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It is again appropriate for this paper, the f i f th  National Report for Hong 

Kong, to begin with a review of the political and economic background, since 

this framework is of fundamental importance to the work of actuaries here. 

1. 

(a) Political Status 

The  violent suppression of the democracy movement in the People's 

Republic of China in June 1989, was a severe blow to confidence in 

Hong Kong. There is very considerable uncertainty about Hong Kong's 

fu ture  under the "one country, two systems" format promised under the 

Sino-British Agreement for  the 50 years following the return of Hong 

Kong to Chinese Sovereignty on 1 July 1997. 

(b) P o ~ u l a t i o n  

The total population is 5.7 million, of which 98% is Chinese. There 

is a high proportion of young people, but the average age of the 

population is increasing steadily. Many well-educated people in Hong 

Kong are now making plans to emigrate to Canada, the U.S. or 

Australia, although the extent of such migration clearly depends on the 

willingness of these countries to accept Hong Kong people. 

(c) Economv 

Despite the stock market crash in 1987, the economy in 1988 showed 

very strong growth. In fact the economy has been over-heating with 

a significant shortage of labour and virtually full  employment resulting 

in inflationary pressures. Following the June crisis in China and a 

slow-down of growth in the U.S., i t  is likely that real growth of 

G.D.P. will be "only" 5% in 1990. 

(d) Currencv 

The Hong Kong dollar remains pegged to the U.S. dollar a t  HK$7.80 



to US$]. The peg is essential in order to maintain political and 

financial stability. The price that has to be paid is that Hong Kong 

dollar interest rates have to follow U.S. interest rates, even if economic 

trends in Hong Kong and the U.S. are completely divergent. 

At the time of writing the Sterling exchange rate is HK$12.00 to f I. 

(e) B!wis 
There is no minimum wage in Hong Kong; average industrial earnings 

are  now almost HK$4,000 per month (ie. USS6.000 p.a.). Salaries of 

white collar workers range from 

US$6,000 to US$60,000 p.a.). 

( f )  Inflation 

As already mentioned inflation 

follows: 

Year Price Inflation 
1985 4.0% 

1986 5.3% 

1987 6.0% 

1988 9.0% 

1989 (est.) 11.0% 

HK$4,000 p.m. to HK$40,000 p.m. (ie. 

has been rising in recent years, as 

Salarv Inflation 

12.3% 

9.9% 

9.9% 

10.8% 

14.5% 

(g) Taxation 

Rates of taxation remain low by international standards. The rate of 

Profits Tax for companies is 16.5% while individuals pay a maximum 

rate of Salaries Tax of 15%. 

(h) Social Securitv 

The Government has been gradually improving the minimum social 

security benefits provided through the Old Age, Disability and Public 

Assistance Allowances. These benefits are  financed on a pay-as-you- 

go basis out of the Government's general revenue. In addition, the 

Government has also raised the benefits under the Long Service 

Payment Scheme which employers have to pay to employees terminating 

service under certain conditions. 



2. The Profession 

There are  currently 39 qualified actuaries in Hong Kong. The fellows a re  

from various countries, viz. Australia, Canada, the Netherlands, the 

United Kingdom (Institute and Faculty) and the United States. They are  

employed as follows:- 

Consulting firms 8 

Life  Offices 30 

Financial services -- I 

39 

The Actuarial Association of Hong Kong also has 33 Associates of either 

the Institute or Society of Actuaries and 67 students. The numbers reflect 

significant growth in the 1980's and this trend is likely to continue. 

The consultants are  mainly involved in  advising on retirement benefits. 

Other work includes l ife office and compensation consultancy as well as 

measurement of investment performance. As Hong Kong is a regional 

centre, actuaries here are often involved in activities in other Far  East 

countries. 

3. Retirement Schemes 

(a) Number of Schemes 

The number of Inland Revenue approved scheme continues to grow, as 

shown below: 

Number of 

A ~ ~ r o v e d  Schemes 

(31 March) 

1985 3,658 

1986 4,105 

1987 4,826 

1988 5,802 

1989 7,181 

It is estimated that 500,000 employees in the private sector are  covered 

by approved schemes, with assets of an estimated HK$70 billion (or 



USS6.4 billion). 

The assets of these schemes are growing rapidly and are  expected to 

double over the next three years. 

In addition to the approved schemes there are  an  unknown number of 

unapproved and informal schemes, which will be fundamentally 

affected by the new legislation (see later). 

(b) Design of Schemes 

Although by number of schemes, the majority of retirement plans are  

defined contribution arrangements, the number of members in defined 

benefit schemes is greater and the assets are  larger for  defined benefit 

schemes. 

The small number of schemes providing pension income benefits is 

declining as schemes are converted to a benefit format providing an  

immediate cash lump sum on termination of employment. These lump- 

sum benefits are tax-free, whereas pensions are taxed as salaries. Also 

lump sums are  perceived to be much more flexible in the light of the 

concern over 1997. 

