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Abstract

After the Hong Kong baby boonm the 1950’s, the populan are now approaching
retirement. The Hong Kong Special Adminisitra government is facing pressure both
medical and financial in catering for thaging population. There was lack of retirement
protection in Hong Kong before 2000 whiagecognised it was aal demographic
problem. Only one third of the workingopulation was protected by an Occupation
Retirement Scheme. Since December 200Gorenal and comprehensive retirement
benefit scheme: The Mandatory Providénind Scheme (MPF) was launched by the

government to cover the majority of working population.

This study aims to examine the extent odple’s understanding of the MPF in relation to
saving behaviour, investment knowledge, retieat attitudes and demographic factors.
The research result indicated that the MPéns®eto be ineffective in enhancing a saving
culture, because of the low level of MRIRd investment knowledge. According to
demographic analysis, having a child, homeership and age has substantial influence
on retirement saving. Gender, income level aratital status have limited impacts on it.

The level of education ha® significance at all.

The concluding section suggedhat education and infoation about the MPF play a
critical role in improving understanding andvisey with the MPF. It promotes financial
inclusion, improves knowledge of risk @ninvestment, offerig more investment
instruments, so as to enhance the commitment of works and enable them to value the
MPF scheme. In future, retirement benefitoren should be incorporated with social
security reform, with the cooperation among government, employers, financial

institutions andndividuals.



Chapter 1 Introduction

The aging population is increasing, peophre now living longer due to medical
advancement and improved living standards. The post World War 1l baby boomers are
entering into a retirement. The financing of pensioners, and their medical and social
expenses has become a heavy burdengéwernments (Disney , 2001; Els, 2004).
Different forms of pension have been introduced to solve endemic problems (Pension
Commission, 2004; Samwick, 1998paving philosophies antktirement habits are
causing increasing concerngistrom, 1989; Disney, 1996, Furnham, 1985). However,
recent research has focused mainly on cognprocesses and life cycle changes (Blake,
2004; Webley et al, 2001, Kotlikoof, 1963),nseoners’ attitudes and understanding of
pension related matters are undesearch (Webley et aP01; Lewis etl, 1995). At a
macro level, Hong Kong has maintained katieely high saving leveat 30 percent, but
there is no statistical analgson individual household sangs (Siu, 2002). At a micro
level, it is not known whether the Mandatdeyovident Fund (MPF) scheme can induce
greater savings (Siu, 2000). In Australi®® mandatory superannuation system has been
implemented for its first five years, loamgre increased in progayn to contributions
(Economist, 1998). The relationshipstween saving attitude, MPF knowledge and

retirement behaviour are urrdesearch in Hong Kong.

The purpose of this study is to find the extef people understanding of the Mandatory
Provident Fund (MPF) and how that compares with the future MPF schemes, and to
explore peoples saving attitudes and behaviour as retirement approaches. It will assess
whether these are consistent with the int#fnthe MPF in promotig retirement saving.

Thus, this research attempts to exsanhow MPF knowledge, investment knowledge,



retirement behaviour and degraphic factors influence peegl saving plans for their

retirement.

Knowing people’s attitudes towards saving aetirement are crucial. Attitude can be
used to predict future behaviour; it can alfed attitudes and psiological perspectives
(Foxall, 1997). By identifying factors whcinfluence saving and retirement, more
effective and focused measur@sd policies can be propostxt a better for retirement.

The research findings may be used as a blue print by the Mandatory Provident Fund
Authority and Social Welfar®epartment in Hong Kong forng future social security
reform. Financial institutions may makeeusf the findings todesign tailor made
investments and retirement products for dipeadly targeted segments. Individuals will
benefit from their being finamally independent, and will enjoy a satisfactory standard of
living as pensioners. They will achieve satisfaction and maximum benefits by organising
their retirement saving. Ultimately, socies a whole will benefit from alleviating

pensioner poverty.

This dissertation will bstructured as follows:

Chapter 2 will first introduce the demoghac background in Hong Kong and its impact
on the Hong Kong economy. The social secwsitgtem including Comprehensive Social
Security Assistanc€CSSA), Old Age Allowance (OAApnd Occupational Retirement
Schemes will be outlined, with a particufacus on the Mandatory Provident Fund (MPF)

Schemes will be explained in detail.



Chapter 3 will review the literature relatingttee demographic challenges, the reasons for
intervention in pension matters and varidkirsds of pension system. A life cycle model
will offer a theoretical persp@ive and explain saving in legion to pension provision.
Several independent and dependent variabled,their relationships, will be identified,

and nine hypotheses will be defined.

Chapter 4 will explain how to select a samfadethis research. The quantitative methods

and closed ended questionnaires are uResel questionnaire layoutill be explained.

Chapter 5 will first provide a basic degtion of the respondents’ background. SPSS
software is used to analyee correlation between the understandioigthe MPF, saving
behaviour, investment knowledge, and retieai behaviour. Three specific areas of

additional voluntary saving, g&g orientation and MPF befit payment methods are

selected to conduct a detailed analysis across those with a different demographic

background. Finally, future MPF development will be discussed.

Chapter 6 is a discussion about MPF schemes including their advantages and

disadvantages. Several recoemdations such as finantiaclusion, providing more

education and information, and social seguéform will be examined in detail.

Chapter 7 will conclude that the MPF is a saving foundation or basis which is not
sufficient to wholly protect retirement. lshealing with the demographic challenges, the
government has attempted to institutionaaging by MPF scheme. People are required
to join the labour market, so as to be agedeby the scheme. Bank, financial institutions

and insuers are expected to play a more itapbrole in the pension market. The future



MPF reform is expected to irgeate with social security reform, in order to offer more

incentives toward retirement saving.



Chapter 2 Background

In Hong Kong the retirement age is usuallgt clearly defined. Different companies
define their own retirement ages. Most pubifistitutions set their retirement age at 60
years old, but public services deliver subsidisgztlical or social security services until
the age of 65. Thus, there is a 5 year lgaveen the working retirement age and benefit
entitlement age. Until thatroduction of the Madatory Provident Fund (MPF) Scheme,
the statutory normal retirement age was defiae65 years old, whereas early retirement

age was 60 years old.

The government has taken a regaty role in setting ug Mandatory Provident Fund
Authority (MPFA) to enforce and monitaghe MPF system. The MPF is managed by
trustees such as HSBC, Bank of Coftisan, Manulife and Prudential (MPFA, 2004).
Employers select MPF service provision and schemes, while employees can choose their
own investment portfolio within the seledt schemes. All MPF members can withdraw

their accrued benefits at age 65.

In this section, the demographchallenges of the agingpulation and its impact on
Hong Kong's economy will be examined. Fosocial security schemes have been
implemented to provide assistance to #lderly including the Comprehensive Social
Security Assistance (CSSA), the Oldge Allowance (OAA), the Occupational
Retirement Scheme Ordinance (ORS@Y ahe Mandatory Provident Fund Scheme

(MPF), with a particular focus on MPF schemes which will be explained in detail.
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2.1 Demographic Factors

2.1.1 The Aging Population

Hong Kong has faced demographic challenges since the 1970s, in the decade between
1971 and 1981 the aging population aged ovein6feased from 4.51 1971 percent to

8.7 percent in 2001. By 2004, over 12 percerpiaggulation were ageover 65 as shown

in the Table 2.1. The proportion of the aged population has increased three fold since the
1970s (Census and Statistics Department, 2003). The Hong Kong Census and Statistics
Department (2005) estimated that the reeti population will further increase to 17.2

percent by 2021 and 24.3 pertby 2031 (Table 2.2).

Table 2.1Hong Kong: Mid-Year Population by Age Group

1995 (mid-year) 1999 (mid-year) 2004 (Census)
AgeGroup  (‘000) % (‘000) % (‘000) %
Under 15 1,195.1 194 1,182.9 17.6 1025.2 14.9
16-64 4,359.2 70.8 4,802.9 71.5 5041.0 73.0
65 and over  601.8 9.8 734.9 10.9 829.3 121
Total 6,156.1 100.0 6,720.7 100.0 6895.5 100.0

Source: Census and Statistics Department, Hong Kong (1996, 1997, 2005)

Table 2.2 Population Projection Aged Over 65

Year Population aged 65 or above % of total population
1971 182300 4.5

1981 344,300 6.6

1991 502,400 8.7

2001 753,600 11.2

2011 919,600 12.2

2021 1,414,400 17.2

2031 2,120,000 24.3

Sources: Hong Kong Annual Digest of Statistics, 2002 and Hong Kong Population Projections 2002-2031,
Census and Statistics Department

2.1.2 The Dependency Ratio

People in Hong Kong enjoy the longest léepectancies in the world. The Hong Kong
Government (2004) illustrates some importdaimographic features of Hong Kong, table
2.3 shows that the projection of the life exp@ct will increase to 78 years old for males

and 83 years old for female by 2016. The ligytrate reduced from 1.17 in 1996 to 0.96
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in 2002, which is well below replacement levaladdition, the mortality rate remains at a
low level which dropped from 7.6 per 1000 pégiion in 1981 to 4.9 per 1000 population
in 2001, the pace of population ageing wiliturally increase vg fast (Hong Kong
Government, 2004). Table 2.ddicates the elderly dependenaio in the next decade
will continue to increase from 158 in 2002188 in 2016, then further rise significantly
to 380 by 2031. Census and Statistics Departr{#003) also showthat since the post-

war baby boomers in the 1950s will that time of retirement age.

Table 2.3 Hong Kong: Expectation of Life at Selected Ages, 1977-2016

Age
Male Female
Year At Birth At 60 At Birth At 60
1977 70.1 16.4 76.7 21.1
1986 74.1 18.5 79.4 22.6
1996 76.3 20.0 81.8 24.1
2006* 77.5 20.8 82.8 24.8
2016* 78.1 21.1 83.4 25.1

* 2006 and 2016 figures are projections
Source: Census and Statistics Department, Hong Kong (1997)

Table 2.4 Hong Kong: Elderly Dependency Ratio 2002-2031

Year Child Elderly Overall
2002 223 158 381
2006 203 162 365
2011 180 164 344
2016 178 198 376
2021 179 245 424
2026 180 313 493
2031 182 380 562

Notes: the Child dependency ratio refers to the number of persons aged under 15 gearid@Oaged
between 15 and 64.

The overall dependency ratio refers to the number of persons aged under 15 and aged 65and,606r
persons aged between 15 and 64

Sources: Hong Kong Government (2088port of the Task force on Population Policy

2.2 How Demographic Changes Impact on Economics
The ageing population increases financiassure on the Hong Kong government and
ultimately adversely affects to slow dowreteconomic growth. Detail will be explained

as follows.
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2.2.1 Increase Social Security Expenditure

The pressure of old age expenditure isr@éasing exponentiallyas the retirement
population increases. In 2003, 61% of the population aged 6@awe aare receiving
Comprehensive Social Security AssistafC&SA) or Old Age Allowance (OAA). Both
schemes are solely tax-financed and nonfdmutbry. The total government expenditure
in financing assistance for the eldeilycreased from HK$7.8 billion in 1997/98 to
HK$11.8 billion in 2002/03. The number of ettje CSSA recipients is expected to
increase by 304% in 30 year#t is estimated that b2031, the total payment for OAA
and CSSA will reach HK$10.4 billion and HK$2M8lion respectively. In addition, the
increase of the ageing population puts exmassure on healthcasxpenditure (Social

Welfare Department, 2004, Hong Kong Government, 2004)

2.2.2 Slow Down Economic Growth

A higher proportion of resources will be deployed to cater for the needs of the elderly. A
higher dependency ratio means that a smallenber of the working age group will have

to bear a heavier burden of supporting theeedy group. Likewise, the Government is
suffering an economic crisis in having tdyren a small portion ofvorking group to fund

the social security bifor the retired population. In tHeng run, the higher proportion of
resources devoted to an ageing population will mean that fewer resources will be
allocated to productive investment orttee younger generation gbciety (Siu, 2001).
Consequently, a prolonged economic downtwtampening expectations and reducing

competitiveness may well result.

To sum up, Hong Kong is facing a serious dgnaphic crisis. As life expectancy rises
and the birth rates reduces, the proportiothef aged population increases rapidly. The

government has worked with the Elderly f@mission to enhance awareness of the old
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age issues, which implies the roles of induals and their interrelation is changing

markedly.

2.3 Social Security

2.3.1 The World Bank’s Three Pillars

The World back conducted a global examinatbmld-age security in 1994. The report:
“Adverting the Old Age Crisis: Policies t®rotect the Old red Promote Growth”

suggested that an effective social securigasures would consist of three pillars:

1. A publicly managed compulsory systemttwminimal welfare level preventing
poverty for the old people;
2. A privately managed mandatory saving system; and

3. A voluntary savings system.

The three pillars appazh aims to redefine systemiisk through the combination of
private and public systems and to alleviatétioal pressures. The report recommended
reducing the role of the firgpublic) pillar and stressing ¢hrole of thesecond (private)
pillar, in order to promote long term savirtg, develop capital markets and to facilitate

economic growth.

2.4 Social Security in Hong Kong

2.4.1 Comprehensive Social Security stssice (CSSA), Old Age Allowance (OAA)

In Hong Kong, there are four major socedcurity schemes: Comprehensive Social
Security Assistance (CSSAPId Age Allowance (OAA), Occupational Retirement

Schemes (ORSO) and Mandatory Providemd=-Schemes (MPF). Cash benefits in the
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form of a Public Assistance Schemere developed irl971, followed by old Age

Allowances which were introduced in 1973h@k, 2003). The general principle of social
security in Hong Kong is residual andnredial to cater for people who cannot get
financial support from their families and salanetworks. The government only provides a
limited assistance as a safety net. The agehlmgnsive Social Security Assistance (CSSA)
and the OIld Age Allowance (OAA) schemesisnajor social security prop for the aged.

It is not designed as a retirement supplement, though it is performing a similar function.

The CSSA Scheme, which is meaested, provides a safetgt for those individuals and
families who cannot support themselves fically. 1t was implemented in 1994 to
replace the Public Assistance Scheme. Theumtnpayable to ablesdlied elderly person
is HK$ 2,140 per month. The OAA is a provisitmprovide Hong Kong residents aged
65 or above and meet their s@daieeds arising from disaityl or old age. The OAA is a
“consolation” for not having a retiremenbpaction scheme (Ho, 2001). The provisions of
the OAA are means tested for those agednfi65 to 74, the amount of payment is
HK$605 per month; while the non-means-testeaigion for those agedver 70 is about
HK$2,240 per month. Table 2.5 shows the assatdiand amount of benefits of CSSA
and OAA. The social security expenditure gesed five times in the last decade, which
was HK$ 21.8 billion in 2002/03, comparedth HK$4.4 billion in 1992/93 (Social

Welfare Department, 2004).

Table 2.5 Comprehensive Socidecurity Assistance Scheme

Asset  Limit Amount of standard Rate
(HK$) Per Month (HK$)
Able-bodied aged 60 or above 22,000 2,140
Old Age Allowance
Aged 65-69 160,000 625
Aged 70 or above Nil 705

Source: Social Welfare Deparént (2004) Annual Report
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2.4.2 Occupational Retirement Schemes

Hong Kong has developed pately managed retirement schemes since 1919. Most of
them are occupational based in Hong Kong. Pension in a form of regular payment is not
common, except for some members of theil(3ervant pension schemes. In the 1970s
and 1980s, many international firms estdi#is schemes in Hong Kong provided lump
sum payments for terminated or retired employees (Ho et al, 2004). These occupational
schemes are not regulated. In 1993, the ARSjovernment enacted an Occupational
Retirement Schemes Ordinance (ORSO) tostegiall these voluntary privately managed
retirement schemes, in order to ensureSORvere schemes were properly operated and
funded. However, only one third of the werk (1.1 million) were covered by voluntary
retirement scheme or pension scheme in 1999. Two million of the workforce did not have

any retirement protection (Cho20Q02; Ho et al, 2004; MPFA, 2002).

2.4.3 The Mandatory Provident Fund Scheme (MPF)

Under the strong financial pressure indd by the aging population, a new Mandatory
Provident Fund Scheme Ordinance (MPRFS@s approved in 1995, the scheme was
launched in 2000. It is a privately mandgemployment basediefined contribution
scheme to protect the entire workforce (Siu, 2000). The MPF is complemented by
personal savings and the CSSA, which is simntitathe three-pillar system suggested by

the World Bank (Chow and Chou, 2004).

2.5 Key Features of Mandatory Provident Fund Schemes (MPF)
This section elaborates tlkey features of the MPF sgsh. The MPF is a retirement
saving program to provide a lump sum mtent payment. All the contributions are

invested under a trust arrangement whichegulated by Hong Kong Law. All scheme

16



assets are held independently from trusteesnvestment managers, so as to protect
scheme members from financradks. Currently 85 percent of the workforce (3.4 million)

is protected by the retirement sche(@&PFA, 2004). By March 2005, 65 percent of
employees will have joined the MPF scheme, 20 percent have joined other retirement
schemes, 11 percent not requitedoin a local scheme and 4 percent are required to join

but have not yet joined any MPF scheme (MPFA, 2005).

