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It seems appropriate to start this, the fourth National Report for Hong Kong, with a 

review of the political and economic background, since this plays a major role in the 

work of actuaries here. 

1. Economic Backeround 

Political Status 

Despite the ratification of the Sino-British Agreement in 1985, there is 

still a considerable degree of uncertainty about Hong Kong's future, and in 

particular about the extent to which the Territory will be allowed to 

maintain its capitalist freedom under the "one country, two systems" 

format promised for the 50 years following the transition in 1997. 

The total population is 5.6 million, of which 98% is Chinese. There is a 

high proportion of young people in the population. 

Economy 

The economy continues to show strong growth, but is highly dependent on 

exports and re-exports. There is concern over the possibility of fecession 

in the United States and the imposition of trade restrictions by that 

country. 



(d) Currency 

The "pegging" of the HKS to the U S  after the local currency crisis of 

1983 has worked very well, with interest rate changes being used to 

counter exchange rate pressures. The Government is under some U.S. 

pressure to revalue the local currency, but has denied that such a move 

will be contemplated. 

(e) Inflation 

Current consumer price inflation has been rising to around the 6% p.a. 

level, while salary increases have been in the 9% to 12% range. 

The rates of inflation over the past few years were as follows: 

&&r Price Inflation Salarv Inflation 

1984 9.0% 12.5% 

1985 4.0% 12.3% 

1986 5.3% 9.9% 

1987 6.0% 9.9% 

(f) Social Security 

In October 1987, the Government announced that it would not be 

introducing a Central Provident Fund. However the Government will 

improve the minimum social security benefits through the Old Age, 

Disability and Public Assistance Allowances. In addition, the Government 

will improve the benefits under the Long Service Payment Scheme which 

employen have to pay to employees under certain conditions. Finally the 

Government will draw up legislation on the regulation of retirement 

schemes (see later). 



(g) Taxation 

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

Profits Tax for companies is 18%, while individuals pay a maximum rate of 

Salaries Tax of 16.5%. 

2. The Profession 

There are currently 25 qualified actuaries in Hong Kong. The qualifications are 

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 

Life Offices 

Financial services 

Employee benefits manager 

The kctuarial Association of Hong Kong also has 27 Associates of either the 

Institute or Society of Actuaries and 29 students. The numbers reflect steady 

growth and this trend is likely to continue. 

The consultants are mainly involved in advising on retirement benefits. Other 

work includes life 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 schemes continues to grow, as 

shown below: 



Number of 
Year A~oroved  Schemes 

(31 March) 

1984 3,325 

1985 3,658 

1986 4,105 

1987 4,826 

It is estimated that 400,000 employees in the private sector are covered by 

the schemes, with assets of an estimated HK$50 billion (or US$ 6.4 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. 

(b) Desian 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 the lump sum benefit format 

preferred by most scheme members, since these benefits are tax-free, 

whereas pensions are taxed as salaries. 

There has also been a trend towards shorter vesting periods and this has 

led some scheme members to change employers in order to take out the 

withdrawal benefits, often to remit these overseas. 

Fears about the long-term value of the HK$ have led to a number of 

schemes incorporating some form of currency protection in their benefit 



design. 

(c) Investmenq 

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 about 

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 about 175 funds 

with over HKS20 billion of assets. 

In addition to investment performance, the survey also provides 

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

position at the end of 1986 was as follows: 

Forward 
Bonds Contracts Total Eauities - 

Hong Kong 27% 2% 4% + 7% 40% 

As long as the HK$ is pegged to the US$, it is valid to regard both U S .  

and Hong Kong investments as being in the currency of the liabilities of 

the retirement scheme. Taking this into account, it will be seen that 44% 

of assets are outside the domestic currency, a considerably higher 

proportion than would be regarded as prudent in almost any other country. 



4. Insurance Comoanieq 

The introduction of the Insurance Companies Ordinance in 1983 has proved to be 

no obstacle to the growing number of overseas insurers now operating in Hong 

Kong, who are attracted by the undeveloped local market and by the potential 

for the whole Far East region. It has been estimated that only about 10% of 

Hong Kong's population has effected individual life insurance. 

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 life insurance, insurers remain confident that with increasing exposure 

to the Western way of life and the gradual erosion of the the traditional 

extended family support, the potential for growth is high. 

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

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

as well as the required statutory valuation. 

5. Recent Develo~ment~ 

(a) The October 1987 Stock Market Fall 

During the world-wide stock market falls in October 1987, the Hong Kong 

stock market certainly lived up to its reputation for volatility. The 

closure of the stock exchange for 4 days did little, if anything, to stop 

the fall, and may even have exacerbated it. 

The collapse of the futures market together with the closure of the stock 

exchange, has tarnished Hong Kong's standing as a sophisticated 

international financial centre. Whether this will have any significant 

effect over the longer term remains to be seen. 

The investment performance survey referred to earlier showed that up to 

the end of September 1987 the median return for the year to date was 



+36.3%, with the average fund being 83% invested in equities. Although 

full details were not available at the time of writing, it is estimated that 

by the end of October the returns for the first 10 months of 1987 were in 

the -5% to +5% range. The October falls have effectively taken most 

retirement funds back to where they stood at the end of 1986, with the 

considerable gains of 1985 and 1986 still being intact. In fact, the median 

compound time-weighted return since the beginning of 1983 is still 

expected to exceed 20% p.a., which is considerably higher than salary 

inflation over the same period. 

Pro~osed Reeulation of Retirement Schemes 

Following the well-publicised problems of a number of retirement schemes, 

where actuarial advice had not been taken, the Government announced its 

intention to introduce a system of regulation of private sector schemes. 

At the time of writing the draft legislation has not yet been published, 

but has been referred to five local professional bodies, including the 

Actuarial Association of Hong Kong, for comment. 

It can be expected that the following features will be included in the 

legislation: 

compulsory registration and authorisation of all private sector 

retirement schemes 

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

trustees or via an insurance policy 

annual audit of scheme accounts 

regular actuarial valuations of defined benefit schemes 

benefit statements to be issued to employees annually 

details of assets held, the audit report and the actuarial report 

(where applicable) to be made available to employees 



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

liabilities within three 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 schemes 

rather than meet the requirements for authorization. 

The intention is that once the legislation is in 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 to allow employers to amend the 

operation and administration of schemes where necessary. 

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 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 life 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 stability. 


