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1. Introduction 

It is again appropriate for this paper, the 7th National Report for Hong Kong, 
to begin with a review of the political and economic background since a good 
understanding of this framework is of fundamental importance to the work of 
the actuaries here. 

2. Ecnnnmic Backernund 

a) Political Status 

As at the date of Conference, it is only 33 months until the handover 
of Hong Kong from British to Chinese sovereignty. Compared with five 
years ago at the time of the Tienanmen Square tragedy, there is a much 
greater degree of confidence in Hong Kong's future. However the 
business community is generally not in favour of the democracy 
proposals put forward by the Governor, Mr. Christopher Panen. 

b) Population 

The total population is now in excess of 6 million. The average age of 
the population is increasing and population numbers are growing steadily 
both from Hong Kong people returning from overseas and also with an 
increasing number of expatriates. In addition because of a chronic 
labour shortage, Hong Kong has imported a certain number of workers 
from China, the Philippines and Eastern Europe. 

c) Economy 

The economy has been remarkably strong in the last several years. The 
shortage of labour and of land has caused significant inflation. 
Economic growth is currently at about 5% p.a. in real terms and each 
year the importance of China to Hong Kong's economy grows. 

d) Currency 

The Hong Kong dollar remains pegged to the U.S. dollar at the rate of 
HK$7.80 to US$1.00. The peg has proved essential in maintaining 
political and financial stability. The price that has to be paid is that 



Hong Kong interest rates must necessarily track those of the U.S. 
although the economies of Hong Kong and the U.S. are very divergent. 
The result has been high intlation which cannot be controlled by interest 
rate policy. 

e) Earnings 

There is no minimum wage in Hong Kong. Average earnings are now 
in excess of HK$11,000 per month, i.e. about US$17,000 per annum. 
GNP per capita in Hong Kong is now the second highest in Asia and 
exceeds that of countries such as Australia and the U.K. 

f) Inflation 

As previously mentioned, intlation is significant in Hong Kong as 
follows:- 

Year - Price lntlation % Average Salarv Inflation % 

1989 10.0 13.4 

g) Taxation 

Rates of tax 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. T h e  Profession 

There are currently 72 qualitied actuaries in Hong Kong. The Fellows are from 
various countries with most of the older actuaries originating from overseas and 
most o f  the younger actuaries heing Hong Kong Chinese. The Actuarial Society 
of Hong Kong has been reconstituted and is intending to develop as a true 
professional body. 

The majority of the actuaries are involved in life oftice work although the 
number of consultants is growing quite rapidly. 



4. Social Security 

The Government has been gradually improving the minimal social security 
benefits provided through an old age allowance and supplementary old age 
allowance. These benefits are financed on a pay-as-you-go basis out of general 
Government revenue. 

In 1993, the Government seriously considered the introduction of a central 
provident fund for Hong Kong. Eventually this was rejected. The second 
possibility considered was mandatory provision of private sector benefits. This 
proposal was also rejected because of the difficulties associated with: 

- guaranteeing the solvency of financial institutions writing the business 

- determining maximum charges 

- determining minimum investment returns 

- dealing with preservation and transfers. 

The Government is now considering the feasibility of establishing an Old Age 
Pension Scheme ("OPS") to provide regular pension benetits at a basic level to 
the aged. One of the primary requirements is to keep the scheme simple to 
operate and administer. 

Benefits will be in the form of a tlat-rate dollar pension. It is expected to be 
some 30% of the median wage of the working population when the OPS is 
introduced. This amount will then be adjusted each year according to price 
inflation. Pressure is expected to exist from time to time for the Government 
to make real increases above price intlation to the pension benefits. No other 
benefits will be payable from the Scheme. 

Individuals who have reached age 65 and satisfy certain residence requirements 
will be eligible for the pension benefits, Non-contributors under age 70 may 
have to satisfy an assets test. 

The Scheme is to be financed by a pay-as-you-go method and the whole 
population of working age is expected to contribute. The Government has 
promised to contribute as an employer and also to plough back any cost savings 
from existing social security schemes which will become obsolete when the OPS 
is in full operation. 

Contributions will be in the form of a percentage of earnings. The initial 
contribution rate is estimated to be under 5% which is to be shared by 
employers and employees. 



Of particular interest is the lack of direct linkage between the contributions one 
makes and the ultimate benefit one receives from the OPS. This is not common 
in other countries' schemes. The Government is expected to face quite a 
challenge in the presentation of such a scheme for public comment. 