2.5.1 Mandatory Provident Fund Schemes Authority (MPFA)

The mandatory Provident Fund SchemeshAatity (MPFA) was seup under the MPFSO

in 1998 to ensure effective and efficiesgeration of the MPF system. In 2000, it took
over from the Office of the Registrar ofcQupational Retirement Schemes. The major
functions of MPFA include ensuring complize with the MPF legislation, registering
MPF schemes, approving MPF investment &jmégulating approved trustees, as well as
making rules for the MPF contributions, sofes administration and investment funds.
Apart from MPFA, the Securities and Futsir€ommission, the Insurance Authority and
the Monetary Authority are responsible ttve regulation of MPFproducts and service

providers (MPFA, 2002).

2.5.2 The Transitional arrangement betwee®RSO Scheme and MPF Schemes
Under the MPF system, an employer who already operated an ORSO scheme needed to

change the scheme in one of thedwiing forms (Gadbury et al 2004, MPFA 2004):

ORSO Scheme with Open Membership

The employer offers employees the choiceitier the MPF exempted ORSO scheme or

an MPF scheme to their existing members

17



ORSO Scheme with Close Membership
Existing members continue to accruenéfits under the ORSO scheme, but new

employees are required to join an MPF scheme.

Wind up ORSO Scheme
The employer will have to enrol all ekisg members and new employees into an MPF
scheme. The existing ORSO accrued benefiflscantinue to benvested, until existing

members receive their ORSO bétsein accordance with the old ORSO schemes rules.

2.5.3 Protection of Scheme Assets

All MPF assets are managed under trust andhaliceby independent trustees. All trustees
and provident services musteet stringent requirementsaéh of them should have net
assets of at least HK$ 150 million. In adalitj all MPF schemes should be registered by
the MPFA to ensure they comply with the legislative requirements. Professional
indemnity insurance is provided to cover lassd# prescribed risks such as fraud and
negligence, but it does not cover losses fpmor investment decisions. A compensation
fund is set up to protect scheme members suffering losses from any illegal conduct by
service providers. The Hong Kong governmpravided HK$ 600 nflion to set up the

fund, supplemented by a levy of 0.03 petaamMPF net asset value (MPFA, 2002).

2.5.4 MPF Service Providers

The approved trustees are the major bodies manage MPF schemes, and have to check
the amount of MPF contributions accutateln 2004, there were 19 MPF trustees
(Appendix 1). The top 10 MPF service accounted for 89 percent of the Market Share as

shown in Chat 2.1 (Watson Wyatt, 2004). Ifdayers fail to paythe contribution, every

18



month the trustees will report this toettMPFA which may impose surcharge and/or
imprisonment. Some service providers mayt source the scheme administration and
custodial duties. Trustees must appoart investment manger to ensure the MPF
investment is complying with the relewarequirements. MPF intermediaries are
responsible for marketing acities to provide the MPF information and to advise on

related issues (MPFA, 2002).

Chat 2.1 Top 10 MPF Serice Providers Market Share

30%
25%
20%
15%
10%

5%

0%

Source: Watson Wyatt (2004) MPF Providers Watch

2.5.5 MPF Scheme Types

Employers must register relevant employeesria of the three types of MPF scheme. In
2004, there were 43 master trust schemesdastry schemes and 2 employer sponsored
schemes registered (MPFA, 2004). Employsihsuld arrange for their employees to
become a member of the chosen scheme-eBghioyed persons shauénrol in a master
trust scheme, or if appropriate, an indystcheme (MPFA, 2002). The scheme details are

as follows:
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Firstly, Master trust schemes are the mostnmon, which are open to employer, self-
employed people and allows terminated MBnd ORSO membern® transfer their

accrued benefits from other schemes. By pgalive contributions from small employers,
the master trust scheme enjoys economiescafe and a high degree of efficiency in

investment and administration.istappropriate for small and medium sized companies.

Secondly, employer-sponsored schemes @perated by a single employer and it's
subsidiaries. This type of scheme is restricted to it's own employees. Only employers with
a large number of employees may benefit framning this type of scheme in a cost

effective manner.

Thirdly, industry Schemes are designed for ghlyi mobile situation sth as is found in
catering and construction industries. Caseraployees in these industries can join the
schemes regardless of the duration ofrtle@nployment. Employers and self-employed
persons from these two industries can be ezulalt industry schemes. Participation in the
industry schemes is not compulsory; employersagrio join either master trust schemes

or employer-sponsored schemes. The major advantage of the industry scheme is that
accrued pension rights are portable within theegte to minimize transfer costs. Thus,
industry scheme members aret required to change @l scheme if their new
employment is in the same industry if bgifevious and new employers have joined the

same industry scheme.
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2.5.6 Investment Funds

Trustees appoint investmennhanagers to make long term investment of MPF
contributions. Employers choose MPF service mers to provide at least one scheme to
employees (Appendix 2). Each scheme gdlyemnacludes several investment portfolios
for its members. Scheme members choose then investment portfolios within their
employers’ chosen scheme (MPFA, 2002dRkay et al, 2004). Most schemes usually

include the following funds (MPFA, 2002).

Capital Preservation Fund

According to MPF ordinance, each schemast include a Capital Preservation Fund,
which is similar to a money market fund.elbapital preservation fund intends to provide

a low investment risk product and to achieve investment return comparable to the
banks’ saving rate. This fund is kept tile Hong Kong dollar investment market and
invested in short-term debt securitieseTdwverage investment period should not exceed

90 days. Each month administrative expersas be deducted from the fund, but only
when investment returns of the fund exceed the earnings calculated on the prescribed
savings rate. The rate iedared by the MPFA each month. Thus, the capital preservation

fund does not guarantee any retand may suffer losses.

Guaranteed Fund

A guaranteed fund may be a censtive fund, or a low risk fund. It consists of equity,
bond and cash. There are two kinds of guaranfieed: hard guarantee and soft guarantee.
A hard guarantee fund is obligated to payiaimum net return without meeting any pre-

condition requirement. A soffuaranteed fund will only pathe minimum return when
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certain conditions are met such as #&hdrawal of MPF benefit and a minimum

investment period.

Money Market Fund

The money market fund is mostly for skterm investment such as commercial
investment and treasury bills. It is sensitive to the interest rate. The credit risk of the fund
is relatively low, but its return is relatively higher than interest earned from saving

deposits.

Bond fund
The Bond Fund is usually invested in dedtiwities issued by ¢hgovernment, banks and
commercial institutions. Bond funds offer aalse income from interest and capital

appreciation. The Higher credit rating of bondagsociated with low risk and low returns.

Stable Fund

A stable fund consists of both bonds and stoitks also called a balanced fund. The fund
may be invested either globally or regidly to take advantage of investment
opportunities in different markets and economid®e estimated return of the stable fund

is higher than the bond fund Hotver than the equity fund.

Equity Fund

An equity fund mainly invests in the global rket or in a single @untry, which aims to
earn a higher rate of return through capifgbraciation. The price of an equity fund can
fluctuate, since stock market can goarglown within a short period of time.

Index-tracking Fund
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The major aim of an index tracking fund isttack the investment performance of an
index. It also aims to acquire an investmettirn closely matched to the performance of

the index being tracked such as Hang Seng Index Tacking Fund.

2.5.7 Coverage

All full-time and part-time employees aged between 18 and 65 and employed for over a
continuous 60 days must join the MPF schefa catering or construction industries,
casual employees are employed on a daily basis or for a fixed period less than 60 days.
They are still required to join MPF schesniu, 2002). Self-employed workers such as

sole proprietors or partners in a partngrsaiie also required to enrol. Under the MPF
ordinance, certain groups are exempteduiting domestic helpers, hawkers and civil
servants covered by statutory pensions. Apart from these exempt persons, trustees cannot
reject any application toligible by schemes members undbe non-refusal legislation

(MPFA, 2002).

2.5.8 Contributions

The amount of the MPF qualified eargilies between HK$5,000 and HK$20,000 per
month (table 2.6). Both employer and employee should each contribute 5 percent of
relevant income and subject to a maximamount of contribution HK$1,000 per month.
Relevant income includes wages, saaricommission, bonus, leave pay, gratuity and
allowances, but excludes housing alloses), severance payments and long service
payments. To avoid leading fmancial difficulties, if an employee’s relevant income is
less than HK$ 5,000 per month then that empdois exempted from contributing, but the
employer is still required tcontribute. Each month employease required to deduct their

employees’ MPF contributions from their incomes, and then submit it to the trustees.
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Employers are also required to issue anthly pay-record to employees stating the
employee’s relevant income, and both the amoficbntribution and date of contribution.
Self-employed persons are required to contaliupercent of relevant income subject to
maximum of HK$1,000 per month. Those wladscome is less than HK$ 5,000 per

month are also exempted from contribution (MPFA, 2004; Gardbury et al, 2004).

Table 2.6 MPF Contribution Rates

Monthly Relevant Income < HK$5,000 HK$ 5,000 or above

Employers’ 5% 5%

Contribution Max. contribution amount HK$1,000/ month
MPF members .

Employees’ Nil 5%

Contribution Max. contribution amount HK$1,000 /month
Self-employed Person Contribution Nil 5%

Max. contribution amount HK$1,000 /month

Source: MPFA (2004) Annual Report

2.5.9 Voluntary Contributions

Contributions in excess of the mandatory minimum amounts made by employers,
employees and self-employed persons agamed as voluntary contributions. The
vesting, preservation and poriigty requirements will be @bject to individual schemes

rules (MPFA, 2002).

2.5.10 Vesting and Benefit

Mandatory contributions and investmenturas made by employees and employers are
fully and immediately vested to schemmembers (MPFA, 2002). Scheme members have

to bear management fees deducted from both members and employers’ contributions, and
to suffer gain or loss from investment risk8nployer contributions and their investment
return can be used to offset long sendcel severance payments. The payment will be

deducted from employer contributions oefunded to employers, while employee
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contributions will not offset any paymentShould employees change their jobs, their
benefits can either be retained in existing master trust schemes, or transfered to new
employers’ MPF accounts or transfered tty ather MPF service providers’ preserved
accounts. Therefore, ex employees enjoy foeedo choose their service providers for

their accrued benefits.

2.5.11 Withdrawal of Accrued benefits
Scheme members reaching the nalrmetirement age of 65 cavithdraw the total accrued
benefits in a tax-free lump sum. There are mulaions to restridhow to spend the lump
sum (Gadbury, 2004). Severabditions allow memdérs to claim for the benefits, as
follows:
e Decease. The accrued benefits will be paid to personal representatives.
e Early Retirement. Reach the age of 60above and ceased employment or self-
employed.
e Total incapability
e Permanent departure from Hong Kong (once only option)
e Small balance. If the total balanceadf MPF accounts is less than HK$5,000 and
no MPF contribution were made in tlest 12 months. And scheme members do

not intend to be employed or self-employed.

2.5.12 Fees and Charges
MPF charges can be classified into three wiaghiding asset-based fees such as trustee
and investment management fees, annual lsump charges to scheme members such as a

membership fee and event based fees suathassges in investment portfolio (MPFA,

25



2002). The basic administrati cost is usually betwee2 and 3 percent of the

contribution amount (Mok, 2000).

2.5.13 Tax Deduction

Employees and self-employed people’s manida contributions are tax deductible,
subject to maximum limit of HK$12,000 per yeadditional voluntarycontributions are
not exempt from tax. Employers’ MPF contrilauns are tax deductible against Profit Tax

up to 15% of the employee’s earnings (MPFA, 2002).

To sum up, the increasing agéthe population and the dependency ratio increases the
financial burden and slows down economiowgh. The traditional social security
systems: Comprehensive Social Security Assistance and Old Age Allowance solely rely
on governmental funding which is inadequat@totect those in teement. Occupational
Retirement Schemes plays a limited role in protect a small portion of the workforce. In
2000, a formal and legal MPF scheme has lieteoduced with a main aim of protecting

the entire workforce.
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Chapter 3 Literature Review

This chapter aims to analyse the demographic crisis and its impact on government
intervention and pensionfoem. A life cycle saving model provides a framework for a
relationship between saving and retirememhe three major variables of saving,
investment and retirement, atigeir relationships with perm will be analysed. Then
demographic factors such as gender, agd,iacome and their influence on retirement

saving will be discussed.

3.1 Demographic Challenges

3.1.1 The Baby Boom

After population growth known as the babyen in 1945, was experienced. Now these
people most individuals arkving longer due to medical advancement and improved
living standards. Baby boomers are soon to reatifement age. The low fertility rate is
not sufficient to replace the population. A macroeconomic theory postulates that the aging
population affects saving and investmentesa national productivity, governmental
spending and labour supply (Disney, 1996hu3, the increasing aged population will
increase pressure on taxation in order torfagasocial security i The Italian ageing
population caused a deficit inelin social security pensiom the 90s, leading to both
economic and political crises (Disney, 199Bhe Dutch government estimated that the
ratio of the pension liability to gross wageill increase from 2.6 in 2001 to 4.5 in 2030
(Ewijk and van de Ven, 2002). There is presdoreeduce the cosend scope of social

security, which will influence persahsavings and regment planning.
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3.1.2 The Dependency Ratio

The increasing financial burden will producegm@blem of more consumers rather than
producers in the economy. If the number ofrkens in the labour market decreases, the
economic dependency ratio will increase (Disney et. al, 1994). Economic theory argues
that increased longevity rather than a reddabdur force will cause a higher dependency
ratio. Individuals need to work longer indar to maintain their desired consumption
levels (Disney et. al, 1994). However, the UK the dependency ratio is not yet
significant, and has not affext consumption and persorsalvings. In the USA and East
Asian areas, private savingsnegatively related to the pendency ratio, swal security

expenditure and governmesdving (Edwards, 1996).

3.2 Reasons for intervention

The Government may intervene in the penamarket to promote saving under certain
conditions. If a low saving rate in bank is dtee individuals investing in the capital
markets to obtain a higher return and lleéter retirement protaon, the government may

not need to encourage savings. However, if saving is low because of unrealized saving
needs and financial illiteracy, government in&@riion will be requied (Lusardi et al,

2001). Usually, government encourages savamgkinvestment for the following reasons:

Banks (1998) examined reasons for statevetaion to encourage saving for retirement.
Paternalism is the major rationale for governtriatervention, since people will save less
than the optimal levdbr retirement. Young pedgtend to spend more than to save, and
then expect the government will cater foeithretirement. Increasing old age social
security may lead to a financial crisisRedistribution may be another motive for

intervention in order to reallocate resourdesm the rich to the poor. In the UK and
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Australia, the pension seems to be a tagased on workers. European systems are not

designed mainly for redistributiceffects (Banks and Emmerson, 2000).

People may be myopic about retirement lfigheDifferent pension schemes involve
different risks which are suitable for different people. For instance, state programmes are
at risk from policy changes, defined bdaheichemes are subject to earning risks, and
defined contribution plans are subject to stweent risks. If individuals do not have
pension knowledge, they may make wrongisiens and not save enough for their
retirement. The UK retirement survey showhdt 40 percent of individuals’ retirement
income will be less than egpted (Dilnot et al, 1994). ThHdS also experienced similar
retirement problems because of unexpecteldedlth in the 1990s. However, the cost of
advice and regulation may reach 20-30 percent of pension saving, and therefore may be
unprofitable in selling pension provisionsltav income groups. It is doubtful whether a
voluntary saving pension markistsuitable for low earms (Pension Commission, 2004).
Monitoring the pension market is also probéimal. In the UK, mis-selling issues were
widespread in the 1990’s. It proved that ieqdate pension adviceowid adversely affect

pensioners (Disney, 2001).

3.3 The Pension System
The Pension provides a source of income a#iBrement. This seictn will explain three
major pension systems: Pay as You Go (EA,\Ydefined benefit and defined contribution

schemes. The UK pension system will be explained.

29



3.3.1 Pay as You Go (PAYG) System

Governments have intervened in the pensmamket because of the above stated reasons.
The earlier pension system is unfunded, Wwhgcalled Pay as You Go (PAYG) system.
The existing employees paid directly fimance existing retirees. However, potential
problems may arise with demographic risks sasha decrease in the birth rate, or an
increased life expectancy. The number of pamesis will increase more than the number
of employees (Banks and Emmerson, 2000)mEintain the pension system, employees
are required to contribute more or retireenee less pension. Othesg, the system will
become unsustainable withoeutting benefit. In additionan incomplete PAYG system
will reduce people’s incentive to work and tovsaParticularly, the rich benefit most from
this type of system, they tend to participaté¢hia labour force later, to retire earlier and to

live longer.

