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1. INTRODUCTION 

This is the 8th National Report for Hong Kong but the first report for Hong Kong as a 
Special Administrative Region of the People s Republic of China. Also for the first time 
the Report describes developments within the People's Republic of China as seen by the 
author who is resident in Hong Kong. 

2. ECONOMIC BACKGROUND 

(a) Political Status 

The sovereignty of Hong Kong reverted from the United Kingdom to the Peoples 
Republic of China on 30 June 1997. Since then life has continued essentially as before 
and so far the favorable relationship between Hong Kong and Beijing Hong 
Kong will be a Special Administrative Region of the PRC for 50 years and then 
presumably will be fully integrated into China. 

(b) Po~ulation 

The total population of Hong Kong is now 6.5 million. Population numbers are increasing 
quite rapidly at an average rate of 2% p.a. The newcomers are mostly legal immigrants 
from the People's Republic of China and in addition the number of expatriates continues 
to increase. 

(c) Economy 

Economic activity has remained strung although the growth rate has slowed slightly to 
under 5% p.a. in real terms. Economic integration between Hong Kong and China 
continues. Service industries now account for over 80% of Hong Kong's economy. 

(d) Currency 

Under the Sino-British Agreement Hong Kong will maintain its own currency for 50 
years after 1997. The Hong Kong dollar remains pegged to the US dollar at the rate of 
HK$7.80 to US$1.00. The peg has proved to be invaluable in maintaining political and 
financial stability. Recently however there has been speculation against the Hong Kong 
dollar which has driven up interest rates. 



When the Hong Kong dollar was fixed at the 7.80 rate in 1983 this was a rather low rate 
and high inflation resulted in the following years. However the Hong Kong dollar is now 
over-valued and Hong Kong has become a very expensive place to do business. It seems 
likely that there will be a period of relative deflation in the next few years. 

(e) Earnings 

There is no minimum wage in Hong Kong. GDP per capita is now US$25,000 p.a. so that 
Hong Kong is a wealthy society. 

(f) Inflation 

Inflation rates have fallen in recent years as follows: 

Year Price Inflation Salarv Inflation 
% % 

1992 9.7 12.9 
1943 9.5 12.4 
1994 10.0 10.9 
1995 9.0 10.7 
1996 7.0 9 3 

(g) Taxation 

Rates of taxation remain low by international standards. The rate of profits tax for 
companies is 16.5% while individuals pay salaries tax at a maximum rate of 15%. 

3. THE PROFESSION 

There are currently about 120 qualified actuaries in Hong Kong plus over 170 associates 
and students. The Fellows originate from various countries with most of the senior 
actuaries originating from overseas and the younger actuaries being Hong Kong Chinese. 

The Actuarial Society of Hong Kong is taking significant steps to develop as a 
professional body. Thk majority of the actuaries are employed by life insurance company 
work (66%) with a smaller prouortion working as consultants (24%) and the remainder . . - .  - . , 

active in other areas including Government and investment firms. 

Hong Kong has adopted an Appointed Actuary system with the Office of the 
Commissioner of Insurance as the regulator. So far the Actuarial Society has issued two 
Professional Standards plus two exposure drafts. The Actuarial Society also produced an 
assured lives mortality table in 1993 and this will be updated in 1998. The University of 
Hong Kong now offers a course in actuarial science. 



4. SOCIAL SECURITY 

As well as there being no minimum wage there is no unemployment benefit in Hong 
Kong. However the Government has gradually improved means-tested social security 
benefits provided through the Comprehensive Social Security Assistance Scheme. These 
benefits are financed on a pay-as-you-go basis out of the Government's general revenue. 
The C.S.S.A. payments to the elderly are becoming tantamount to a modest form of old 
age pension. 

5. RETIREMENT SCHEMES 

(a) ORSO Schemes 

AU occupational retirement schemes are now regulated under the Occupational 
Retirement Schemes Ordinance. There are currently about 18,000 schemes either 
registered under ORSO or exempted. A total number of 850,000 employees in the private 
sector are covered by ORSO schemes with estimated assets of approximately HK$250 
billion (US$30 billion). 

The ORSO legislation provides a good framework for retirement schemes and covers 
such areas as: 

segregation of assets 
independent audit 
actuarial certification for defined benefit schemes 
at least one independent trustee 
regulation regarding prudent investments 
disclosure to employees. 

The vast majority of schemes are defined contribution in nature although perhaps 40% of 
covered employees are still members of defined benefit schemes. 

The Actuarial Society has not prepared a Professional Standard Paper for actuaries who 
issue certificates under ORSO. The regulator is the Registrar of Occupational Retirement 
Schemes. 

