Pension Reform in Hong Kong

Pension reform in Asia is very much a warm topic, with mandatory systems on the horizon in Korea and Taiwan, and almost everywhere you look  there are changes and proposed changes as Asia gets to grips with the prospects of an ageing population living longer, with those higher dependency ratios.

Hong Kong was among the first to look at reform, with a lengthy debate about what was seen as a live issue in the 1950’s. At that stage the focus was on provident funds rather than pensions, as former British colonies Malaysia and Singapore started their own centralised provident fund systems at the behest of the British Government. Hong Kong had other things on its mind notably the big increases in population as refugees came in from China, putting huge stresses and strains on housing and infrastructure. Provident Funds for everybody would have to wait.

Nevertheless the private sector began to take on provident funds, covering their long service payment liabilities, until around a third of the workforce was covered by a provident fund, with the Civil Service enjoying a pension, as long as they were “permanent and pensionable”.

The soon to be outgoing British Administration pestered on the matter of a territory wide savings system and in 1994 the Mandatory Provident Schemes Ordinance slipped through, providing the framework for a new system, known as MPF, that with some exceptions took in the workforce not covered by the existing system, by then known as ORSO, and the Civil Service arrangements.

The MPF system was introduced without the knowledge that we now have about rising aged populations and it took the same benefit structure of a lump sum that prevailed in ORSO, but made most of it, the mandatory part, only available at retirement. The irony of course was that ORSO stands for Occupational Retirement Schemes Ordinance, but almost all benefits under it were taken on leaving employment, whereas MPF doesn’t mention the word retirement but that’s when the mandatory contributions get paid; the voluntary or other contributions follow the pattern of benefits at the end of employment with the ability of employers to restrict their part of the benefit    vesting scale.

And that appeared to be that, as far as Hong Kong’s contribution to Asian pension reform was concerned, as others looked at Hong Kong’s system, cherrypicked the better parts for themselves. Many liked the idea of a strong regulator and the trust structure that protected the member’s interests. One or two points though caused concern, notably the emphasis on paying a lump sum and having the member investing the balances in funds of his choosing, being at risk to market movements, particularly as the member got closer to retirement age, where a sudden fall in shares in particular could affect the value of savings.

There have been voices calling for reform in Hong Kong, focussing on the need to provide an income, with the idea of making the MPF – and ORSO – saver leave his savings not only until retirement but then using them to provide an income. The Australian drawdown method, after all MPF has some distinct Australian origins, looked one possibility as there is no annuity market worth looking at in Hong Kong. There are few issuers of debt securities in Hong Kong dollars with enough duration to actually build an annuity product on.

But now we have an inkling of reform. On 20th April 2005 in a Legislative Council Panel Meeting on Welfare Services, the Secretary for Health, Welfare and Food York Chow said that the Hong Kong Government’s Central Policy Unit was studying a comprehensive retirement plan. He referred to the world Bank’s three pillar system dating back to 1994, which of course was  modified to some degree by a new World bank five pillar version in February 2005. The new five pillar version, which reflects the reality of accumulated pension reform rather than World bank policy, includes a zero pillar, of a basic payment made to all who qualify, the qualifications being limited to age and residence. 

MPF has its good points, but does little for those who won’t have too long to save in the system, and clearly only benefits workers who can save. Many others support society without actually getting a wage and there will some pressure to ensure that whatever the reforms in Hong Kong, which may be a long time coming, all will benefit to some degree.

So Hong Kong is on the verge of more reform, or so it appears. Once more Hong Kong has the opportunity to show how reforms can be developed to benefit society. It will be an interesting and important period for pension reform.
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