3.3.2 Defined benefit and Defined Contribution Schemes

Occupational retirement schemes are funded] are mainly classified into defined
benefit (DB) schemes and defined contribati®C) schemes. A DB scheme is one in
which the employer’'s contribution rates it defined. The amount of benefits is
calculated by a formula based on age, years of service and final average salary. A DC
scheme is one in which employers’ and péogee’s contributionrates are defined.
Employees’ benefits are based on the accutedlaontributions and investment return

(MPFA, 2002).

DB schemes can spread the risk over germrsitiThe risk can be increased or induced by

unemployment and job changes and cause ecaenexpiosure. The benefit is visible, but

financing the benefit imot as transparent. In contraatPC scheme will not spread the
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risk. Scheme members suffer investment sjstuture wage and earning risks. The
financing of benefit is apparehtt neither its cost nor the toome is clear. In response to
increasing life expectancy, a DC scheme @djyst rates and alter rules automatically for
individuals. A DB scheme requires an acyuda0 make any adjustment (Banks and
Emmerson, 2000). They affect retiremergécdions, private DB pensions tend to

encourage early retirement, while DC schert@nd to defer retirement (Blake, 2004).

3.3.3 The Pension System in the UK

After the Second World War, the Britishovernment attempde to institutionalise
retirement benefits (Phillipson, 1999). The g&nsion scheme is composed of three tiers.
The fist tier is a flat rate mandatory pigh} funded pension, whbh is financed by
employers and employees on a pay-asgoubasis through th&ational Insurance
System. The second tier is fall employees whose salaryaser a certain limit. They
can opt to choose a private pension or th@assecurity programme. The third tier is

additional voluntary saving (Disney, 2001).

The UK pension system is facing several challenges such as a reducing working
population, increasing economicahatively per person prior retiment age, as well as an
increasing part-time working population and sub contract employees. In addition, the
downturn in the labour market induces dissail or redundancy, or forces employees to
retire earlier. The ageing population implies the intergenerational risk sharing under Pay
As You Go (PAYG) pension schemes arsagipearing. The stajgension system is
reducing benefits to the returned in reaints, but the private pension system is not

expanding at the same pace to efffihe state’s retreating role.
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Since the 1980'’s, theolatility of investment returns and higher life expectancy has
imposed pressure on defined benefit schemdsaashift to defined contribution schemes.
Retirement has become a social risk rathan tocial right. People are forced to develop
their own retirement plans. Risk further institutionalized angrivatised. It ceases to be a
national or social matter and becomes anviddial matter. The actual funded pension is
reducing and the gap enlargingder these demographic dbages (Vickerstaff, 2003).
The UK official estimated that 9 million pple may be under-saving. A well planned
pension system required to take proactive messto eliminate o$ocial inequity and

economic inefficiency (Pension Commission, 2004).

3.4 Theoretical Perspectives

3.4.1 The Effect of PensionsarLife-Cycle Savings model

Life cycle theory studied saving and invesnt behaviour in relation to retirement
(Feldstein 1944, 1980). The lifgycle hypothesis assumed thetder an effi@nt capital
and perfect labour market without taxhda uncertainty, individuals would spread
consumption and expenditure evenly over lifee Different age groups have different
saving behaviours. The modetedicted that young people mespenders. In the early
stage, individuals consume more durables sscbars and properties. In middle age, they

save more for retirement when housing Bare paid off and ddren are grown up.

French (2005) adopted a simulation methodniatch the life cycle model, in order to
explore pension, social sedyriand taxation influences ahe labour force. The sample
was drawn from the Survey of Economic Ogpaity to represent the US population. The
survey found that people’s expenditure eases by 44 percent between aged 30 and 55,

then drops to 22 percent at ages betwBBnand 65. During retirement, wealth is
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maximized, income decreases. Individuals wealpitalise their bonds and stocks to finance
for the rest of the life. Therefore, peoplgempt to smooth their expenditure during life

time, so as to maximise their wealth ahdg create a saving patten their lives.

The life cycle hypothesis explained who savaeagally live well into retirement. People
usually retire when they reaclspecific age. If they are teeep spending after retirement,

they need to accumulate assets whilst thegy earning. The wealth is prepared for
emergency purposes and subsequently provided bequests. In addition, this hypothesis
introduced assets into th@rsumption function, and thdxe gave a role to the stock
market. A rise in stock prices increases wealth and consumption, while a fall in stock
price would reduce consumption (Byrne, 2004gnce, consumption is related to the

financial market and general economic conditions.

3.4.2 Criticism of the Life Cycle Saving Model

However, there are several criticisms détimodel. Firstly, people may not smooth their
consumption evenly over different stages ad.lifAt the work stage, people tend to spend
more on working clothes and travelling. 8edly, individuals do not fully amortise their
assets at retirement. They may hold somealtiein the form of housing and financial
assets which tie up their saving@sirdly, retirees continue teave during tlir retirement,

for such things asnpredictable expenditure and mzadiexpenses (Ando, Moro, Cordoba
and Garlando, 1995; Disney, 1996) Fourthlynsandividuals are neither motivated nor

able to determine an adequate level of saving (Banks and Emmerson, 2000).

In practice, the model cannot fully match the British family structure. There are more

families without children, and a huge increa$esingle parent families and single person
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households. Other studies also found resultenaistent with the life cycle theory. In
times of stress, particularly economic, preagmary saving tends to be higher, and will
indirectly facilitate wealthaccumulation rather than espding. Larger bequests may
become an unintended result of ensuring eugfit capital is available for the very old
(Smith, 1975; Mirer 1979; Horioka et al.,199®etirement benefits from annuities may
be low as they are stock market related. They may be influenced by incentive and risk
exposure. In the UK, USA and other deysd countries, these factors affecting the
model cannot accurately predict investment (Attanasiom, B@Ton D, 2001). Though
the data from theses countries do not prevadcomplete explanation for retirement and
saving behaviour, it provideshkmsic understanding that behawi is goal-directed. The
model has partially explainedncertainties of death, exisige of social security, and

savings for heirs, in relation to naus patterns of lifetime earnings.

To sum up, the life-cycle model provides theoretical underpinning that consumption in
a specific period depends on expectationsuaibifetime income rather than current
income. When individuals are in their wargi years, their income is high and they are
willing to save for their retirement years. @hretirement comes, their income drops and
they spend the wealth previously accumulatés applied to this research, the theory
states that dependent variablef saving behaviour is infenced by demographic factors

such as age, family status and children.

3.5 Variables

After reviewing various challenges on pensgystems and the life cycle saving model,

this part will examine saving as a dependeartable. Retirement behaviour, investment
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knowledge, and demographic factors are idietias independentariables and their

relationships and impact will be explored.

3.5.1 Saving

Saving is a residual between income andscoption (Agosin, 2001). According to the
life-cycle model, if individuals expect to have high life expectancy, they will then tend to
save for a pension and future wealth. Pemsinclude fixed amounts, and surpluses from
average income or formerly earned wagPsivate wealth includes bank accounts,

insurances, stocks, bonds, real estess mortgages and debts.

Saving Motives

Different factors will affectsaving and consumption motives. Individuals who expect a
higher future income tend to have a higlearrent consumption. High future income
insecurity will reduce current expendituradathus people will save more (Carroll and
Well, 1994, Carroll, 1994). Risk averse peadged to work more hours, and to save more

as a buffer against income shocks (Blake, 200dertemporal factors also affect saving
motives. Chinese are more likely to plan for long term consumptions, such as wedding
celebrations, and home purchases (King and9)itR82). The English ka a tradition of
saving for a “rainy day” oeconomic problems unforeseen.

The motivation for saving and saving for rethent may not be ¢hsame (Burton, 2001).

A British Household surveyofind that nearly half of respdents questioned said that
they do not have a specific pase for saving. The second nragaving reason is for a
holiday, so this type of saving is for thieost term. The remaining saving reasons are for
old age, house purchase, car purchase, home improvement and particularly for children

higher education. The government wishes to encourage saving because it will stimulate
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positive economic growth. Saving can increasetabffow into capital markets and thus
help to develop more investment produd¢isthe long run, more people investing their
savings will lead to lower transaction coatsd will increase the rate of return (Agosin,
2001). Working and saving can keep individaative in the economy and thus help to

sustain the economy.

Low Saving Rate

A low savings rate could be the result odiinduals not having &ng term saving goal.

The short term and self-maximizing consumption behaviour undermines the long term
commitment of family and society. In the U#n investigation of savings and investment
behaviour was conducted. The data was collefrtad four representative surveys: The
expenditure Survey and the British Holslkel Panel Survey, the General Household
Survey and the Family Resources Survieye sample size wa2,166. The study found

that the level of saving was low, 39 perceh households have some savings. 41% of
people saved less than 50 pounds per montly. Ghpercent of respondents saved over

200 pounds per month (Burton, 2001).

A low saving rate could be due to othemgens. In the U.S., a National Income and
Product Account saving rate sdropped from 10 percent #980’s to 1 percent in the
2000’s. About 40 percent of theaglrwas due to the available @apbeing invested in the
stock market. Many individuals have accuated their wealth through investment
instruments rather than the personal savingwatc.usardi et al, 2001). If a low saving
rate is due to bountiful retirement benefits, then thego&rnment will not need to take

extra powers of intervention.

36



3.5.2 Retirement Behaviours

Retirement means that individuals work uititertain time, and then quit their work. It

can be a divided into different stages ajiag from full time to part time work and
finally without work (Disney et. al, 1994; ¥kerstaff, 2003). Blake (2004) found that
retirement may further expand to a mixturenafrk, leisure and learning. Retirement ages
usually range between 60 and 65. Some employees change to part time work prior to
retirement; others continue to work beyamamal retirement age. Retirement behaviour

is affected by various factors such asdevity, housing wealthnd pension provision.
People may work longer if they have mging children (Blake, 2004After retirement,
pension becomes a source of income. This is the rationale to save for an adequate

retirement income (Cagan, 1975; French, 2005).

3.5.3 Investment Knowledge

Retirement saving is a long term investmenteksting for retirement is complex, both in
deciding how much to save, and in decisiansl how to invest t@nsure an adequate
retirement pension (Byrne, 2004). Investmdatisions also require a consideration of
risk tolerance level, age and personal circumstances. According to a USA retirement
survey in 2003, one third of respondents hatitto calculate how nuln they needed to

save for retirement. Among these responderite had tried to estimate the amount of
saving, 36 percent could neither provide thewalion nor the result. Decision making in

these circumstances is thus likely to be irrational.

The Portfolio theory stated that benefits arfeom diversified investment. It is risky to

buy only one particular stock. Howevendividuals are bounded by human rationality,

self-control and self-interest (Mullainthamd Thaler, 2000). Too many fund choices may
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lead to individuals feeling the complexity kes it difficult to make investment decisions
(Byrne, 2004). In addition, retirement investmegquires an estimate of uncertain factors,
for instance, future incomeinvestment, investment rety tax, inflation and life

expectancy. People lack of knowledgay make poor decision making.

3.5.4 The Relationships between Saving, Pension and Retirement

Burton (2001) noted that government atterdpte encourage people to prepare for an
adequate retirement, but that this has litld impact on saving attitude. Tax incentives
are not effective. For example, the British government’s Tax Exempt Special Savings
Accounts and Personal EquiBlans have had a limited imagt in motivating people to
save more. However, the decline of stat®l occupational retireent schemes implies

that saving will become more important in the future, and in general people are now

becoming aware of this.

Several researchers found a substitutiotwben wealth accumulation and pension
savings (King and Dicks-M&aux, 1982; Hubbard, 1986 angpgalli, 1995). Pension has
replaced other personal savings (hwimg, 2001). Feldstein (1979, 1982) basing his
research on the life cycle model and explored the relationship between substitution and
retirement. The substitution effect meansttistate pensions dace the incentive of
private saving for retirement. Retirement effect means that the state pension helps people
to save more privately to maintain retiremebut it indirectly encourages employees to

retire earlier.

According to economic theory, the increase wirsafor pensions is a change in a form of

saving. Pension is a kind of alternative fasfrsaving. If a new astés a substitute for
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existing assets, there will be a high offset effect. The life cycle model noted that
individuals will save less, if they know thevill receive benefits in exchange for social
security. Agosin’s (2001) study found thatiléhn government policy was ineffective in
increasing savings. In the long tenmindividuals are forced to save by the social security
system, they may decumulate their pea saving (Agosin, 2001). In the US, a
longitudinal survey supported the life-cyaleodels prediction that there is substitute
effect between contribution &ocial security and saving. Iniiluals will reduce saving in

other forms (Kotikoff, 1979).

Several researchers argued that social ggcias had little effect in reducing private
saving in international aspects (Leima&da_esnoy, 1982; Feldstein, 1980). Even though
state pensions have reduced the needpfivate retirement saving, it does not affect
elderly labour participation tes. Private occupational schesrdirectly facilitate savings,
even thought it reduces laboparticipation rate. The net saving effect is still positive
(Feldstein, 1974, 1982). Other researchers faimad individuals covered by pensions
tend to save more than those withg&nsion (Pechman, Aam and Taussig, 1986).
Association of British Insurer$2004) indicated that 73 percent of people supported
compulsory pension saving, more than haff them favour this if the amount of

contribution is lower or the same their existing volurdry contribution.

High earners have a displacement effect of pension wealth, but their personal saving is
not intended to displace their pension. Doftar dollar substitution may not take place,
since the rate of return on a pension canngdrbdicated accurately, in order to affect the
saving rate or to shift to other forms sdvings. For instance, Dutch households would

not make a great change in their saving behauf the existing pension scheme were cut.
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26% of them would make additional sagj 17% of respondents would not do so. They
thought that their pension would be enough3af respondents euld not save more

until a problem arises (Els et al, 2004hese findings rejected the one-for-one
displacement of savings by pension (Alessi al., 1997). A study found that government
saving and social security only partiallyspiaces personal saving in the UK (Blake,

2004).

Barro (1974, 1998) criticised researchers fogleeting bequest transfer from parents to
children. He conducted a time series studymfrthe 1970s to 1990s in the USA. The
intergenerational transfs may equal burden of retireméenefit and offset the effect of
social security. Apart from pension, othectors will also affect saving. For instance,
stock market investors tend to save madelitionally. Home ownership is a buffer and
may be a or supplement for the old age pension. The financial market performance is
highly affected by interest rateexchange rates and investineegulationsyvhich will in
turn affect peoples’ saving behaur (Lusardi et al, 2001). Hnefore, it is difficult to
estimate peoples’ response to pension paimy to determine the appropriate saving rate.
The correlation between pension and savimgcomplex. Whether retirement saving
programmes can increase saving is stébatable (Engen eil, 1996, Hubbard and
Skinner, 1996). There is a deserving needexplore what factors can facilitate
accumulation of pension wealth, as clearlyygreople with a surplus income may serve

or invest in pension products

3.6 Demographic Factors Influences on Retirement Saving

Several academics have investigated fadiwas affect pension contribution and regular

saving behaviour. Pension expain is a critical factor which affects retirement
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planning and attitudes (Mutraet al, 1997). Individuals beve that they require
maximum savings and also believe that their private pension can maximize their
retirement income (Furnham et al, 2002)rifham (1985) denoted individuals’ saving
attitude towards saving is related to lifestyeoples behaviour may be apparent; but it is
their attitudes that are more likely toegict their behaviour (Furnham et al, 200).
Retirement may not be the major motivation of saving (Munnel, 1976). Various
demographic factors may affect the relasibips between saving and pension. Details

will be discussed as follows

3.6.1 Gender

The British Household Panel Study found thahdées are more likely to lack a private
pension (Disney, 2001). They would take aitvand see’ approach towards retirement,
unlike most men. In the UK, women pensioners are poorer than men. 50 percent of
women have not been covered by an occapatischeme, since they are excluded from
full time or long term work. Most part-timmjobs were performed by women, in which
their employers did not provide any pens{@8S, 1996). The state pension system also
assume that women could rely on their husbto support retirement. In contrast, men

are more likely to be covered by aocupational and or a private.

3.6.2 Age

Age is positively related to saving and pensions, older people are more positive in saving
attitude and behaviour (Bergstrom, 1988rnham et al, 2002). Younger people enjoy a
higher financial return towards pension saving because of a compound interest effect,
while older people are more motivated to storeretirement. They realise that retirement

is coming soon, and have more concern atlomfortable retirement life (Disney and
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Whitehouse, 1992). British Household Panel Survey found that voluntary saving
increased with age to maintain standardsatirement. The drawback is that people
cannot withdraw the benefits to deal withexgent issues prior to retirement (Samwick,
1998). In addition, there is a strong positiviatienship between the middle aged group
and saving. People aged over &® more likely to make Wantary savings as a buffer

against income shocks (Quglia and Markose, 2000).

3.6.3 Income and Education

Educated people are more likeb should risk and to 8a more (Anonymous, 2005). The
better educated people are more likely to retable and well paid jobs, and they tend to
make more voluntary contriboms. In the UK, high earners are more likely to save more
towards their pensions, but it could also@mage earlier retiremef(iields and Mitchell,
1984). Less educated people find it difficultuiaderstand the complig of the charging
methods, and are thus reluctant to ma#lditeonal contributions. They are also more
conservative in investment (Guariglianda Markose, 2000; Muller, 2003). Pension
education may be by financial seminars. kM&001) showed that education to learn
more about rate of return and features of pensions, would influence individuals’ decisions.
In the US several experiments showed #raployees attending seminars tends to save

more (Bernheim et al, 1996).