(b) Mandatory Provident Fund 

In 1995 the Government passed outline legislation for a Mandatory Provident Fund 
system in Hong Kong. In essence every employer and its employees will pay 5% of 
earnings to a Mandatory Provident Fund scheme which will be administered and 
managed by the private sector. 

The minimum earnings for contributions will be HK$4,000 (i.e. US$500) per month and 
the maximum earnings for contributions HK$20,000 (i.e. US$2,500) per month. The 



relevant earnings here include fluctuating emoluments, commissions, overtime payments, 
Chinese New Year bonus, etc. Benefits will be paid in lump sum format when the 
employee attains the age of 65 or on retirement after age 60. Benefits will be paid 
immediately in the event of emigration from Hong Kong or on death. 

Pooled schemes can be provided by banks, insurance companies, investment managers, 
and trustee companies. The administration and record keeping will be complex and 
costly, bearing in mind the high rate of staff turnover in Hong Kong of typically 25% p.a. 

Restrictions on Mandatory Provident Fund investments will be much more severe than 
under ORSO. While it will be possible for ORSO schemes to gain exemption from MPF 
it seems more likely that the vast majority of employers will not wish to give their 
employees the choice of an ORSO scheme as well as the compulsory MPF scheme, and 
will provide an MPF scheme only in future. 

The timetable for the implementation of the MPF has been delayed as the legislation was 
not passed under the last British Administration. Assuming that the detailed legislation 
can be enacted in the first half of 1998 then MPF could commence on 1 January or 1 
April 2000. 

6. LIFE INSURANCE 

The life insurance market in Hong Kong continues to grow but at a less spectacular rate 
than in previous years. The number of licensed life insurers has declined somewhat in 
line with the Government's long tern  objective of encouraging a smaller number of well 
capitalized international or domestic insurers to write business here. 

As at 31 December 1996 there were 65 authorized life insurers. Long term business is 
subdivided into 9 different classes. At the end of 1995 there were about 3 million 
individual and group policies in force with office premiums exceeding US$3 billion. 

Approximately 30% of the population now has individual life insurance. There has been a 
slowdown with new retirement scheme business because of uncertainty surrounding the 
MPF. The largest companies are in various stages of preparation for the introduction of 
MPF while the smallest insurers may well be forced into consortia because of their 
inability to provide full service to clients. 

7. GENERAL INSURANCE 

There is no requirement for actuarial certification of non-life reserves in Hong Kong. 
Nevertheless the Government is keen to encourage companies to have actuarial 
computation of reserves and the Insurance Authority is currently preparing a paper on 
discounting general insurance liabilities. 



8. INVESTMENTS 

Smaller retirement schemes tend to be placed with an insurance company or bank pooled 
fund while larger schemes are generally self-administered under trust. Trustee schemes 
usually have one or more professional investment managers to manage the assets. There 
are now over 40 managers in Hong Kong actively seeking to manage retirement funds. 

There are two surveys of investment performance of directly invested retirement schemes. 
The larger survey covers approximately 320 funds with HK$65 billion of assets as at 31 
December 1996. 

Median Investment Return 
+5.1% 
+53.3% 
-13.3% 
+15.4% 
+16.0% 

Overall a properly diversified portfolio has clearly beaten salary inflation over most 
periods of years. There is a growing trend towards specialist managers but the vast 
majority of schemes still operate with balanced investment mandates. The mean 
distribution of assets as at 30 September 1997 was as follows: 

Equities % Bonds 90 Cash % Total % 
Hong Kong 36 1 7 44 
USA 9 7 5 2 1 
Non HKIUSA 33 6 -4 35 

100 % 

For as long as the Hong Kong dollar is pegged to the US dollar it is valid to regard both 
US and Hong Kong investments as being in the currency of the liabilities of the 
retirement scheme. Nevertheless it will be seen that on average 35% of the assets are 
outside the domestic currency, a considerably higher proportion than would be regarded 
as prudent in any other country. There is also a trend towards member choice defined 
contribution schemes. 

9. FUTURE 

Since the last report the change of sovereignty of Hong Kong has taken place smoothly 
although fundamentally Hong Kong remains a volatile temtory. The actuary in Hong 
Kong faces some unique challenges as increasingly over the years Hong Kong's economy 
and way of life will converge with that of China's. Hong Kong actuaries should play a 
pivotal role in the development of life insurance and pensions in China and in promoting 
the establishment of a professional actuarial body in the P.R.C. 



PEOPLE'S REPUBLIC OF CHINA 

This is the first Report presented to IACA on the People's Republic of China, as 
understood by the author who is resident in Hong Kong. China is now the focus of 
considerable world attention and China's importance and influence is certain to grow in 
the next few decades. 