5. Retirement Schemes 

a) Numher of Schemes 

The number of Inland Revenue approved schemes continues to grow, as 
shown below. 

Year - Numher nf Aooroved Schemes 

(31 March) 

It is estimated that 800,000 employees in the private sector are covered by 
approved schemes, with estimated assets of HK$150 billion (US$20 billion). 
The assets of these schemes are expected to double over the next three or four 
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, described below. 

On 15 October 1993 the Occupational Retirement Schemes Ordinance became 
effective. The Ordinance was the fruit of work that began in 1987 on the 
regulation of retirement schemes in Hong Kong. 

The Ordinance, referred to as "ORSO", has introduced a formal framework for 
the proper management of retirement schemes. The main requirements of ORSO 
are: 

- all schemes must be registered by 15 October 1995 and thereafter new 
schemes must apply for registration within three months of establishment 



- the assets of each scheme must be segregated from the employer's assets 
under trust or through an insurance policy 

- schemes must be audited independently every year 

- defined benefit schemes must have an actuarial valuation at least every 
three years and be certified by a qualified actuary 

- if a defined benefit scheme's assets are not sufficient to cover all leaving 
service benefits the actuary is required to issue a qualified certificate and 
review the scheme annually until a full certificate can be issued (i.e. 
when the scheme is solvent) 

- at least one of the trustees of a trust-based scheme must be independent 
of the employer 

- there are certain restrictions and disclosure requirements on the assets 
that may be held such as investment in the employer's shares; more than 
10% of the assets in any one company's securities; and securities listed 
on stock exchanges not recognised by the Securities & Futures 
Commission 

- upon joining a scheme each employee must be advised of the benefits 
that will be payable from the scheme 

- each year each employee must be given an annual benefit statement 
describing the benefits earned to date 

- should a majority of the members of the scheme so desire, they may 
form a "consultative committee". Whilst the committee does not have 
power of management or decision making, it does have rights of access 
to a wide range of information regarding the scheme 

The Commissioner of Insurance is also the Registrar of Occupational Retirement 
Schemes. 

The Actuarial Society maintains a close relationship with the Registrar's office 
and has been developing a Practice Standard for actuaries who prepare actuarial 
certificates under ORSO. 

Around 1,200 schemes are defined benefit and the workload of the consulting 
actuary in providing the basic services required by ORSO alone will continue 
to be high. 

6 .  Life Insurance 

Life insurers have recently seen some slackening in the strong growth in new 
business over the last few years. Despite the challenges of a society which was 



not historically familiar with the concept of life assurance and the gradual 
weakening of the tradition of extended family support, the potential of growth 
remains good. 

Life insurance business in Hong Kong has grown substantially between 1982 and 
1992 from estimated gross premiums of HK$896 million (US$115 million) to 
HK$13 billion ( U S 1 . 7 6  billion). This represents an annual compound growth 
rate of 31%. 

In the past, the growth of life insurance business has been supported by a steady 
increase in income, increasing public awareness of the need for life protection, 
and the introduction of more options in life insurance products over the past few 
years. Demand for life insurance has been strengthened by the withdrawal of 
some civil servants from the Surviving Spouses' and Children's Pension Scheme 
sponsored by the government. In addition, the remarkable performance of local 
and overseas stock-markets in 1993 further boosted the income growth of life 
insurers. 

Since the introduction of the Insurance Companies Ordinance in 1983, 
amendments to the regulatory structure have been made from time to time for 
the better protection of policyholders and the more effective administration of the 
Ordinance. During 1993, amendments have been made which: 

- require the Commissioner of Insurance to be notified when an insurer 
decides to remove or replace its auditor or actuary, o r  where the auditor 
or actuary resigns 

- introduce 3 new classes of long term business, relating to the provision 
of retirement benefits 

- permit information to be disclosed to the Commissioner of Insurance by 
the auditor o r  actuary of an insurer. 

In addition, there are proposed legislative amendments which will: 

- allow a new solvency margin for long term business with prescribed 
minimum valuation bases (likely modelled after the EC Directives) 

- introduce a legislative framework for the regulation of insurance 
intermediaries (i.e. insurance agents and brokers). 

