,” Ms. Lau says in an interview
with Asia Asset Management.

She describes Hong Kongers as gen-
erally “saving too little and too late” for
retirement. She cites a survey by an MPF
provider earlier this year which found
that many Hong Kong workers may face
a shortfall of more than HKs$2 million
(US$256,000) in their retirement sav-
ings because they are not putting away
enough money.

The Mandatory Provident Fund
Schemes Authority (MPFA), supervisor
of the MPF industry, has introduced ini-
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tiatives, including the tax-deducible vol-
untary contribution or TVC, to encour-
age members to save more than the
compulsory 5% of their monthly sala-
ries. MPF members can get a tax break
of up to HK$10,200 a year for savings
channelled to the TVC accounts.

But Ms. Lau says the initiative hasn’t
gained much traction among MPF
members. The survey found that while
around 70% agreed it could strengthen
their retirement protection, only 10%
have participated in the TVC and/or
the Qualifying Deferred Annuity Policy
which offer the tax breaks.

“The lacklustre market response
reflects the fact that members’ readi-
ness for retirement savings remains low
[and] most members are still taking
a wait-and-see attitude, and they may
miss out on the opportunity to accumu-
late retirement reserves by saving ear-
lier,” she says.

Assets and coverage

Ms. Lau says the MPF system as a whole
has proven to be a successful platform
to grow retirement assets. “MPF sav-
ings may start off small but can grow
into a substantial amount, providing
basic retirement protection after years
of accumulation,” she says.

The MPF’s total assets topped HKs$1
trillion (US$129 billion) as of July 2020.
The number of accounts with more than
HKs$1 million jumped almost 40% year-
on-year to 62,900 as of December 2019.

The MPF now covers around 88%
of Hong Kong’s working population,
whereas before its introduction 20 years
ago, only around one-third of the work-
force had retirement protection.

Ms. Lau says the MPF’s coverage ratio
is high compared to other global pension
schemes. And MPF providers are also
providing more funds that are tailored
to accommodate the needs of employees
at different stages. “For example, more
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aggressive investment strategies are
available for younger members’ saving
for a distant retirement, versus moder-
ate or conservative strategies for senior
members seeking more stable returns,”
she says.

Post-retirement solutions like annuity
products which provide stable cash flow
once Hong Kongers stop working are
also becoming popular. In light of grow-
ing life expectancy in the city, Ms. Lau
suggests that retirees should keep rein-
vesting part of their accumulated MPF
assets to finance what may be a longer
than expected retirement.

“PSA has been working with the
MPFA to include post-retirement solu-
tions in the MPF system in an ongoing
manner,” she says.

The introduction of the centralised or
eMPF platform in two to three years will
be another significant step in the evolu-
tion of the MPF system. The eMPF aims
to automate and streamline adminis-
tration of MPF schemes for 2.8 million
members. The platform is scheduled to
be launched in phases starting in 2023.

More and more MPF members are
already dealing with the paperwork
involved in managing their accounts
online and Ms. Lau says the eMPF is
expected to accelerate the digital trend
further. Last year, 40%-50% of employ-
ers handled their MPF administrative
work electronically, up from 20%-30%
in 2017.

“For MPF providers, the centralisa-
tion of MPF scheme administration
may reduce their burden of improving
administrative processes, allowing them
to focus their resources more on inves-
tor education as well as service develop-
ment to better address longevity chal-
lenges,” Ms. Lau says.

But she expects the eMPF to increase
competition among MPF providers and
to also probably lead to more mergers
and acquisitions.