There has been a continued trend towards higher benefits and shorter 

vesting periods as well as improved death and disability benefits. 

Despite the dollar peg, fears about the long-term value of the HK$ 

have led to a number of schemes incorporating some fo rm of currency 

protection for  members in their benefit design. 

There is no requirement for retirement scheme trusts to be established 

under Hong Kong law, and increasingly schemes have introduced safety 

measures such as establishing the scheme off-shore or incorporating a 

"flee clause" in the event of emergency in Hong Kong. 

(c) Investments 

Smaller schemes tend to be placed with an insurance company or bank 

pooled fund,  while larger schemes are generally established under trust. 



With trusteed schemes the investment of assets is usually undertaken 

by appointing one or more professional investment managers. There 

are  over 30 such managers in Hong Kong actively seeking to manage 

retirement funds. 

An annual survey of the investment performance of directly invested 

retirement schemes has been carried out by a firm of consulting 

actuaries in Hong Kong since 1983. At present the survey covers 

some 195 funds with over HK$22 billion of assets. 

In addition to investment performance, the survey also provides 

information on the distribution of assets by class and currency. The 

position a t  the end of 1988 was as follows: 

Cash Eauities Bonds , - n!.U! 
Hong Kong 16% 2% 14% 32% 

U.S.A. 13% 17% 3% 33% 

Non-H.K./U.S.A. 2696 - 7% - 2% 3596 
55% 26% 19% 100% 
-- -- --- --- --- --- ---- ---- 

As long as the HK$ is pegged to the US$, i t  is valid to regard both 

U.S. and Hong Kong investments as being in the currency of the 

liabilities of the retirement scheme. Even taking this into account, i t  

will be seen that 35% of assets are outside the domestic currency, a 

considerably higher proportion than would be regarded as prudent in 

almost any other country. 

4. 

Insurers have reported strong growth in new business in the last few 

years. Despite problems with a market which was not historically familiar 

with the concept of l ife insurance, insurers remain confident that with 

increasing exposure to the Western way of l ife and the gradual erosion 

of the tradition of extended family support, the potential for  growth is 

high. The latest available estimate of the size of gross premiums 

(including reinsurance) is HK$16 billion. 



Consulting, actuaries are  involved in several aspects of life insurance work 

for  some companies, including, for  example, product design and competitor 

analysis a s  well as the  required statutory valuation. 

The Hong Kong Insurance Authority is now making it very difficult  for  

a new insurer to obtain a licence - if this persists then small local 

companies may well become attractive to international insurers wishing to 

enter the market. 

There are  considerable challenges in the financial management of long- 

term business in Hong Kong. Rapid expansion and an  inflationary 

environment are causing considerable strain, and there is the underlying 

narrowness and volatility of the stock market to contend with. Insurers 

are virtually forced to mis-match assets and liabilities, because of the 

absence of a bond market and artifically low interest rates. Many 

companies offer investment products with guaranteed rates of return which 

could cause future potential problems for the companies. 

5. Reeulation o f  Retirement S c h e m e s  

In mid-1988 the Government produced a white paper on "The Prudential 

Regulation of Retirement Schemes". A considerable number of submissions 

were made by interested parties, including the Actuarial Association of 

Hong Kong and individual actuaries. Relationships with Government are 

good and many of the modifications proposed will be accepted in the 

forthcoming legislation. 

The following features will be included in the legislation: 

(i) compulsory registration and authorisation of all private sector 

retirement schemes 

(ii) assets to be held by an independent third party, either through 

trustees or via an  insurance policy as an  implied trust 

(iii) annual audit  of scheme accounts 

(iv) regular actuarial valuations of defined benefit schemes 

(v) benefit statements to be issued to employees annually 

(vi) details of the benefit rules, the assets held, the audit  report and 



the actuarial report (where applicable) to be made available to 

employees 

(vii) a minimum funding requirement of assets a t  least meeting vested 

liabilities within five years of the new legislation. 

There is general agreement that the proposed legislation is highly 

desirable, but in the Hong Kong context the legislation should not be so 

complex or costly that employers choose to terminate existing authorization. 

The intention is that once the legislation is i n  force Inland Revenue 

approval, which is necessary for  tax relief purposes, will be granted only 

to schemes which meet the new statutory requirements. It is also 

envisaged that there will be a transitional period of two years to allow 

employers to amend the operation and administration of schemes where 

necessary. There is, however, no proposed accounting standard as yet. 

There is no doubt that this legislation will do  much to improve the 

security of benefits promised to employees. The legislation represents a 

major step forward for the actuarial profession in Hong Kong 

6. - 
The political changes which will take place in 1997 place a major 

responsibility on the actuary to advise his clients in an  objective and 

professional manner. The problems created by political as well as 

financial  and economic uncertainty may require imaginative solutions if 

the client's need for  the best possible security for l ife assurance contracts 

or retirement benefits is to be met. 

The actuary in  Hong Kong faces some unique challenges, but there is no 

doubt that the profession will continue to play an increasingly important 

role in Hong Kong's financial community. 