3.6.4 Marital Status

The different saving behaviour between singtel marriage couples can be explored by
different kinds of saving account (Burto001). In the UK, 43 percent of married
couples saved in their own individualrit@éng account compared with 56 percent who

saved in a joint account, 2 percent have reggiin both. It showed that most couples
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would like to have independence from each other on financial matters. Moreover, 84
percent of non married women aged betweerid 49 indicated thahey would prefer
to make their own investment and saving deaisi Hence, marital status does not have a

significant impact on retirement saving.

3.6.5 Children

Hurd (1987) noted that the elderly who wenghwut children tended to save less than the
elderly who had with childre Dependency ratio adversedffects private saving in
developed and developing countries (Massoal,et995). Barro (1974)riticised the life

cycle model which neglected intergeneratiomahsfer from parestto children. In the

US, high earners save about 40 percent eir tincome, but they may preserve some
wealth as bequests for their children (Lasaet al, 2001). However, retirees may
decumulate asset slowly to ensure sufficient capital for any future uncertainty and
advanced old age. Bequests are not therefogkadle source of wealth, thus it is difficult

to assess the effects of bequests on saving behaviour.

3.6.6 Homeownership

Owing a house and leaving it asbequest tends to prevegrgople from saving (Mirer,

1980). A retirement survey showed thahtexs tend to be poorer than homeowners
(Gallagher and Henley, 1995Rlake (2004) argued that satisecurity and housing
seems to encourage consumption and regacsonal saving. Attasa and Weber (1994)

found that between 1983 and 1986 the increase in consumption was due to an increase in
property price. However, future housing price is unpredictable. The Pension commission
(2004) doubted that home ownership impactgairement because the illiquidity of

the housing asset. The life cycle model asgslithat retirees can maximize their wealth
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by selling their properties, a® to finance retirement. However, some homeowners may

not be willing to leave their homes;avthe maintenance cost is high.

To sum up, the aging population and the eftédhe baby boom increase the pressure to
reform the pension system and to eneger personal saving. The MPF is a kind of
retirement benefit and a basis of investinand wealth accumulation. However, it is
uncertain whether the MPF will increase aggate household savings. In spite of the
forecast future pattern of wealth accumulatiors still doubtful wheher capital will flow

from traditional forms of savings into the MRcheme. Even increase in saving does not
imply increase saving for retirement. Saving is interrelated with retirement and
investment behaviour. Also, degraphic factors will also agftct this behaviour in various
ways. The relationships between the MRRying and retirement is ambiguous and

multifaceted.

3.7 Hypotheses

Elt et at (2004) conducted a survey of pensaving among Dutch households in relation
to general characteristics such as age, gender, education and.imcaddition to the
above literature reviews, this researchempts to test whether several of these

hypothesises are applicable te dPF system in Hong Kong.

Hypothesis 1:

The people with better undéasding of the MPF are thusore likely to save.

Hypothesis 2:

The implementation of MPF has a positive impact on saving.
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Hypothesis 3:

There is a significant relationship betweenuahéeerstanding of risk and saving behaviour.

Hypothesis 4:
There is a significant relatnship between peoples undargling of MPF funds and

either no additional saving, or additial voluntary saving in MPF accounts.

Hypothesis 5:
There is a significant relationship betwettye understanding of MPF funds and stock

holding.

Hypothesis 6:
There is a significant relationship between thpeexation of social security and the level

of confidence to save enough for retirement.

Hypothesis 7:
Making additional voluntary contributions the MPF account is significantly different
across different demographic factors:

- Gender

- Age

- Income

- Education qualification

- Marital status

- Children

- Homeowership
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Hypothesis 8:
Saving for the short term, not for retiremastsignificantly different across different

demographic factors:

Gender

- Age

- Income

- Education qualification
- Martial status

- Children

- Homeownership

Hypothesis 9:
Retirement benefit either in a lump sumar annuity is significantly different across
different demographic factors:

- Gender

- Age

- Income

- Education qualification

- Matrtial status

- Children

- Homeownership
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Chapter 4 Methodology

4.1 Sampling

Determining sample size is an important issue, and is used to consider how much
sampling error may be tolerated. The smaller a sampling error which may be tolerated,
then a larger sample will be required. A 95 percent of confidence interval is generally
accepted in research (Bryman, 2001). However, sampling size is not easy to determine. If
the sample size is too large, it may waste tiragources and money. If the sample size is
too small, it may lead to inaccurate resulfaking 10 percent of the sampling frame is
one of the ways of calculating sample sizendty not be helpful in certain research, as the
appropriate sample size will depend on the sizthe sampling frame. For a very small
sampling frame, a sample of 10 percent would be too small. Generally speaking, 30-50

cases are regarded as a minimal levehfeaningful statistial data analysis.

This research is a cross-sectional based study to collect data at a point of time in July
2005. Due to limited time and resources, thestdr method is used to choose target
populations. The trading and telecommunicatiafustries are major economic entitles in
Hong Kong. The former generated aogg profit of HK$14,555 million and employ
31,600 workers, the latter generated asgrprofit of HK$2,203 million and employed
168,029 workers in 2003 (Census and SiatiDepartment, 2005)Respondents are
recruited from these two sectors. Qualiiternational Limited and Hutchison Global
Communications Limited are selected to represent each industry. A multi-stage clustering
sampling is used to distribute questionnaires in administrative departments. Random
sampling enables an equal probability of epefson being selected to minimize sampling
error and bias (Babbie, 2001). Randomizatimproves the representativeness of this

research. This research wasited to respondents aged 18alyove who are eligible to
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meet the MPF minimum age and excluded-seiployed people. This provided a highly
cooperative and well stratified sample frastifferent demographic backgrounds who
participated in this research, the result t@ngeneralised to othdusiness sectors in

Hong Kong.

4.2 Instrumentation

4.2.1 Research Strategy

Quantitative research is used to developwledge by experimental designs such as
quasi-experiments and correlation studiestoogeneralise findings by non-experimental
design such as surveys, quesnaires or structural int@ews (Kepple, 1991; Babbie
1990). Data collection methods can use eithesed ended or open ended questions, and
numeric or non-numeric data analysis. In casit qualitative researdh a way to obtain
knowledge, which can be narrative, phenoategies, and grounded theory and case
studies (Strauss and Corbin 1990; Stake 1985nixed approach has been developed
since 1959 to combine both qualitative and ditetive methods. For instance, a field
method includes observations and interviewcttlect qualitative datantegrated with
survey in collecting quantitavdata (Sieber, 1973). Researchers gather data by asking a
list of questions about attitudes, or colledbmimation regarding specific behaviour. They
can also conduct a site visit, observe behaviour and to inteew. This research is also
aimed to test several hypothesises and correlations among saving, MPF scheme,

investment, retirement and demographic factdence, a quantitative method is adopted.

4.2.2 Questionnaire

Saving behaviour involves persal privacy, and is not easibbserved. Observation may

not be an appropriate means to collect datal its findings are not easy to generalise.
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Respondents may not be willing to discloseirtlsaving habits to interviewers, who may
tend to under-report. Hence, face to face intervimag not be applicable in this research.
To certain extent, a questionrawould be relatively feasibl® obtain real figures. It is

an impersonal device for securing answés questions by using a form which the
respondents fill in by themselves. Anonymdsin be assured. Respondents would have
more confidence to disclose their infornoati A self-administered questionnaire can also
reduce interviewers’ influence leading tdiased result. Respondents find it convenient
to fill up a questionnaire when they are free. Questionnaires are a speedy way to collect
data within several weeks (Bryman, 2004).abidition, a closed ended questionnaire is
used to offer a range of fixed choice. p@sdents are asked to choose the one that most
closely represents their views. Closed sjimms tend to be more popular than open
questions to eliminate the gislem of coding. Less worknd training is required to

administer closed ended questionnaires.

However, respondents may lack spontané8glant and Dillman, 1994). A follow up
action was taken 5 days after questionnairese wdéstributed, in order to ensure a high
response rate. Closed ended questionnamesiot easy to dewad, and may introduce
bias by forcing the respondetat choose from the altermads, or by suggesting answers
the respondents may not have thought of ottserwin this reseal; special attention has
been paid to exhaustiveness and mutualusivity. Besides, respondents may not fully
understand the questions. Several measuree ta&en into account to construct the
questions. All wording must be simple agalsily understood by respondents. Vague and
ambiguous words are avoided to prevent retems interpreting the questions based on
their different backgrounds and points of viewke patience and ability of respondents is

considered, in order to ensutteey can read the entire @gtiens. Lengthy questions are
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eliminated. Indefinite words such as ‘uBya ‘seldom’ and ‘many’ are problematic and
are avoided due to different meanings ddferent respondents$inally, double negative
should be eliminated, such as avoid using tlegative words ‘not’ in questions (Birley

and Moreland, 1998).

A cover letter was attached to the questioresato state clearly ¢hresearch topic was
about the Mandatory Provident Fund, awds conducted for academic purposes. A
correspondence method was provided for any epquiclarificaton. Confidentiality was
assured for all data. Instructions were progifle certain questions, such as ‘to circle the
appropriate answers’. A pilot test wa®nducted to improve the content of the
guestionnaire. In order to ensure resporgleveell understand all the questions, a back
transition method was used by asking sangaeple to go through their own explaining

of questionnaires. Several questions simplified to change from multiple choice questions
to categorical questions, to enable respondents to answereamihg. The structure of
qguestionnaires was reorganised. An intengséind non threatening topic was arranged at
the beginning to involve respondents itweml and motivate them to cooperate in
completing the questionnaire. Difficult quiests in testing the understanding of MPF
were arranged by the end. Thwst sensitive personal infoation was put in the last
section. Several questions were cut to shorten the questionnaires All these revamps were

aimed to encourage a higher responseaatketo ensure an adequate response.

Apart from primary data, collected data frather researchers orsiitutions were used.
These are known as secondary data. Fetainte, documents, journals, government
reports, editorials and website were usexl a supplement for analysis. These data

provided a look into the pastrféongitudinal analysis. This ntteod is relatively cheap in
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cost and time. Most of thesetdaare of high quél data conducted bgrofessionals, i.e.
the annual reports and information providedtbg Census and Statistic Department in

Hong Kong.

4.3 Questionnaires Layout

The questionnaire consisted of three kindf measurements: factual data (e.g.
demographics, savings), Likert five portdntinuous scales (ranging from strongly agree
to strongly disagree) and categal scales (Yes/ No questis) (Appendix 3). The Likert
scale is a multiple indictor to access specdititudes, which appears as a series of
statements. The level of agreement rangesfipoint 5 (stronglyagree) to point 1
(strongly disagree). The scale is usedmeasure the level of intensity, frequency or
evaluation. A computer application: SPSS 180 Windows is used for analysis in
checking internal consistency. Means,ndgi@d deviation, correlation, t-test and Chi-

square are calculated to testrelations among variables.

This questionnaire was divided into dependent and independent factors. Dependent
variables are factors that deyeon the independent variablesach as outcomes of results

of the independent variables. In this reshahe dependent variable is saving behaviour

for retirement, which is affected by indepentieariables such asderstanding of MPF,
Investment knowledge, and retirent attitude. Independentniables are possible causes,
influences or affect outcomeemographic factors are algsed as independent variables

in this research, such as gender, ageonme, education qualification, marital status,

children and residential status etc.
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4.4 Variables
Four variables including understanding oPW investment knowtiye, saving behaviour

and retirement attitude are assessed in the following ways.

4.4.1 Understanding of the MPF Scheme

To check understanding of the MPF schemeersd questions were asked such as the
maximum amount of MPF contribution made pgonth and the normal retirement age to
claim MPF. These attitudes towards MPHIvme scored from 1 to 5, by evaluating
whether MPF will be adequate to protect a comfortable retirement, and whether additional

personal saving is needed to supplement MPF investment.

4.4.2 Saving Behaviour

One of the best predictors of saving bebar is the total amoundf money saved per
month (Furnham, 1999). To further expldree MPF impact on sawj, enquiries into
changes in saving before and after the implementation of MPF will be made. A scoring

question is used to ascertainetimer saving is for short term pase or for retirement.

4.4.3 Investment knowledge

To check investment knowledge, a questionvbé&ther the capital preservation fund may
suffer loss was asked. Their attitudes toward investment will be scaled by understanding
of MPF funds and investment information. dddition, respondents were asked whether
they have attended MPF related seminarsvamat was their major source of information

about the MPF.
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4.4 .4 Retirement Attitude

Expectations of retirement ince, retirement age, benefits time form of lump sums or
annuity, family support and government suppeere ascertained. Confidence in saving
for a comfortable retirement life was scor&thally, questions on expectations about the

future of MPF contribution rate andected retirement age were asked.
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Chapter 5 Data Analysis

In this chapter, a brief description on tespondents’ background Mbe outlined. The
correlation among understanding of the MB&ying behaviour, investment knowledge,
and retirement behaviour will be analysed. Three hypotheses of additional voluntary
saving, saving orientation and the MPF béngdyment across demographic factors will

be tested. Finally, people’s expectation of MPF reform will be discussed.

5.1 Descriptive Statistics

In this research, 54 questiomas were received; the resyse rate was 42 percent. 22
(41.5 percent) were male, 23 (58.5 percent) iensale (Figure 5.1). Most of them were
aged between 21 and 31 (67.0 percent). lffioregents (18.9 percent) were aged between
31 and 40. And 2 responden&8%) aged between 51 and 60, and below 20 respectively.
Income levels 39 respondents (73.6 perceathed less than HK$20,000. 10 respondents
(18.9 percent) earned between $20,000 and $39%9@Pthe rest of 47.5percent) people
were high earners over HK$40,000. Education levatsst of them (71.7 percent) were a
well educated with degree difi@ation. 41 respondents regsenting 77.4 percent were
married, only 7 (13.2 percent) of them wahildren. The number of home owners was 18,

about 34 percent in total.
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Figure 5.1 Demographic Factors of Respondents

Number Percentage

All 53

Male 22 41.5
Female 31 58.5
Age

<20 2 3.8
21-30 36 67.9
31-40 10 18.9
41-50 3 5.7
51-60 2 3.8
60> 0 0
Income

<$20,000 39 73.6
$20,000-$39,999 10 18.9
>$40,000 4 7.5
Education

Primary or Below 3 5.7
Secondary 12 22.6
University or above 38 71.7
Marital Status

Single 41 77.4
Married 12 22.6
Children

Have 7 13.2
Don’t have 46 86.8
Home Owners

Yes 18 34
No 35 66

5.2 Correlation Analysis

5.2.1 Understanding of MPF

Retirement expectation is a factor whicheats people’s retiremeptanning and attitudes
(Mutran et al., 1997). In this search, a five-point Likertype scale is used to assess
saving, investment and retirement attitudgsving is probably a hé for people in Hong
Kong. 68% respondents indicated that they dawefore MPF come in, but they agreed
that most savings are onfigr the short term (mean = 3.64, S.D.=1.09). This may due to a
non-comprehensive social security systerilong Kong, where people are self-reliant in
financing their daily expenses. Besides,rendhan half of respondents (58 percent)

admitted that MPF is inadequate to ensai@omfortable retirement. Only 9.4 percent of
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respondents think that MPF is sufficientr fa comfortable retireent. One third of
respondents (32.1 percent) are neutral towdnreladequacy of MPF. This group may not
have an adequate understanding of the MPF, and have a neutral attitude. Hence, it is

interesting to explore thelegionship between their undéading of the MPF and saving.