The People's Republic of China was founded on 1 October 1949 after a long period of 
civil war and disturbances. In land area China extends to about 3 million square miles 
which is the same size as the United States or Australia. Certain parts of the country are 
very densely populated while the western and more arid regions are very sparsely 
populated. 

2. ECONOMIC BACKGROUND 

(a) Political Status 

In 1978 Deng Xiao Ping made his historic announcement that China would move 
towards a market economy with socialist characteristics. Since then China has become 
significantly more open to Western influence and Western business. 

(b) Pouulation 

The population now exceeds 1.2 billion with approximately 860 million people in rural 
China plus 360 million urban population. Since 1972 population control has applied 
especially in the cities where the one child policy is enforced. However in the countryside 
two children are permitted if the first child is a girl. 

There is a great preference for sons which results in the sex ratio of new born children in 
some areas being: as high as 57% male. 

The expectation of life has increased for males from 49 to 70 in the last 50 years. The 
population will continue to increase for perhaps two more decades and then will decrease. 
Inevitably China will have by far the world's most serious aging population problem in 
the next few decades. 

(c) Economy 

Economic growth in China has been rapid with 10% p.a. real growth being achieved over 
a number of years. The commercial sector is booming and there is a major shift away 
from State controlled economic activity. The Government has announced that up to 2,000 
of the largest State Owned Enterprises will be restructured over the next 5 years. A 
number of these Enterprises will become listed in either the Shanghai or Shenzhen stock 



markets and some enterprises will seek an international listing on the Hong Kong Stock 
Exchange or on other international stock exchanges. 

(d) Currency 

The China currency is the Renminbi and the rate of exchange is currently RMB8.3 to 
US$l. There are still strict controls on movements of capital. Hong Kong currency is now 
quite widely used as a medium of exchange in Guangdong, the province of China 
bordering Hong Kong. 

(e) Earnings 

Average earnings vary enormously from US$980 p.a. in Beijing and US$1,120 in 
Shanghai down to under US$500 in the poorer provinces. Many rural workers are 
moving to the cities in search of better paid employment. Allowing for purchasing power 
parity the nationwide figure for GNP per capita is US$3,100 p. a. 

(f) Inflation 

Inflation threatened to become out of control a few years ago but the Chinese authorities 
have achieved a most commendable soft landing of the economy. 

Year - Price Inflation % Salary Inflation % 
1992 5.4 15.9 
1993 13.2 24.3 
1994 21.7 34.6 
1995 14.8 21.2 
1996 6.8 12.0 

(g) Taxation 

The taxation regime in China is complex and unfortunately many areas are subject to 
interpretation by provincial or city authorities. Major taxation reform has taken place in 
1997 so that in future all income tax will he paid to local government and in return the 
local government will pay a set amount to the central government. 

3. PROFESSION 

The fust initiative to train actuaries in China was by the Society of Actuaries which 
established an actuarial school at Nankai University in Tianjin in 1988. 

This was followed in 1994 by the institute of Actuaries establishing actuarial courses at 
the Central College of Fiance  and Economics in Beijing. Actuarial mathematics are now 
taught at six other universities in China. 



It should be appreciated that although there are many excellent Chinese mathematicians 
and statisticians it is particularly difficult for mainland people to become Fellows of the 
Western actuarial bodies. There is as yet no Institute of Actuaries in the People's 
Republic of China although this should develop in the near future. 

4. SOCIAL SECURITY 

Under the previous socialist model a typical urban worker was employed to the age of 60 
or 65 and the received a pension of approximately 80% of his final salary. This pension 
was paid by his State Owned Enterprise which was totally financed by the Central 
Government. Officially unemployment was low although there was a great amount of 
under-employment. 

The Central Government has made a major policy decision to pass responsibility for 
pensions from the Central Government to the provinces municipalities, cities and 
ultimately to the employees themselves. 

The fundamental reason for restructuring so many State owned Enterprises is to make 
them efficient and profitable and in many cases this will mean a considerable reduction in 
employment numbers. The fundamental question to be solved is who will take 
responsibility for the payment of pensions to existing pensioners. Also when large 
numbers of employees are laid off after considerable periods of senice who will be 
responsible for their accrued benefits. Almost 5.6 million workers lost their jobs in the 
first half of 1997. 

China has made very major strides in improving the quality of medical care. Again the 
Government intends to move to a system where part of the costs of medical treatment is 
paid by the individual. 

5. RETIREMENT SCHEMES 

In July 1997 the Government introduced a new law called the Unified Pension System. 
This law is a major step towards the long term objectives of reducing expectations of 
delegating responsibility for pensions and of moving towards a funded system. 