There are currently 5 9  authorised life insurers in Hong Kong, 40 of which are 
pure long term and 19 are composite. It remains very difficult for a new 
insurer to ohtain a license, with the result that new entrants into the Hong Kong 
life insurance market are forced to consider purchasing existing life insurance 
operations. Several sales of life companies have recently taken place. 

The economies of Hong Kong and China are becoming so intertwined that a 



brief discussion of the China market is appropriate. There are several insurance 
companies in China but the People's Insurance Company of China ("PICC") 
alone accounts for over 95% of total business. Currently, only one foreign 
insurer is authorised to write business in China. T o  obtain a license in China, 
a foreign insurer must have established a representative oftice in China for 2 to 
3 years and have shown a firm commitment to the China insurance market. 
The approval process, from the authorization of a representative oftice to the 
granting of a license, can take many years and involve numerous government 
units with the People's Bank of China playing a dominant role. To shorten the 
process and to by-pass the 2-year rule, foreign insurers are looking into possible 
joint ventures with local businesses. 

China's new insurance law is expected to he released in late 1994 and is 
expected to allow for the opening o f  Chi'na's insurance market to foreign 
insurers. However, developments are not expected to take place quickly as 
China will want to ensure that regulations are in place and that local insurers 
are given time to prepare for foreign competition. Even though China has 
indicated its intention to keep the China insurance market and the Hong Kong 
insurance market separate a%er 1997, foreign insurers and local investors are 
keen to establish life insurance operations in Hong Kong with the expectation 
that a well established Hong Kong operation will serve as a springboard to 
China. 

The impact on consulting actuaries in Hong Kong is that in addition to 
undertaking traditional life insurance work such as product design, statutory 
valuations and sale and purchase valuations, actuaries are becoming more 
involved in roles such as: 

- assisting in developing strategies to enter the China market 

- networking between foreign insurers on the one side and local (andlor 
regional) investors on the other for the formation of partnerships and 
joint ventures. 

The Insurance Authority in Hong Kong has been renamed as the Commissioner 
of Insurance, and for the first time there is an actuary as Assistant 
Commissioner responsible for the supervision of long-time business. The 
authorities are keen to expand the duties and level of responsibility of the 
Appointed Actuary. 

There are considerable challenges in the financial management of long-term 
business in Hong Kong. Rapid expansion and an intlationary 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 mismatch 
assets and liabilities because of the absence of a bond market and artificially low 
local interest rates. Many companies offer investment products with guarantees 
which could cause future potential problems for the companies. 



All in all, the future looks bright for consulting actuaries who know the China 
market and have strong connections within China and the region. 

7. General Insurance 

There is no requirement for actuarial certification of non-life reserves in Hong 
Kong. Nevertheless a growing number of companies are seeking actuarial 
advice, either of their own volition or through governmental persuasion. Some 
companies also take actuarial advice in their risk management control. Medical 
benefits are rapidly becoming more expensive in Hong Kong and it is expected 
that large employers as well as insurers will increasingly see the merits of a 
scientific approach. 

8. Investments 

Smaller retirement schemes tend to be placed with an insurance company or 
hank pooled h n d ,  while larger schemes are generally established under trust. 
With trustee schemes the investment of assets is usually undertaken by appointing 
one or more professional investment managers. There are about 40 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 254 t inds  with over HK$52 
billion of assets as at 31 December 1993. 

Year - 
1989 

Median Investment Return 

+ 17.9% 

In contrast to the five year period up to 1986 which was very favourable, the 
average investment return did nut kept pace with salary intlation over the five 
years to 1992. However, with exceptional performance in 1993, returns over 
all periods to the end of 1993 have exceeded salary intlation. 



In addition to investment performance, the survey also provides information on 
the distribution of assets by class and currency. The position as at 31 March 
1994 was follows: 

Equities % Bonds % Cash % Total % 

Hong Kong 29 1 6 36 

U.S.A. 9 3 6 18 

As long as the HK dollar is pegged to the US dollar, it 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, it will be seen that 46% 
of assets are outside the domestic currency, a considerably higher proportion 
than would be regarded as prudent in almost any other country. The negative 
figure shown for non-dollar cash is due to managers effecting forward exchange 
cover. 

9. The Future 

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 retirement benefits or life assurance contracts is to be met. 

The actuary in Hong Kong faces some unique challenges, but it is certain that 
the profession will continue to play an increasingly important role in the Hong 
Kong community. 
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