Fig 5.2 Understanding of MPF

Normal Retirement Age

Correct Incorrect

MPF Calculation  Correct Number 32 2
Percentage 60.4% 3.8%

Incorrect  Number 14 5

Percentage 26.4% 9.4%

Two questions were asked to check responderdsrstanding of MPH:he first one is to

ask the maximum amount of MPF contributjper month. The second one is to ask what

is the normal retiremerdige to claim MPF. Fig 5.2hewed 32 respondents (60.4%)
correctly answered both quists. An industry survey vgaconducted in 2000, in which

only 40 percent of people understood the @ples of the MPF (Anon. 2000). Four years

of the implementation of the MPF, understanding of the MPF showed slight improvement.
However, the majority of respondents indichtbat they neither know how to calculate

the amount needed to save fetirement nor how much @he MPF accrual benefit will

be accumulated when retired, 90.0% and 94.&8pectively. It means the knowledge and

how to calculate MPF and retiremdagnefit is probably inadequate.
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Fig 5.3 The Relationship between Understanding of the MPF and Saving

Saving
Yes No
Understanding Yes Number 18 14
of MPF
% within group 56.3 % 43.8%
% of total 34.0 % 26.4 %
No Number 10 11
% within group 47.6% 52.4%
% of total 18.9% 20.8%
Total Number 28 25
Percentage 52.8% 47.2%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square .379 1 .538

The amount of saving is relatively low. @merage respondents only saved HK$1,646 per
month for retirement. This amount is loweaththe amount of the Comprehensive Social
Assistance Scheme payment about HK$2,140npenth, which is only used to support
basic daily expenditure. A chi-square issed to test the relationship between
understanding of the MPF and saving (fg&3). For respondents with MPF knowledge,

56 percent of them have savings. For those without MPF knowledge, 47.6 percent of them
have a saving habit. Thei® no significant difference bseen people with or without

MPF knowledge towards saving {X379, p>.05). Hypothesis the people with better
understanding of the MPF are thus more {ikiel save is invalid. As mentioned above,
only 60 percent of respondents are equipped with MPF knowledge, and 90 percent of
them do not know how to calculate any retiegr benefits required for their future.
Hence, the low capabilities in MPF cdlation and understanding of the MPF do not

serve to encourage people to save.
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5.2.2 Saving Behaviour

MPF Impact on Saving Behaviour

Fig 5.4 MPF Impacts on Saving Behaviour

Saving after MPF came in

Less Same More
Saving habits  Yes Number 10 17 9
before MPF
Percentage 27.8% 47.2% 25.0%
% of total 18.9% 32.1% 17.0%
No Number 6 8 3
Percentage 35.3% 47.1% 17.6%
% of total 11.3% 15.1% 5.7%
Total Number 16 25 12
Percentage 20.2% 47.2% 22.6%
Chi-Square Tests
Value df Asymp Sig. (2-sided)
Pearson Chi-Square  .492 2 .782

Apart from understanding the MPF, the implementation of the MPF may have some
influences on saving. However, figure 5.408ing hypothesis 2: the implementation of
MPF has a positive impact on saving behaviour is reject&d432, p>.05). More or less

the same portion of respondents (47 percdrdjn the groups, with or without a saving
habit, indicated that thegaving habit would remain the same when the MPF came in.
Overall 22.6 percent of respondents would save more, but 20.2 percent of respondents
indicate that they would save less after the implementation of the MPF. The finding
showed that MPF has a displacement impacsaving. Some people may reduce personal

saving to offset MPF contribution. The npact of MPF on saving is not obvious.

Correlation between the Adequacy of the MPF and Personal Saving

Fig 5.5. Correlation between Personal Saving and Adequacy of MPF

Value Sig. Value (2-tailed)

Person Correlation -.303 .029
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Saving behaviour may be affected by persamngdectations. An internal consistency is
found (fig 5.5). There is a moderate cortieia is between the adequacy of MPF and
personal saving (r=-.30, p<.05). If people expect that MPF is not enough to protect
retirement needs, they are more likely dagree personal savings are needed as a
supplement to MPF. They admitted that addiéil saving is still required, even though
MPF has already been implemented. Howeorly 21 percent of regmdents have made
additional voluntary contributions towardVMPF accounts. The MPF account is not a

popular saving instrument, and is not fully utilised.

The Relationship between Understanding oRisk in Stock and Saving Behaviour

Fig. 5.6. The Relationship between Understanding of Risk and Saving Behaviour

Number Mean S.D.
With Retirement Saving 28 4.00 A71
Without Retirement Saving 25 2.45 142

T-Test

Value Sig. Value (2-tailed)

Independent t-test 1.945 .043

A five-scale question was asked whetheveisting in stock is risky. Fig 5.6 shown
hypothesis 3: there is a sifjnant relationship between eéhunderstanding of risk and
saving behaviour (t=1.945, p<.09)eople with retirement gi;mg (mean = 4.0) are more
understanding of risk than those peopleéheuit retirement saving (mean =2.45). The
difference of the mean score is 1.55. Peoplh savings tend to be more conservative
and less willing to face an unstable retiremdat Thus, they tend teave for retirement.
However, people without retirement savingay spend their money in other ways. This
finding is probably consistent with the lowvsgag rate in the USAnay be due to people
accumulating wealth through investment (Lusardi et al, 2001). However, other factors

like education and income may absitbect the low saving rate.
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5.2.3 Investment Knowledge
MPF Talks/ Seminars

Graph 5.1 The Main Information Source Consultation on MPF Investment

Never
Consult

Friends
16%

Insurance/
Internet Brokers
2% 6%
MPFA "4 e
6% N [l
Employers

24%

We now consider how people decided hovintest their MPF fundsConsultation seems

to be critically significant when it eoes to MPF investmentOver 86 percent of
respondents consulted differeparties. Banks and employers were the most common
channels for consultation. About one quartérrespondents consulted each of them
respectively. Discussions with friends (16 percent) also play a critical role in MPF
investment. Insurance/ Brokers (6 perceMPFA (6 percent), and media (8 percent)
share the same levels abresultation. The internet wasetheast popular way to obtain

MPF investment knowledge, only 2 pertehpeople used this medium.

Fig 5.7 The Relationship between attendiniyIPF talks and Understanding of MPF funds

Number Mean S.D.
Attending MPF Talk 22 3.89 1.358
Non attending MPF Talk 31 2.82 1.259

T-Test

Value Sig. Value (2-tailed)

Independent t-test 2.548 .012
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Less than half of responderattended MPF seminars/ alid1.5%, n=22). Attendees of
MPF talks (n=22, mean = 3.89, SD=1.358) scomith better understanding of different
kinds of MPF funds than non-attendees3h, mean =2.82, SD=1.259) (fig 5.7). This
means that MPF talks tend to help the undeditey of MPF funds. Imaddition, there is a
strong correlation between peeplunderstanding of MPF fusidnd either ieiving clear
MPF related information and advice (r=2.548, p<.0%)us, MPF seminars seem to be an

effective way of educating the publicitaprove their knowledge of the MPF.

The Relationship between Understandingof MPF funds and making additional
voluntary savings

Fig. 5.8 The Relationship between People with/without additional voluntary saving and poor
Understanding of MPF funds

Number Mean S.D.
With Additional Voluntary Saving 11 1.27 14
Without Additional voluntary Saving 42 1.48 .02

T-Test

Value Sig. Value (2-tailed)

Independent t-test 1.206 .233

The MPF is a type kind of long terrmvestment. However, only 56 percent of
respondents answered correctly that MPFitahpreservation fund may suffer loss. It
seems that MPF investment knowledge isat®quate. Poor understanding of investment
issues is not only found indthg Kong, it also happens inhetr countries which provide
pension schemes (Anon., 2000). An independantples t-test is conducted, to test
hypothesis 4. people understanding of MPF funds in rel&ipno additional saving, or
additional voluntary saving iMPF accounts (Fig. 5.8). Theieno significant difference
between two groups, people with additibmvaluntary saving (M=1.27, SD=.14) and
people without additional vohtary saving (M=1.48, SD=.0251.206, p>.05), in respect

of their understanding of MPF funds. The ressiltonsistent with the previous finding,
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the MPF scheme is insignificant in encouragiegple to save, partly due to the low level

of understanding of MPF related issue.

Stock Holders

Fig. 5.9 Relationship between Stock Holders and Understanding of MPF Funds

Number Mean S.D.
Stock Holders 30 2.83 .887
Non Stock Holders 23 2.70 .998
T-Test
Value Sig. Value (2-tailed)
Independent t-test -.481 .633

57 percent of respondents ateck holders (n=30). Thescores of understanding MPF
funds (mean = 2.83) is slightly highemthnon-stock holders (mean = 2.70, p>.05) (fig.
5.9). Hence, there is not aasstically sigificant difference in the mean scores of
understanding of MPF between stock and noecksholders. Stock holders may tend to
short-term speculation rather than long term investmé&hts, stock holder does not
imply investment knowledge. MPF Funds arenitored under the MPF ordinance, which
is not the same as the security ordinance. ;Tihis not a surprise that even stock holders
may not fully understand MPF funding. Hendgjpothesis 5: there is a significant
relationship between the understanding of Mdfds and stock holding. This is invalid

(t=-.481, p>.05).

5.2.4 Retirement Behaviour

In this research, the average expected retintiage is 58. This age is lower than the MPF
normal retirement age of 65 years. Female exgecttirement age is slightly earlier than
male by three years (male=60 years old, fertaleyears old). 60 percent of respondents

prefer retirement benefit as in lump sum eaxtthan an annuity (n=32). They attempt to
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enjoy more flexibility in spending their retiremebenefits. This may be a risky strategy if

the retirement benefit is noheugh to cover their whole life.

Less than half of respondents (43 percen23)=expect that their children will provide
future financial support. The traditional custom of raising childreanagisurance against

old age, is breaking down. In Hong Kongne person families and families without
children are becoming more common. Téeerage household size was 3.1 in 2004
(Census and StatisticDepartment, 2004). Graph 5.2 showed that over 73 percent of
respondents agreed that indivitkuahould bear the greatest responsibility for retirement.
15 percent of respondents agreed that the government should take the greatest
responsibility. Not many people @gd that employer (6 percent) and family (6 percent)
should take the greatest responsibility. Onicey use up the benefit, 83 percent of
respondents expect to apply for social s#gudrom the government. This means that
people in Hong Kong attempt to belf reliant, buthe responsibility othe government to

care for the aged is still inevitable.

Graph 5.2 The greatest Reponsibility for Retirement
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When contemplating retirement, not manyple worry about their savings. Only 15.1
percent of respondents do not have enoughidemée to save money for a comfortable
retirement. Half of the respondents (49 percent) are confident and save enough. One third
of respondents (35.8%) are neutral. The means score of confidence towards saving for
retirement is 2.43 (S.D. = 1.01). As the livistandard after retireemt, less than one

third of respondents expect theetirement income will be lower than their final salary.

64 percent of respondents expect that theirerent income will be higher or the same

as their final salary.

Fig. 5.10 The Relationship between Applying for Social Security and Confidence of Saving Enough
for Retirement

Number Mean S.D.
Attempt to Applying for Social Security 44 2.25 .149
Do not Attempt to Applying for Social Security 9 3.33 .167
T-Test
Value Sig. Value (2-tailed)
Independent t-test -3.179 .003

An independent t-test was conducted testiregrelationship betwegpeople who expect

to apply for social security, and those wittbagh confidence to saver their retirement.
There is a significant difference between two groups. People who expect to apply for
social security will have Bower level of confidence towards saving enough for retirement
(N=44, M=2.25, SD=.149), peopieho do not expect to applpr the social security
have higher level of confidence in sagienough for retirement (N=9, M=3.33, SD=. 167)
(fig. 5.10). Hypothesis 6 is valid that thei® a significant rel@onship between the
expectation to of social sectyriand the level of confidende save enough for retirement

(t=-3.179, p<.05). If people do not have enoughfidence, they are me likely to apply
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for social security in their old age.htis the burden government social security

expenditure will be increased in the future.

To sum up, the MPF seems to be ineffectivencouraging people save for retirement.
This may be due to the fact that the schéae only just been implemented in December
2000. The levels of understanding of th&Mand investment knowledge are low which

Is not sufficient to promote saving and a hetbeancial preparation for retirement. This
research showed an important finding that of the low level of confidence to save enough
for retirement (m=2.43), and will be mold&ely to cause people to apply for social
security. Hence, it is critical to expbrfurther whether demographic factors have
significant influence on three particular asfs including voluntgr contribution, saving

purpose, and forms of retirement benefits.

5.3 Demographic Analysis

5.3.1 Additional Voluntary Saving

According to these findings, voluntary veag is not popular, only 20 percent of
respondents have made a voluntary contribution (n=11). Hénisecritical to identify
which demographic factors affects peoplekmg voluntary contributions, in order to

design more attractive and appropgigoluntary saving products.
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Gender
Fig. 5.11 The Relationship between Additional Voluntary Contribution and Gender

Additional Voluntary
Contribution
Yes No
Gender Male Number 5 17
% within gender  22.7% 77.3%
% of total 9.4% 32.1%
Female Number 6 25
% within gender  19.4% 50.6%
% of total 11.3% 47.2%
Total Number 11 42
Percentage 20.8% 79.2%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square  .089 1 .765

Gender is not a significant differenceddditional voluntey distribution (¥~.089, p>.05)

(fig 5.11). Nowadays, both males and femateslong Kong probably enjoy equal status

in education and work. Theievels of income and coosiption are not in greatly
difference. The low level of voluntary contriibns may be due to various factors other
than gender. There may be a lack of incentio make a voluntgrcontribution, since

only the mandatory contribution is exenfpam tax, with a maximum limit of $12,000

per year. In addition, Hong Kong is an intgroaal financial centre. There are lots of
investment products such as bonds, fuadd securities. People in Hong Kong enjoy
choice of investment. The MPF additional voluntary saving account seems to be less

attractive than other ingément instruments.
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Age
Fig. 5.12 The Relationship between Additional Voluntary Contribution and Age

Additional Voluntary
Contribution
Yes No
Age <20 Number 0 2
% within age group 0% 100%
% of total 0% 3.8%
21-30  Number 1 35
% within age group 2.8% 97.2%
% of total 1.9% 66.0%
31-40 Number 5 5
% within age group  50.0% 50.0%
% of total 9.4% 9.4%
41-50 Number 3 0
% within age group 100% 0%
% of total 5.7% 0%
51-60 Number 2 0
% within age group  100.0% 0%
% of total 3.8% 0%
Total Number 11 42
Percentage 20.8% 79.2%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square  31.889 4 .000

Age groups has a significant differencevéwds additional voluary contribution (X
31.889, p<.05) (fig.5.12). The two youngest gro(ipdow twenty years old, and between

21 and 30 years old), are the least likely to make voluntary contribution. This may due to
low starting salaries, so they may not hawvech disposable income to make voluntary
contribution. It is alsoxplained by the life cycle modéhat youngsters are more likely

to spend their money on studies, entert@nimand housing rather than to save. The
highest saving group is the middle aged betwadeand 40. At this stage, salary probably
increases more rapidly than at other stages. Hence, they are more likely to have
disposable income to devote to voluntary sgviThe finding is consistent with Guariglia

and Markose (2000) who stated that thera strong positive ref@nship between this

middle aged group and saving. They are midkely to make voluntary savings to
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eliminate income shocks. The basic principlehaf life time model igpplicable to Hong

Kong, saving increase is related to agee Pleak time of makingoluntary contribution

arises earlier in the middle age rather tharitbecycle theory assumed before retirement.

Income

Fig. 5.13 The Relationship between Additional Voluntary Contribution and Income

Additional Voluntary Contribution

Yes No
Income <HK$20,000 Number 10 29
% within income group 25.6% 74.4%
% of total 18.9% 54.7%
HK$20,000 - Number 0 10
HK$39,999 % within income group 0% 100%
% of total 0% 18.9%
>HK$40,000 Number 1 3
% within income group 25.0% 75.0%
% of total 1.9% 5.7%
Total Number 11 42
Percentage 20.8% 79.2%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square  3.299 2 .199

Various income levels are not a significgndifferent in making additional voluntary
contributions (%¥~3.299, p>.05) (fig.5.13). Thus the hypatiethat there is a significant
difference in making voluntaryoatribution across different aggroups is rejected. Since

the MPF has only operated for four yedrespondents tend toke a “wait and see
approach” regarding additional voluntary coptiions. Only one out of four respondents
from the high income group (>HK$40,000) has made voluntary contributions. They may
have already been a target customer for banks and financial institutions to promote
different investment products beforeethmplementation of the MPF. Additional
voluntary saving is relatively less attractifer them compared with other means of
investment. As for the low income grougK$<20,000), they may be excluded from the

products of the financial companies. The learners are less likely to receive marketing
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material and to access financial instita8o Thus, voluntary contributions are not a

suitable option for them.

Education
Fig. 5.14 Relationship between Additioal Voluntary Contribution and Education
Additional Voluntary
Contribution
Yes No
Education Degree Holders Number 8 30
% within education 21.1% 78.0%
% of total 15.1% 56.5%
Non-degree Number 3 12
Holders
% within education  20% 80%
% of total 5.7% 22.6%
Total Number 11 42
Percentage 20.8% 79.2%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)

Pearson Chi-Square .007 1 .932

The proportion of degree holders who madigitonal voluntary cotributions is not
significantly different from the proportion efon-degree holders that made contributions
(X¥ .007, p>.05) (fig. 5.14). The hypothesisathmaking additional voluntary
contributions towards the MPF account sgynificantly different across differently
educated people is not valid. It may be trua trducation is not significant difference in
making contributions. MPF is a kind of long term investment. Even degree holders may
not fully understand investment issuesdathe importance of early and continual
retirement saving. This result is consistent with the previmaing that nearly half of
respondents could not answerreatly that the capital presvation fund may suffer loss.

And over 90 percent of respondents do no kimw to calculate savings needed for

retirement. Thus, MPF education is needsghrdless of peoples educational levels.