The Unified Pension Law will apply to most employees in the urban sector but will 
exclude 11 designated industries. About 150 million people will be affected initially. 

The thrust of the Law is that a two-part retirement benefit will be paid. Each employee 
will receive a flat rate pension of 20% of the average earnings in his municipality. 
Contributions by both the employer and employee will be made to the municipality. This 
flat rate pension cannot be provided on a national basis because of the major differences 
in earnings levels across the country. 



In addition to the flat rate pension each employee will have an individual account. This 
defined contribution benefit will be funneled by contributions of 4% of salary from the 
employee plus 7% from the employer moving to 8% from the employee plus 3% from the 
employer over the next decade. The employer's total contributions will be determined by 
each municipality at not more than 20% of earnings with that part of the contribution not 
paid into each employee's account being used to fund payments to existing pensioners 
plus the new flat rule pension to current employees in due course. 

In addition to the first two tiers of pension provision it is possible for an employer to set 
up a supplementary pension scheme which can be invested through a commercial 
provider. 

There are many unresolved issues for example when an individual moves from one part 
of the country to another. However the China Government is fully aware that these very 
dramatic reforms must be made to work effectively. 

6. LIFE INSURANCE 

The People's Insurance Company of China previously provided over 95% of all life 
insurance in the country. Now PICC has been restructured into a group under which 
PICC Lie,  PICC Property and PICC Reinsurance are the main subsidiaries across the 
country. In 1996 PICC published the first assured lives table in China. 

China has a very high savings rate of approximately 35% of earnings in the urban area 
and there should be tremendous opportunities to harvest long-term savings through life 
insurance as an alternative to bank deposits. China is now gradually opening its market 
to foreign insurers and currently 7 licenses have keen granted in Shanghai or Guangzhou 
as follows: 

2 licenses to US companies 
1 license to companies from each of Canada, France, Germany, Japan and Switzerland. 

The first license granted was for an international insurer to operate independently and 
since then all life insurance licenses require joint ventures. Five of the licenses are for 
individual life insurance and two for non-life. 

There are about 90 international insurers currently seeking licenses and it will be many 
years if ever before most of these companies can obtain a license. The Chinese 
Government has indicated that the next companies to receive licenses will be one from 
Australia plus one UK company. 



Even after a license is granted in principle the international insurer still has to negotiate 
with its potential joint venture partner and then submit a business plan to the People's 
Bank of China, which is the regulator, for approval. Even then the license will only be 
for one city or province of the country and will not be nationwide. The P.B.O.C. is now 
preparing actuarial regulations on product pricing and reserve valuations. 

7. GENERAL INSURANCE 

The market for general insurance is growing very rapidly in line with the growth of the 
economy. Again the Government wishes to have admission of foreign insurers into this 
market. However at present foreign general insurers can only pronde cover to foreign 
investment enterprises or joint venture companies. 

8. INVESTMENTS 

As mentioned there are two official stock exchanges in China together with a number of 
other centers where investments are traded. The total market capitalization of China 
stocks is about US$400 million. Foreigners are permitted to buy "B" shares only which 
usually stand at a considerable discount to "A" shares which are available to local 
investors. Those companies which are listed in Hong Kong can either be as an " H  share 
which is a Chinese company listed on the Hong Kong Stock Exchange or as a "Red 
Chip" which is a Hong Kong company being at least 35% controlled by a mainland 
organization. 

There is growing pressure from the World Trade Organization to move towards full 
RMB convertibility which would lead to A and B shares merging. 

Since 1990 approximately 80 closed-end funds have been established in various parts of 
China. Most of these funds, are well run but others may not be properly managed or 
supervised. The Chinese Securities Regulatory Commission and People's Bank of China 
have drawn up regulation for the management of mutual funds in China and to gradually 
permit foreign companies to establish joint ventures in the country. International 
investment managers now manage over 80 China funds offshore. 

At present the assets of the defined contribution part of the Unified Pension System can 
only be invested in cash and bonds by each municipality. In due course it is expected 
that a small proportion of the funds will be able to invest in equities. Similarly life 
insurance companies will gradually be permitted to invest in domestic shares and 
property. 



9. FUTURE 

Developments in China are taking place at a very rapid pace and it is a major challenge to 
keep abreast of and understand all the changes. Hong Kong has a special role to play as a 
gateway to China in terms of financial matters. 

Despite the many challenges the outlook for the actuarial profession in China is most 
exciting and these individuals who are able to take advantage of the actuarial courses 
available should have a very major contribution to make to the country's development in 
future. 


