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1. The P r o f e s s i o n  

~ort For Hong Kong 

At the time of writing this first National Report for Hong 
Kong, there are 12 actuaries resident in the Colony. These 
actuaries are Fellows of the Institute or Faculty (I I) or of the 
Society ofActuaries (I) and the activities can be analysed thus: 

Consulting firms 
Life offices 
Merchant banks 
Employee benefits manager 
Non-actuarial work 

The Actuarial Association of Hong Kong also has about 16 
Associates and 25 Student Members of the Institute or Society of 
Actuaries. It seems certain that the number of fully qualified 
actuaries will double in the next few years. 

As well as the mainstream activity of advising on retire- 
ment and other employee benefits, some of the consultants are 
involved in life office and in compensation work. Furthermore 
Hong Kong is a regional centre and the actuaries are often con- 
cerned with activities in other Far East countries. 

2. Economic Background 
(a) Political Status 

Hong Kong is a British Colony located on the coast of 
China. Hong Kong Island and Kowloon are ceded to 
Britain in perpetuity but the New Territories were 
acquired under a 99-year lease which technically 
expires in 1997. Although no one can be certain of the 
position after 1997, relations between Britain and 
China have never been better and the Chinese authori- 
ties have made reassuring statements concerning the 
future of Hong Kong. 

(b) Population 
The population of Hong Kong is in excess of 5 million 
having grown tremendously since 1945 when the 
population was 600,000. Almosi half the population 
is under 25 and the population density is one of the 
highest in the world. 
98% of the population is Chinese and the remainder 
include British, Americans, Australians and 
Portuguese as well as nationals from other Asian 
countries. English and Chinese are the two official 
languages. 

(c) Ekonomic Growth 
Hong Kong is rightly regarded as an outstanding 
example of free enterprise. Despite the absence of all 
natural resources, the living standard is amongst the 
highest in Asia. In the 1950's and 1960's Hong Kong 
developed as a manufacturing base, but now the 
emphasis is on higher value-added products and on 
the service sector. There are over 100 active banks in 
Hong Kong. 
The growth in real Gross Domestic Product has been 
as follows:- 

Year 
1980 
1979 
1978 
1977 
1976 

Real Growth 
10.0% 
1 1.5% 
10.09/0 
9.8% 

18.8% 

(d) Currency 
The currency is the Hong Kong dollar which floats 
freely. There is no exchange control resulting in com- 
plete freedom of movements of all funds. Interest rates 
tend to reflect US rather than U K  prevailing rates. 

(e) Inflation 
Inflation was not a problem until veryrecently. 

Year 
1980 
1979 
1978 
1977 
1976 

Inflation Rate 
14.5Yo 
15.1% 
8.6% 
4.5% 
4.2% 

It should be appreciated that the cost of living varies 
greatly for the different categories in Hong Kong 
society. For the businessman Hong Kong has now 
become a high cost area, both in respect of wages and 
of business overheads. 

(0 Social Security 
There is no state retirement scheme in Hong Kong, 
such as the Central Provident Fund in Singapore. 
There are very minor benefits only for residents who 
are disabled or over 70 or on very low incomes. The 
Government has now dropped plans to introduce 
modest sickness, death and retirement benefits. 
Medical services are available in government hospitals 
and clinics at minimal expense. There is Employment 
Legislation under which employees may receive 
severance pay if made redundant. 

(g) Taxation 
The principal taxes are Profits Tax for companies and 
Salaries Tax for individuals. Profits Tax is levied at the 
flat rate of 16Wo on profits earned in Hong Kong itself. 
Salaries Tax is payable on earnings up to a maximum 
of 15% of remuneration. 

3. E m p l o y e e  B e n e f ~ t s  

(a) Employment Structure 
Of the total population of 5 million plus, about 2.7 
million are between the ages of 20 and 60 and about 
2.1 million are gainfully employed. The largest 
employer is the Civil Service with 150,000 employees. 
Hong Kong has a large number of small companies, 
and the approximate figures relating to employers in 
the private sector are: 

Size of Number of Number of 
C o m p y y  Companies Employees 
Under 20 135,000 700,000 
20-49 9,000 300,000 
50-99 4,000 270,000 

100- 199 1,700 240,000 
200 - 499 750 220,000 
500 - 999 190 130,000 

1,000 - 1,999 50 70,000 
2,000 and over 10 70,000 

150,700 2,000,000 

(b) Type of Benefits 
Employee Benefits in Hong Kong consist of three 
elements: - Medical benefits 
- Group life assurance 
- Retirement benefits. 