Marital Status
Fig. 5.15 Relationship between AdditionaVoluntary Contribution and Marital Status
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Additional Voluntary Contribution

Yes No

Marital Status  Single Number 5 36

% within marriage status  12.2% 87.8%

% of total 9.4% 67.9%

Married Number 6 6

% within marriage status  50% 50%

% of total 11.3% 11.3%
Total Number 11 42

Percentage 20.8% 79.2%
Chi-Square Tests

Value d.f. AsympSig. (2-sided)

Pearson Chi-Square 8.067 1 .005

There is a statistically difference betweemarital status and additional voluntary
contributions (¥~ 8.067, p<.05) (fig.5.15). Single peopkre less likely to make
additional voluntary contributions. Only 12 percent of single people have made voluntary
contributions, in contrast Sfiercent of marriegeople have made waitary contributions.

This means that people who are married areenpoepared to plan for their retirement.
And that single respondents without famigsponsibilities are less likely to make
voluntary contributions. Esggially, the young singl person may think retirement saving

is an issue for the distant future. Thigigplained by the life cycle model that youngsters
have immediate goals to achieve regardinglists, marriage and home purchase, and are

thus less likely to save for retirement.

Children
Fig. 5.16 Relationship between Additinal Voluntary Contribution and Children

Additional Voluntary Contribution

Yes No
Children  Have Number 6 1
% within children  85.7% 14.3%
% of total 11.3% 1.9%
Do not have Number 5 41
% within children  10.9% 89.1%
% of total 9.4% 77.4%
Total Number 11 42
Percentage 20.8% 79.2%

Chi-Square Tests
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Value d.f. AsympSig. (2-sided)

Pearson Chi-Square 20.602 1 .000

The proportion of people who have childrend who made additional voluntary
contributions is significantly different frottne proportion of people without children who
made contributions (X20.602, p<.05) (fig. 5.16). Peopfaving children (85.9 percent)

are more likely to make additional voluntacgntributions thanhose without children

(10.9 percent). As mentioned above, margtdtus is a significant factor influencing
voluntary contribution. This could be fudr explained as married respondents with
children prefer to protect a more stableniiy life. Additionally, the average household

size in Hong Kong has reduced from 3.4 in 1991 to 3.1 in 2004 (Census and Statistics
Department, 2001). This means many families have on average only one child. Parental
expectation of family size hahanged. Parents do not rely @me child to keep them in
retirement. Hence, people with a small family attempt to plan for their own retirements by

making voluntary contributions.

Homeownership
Fig. 5.17 Relationship between AdditionaVoluntary Contribution and Home Owners

Additional Voluntary Contribution

Yes No

Home Owners Yes Number 1 17

% within home owners 5.6% 94.4%

% of total 1.9% 32.1%

No Number 10 25

% within home owners 28.6% 71.4%

% of total 18.9% 47.2%
Total Number 11 42

Percentage 20.8% 79.2%
Chi-Square Tests

Value d.f. AsympSig. (2-sided)

Pearson Chi-Square 3.829 1 .05
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There is a significant difference in homerawship and additionafoluntary contribution
(X* 3.829, p=.05) (fig. 5.17). Home ownemre less likely to make voluntary
contributions. About 2 percent of home owsibave made voluntaicontributions, while
about 29 percent of non home owners hanagle voluntary contriliions. In Hong Kong,
the relative property poe is one of the highest inethworld, housing expenses accounts
for 32 percent of average monthly househeighenditure such as mortgage, rate and
management fee (Census and Statistics meat, 2001). Hence, home owners are less

likely to have disposable income available for making voluntary contributions.

5.3.2 Saving Orientation

In this part, saving orientation will be testéul see if there is a significant difference
across different demographic factors. A figeale score is used to ask respondents
whether saving is for the short-term, but not for retirement. Score 5 implies saving for

short time, while score 1 implies saving for retirement.

Gender
Fig. 5.18 Relationship between Saving Orientation and Gender
Number Mean S.D.
Male 22 2 .873
Female 31 2.52 .996
T-Test
Value d.f. Sig. Value (2-tailed)
Independent t-test -1.955 51 .056

An independent-samples t-tastconducted to compare tlenificant difference in the

mean of short term saving scores for maled female. There is no significant difference
in scores for males (M=2, SD=.873) dethales (M=2.52, SD=.996; t=-1.955, p>.05) (fig.
5.18). The hypothesis that savifay the short term, not for retirement is significantly

different across gender is notlida This finding is consistenwith the previous finding
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that there is no significamlifference in making voluntaryonitributions between men and

women.
Age
Fig. 5.19 Relationship between Saving Orientation and Age
Number Mean S.D.
Age <20 2 4.00 .000
21-30 36 2.39 .964
31-40 10 2.10 .738
41-50 3 1.33 577
51-60 2 1.50 .707
Total 53 2.30 .972
ANOVA
d.f. F Sig. Value (2-tailed)
Between groups 4 3.277 .019

Multiple Comparisons
Mean Difference

() age (J) age (I-3) Std. Error Sig.
<20 21-30 1611 .652 114
31-40 1.900 .695 .063
41-50 2.667(%) .819 .017
51-60 2.500 .897 .056
21-30 <20 -1.611 .652 14
31-40 .289 321 .895
41-50 1.056 .539 .302
51-60 .889 .652 .653
31-40 <20 -1.900 .695 .063
21-30 -.289 321 .895
41-50 767 .590 .693
51-60 .600 .695 .909
41-50 <20 -2.667(%) .819 .017
21-30 -1.056 .539 .302
31-40 -.767 .590 .693
51-60 -.167 .819 1.000
51-60 <20 -2.500 .897 .056
21-30 -.889 .652 .653
31-40 -.600 .695 .909
41-50 167 .819 1.000

* The mean difference is significant at the .05 level.
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A one-way between-group ANOVA analysis wériance is conducted to explore the
impact of age on levels of saving orientat(ig. 5.19). There is a atistically significant
difference at the p<.05 level in a five-postore for the different age groups (F=3.277,
p<.05). Despite reaching statistical sigrafnce, the actual difference mean scores
between age groups are relatively largecesitne eta squared is .21. Cohen (1988) stated
that the value of eta sqargdeater than .14 is a large effect size. Respondents who are
younger than 20 years old are significantlifedent from the age group between 41 and
50. The youngest age group is the most likelgawee for short term goal (M=4, S.D.=.00).
The short term saving mean scores reduaasgalvith the increaseithh age until the age

of 50 years old. It is consistent with thie cycle hypothesis that youngsters are more
likely to spend rather than to save. People in Hong Kong of this age group are more
concerned about saving for marriage dmne purchase (Siu, 2001). The mean score
slightly increases for those aged between 51 and 60. People reaching retirement age may
have less financial burdens from their fansilend children, who enjoy more flexibilities

in consumption at this stage.

Income
Fig. 5.20 Relationship between Saving Orientation and Income
Number Mean S.D.

Income <HK$20,000 39 2.31 1.004

HK$20,000 - HK$39,999 10 2.40 .996

>HK$ 40,000 4 2.00 .816
Total 53 2.30 972
ANOVA

d.f. Value Sig. Value (2-tailed)

ANOVA 2 237 790
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Multiple Comparisons

Mean
Difference Std.
() income (J) income (I-J) Error Sig.
<HK$20,000 HK$20,000 - HK$39,999 -.092 .350 .962
>HK$ 40,000 .308 .518 .824
HK$20,000 -HK$39,999 <HK$20,000 .092 .350 .962
>HK$ 40,000 .400 .584 773
>HK$ 40,000 <HK$20,000 -.308 518 .824
HK$20,000 - HK$39,999 -.400 .584 773

Different levels of income earned is nosignificant difference towards the saving for a
short-term goal (F=.237, p>.05) (fig. 5.20). Respondents tend to be neutral about whether
their saving is for short term or for retiremgM=2.3). This may be due to the economic
downturn after the Asian economic crisis; tiieemployment rate has sharply increased
from 2.3 percent in 1997 to 5.7 percenkD05 (Census and StditsDepartment, 2005).

Even high earners worry about losing theingoThus, employees have to save against
both short term and long term uncertaintiesnéte education to save for the long term

and to invest for a bett return is required, in partiarl they need a hedge against of

inflation.
Education
Fig. 5.21 Relationship betweeaving Orientation and Education
Number Mean S.D.
Degree Holders 38 2.34 1.047
Non Degree Holders 15 2.20 775
T-Test
d.f. Value Sig. Value (2-tailed)
Independent t-test 51 476 .636

The level of education is an insignificadifference towards savingrientation (F=.476,
p>.05) (fig.5.21). This finding ixonsistent with the rekumentioned above education
level is not a significant difference in kiag additional voluntary contribution. Even

degree holders do not have atbe understanding of MPFnd investment issues than
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non-degree holders. In addition, educationHang Kong has changed from an elite
education system to general educatiostesy; over 66 percent of youngsters can now
achieve tertiary education. Hence, the difference between degree and non degree holders

towards saving orientations may become anomalous.

Marital Status
Fig. 5.22 Relationship between Saving Orientation and Marital Status

Number Mean S.D.
Single 41 2.39 .997
Married 12 2.00 .853
T-Test
d.f. Value Sig. Value (2-tailed)
Independent t-test 51 1.259 .225

An independent t-test was used to test tiierdint between singland married people in

the mean of saving scores. There is rgnificant difference between the two groups
(t=1.259, p>.05) (fig 5.22). This can be eaipked by similar reasons as mention above,
economic downturn affects savimgientation regardless of mital status. Single persons
have difficulty in saving enough for marreegThe marriage age was 30 years old for
males and 27 for females in 1996, increasing to 31 for males and 28 for females in 2004
(Census and Statistic Department, 2005).oremic recession seems to be a barrier to
marriage. Hong Kong’'s people are facing finahpressure from #h external business

environment, so they have to save without either a clear short term or a long term purpose.

Children
Fig. 5.23 Relationship between Saving Orientation and Having Children
Number Mean S.D.
Children Have 7 1.57 .535
Do not have 46 241 .979
T-Test
d.f. Value Sig. Value (2-tailed)
Independent t-test 51 -2.212 .031
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The proportion of people witbhildren is significantly diffeent from the proportion of
people without children regarding savingtire short term (t=-2.212, p<.05) (fig. 5.23).
People without children (M=2.41, SD=.979) amere likely to save for the short term,
whilst people with children are more liketg save for retirement (M=1.57, SD=.535).
The magnitude of the difference in the meésmoderate (eta square =.088). Bring up
children is a long term commitment, so respamtd with children are less likely to save
for short term goals such as travelling arat purchases. Parents are now less likely to
rely on their children to suppotheir retirement, and now Y@ their own long term plans
for the future. This is also consistent wilie previous finding that parents are more likely
to make additional voluntary contribution€onversely, people without children are
facing relatively less financial pressure. They are more likely to spend their savings in

fulfilling their short-term needs.

Homeownership
Fig. 5.24 Relationship between Savirggfor short term and Home Owners

Number Mean S.D.
Home Owners 18 2.78 .943
Non Home Owners 35 2.06 .906
T-Test
d.f. Value Sig. Value (2-tailed)
Independent t-test 51 2.706 .009

There is a significant difference betwe#me proportion of hme owners (M=2.78,
SD=.943) saving for short term goals and the proportion of non home owners (M=2.06,
SD=.906, t=2.705, p<.05) (fig.5.24). Home owneres i@ore likely to save for short term
goal than non home owners, the mean sdifference is about 0.78. The size of this
effect size is moderate (Eta squred= .18jnce housing costs account for a third of total
expenditure, home owners are less likelyworry about housing expenses in old age.
Their saving tends to be short-term orienteat. instance, home owners are more likely to

decorate their houses. Non-home ownersaout capital have to save more for their
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retirement. Especially, they attempt to cemv& more savings for their retirement to
finance affordable housing in the future. Theref they perceive the need to pay rental

for life whilst home owners discharge theiortgages after a period of years.

5.3.3 MPF Benefit Payment

MPF is repayable in a lumpum upon reaching retirenteage at 65. When giving a
choice of MPF payment either in a lump sum or an annuity to respondents, 38 percent of
them prefer an annuity. The annuity isatddted by the insurance company or other
financial institutions. For example, they wdubffer a lower annuity to a female than a
male (for a given lump sum) to reflect feles longer life expectancy. In this section,

demographic factors in relation to formsrefirement benefit payment will be analysed.

Gender
Fig. 5.25 Relationship beveen MPF payment and Gender

MPF Payment
Lump Sum Annuity

Gender Male Number 20 2
% within gender  90.9% 9.1
% of total 37.7% 3.8%
Female Number 13 18
% within gender  41.0% 58.1%
% of total 24.5% 34.0%
Total Number 33 20
Percentage 62.3% 37.7%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square 11.134 1 .001

The proportion of males preferring a lungum is significantly different from the
proportion of females whprefer a lump sum (X 11.134, p<.05) (fig. 5.25). 91 percent

of men and 42 percent of womehoose a lump sum. This can be explained as females
live longer than males. Life expectancy females was 85 years old and for males, was

79 years old in 2004 (Census and Statisbepartment, 2005). 58 percent of females
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choose annuity to cover for their whole lile. contrast, 90 percent of males choose a

lump sum, which implies that they are more likely to arrange retirement benefits by

themselves.

Age

Fig 5.26 Relationship between MPF Payment and Age

MPF Payment

Lump Sum  Annuity
Age <20 Number 1 1
% within age group  50.0% 50.0%
% of total 1.9% 1.9%
21-30  Number 21 15
% within age group 58.3% 41.7%
% of total 39.6% 28.3%
31-40 Number 9 1
% within age group  90.0% 10.0%
% of total 17.0% 1.9%
41-50 Number 1 2
% within age group 33.3% 66.7%
% of total 1.9% 3.8%
51-60 Number 1 1
% within age group  50.0% 50.0%
% of total 1.9% 1.9%
Total Number 33 20
Percentage 62.3% 37.7%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square  4.836 4 .305

There is no significant different among different age groups towards payment of MPF in

lump sum or annuity (X 4.836, p>.05) (fig. 5.26). This may be due to the fact that MPF

benefits have only accumulated for four ygahe amount of accrued benefits between

various age groups are similar. Thus, ¢hare no apparent pegEnces towards MPF

payment in a lump sum or in an annuity. In long run, the MPF contribution will

accumulate for several decades, the amourgcofued benefit will be large enough to

induce a different preference towards MPF payments for different age groups.
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Income
Fig. 5.27 Relationship beveen MPF Payment and Income

MPF Payment

Lump Sum Annuity
Income <HK$20,000 Number 29 10
% within income group 74.4% 25.6%
% of total 54.7% 18.9%
>HK$20,000  Number 4 10
% within income group 28.6% 71.4%
% of total 7.5% 18.9%
Total Number 33 20
Percentage 62.3% 37.7%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)

Pearson Chi-Square  10.287 1 .002

Different income groups exposed a significalifference towards preference of MPF
benefit payment (X 10.287, p<.05) (fig. 5.27)The lowest income group with less than
HK$20,000 per month are more likely to chooderap sum payment, 74 percent of them
expect to have a lump sum. This may be @utheir disposable incomes being relatively
low. They would enjoy more flexibility in g@oying lump sum benefits when retired. The
higher income group monthly salary abd¥&$20,000 expect to have an annuity, since
they tends to have a longer life expectancyndg¢e most of them prefer annuity for a life
long coverage. In addition, the maximumamt of the MPF contribution is HK$1,000
per month, which is relatively insignificantrfbigh earners. The way that MPF payments
impact on their retirement life is relatively less critical.

Education
Fig. 5.28 Relationship between MPF Payment and Education

MPF Payment

Lump Sum Annuity
Education Degree Holders Number 24 14
% within education 63.2% 36.8%
% of total 45.3% 26.4%
Non-degree Holders Number 9 6
% within education  60.0% 40.0%
% of total 17.0% 11.3%
Total Number 33 20
Percentage 62.3% 37.7%
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Chi-Square Tests

Value d.f. AsympSig. (2-sided)

Pearson Chi-Square .046 1 .831

The level of education is natsignificant difference regarding MPF payment in lump sum

or annuity (X~.046, p>.05) (fig. 5.28). As mention previously, retirement and investment
issues are contained to professional knogée Neither degree nor non-degree holders
have sufficient knowledge and understagditowards MPF. Hence, a significant
difference between two groups toward MPF payment cannot be determined. Hence,
public education about the MPF should be pdtedi to all people regardless the level of

their education.

