
NATIONAL REPORT 

for 

HONG KONG 

by 

Stuart H. Leckie 

It is again appropriate for this paper, the sixth 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. Economic Backeround 

(a) Political Status 

Since the China crisis in June 1989, confidence in Hong Kong has been 

recovering, with the agreement between Britain and Chins to build a new 

airport in Hong Kong being viewed as a most positive step. 

(b) Po~ulat ion 

The total population is 5.8 million, of which 98% is Chinese. The average age 

of the population is increasing steadily. The number of people emigrating 

to Canada, Australia or the U.S.A. is balanced by the number of immigrants 

from China. 

(c) Economv 

The overall economy has not suffered from recession, with real growth in 

1990 of 3%, in 1991 4% and estimated growth in 1992 of 5%. Hong Kong is 

progressively becoming the financial and service centre for the southern part 

of China (population 400 million). There is virtually full employment and 

the manpower shortage is being mitigated by imported labour. GDP per 

capita in 1992 will be approximately US$] 3,000. 



(d) Currency 

The Hong Kong dollar remains pegged to the U.S. dollar at HK$7.80 to US$l. 

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, although the economies of Hong Kong and the U.S. 

are completely divergent. At the time of writing the Sterling exchange rate 

is HK$13.65 to f 1. 

(e) Earninas 

There is no minimum wage in Hong Kong; average manufacturing earnings 

are now about HK$6,000 per month (ie. US$9,000 p.a.). Salaries of white 

collar workers range from HK$6,000 p.m. to HK$60,000 p.m. (ie. US$9,000 to 

US$90,000 p.a.). 

(f) Inflation 

As already mentioned inflation has been rising in recent years, and continues 

to be a source of concern. 

Year Price Inflation Salarv Inflation 

1987 6.0% 9.9% 

1988 9.0% 10.8% 

1989 1 1 .O% 14.59'0 

1990 11.2% 15.1% 

1991 1 1.3% 13.1% 

(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 minimal social security 



benefits provided. The Old Age Allowance is currently HK$425 per month, 

and there is a Special Needs Allowance of HK$373 which is also often paid 

to elderly persons. These benefits are partially means-tested and are funded 

out of general Government revenue. There is no unemployment or sickness 

benefit. Medical benefits are provided through the Hospital Authority at 

modest cost, and there is a flourishing private medical sector. 

In addition, the Government has also improved the benefits under the Long 

Service Payment Scheme which employers have to pay to employees 

terminating service under certain conditions. The need to provide financial 

security in old age is now being actively debated (see later). 

2. The Profession 

There are currently 48 qualified actuaries in  Hong Kong. The fellows 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 14 

Life offices 33 

Government - 1 

48 

The Actuarial Association of Hong Kong also has 44 Associates of either the 

Institute or Society of Actuaries and 56 students. The growth in numbers is 

likely to continue. 

The Actuarial Association is currently examining changes to its constitution 

which will result in a more professional body. 

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 

shown below: 

Year 
(31 March) 

1987 

1988 

1989 

1990 

1991 

Revenue approved schemes continues to grow, as 

Number of 

Av~roved Schemes 

It is estimated that 600,000 employees in the private sector are covered by 

approved schemes, with estimated assets of HK$80 billion (US$lO billion). 

The assets of these schemes are expected to double over the next three/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 (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 form 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 sponsors have introduced safety measures 

such as establishing the scheme off-shore or incorporating ,an automatic 

change of domicile 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 215 funds with 

over HK$29 billion of assets. 

Median Investment Returns 

1987 +5.3% 

1988 +11.4% 

1989 +17.8% 



1990 

1991 (est.) 

In contrast to the five year period up to 1986 which was very favourable, the 

average investment return has not kept pace with salary inflation over the 

last five years. 

In addition to investment performance, the survey also provides information 

on the distribution of assets by class and currency. The position as at 30 

September 1991 was as follows: 

Eauities Bonds Cash Total 

Hong Kong 21% 1% SO/O 27Y0 

U.S.A. 14% 11% 13Yo 38% 

Non-H.K./U.S.A. 36% - 9% -10% 35% 
71% 21% 8% 100% 

As long as the HK$ is pegged to the US$, it is valid to regard both US.  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 35% 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. . 

4. Insurance Comoanies 

Insurers have recently seen some slackening in the strong growth in new business 

in the last few years. Despite the challenges of 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 weakening of the tradition of extended family support, the potential for 

growth remains good. Gross premiums (including reinsurance) are estimated at 

HKS9.6 billion (US$1.2 billion) in 1991. 



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. Some actuarial work is being done 

on non-life insurance. 

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-term business. The Commissioner is keen 

to expand the duties and level of responsibility of the Appointed Actuary. 

It is difficult for a new insurer to obtain a licence and the number of authorised 

life insurers has declined somewhat to 70. 

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 

artificially low interest rates. Many companies offer investment products with 

guarantees which could cause future potential problems for the companies. 

5. Regulation of Retirement Schemes 

The Government now plans to introduce the legislation on Occupational 

Retirement Schemes described in the last National Report within the next few 

months. While virtually all parties agree with the principles of the legislation, 

it is hoped that the drafting of the final version will employ reasonably simple 

language so that the legislation proves to be a viable regulatory framework for 

voluntary schemes. 

The Actuarial Association of Hong Kong has been asked by Government to play 

an active role in framing the legislation, and is evidence of the growing stature 

of the profession in Hong Kong. 



The new legislation will require assets to be taken at market value. For some 

international companies, this will mean that three actuarial valuations will be 

required, under FASB87 and SSAP24 as well as in accordance with local 

standards. 

6. Comoulsorv Benefits 

The Government has recently announced that it has established a working party 

to study the possible introduction of compulsory retirement schemes in Hong 

Kong. The only information available to date on the Government's idea is: 

Every worker to have the right to retirement benefits. 

Workers to no longer have their retirement fund contributions returned when 

moving to a new job. 

Retirement fund contributions to instead be transferred to new employer's 

plan or held in place until retirement age. 

Employers to have a minimum amount they must pay towards retirement 

schemes; workers will not. 

Government to encourage emergence of giant pension funds. 

Self-employed and unemployed will not be covered. 

The Government's proposals will undoubtedly be controversial, and Government 

will hopefully realise that the best way to provide for financial security in old 

age will be to introduce a modest level of state pension. 

7. 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 o r  retirement benefits 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 Hong 

Kong's financial community. 
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