Although the standard of treatment in Government 
hospitals is high, there has been considerable growth 
in the provision of private medical benefits. Benefits 
consist of hospitalisation and outpatient elements, and 
sometimes cover is provided for maternity, dental and 
major medical risks. 
Large employers tend to self-insure, while the smallest 
companies would insure all benefits. It is also common 
to insure the hospitalisation cover, but self-insure out- 
patient benefits. Medical schemes are usually paid for 



wholly by the employer, at a cost of between 3% and 
8% of payroll, the higher figure being appropriate if 
dependants are covered. 
Group life assurance is usually straightforward. There 
is a move in larger companies to integrate this with 
retirement benefits and only insure a proportion ofthe 
sum at risk if necessary. 
In the absence of any statutory requirement, it is 
clearly a matter for each employer to decide whether 
to provide retirement benefits or not. There has never- 
theless been considerable growth in the number of 
schemes approved by the Hong Kong Inland Revenue. 

Year Number of 
(3lst March) Approved Schemes 

1981 2,328 
1980 2,05 1 
1979 1,73 1 
1978 1,508 
1977 1,216 

It is estimated that less than 10% of the working popu- 
lation in the private sector are currently entitled to 
retirement benefits. Schemes consist of two main 
types: defined contribution or provident fund 
schemes, and defined benefit or final salary schemes. 
There are far more defined contribution than defined 
benefit schemes in Hong Kong, although by number of 
members the picture is more balanced. With the 
recent impact of inflation in HongfKong and the grow- 
ing sophistication of employers, {here is a firm trend 
towards the provision of final salary schemes. 
A majority of retirement schemes provide lump sums 
rather than pensions on retirement, as this reflects the 
attitude of both locals and expatriates and also the tax 
position encourages lump sum benefits. For final 
salary schemes, the level of benefit is between 1 and 3 
months final salary per year of service with benefits 
usually being graded between executives and staff. 
The retirement age is commonly 60 for both males 
and females. Employees often contribute 5% of salary, 
with company contributions lying between 5% and 
20% of ~avroll. 
The condkons for approval ofa scheme by the Inland 
Revenue are fairly easily satisfied. There is no limit on 
the benefits which may be provided. Approval means 
that the employer will receive reliefagainst Profits Tax 
on ordinary contributions up to 15% of payroll, and 
all lump sum benefits are tax-free in the hands of the 
employee. 
Special contributions paid by the employer are spread 

over 5 years for tax relief purposes. No special tax 
advantages attach to the income of the scheme. 
Pension payments are subject to Salaries Tax, 
irrespective of whether the pensioner is resident in 
Hong Kong or overseas. 
In the past many employers have focussed attention 
on the design of the benefits and on the initial cost of 
the scheme. With the growth of retirement benefits 
business the importance of good investment perfor- 
mance, plus good advice, is being increasingly 
realised. 
Small schemes are either insured or placed with one of 
a number of banks offering pooled provident fund 
arrangements. The larger schemes are self-invested. 
There are also a number of unapproved schemes and 
book reserve schemes still in existence. 
It is interesting to note that the civil service has a 
pension scheme providing pensions of one-fiftieth per 
year of service with a retirement age of 55. Existing 
pensions have been increased in line with the cost-of- 
living, although there is no guarantee of index-linking 
for the future. Despite the tremendous disparity 
between the value of this scheme and the average 
Hong Kong scheme, there has as yet been very little 
public comment on civil service benefits. 

4. Insurance Companies 
The legislation governing life insurance companies is fairly 

minimal and at present consists of the Life Insurance Companies 
Ordinance 1975 and the (Amendment) Ordinance 198 1. All com- 
panies must have paid-up capital of the equivalent of HK!$5m and 
a solvency margin of HK$2m. There is also a requirement for a 
statutory deposit. 
There are at present 1 15 registered life insurers, either as separate 
companies or as branches of overseas insurers. Most of these have 
never traded or are inactive and only a relatively small proportion 
are writinga significant volume ofbusiness. 
The authorities have announced that new controls will be intro- 
duced and discussions are taking place on a draft Insurance 
Companies Bill which will thoroughly revise and extend the 
Government's supervisory powers. The number of authorised life 
insurers should reduce considerably. 
Under the proposed legislation an actuarial valuation will have to 
be camed out every 2-3 yeais. Also any new company will be 
required to prepare a new business plan with certification by an 
actuary as to the premium rates, volume of business, com- 
missions, reinsurance arrangements and capital requirements. 
These changes aim to produce a financially strong and dynamic 
life insurance industry. 