Martial Status
Fig. 5.29 Relationship between MPF Payment and Marital Status

MPF Payment
Lump Sum Annuity

Marital Single Number 23 18
Status
% within martial status 56.1% 43.9%
% of total 43.4% 34.0%
Number 10 2
Married
% within martial status 83.3% 16.7%
% of total 18.9% 3.8%
Total Number 33 20
Percentage 62.3% 37.7%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square 2.931 1 .087

There is no statistically difference betn marital status and MPF payment (X931,

p>.05) (fig. 5.29). Apart from the changes fraxtended family to nuclear family, the
traditional family bond is weakening. The numleérdivorces increased five times from
2,062 cases in 1981 to 32,869 cases in 2001 (Census and Statistic Department, 2003).
People in Hong Kong are losing confidence irrmiage, and thus are less likely to rely on

their families. The influence of marital status on MPF payment is not obvious.
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Children
Fig. 5.30 The Relationship beveen MPF Payment and Children

MPF Payment
Lump Sum Annuity

Children  Have Number 7 0

% within children 100% 0%

% of total 13.2% .0%

Do not have Number 26 20

% within children 56.5% 43.5%

% of total 49.1% 37.7%
Total Number 33 20

Percentage 62.3% 37.7%
Chi-Square Tests

Value d.f. AsympSig. (2-sided)

Pearson Chi-Square 4.888 1 .027

The proportion of people with children who cheaslump sum is significantly different
from the proportion of people withbahildren who choose a lump sum?{X4.888, p<.05)
(fig. 5.30). All respondents witbhildren prefer a lump sum, while only 56.5 percent of
respondents without children choose a lump.stihe life cycle hypothesis suggested that
by the time of retirement, individuals’ wealth will maximize when the children grow up.
Hence, people with children ameore likely to choose a lumpsubenefit, so as to reserve
some benefits as bequests for childréhough people’s reliance ahe family is not
strong, people without childreare more likely to prefer aannuity, since they do not
have children as a buffer to offer supportheir retirement. Having children seems to be
an influential factor towals additional voluntary savingaving orientation and MPF

payments.
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Homeownership
Fig. 5.31 Relationship betweeMPF Payment and Home Owners

MPF Payment
Lump Sum Annuity

Home Owners Yes Number 10 8
% within home owners  55.6% 44.4%
% of total 18.9% 15.1%
No Number 23 12
% within home owners  65.7% 34.3%
% of total 43.4% 22.6%
Total Number 33 20
Percentage 62.3% 37.7%
Chi-Square Tests
Value d.f. AsympSig. (2-sided)
Pearson Chi-Square 522 1 470

There is no significant different betweenni® owners and non home owners regarding
MPF payment (X .552, p>.05) (fig. 5.31). Owning a propeseems to be one of the
factors in securing reg@ment. Home owners are relativehore secure, they do not have

a distinct preference for receiving the MPHeé#t in either a lump sum or an annuity.
Non home owners are relatively more coneerabout saving enough for their retirement.
They need to be more financially prudent eatthan to rely on the benefit payment alone

for a secure retirement. Hence, neither MPF payments in lump sum nor an annuity is

significant for home owners or non home owners.

5.4 The Future of MPF

5.4.1 Expectation of MPF Development

After analysing factors afféiag saving, this section will examine people’s expectations
of MPF development. It is crucial as a mefece for future reform. The MPF scheme is a
new retirement benefit system in Hong Kondpich is under review by the MPFA. In the
previous few years, some amendmentgehbeen made. For instance, the minimum

relevant income level has been adjgistrom HK$4,000 to HK$5,000 per month in 2003.
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Employees and self-employed person earnisg teat the minimum level are exempted
from contributions to alleviate their finantiaurdens. In this research several questions
have been asked regarding future develepnof the MPF. However, respondents were
not very supportive towards the expansiothaf scheme including coverage, contribution
rate and age of contriboti. Under the existing MPF sahes, certain groups are
exempted from contribution such as domesigtpers, hawkers and housewives. For a
comprehensive retirement scheme, these vulnerable groups need to be protected by the
scheme. However, only 43 percent of respotslsupport extended the coverage of the
scheme to these groups. About a third adjgde disagreed with covering them. 26 percent
of respondents are neutral towards the exbensf coverage. People in Hong Kong seem
apathetic about protecting low income growrsl unpaid housewives, these groups of
people also serve to help setyi develop. Their rights and hefits seem to be neglected.

The MPF may further intensify exclusiohthe poor from retirement protection.

5.4.2 Reversing the Early Retirement Trend

In the past 20 years, theblaur participation @ among elderly has been dropping in
OECD countries, which has induced a higleest of social weHre to cater for the
unemployed elderly. Thus government policg maw to focus on how to encourage the
older worker to be active in the labour nket. For instance, the New Deal 50-plus and
the age discrimination act in the UK; gradtetirement and wage subsidies for the older
employees in Finland and Germany, and job seeking advice in Netherlands. All these
measures aim to encourage the older wotkeremain in the labour market so as to
reduce the burden on social welfare (Taylor,1J0t this research, the average expected
retirement age is at 58 years old. Nearlyraspondents (98 percent) do not expect to

continue with MPF contributions when av@5. Raising the MPF contribution age may
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not be feasible to solve the demographic problit is doubtful whether people at this age
are still required in his w& place. In Hong Kong, thegak unemploymentate reached

5.7 percent in 2005, even middle age group cafindta job easily (Cense and Statistics
Department, 2005). If individuals do not exp to work longer, they may consider

increasing the contribution rate. Otherwise,lii@g standard after retirement will fall.

The MPF contribution rate 80 percent in total from empjers and employees. The rate
is relatively low compared with other Asi@ountries. In China, #hcontribution rate is
about 25 percent of income (Asher M&hd Newman D.D. 2002). In Singapore, the
central provident fund (CPF) contribution rag about 40 percent. In Malaysia, the
Employee Provident Fund (EPF) is about @3cent. (Lindeman, 2002). In the Asia
Pacific Region, the average contribution ratabsut 14 percent of income (Asher M.F.
and Newman D.D. 2002). In this researchrenthan half of repondents (57 percent)
expect the MPF contribution rate will have iticrease in the next 10 years. This is
consistent with the finding that 58 percent of respondents agreedheithadequacy of
MPF. The MPFA should reviethe contribution rate in order to ensure that the MPF can
protect peoples for retirement. Though theraild be strong opposition from employers.
If MPF is insufficient to provide adequatdiyr retirement, people will have no option but
to rely on social security. When the govermtiaces higher expenditure, higher tax rates
will become unavoidable. Finally, employesdll share the cost burden, either through
their share of direct taxat or through an ineasing share of theosts of the MPF

scheme.
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5.5 Conclusion

To a certain extent, the MPF seems to bfex@ve in promoting a saving culture. Due to

the low level of MPF and investment kniegge, poor understanding of MPF, this does

not encourage to encourage saving for retirgnieven though individuals realise that the
MPF is inadequate to protect retirement, ey agree retirement protection is a personal
responsibility. However, respondents expectedpply for social security as a last resort,
especially for those who haveo low a confidence to saemough for retirement. Hence,

it is important to investigate whether demauri@ factors have a significant effect on the
economy, savings, and retirement, so as to formulate more effective measures in dealing

with this problem more popularlyalled the demographic time bomb.

This research showed that having childrenoiee of the most critical factors which
encourage additional voluntary contributions and long term saving. Parents are more
likely to prefer a lump sum MPF paymeriiome ownership and age also have a
substantial influence on voluntary contributiand saving orientation, but its impact on
MPF payment is insignificant. Gender and level of income only have significant impacts
on the method of MPF payment. Marital gtatis of only limited influence on the
voluntary contribution aspecfThe level of education haso significance in either
payment method or savings strategy. It isirgeresting finding that gender and marital
status play a limited impact, this may be duéhtsocial culture demale reliance on the

family is declining. Most individuals noenjoy more equal opportunity in Hong Kong.

On considering future development thePM scheme is inadequate and cannot save

enough for peoples retirement, especiallytfe low income group. Most respondents do

not support increased coverage, highemtigbution rates andincreased age of
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contribution. Government intervention ynébe needed to implement MPF reform;

otherwise the living standards and the retwell fall to an unacceptable level.
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Chapter 6 Discussion

The advantages of the MPF scheme will istlff explained in this chapter. However,
there are several drawbacks with the M&fhemes such as exclusion of the poor,
investment returns and charges, and the lack of competition. The concluding section will
recommend providing more education, inforrmatand investment instruments, in order

to encourage people to sava the long run, the MPF ehld change in tandem with

social security reform.

6.1 Advantages of the MPF

6.1.1 Equitability

MPF is equitable to each member, sincertheiount of accrued benefit is based on the
contributions made. This is a positive inttea which should encourage scheme members
to make additional voluntary contributionsarder to prepare for a better retirement. By

the end of March 2005, HK$2,368 million e@bluntary contribution has been made

(MPFA, 2005).

6.1.2 Cost-effectiveness

MPF schemes are operated by various tassie a freely competitive market, which
should be an incentive to efficiency and lowest. The MPFA playa regulatory role in
ensuring the MPF system operates effectiaig takes advantage of economic of scale
(MPFA, 2002). Scheme members can enjopdiés from lower administration costs

which are about 2 percent per year (Ho, 1997).
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6.1.3 Benefits to Hong Kong’s Economy

The MPF contributions suppdfte financial sector in éhg Kong. The amount of annual
contributions is about HK$10 billion. Afte80 years, the amount will increase to HK$60
billion annually (MPFA, 2002). This substaitamount of funding has not previously
been available before the implementation &f MPF. The retirement assets facilitate the
development of Hong Kong’s financial markeParticularly the demand for bonds and
equities will increase. All the MPF’s are managed by approved trustees. The MPF assets
are protected and kept by qualified custodiamdependent from employers, trustees and
services providers. These increasing assetease the demand for security, investment
and scheme administration services. The MPKetaattracts both local and international

service providers. Their participation furthemproves the standard of pension services.

6.1.4 Appropriate for Hong Kong

Hong Kong is an internatiohaand renowned financial ceet which is effectively
regulated and highly trusted by investors. The Basic law provided a legal foundation to
implement the MPF scheme. The Law guagastthe system in Hong Kong will remain
unchanged for 50 years since 1987privately managed retirement scheme is the most

appropriate to operate in a well ddtshed and stable environment.

6.2 Criticisms of MPF schemes

6.2.1 Exclusion of the Poor

The MPF may and does lead to financiatlagion for certain groups including the low
income group, self employed, exempted peoth unemployed. In the UK, individuals
cannot access financial servidbsough appropriate means agltannels such as face to

face services and internet banking (Deva@05). Low income people who earn less than
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HK$5,000/ month are exempted from conttibn and therefore benefits, since the
payments may be unaffordable. Self-emptbyersons cannot benefit significantly from
the scheme due to their small contributioAslow level of contribution does little to
improve lifetime retirement funding. Thus, the MPF neither supports retirement, nor
improves the current living stdard. Conversely, it may detract from their standard of

living both now and in the future (Ho et al., 2004).

According to the MPF Ordinance, certamworkers are exclugde from the scheme
including domestic helpers, hawkers, empley working fewer 60 days and workers aged
below 18 and over 65. About 1p2rcent of employees, thoaged below 18 and over 65
are exempted from the scheme. In addition;ri®d women have a distentive to stay at
work and be covered by the MPF scheme asstitial security system does not provide
adequate child and old people care wihilse women are atvork (Chow, 2002).
Therefore, the employment based MPF eyystcannot protect eaomically inactive
participants. It is not a risgeoling approach to redistributecalth. Retirees rely on their
own contribution rather than share the ensiocial contribution. The market based MPF
scheme adversely selects and discrimmatgainst workers and non workers, and

between the young and older workforce (Chan, 2003).

6.2.2 Lack of Incentive

In the late 70s the British government oudted a savings-friendly environment by tax
incentives to encourage more/sey in pension accounts. kever, the tax advantage of

the MPF is not attractive because only thandatory contribution is subject to a tax
allowance. It is even worse for low income easress most of them are free from tax after

deducting the basic allowancand thus receive no tax alloa@e at all. Therefore, the

90



MPFA not only penalises those who fail tokaacontributions, it offers no incentive for

people to make voluntary contribution.

In each scheme, the capital preservation furlH)dnust be provided to offer a low risk
protection for the low income group. It is doubbtivhether this economic factor alone is
the determinant in making a fund choice deciskor. low earners, the cost of taking high
risk investment may be low, since they egply for CSSA. Means-tested social security
will not only discourage the low income grotg make additional saving, but will also
encourage opportunistic behaviour. The estient benefits reform should incorporate

social security reform together as well.

6.2.3 Withdrawal of MPF Benefits

An underdeveloped defined contribution natiopvident fund provides a basic social
security protection in a lump sum payrhékickinnon et al, 2000). The MPF scheme is
only a foundation for saving, but not for gertar@ income after retirement. Scheme
members may withdraw lump sum benefitsoidler to enjoy théreedom of spending.
The government has a minimal interventipalicy in how benefits are withdrawn.
However, it seems to conflietith the rationale of compsibry saving, which takes into
account that individuals are Iseserving (Siu, 2001). In B research, 83 percent of
respondents indicated that theywuld apply for social security, when the benefits are
used up. In fact, the lump sum withdrawaéthod is already abused. Between 2001 and
2004, over HK$19 hundred million MPF benefitsrevelaimed for various reasons. Over
8 hundred million was withdrawn on the grounafspermanent departure from Hong
Kong. Scheme members may withdraw the bieeekily, by claiming that they will go to

China. They can then return to work ity Kong without violatingny legislation. It is
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a concern that a substantralmber of MPF members withdretheir benefit at the same
time that this would affect the stability dhe financial market. Hence, the existing
schemes seem to encourage myopic, hyubious and opportusiic behaviour to

obtain and then spend benefapidly in order to apply fosocial assistance later.

6.2.4 Contribution Rate

As mentioned in the previous chapter, thepgfcent MPF contribution rate is lower than
most Asian countries. Individuals may face sherm interruptions from work, so extra
saving is needed as a complement to avoid lower living standard after retirement (Deaton,
1992). The UK pension group swegied defined contribution scheme members should
contribute at least 10 percent of their income for an adequate pension. The top income
quintile individuals save more than 10 pertcdBased on ‘rule of thumb’, 15 percent of
earning is required to save for a conétte retirement (Pension Provision Group, 1998).

In the MPF, which is only 4 years, oldage groups are required to make a higher

contribution rate as showed in fig 6.1 (Blake, 1997).

Fig 6.1 Additional voluntary Contribution Rate for different age groups
Contribution needed to achieve a pension of two-thirds final salary

Age Commencement Required contributions (% of salary)
25 10.90

30 13.41

35 16.81

40 21.66

45 28.92

50 40.81

55 64.15

60 129.83

Assumptions: Male retiring at age 65; no previous contribution into any other pension scheme; salary
increase by 3% p.a.; investment return 6% p.a.
Source: Blake (1997)

However, to substantially increase the contribution rate may not be feasible in Hong
Kong. People aged about 30 are planningsawe for contemporary needs including

marriage, home purchases and having ofiidrAn increase in the MPF contribution
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would be a heavy burden for this age grougear, and could induce them to take a
high interest loan or to fler their family plans (Siu2001). These would induce counter
effects to retirement protection, since peoplould delay marriage and the starting of
family life. The number of future workessill drop, and dependegcratio will further

increase.

With reference to Singapore, the CentRabvident Fund (CPF) contribution rate is
relative high at 40 percent including mandwtbealthcare savings. CPF members can
borrow money from the account to buy residential units. However, retirees complain that
they are rich in assets bpbor in income (Lindeman, 20Q2)Housing can be part of
personal wealth and promote saving and aassetmulation, but it caalso be a burden

and a negative asset. The property pricelamg Kong dramatically dropped 70 percent
from 1997 to 2003. Therefore, encouragingitmiaal voluntary saving is more sensible.

Individuals can rely on theown financial abilities and va their own saving plan.

6.2.5 Management Fee

The MPF management fee is not high, randiatyveen 2 to 3 percent of contribution per
year, but a one percent increase of the dnmaaagement fee would substantially reduce
an amount of accrued benefits by 20geett after 40 working years (Diamond, 1999).
However, the MPFA cannot control the fdgecause of the low MPF profit margins,

service providers are keen to acquire argjrclient base by merger and acquisition to
benefit form subsequent economies of seald scope. For instance, AlA is allied with

Jardine Fleming, and HSBC toaoker Pacific Century’s MPF sdces (Ho et al., 2004).

It is a concern that when gné few providers survive in ¢hmarket, they could use their

oligopoly powers to increashe fees due to MPF#annot regulate the fee.
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6.2.6 Investment Return
Fig 6.2 Annualised Rate of Return of the NPF System Weighted by Net Contributions

Annualised Rate of Return Annualized Composite Consumer
Price Index % Change
1.4.2001 - 31.3.2002 -2.9% -2.15%
1.4.2002 - 31.3.2003 -12.1% -2.09%
1.4.2003 - 31.3.2004 19.2% -2.13%
1.4.2004 - 31.3.2005 4.0% 0.87%
1.4.2001 - 31.3.2005 4.3% -1.38

# This method calculates the rate of return, net of expensite whole MPF System over a particular period by taking ictownt the timing of
contributions into and benefit withdrawals from the System.

Source: MPFA Annual Report (2005)

The MPF investment return fluctuates, sisown in fig. 6.2. In year 2002/03 the
annualised rate of return dropped over by 1Z¢m=tr, and then rose to over 19 percent in
the next year 2003/04. If a member retiredhat time of the economic downturn, their
accrued benefit will be greatly reduced. kwstance, the Dutch pension funds achieved
high returns in the stock market in the 98mployees enjoyed better pension benefits
without paying extra contributions. The fingadcdownturn in 2002 resulted in falling in
bond yields and thus an increasdiability. The financial buffe was exhausted (Els et al,
2004). Also, fund managers may have moeadrd problem. The MPF contributions are
not their money, they would not caution abmwestment returns. MPF service providers,
trustees and fund managers are requiretiawe a sense of corporate governance and

social responsibility, but fund managemenparticularly difficult to police

6.2.7 Capital Preservation Fund

The CPF is mostly invested in low risk products such as short-term Hong Kong Dollar
bank deposits and high quality debt security. According to the MPF ordinance,
administrative expenses can only be dedufteth a CPF when the returns of the fund

for the month exceed thaonthly savings rat@rescribed by the MPFA. However, the
saving rate has been at a low level 0.83 gu@rén 2005 July (Fig 6.3). Under certain
circumstance, it is possible that the administrative fee charged will exceed investment

return. Hence, the name of CPF is mislagdit does not only guamgee any return, but
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may also induce loss. In this research, 4&¢mt of respondentsdlinot understand that
the CPF could suffer loss. The CPF is ptapaneither attractive nor a hedge against

inflation to protect retirement.

Fig 6.3 Capital Preservation kind Prescribed Saving Rate

Year (Dec) Prescribed Savings Rate (%)
2000 4.7500
2001 0.3333
2002 0.0100
2003 0.0100
2004 0.0100

Source: MPFA Annual Report (2005)

6.2.8 MPF Investment Knowledge

The poor investment knowledge may not only be caused by a lack of interest, but also by
imperfect information. Symmetric informati can help to balance the powers between
service providers and scheme membere MPFA has introduced a standardised fee
table to facilitate comparisoacross funds and across schemes, and minimise the use of
differing terminology, in order to facilita understanding of fees and charges.
Transparency of fund information has been improved. However, a MPF research found
consumers still have difficulty in usingformation about percentages, compounding and
mathematical interpretationf fees and charge (MPFAI2004). In thisresearch, 90
percent of respondents also icatied that they did not knolow to calculate retirement
benefits. The mean score of understandihyylPF funds was 3.15. Though the ways of
presenting data are in simple formatheame members without basic investment

knowledge are still having difficult in understanding MPF investment issues.
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6.2.9 Minimum Voluntary Contribution Amount

The MPF scheme is a relatively low cost way of saving compared with other unit trusts
annual charges range from 1.5 percent peigent (Ho, 1997). Apart from the mandatory

5 percent contribution, scheme members may choose to buy additional voluntary
contributions, but there is no tax allowee® as an incentive on these voluntary
contributions. Some schemes set a mininaamtribution. For example, HSBC members
must contribute at leabtK$300 per month or HK$1,000 as ad hoc lump sum (HSBC,
2005). The poor may face resource exclusiorthag lack enough diggable income to

fulfil the minimum requirement. In additiomost service providersnly allow existing
scheme members to make a voluntary gbation. The unemployed person is excluded

from this service.

6.2.10 Competition

Under the current MPF system, selection alvises providers ighe responsibility of
employers. They have no direct interest imagement fees and fund performance, since

all MPF contributions are immediately vestedemployees. Employers do not have an
incentive to change servicproviders, since it involves complicated administrative
procedures in termination of the old schemeregistration of all employees and fund
transfer to the new scheme; hence ther@nisictual disincentive for an employer to do
this. Not all employees will agree to change service providers, even those who are
expected to make losses and affect furteneption. Hence, scheme members may not
benefit from direct competition, and have diwect method of changing an inefficient

service provider.
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6.3 Recommendation

6.3.1 Financial Inclusion

Lack of trust and understanding are a major bato the take up dinancial services.
People are much more likely to save, whbay can see the value of their growing
investment. The UK government introduced adficial Inclusion Taskforce to improve
accessible services, affordable products, asd face to face financial advice (Financial
Secretary, 2004). The British ganenent uses post offices and banks as delivery channels
to reduce access exclusion (FSAa, 2000),dome pensioners who may distrust banks
would prefer to collect theipensions from the post office. The MPFA could adopt a
similar method to deliver retirement services via the péfste and Housing Authority
Branches. Specifically, the Hong Kong post offisenow assisting imlistribution of the
CSSA payment, which could facilitate offiegi retirement services at the same time.
Housing Authority Branches @ralso easily accessible teetlow income group in public
housing areas. The MPFA can be an independdviser may address financial literacy,

and work to restore trust and cm@nce in retirement protection.

6.3.2 Retirement Education and Information

In this research, peoples knowledge about MPF and investment issues remains low
regardless of their demographic backgrounidee MPF public education is needed by
most people. Education helps consumersniake appropriate choices and to better
manage their wealth. Education may be throumtious means such as brochures, leaflets,
seminars and the internet. Bernheim ande@41996) found edudanh can affect saving
behaviour and increase contribution rategriowing financial capability may improve the
commitment of asset accumulation andiisg. The US Employee Benefit Research

Institute (2003) found that the value of education to people who took an interest in
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planning their own retiremeniand found it effective. Norsavers needed a simpler
message backed up with basic materials.ré&gineed to know more about the efficient
spending and lump sum retirement benefipnder to avoid binge spending. A more pro-
active action is needed to educate the ysterg in schools or to provide workplace
education, so as to prevent financial exidosbeing transferred to next generation.
Partnerships between government and financial institutions are required to cultivate a

saving culture and to impve financial capability.

6.3.3 Investment Knowledge and Information

The defined contribution scheme self-directed, in which individuals bear investment
risk of gain or loss. The asset allocation oaake a great difference in retirement income.
Usually, high risk investmens associated with high retu People equipped with more
financial knowledge are more likely to irstein equities for their pension scheme.
Economic theory also suggests that individuaeed financial knowledge to choose an
optimal portfolio.

According to the MPF ordimace, service providers shduissue an annual benefit
statement to members. The statememip§y provides the contribution amount and
investment return within a financial yed8cheme members cannot easily compare the
cumulated investment return in total. Faat improvement may be effected by clearly
stating how much has been contributedcsi the account was opened, how much
administration fee was charged, what is ¢ixpected amount which will be received on
retirement. These amendments will improthee detailed understanding of the MPF
account, and individuals may use their accourfop@ance in deciding to save more and

to deploy an appropriate portfolio ¢@riglia and Markose, 2000).
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6.3.4 Risk Knowledge

Retirement investments involve several kirafsrisk. Economic conditions cannot be
predicted accurately. Economic downturn magadlly reduce the value of benefit by the
time of retirement. Scheme members thwearbinvestment risk from their chosen
investment portfolio. In adton, the only way to hedge agat the risk of longer life
spans will be to reduce benefits. In Japaa,lifie expectancy for males increase from 67
years old in 1953 to 82 years old in 1990, #mal retirement benefit was reduced by 30
percent (Thompson, 1998). Annuitiesn be a way to hedge agailmger life spans, but

it is not a common investment vehicle in Hdfgng. In this research, only 38 percent of
respondents choose an annuity. However, iéisation also involvesan interest risk.
When there is a low real interest rate at the time of retirement, the amount of real annuity
will be lower. Scheme members have tor@ase the portion of long term bonds in the
investment portfolio to prect themelves from the riglSiu, 2001). To assess the above
risks, scheme members need professionaicadin projection of the saving rate. The
MPFA can teach the public to know more abisis, so as to enable employees to find
suitable retirement products by themselves. Risk assessment can be done through the

MPFA website to enable individusato know their leel of risk.

6.3.5 Lifelong Education

Middle aged people may face employment diffi@dtiSome of them are forced to retire
early due to low education levels and laxfkskills (Dohm, 2000). Once workers fall out
of the labour market, they will lose theR# protection. Thus, continuous education and
returning is important to matiain these workers in the labomnarket (Chow et al, 2005).
However, the government provides a Continutmycation Fund for those aged up to 60.

Basically, MPF members can witaw MPF benefits at agegb. There is a gap between
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working and retirement ages. Hence, the gowveent should remove the age limit of the
Continual Education subsidy in order to encourage unskilled and older workers to remain

in the labour market and retirement schemes.

6.3.6 Sufficient Finanal instruments

To avoid people taking opportwtic behaviour and withdramg the lump sum benefits

prior to retirement, using the reason of permanent departure, and to avoid the rapid
spending of lump sum benefits in orderapply for CSSA. The MPFA may learn from

the Chilean pension system where schemenlbees either purchase an annuity or are
required to withdraw a portion of benefitsripglically (OECE, 1997). Moreover, retirees
need products such as high quality anddixecome vehicles like zero coupon bonds and
annuities which pay out during retiremefithe high quality bonds and fixed income
markets are probably immature in Asia. Tpersonal annuities in Hong Kong is very
small, only 247 annuity schemes were taken up in 1998. Annuities are also expensive
because of adverse selectiomcsi insurers attempt to screen out bad risks. They are high

earns who live longer. Most retireesyrze priced out of the annuity market.

Thus HKSAR Government may consider inemtion to facilitate the development of
annuity and bond market, and thus addressattverse selectiongiylem and pooling the
mortality risks (Siu, 2001). The government can issue bonds to reduce default risk. For
instance, the US government issued a 30-Jeeasury Bond in 2001 in the low interest
rate environment (Schich, 2004). In USA, Wd France, there are inflation indexed

bonds.
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6.3.7 MPF and Social Security Reform

A comprehensive pension system shouldviate saving, redistribution and insurance.
However, MPF is mainly functioning as saving system withoutedistribution and
insurance effects (Siu, 2001). A carrot andkstpproach can be used to encourage
people to make voluntary contributions. Fa tbw income group, incentives rather than
a tax allowance would be more effective.tihe UK, Save Gateway pilots were launched
to match savings pound for pound up to 25 poyetsmonth. Sui (2001) also suggested
the government uses a top up approachprtavide a top up contributions for the low
earners. For instance, thgseople who are earning ledggan HK$5,000 per month, and
are employees do not pay into the MPF soheThe government could pay that portion
in order to enable every scheme membérawee contribution worth 10 percent of income
from employers and employees in total. &ctf the top-up contributiois a kind of long

term investment rather than expenditure for the future.

To conclude, education and informatigslays an important role in improving

understanding and saving with the MPF fdtilitates financial inclusion, improves

knowledge of risk and investment, offegi more investment instruments and
encouraging life long learning are critical taise the awareness of MPF, in order to
increase the commitment of workers an@tda them to value the MPF scheme. Co-
operation is required between the MPFAademics, trustees and consultants in
introducing these measures. In future, retinetmenefit reform should be incorporated
with social security reform in order to offmore incentives for individual saving and to

eliminate opportunistic behaviour.
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Chapter 7 Conclusion

7.1 Conclusion

In conclusion, understanding of the MPF andeistment issues remains at a low level in
Hong Kong. This could neither help improve the saving habit nor better planning for
retirement. Current saving and level of vdiary contribution is probably below an
adequate level. Age, having children and hamwaership are the most influential factors
causing people to save for retirement. PeapHong Kong look forard to retiring early.
They wish to take personal responsibility. inélividuals cannot be Beeliant, they will
ultimately rely on social security. Hence, government responsibility for the aged is

inevitable.

In dealing with the demogphic challenges, the MPF is gnh basic retirement saving
system, helping to shift the burden oftirement protection towards the individual.
HKSAR government does not regard it asdtgy to ensure individuals have adequate
savings for retirement. Instead it acts asqulaor to maintain a simple and transparent
market in pension products, ander to develop more simplesk-controllel and low cost

products.

In addition, the MPF does nany guarantee investmengturns or does not offer
annuitisation, redistribution or insuree. If Scheme members hope to have
comprehensive retirement pection, they should purchase insurance or increase their
contribution rate. Saving has become pafrtinvestment through retirement schemes.
Institutionalised saving factles a more liquid and effici¢rfinancial market. In future,
investment companies, banks and insurersplaly a critical role ipromoting retirement

benefit.
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Finally, increase of the mandatory rate maybwfeasible, as it may not be affordable for
the younger age group. The CSSA providesfatganet for vulnerable people and the
means tested old age programmes prowddaisincentive and encourage opportunistic
behaviour by the low earners. In thendy run, the government requires to develop
cooperate responsibility with employers, &l institutions and individuals, and to
conduct a comprehensive funding reform mpavated with both the MPF and old-age

schemes.

7.2 Limitation and Direction of Future Research

In this research, questionnaires werstribhuted through compéas. Respondents are
therefore employees, with no involvemdmm any self employed person, exempted
persons or housewives. Alldlparticipants were aged below 60 years, since they have
only been in the scheme a short time theyehf@w accrued benefit. The older age group

are not motivated to participate. Further research can be targeted on the low income and

excluded groups to investigate how to improve the coverage of the scheme.

Saving and pensions are complicated issumsrlinked with economics, social and
political aspects. It is unlikely that thedohge problem would bsolved by any one of
these disciplines. Because of limited timadaesources, this research only focuses on
guantitative methods. A more exploratory anddepth investigation would give greater
insight. A mixture of qualitative and qualitative research could be conducted in future by
asking respondents reasons and barriers faene¢int savings. The level of risk, trust and

security which may affect saving onimtion can be further evaluated.
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Appendix 1

List of Approved Trustees

American International Assunae Company (Trustee) Limited
AXA China Region Trustees Limited

Bank Consortium Trust Company Limited

Bank of Communications Trustee Limited

Bank of East Asia (Trustees) Limited
BOCI-Prudential Trustee Limited

China Life Trustees Limited

Cititrust Limited

CMG Asia Trustee Company Limited

Dexiz Trust Services Hong Kong Limited

HSBC Institutional Trust Services (Asia) Limited
HSBC Provident Fund Trtese (Hong Kong) Limited
ING Pension Trust Limited

Manulife Provident Funds Trust Company Limited
Massmutual Trustees Limited

MLC Trustees (Hong Kong) Limited

Pacific Century Trustees Limited

Principal Trust Company (Asia) Limited

Royal Bank of Canada Trust Company (Asia) Limited

Source: Mandatory Provident Fundh®mes Authority Annual Report 2004-05
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Appendix 2

MPF Schemes and Constituent Funds

MPF SCHEME

UNDERLYING CONSTITUENT FUNDS

AIA-JF Comprehensive Capital
Retirement Benefit MPF Scheme

Preservation Portfolio
Guaranteed Portfolio

AIA-JF Mandatory ProvidenfFund Scheme

Asian Equity Fund

Fund Scheme Balanced Portfolio
Capital Preservation Portfolio
Conservative Portfolio
European Equity Fund
Greater China Equity Fund
Growth Portfolio

Guaranteed Portfolio

Hong Kong Equity Fund
Japan Equity Fund

North American Equity Fund

Bank Consortium Industry Plan

BCT Asian Equity Fund

BCT Balanced Fund

BCT Capital Preservation Fund
BCT Global Bond Fund

BCT Global Equity Fund

BCT Growth Fund

BCT Hong Kong Equity Fund
BCT Stable Fund

Bank Consortium MPF Plan

Bank Consortium Asian Equity Fund

Bank Consortium Balanced Fund

Bank Consortium Capital Preservation Fund
Bank Consortium Global Bond Fund

Bank Consortium Global Equity Fund

Bank Consortium Growth Fund

Bank Consortium Hong Kong Equity Fund
Bank Consortium Stable Fund

BCOM Joyful Retirement MPF Scheme

BCOM Guaranteed (CF) Fund
MPF Scheme BCOM Joyful Capital Preservation (CF)
Fund

BCOM Prosperous Retirement BCOM Balanced (CF)
Fund MPF Scheme

BCOM Balanced (CF) Fund

MPF Scheme BCOM Prosperous Capital Preservation
(CF) Fund

BCOM Stable Growth (CF) Fund

BEA (MPF) Industry Scheme

BEA (Industry Scheme) Balanced Fund

BEA (Industry Scheme) Capital Preservation Fund
BEA (Industry Scheme) Growth Fund

BEA (Industry Scheme) Stable Fund

BEA (MPF) Master Trust Scheme

BEA (MPF) Balanced Fund

BEA (MPF) Capital Preservation Fund
BEA (MPF) Growth Fund

BEA (MPF) Long Term Guaranteed Fund
BEA (MPF) Stable Fund
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MPF SCHEME

UNDERLYING CONSTITUENT FUNDS

BOC-Prudential Easy-Choice Mandatory Provident Fun
Scheme

dBOC-Prudential Balanced Fund
BOC-Prudential Bond Fund
BOC-Prudential Capital Preservation
BOC-Prudential Global Equity Fund
BOC-Prudential Growth Fund
BOC-Prudential Hong Kong Equity
BOC-Prudential Stable Fund

China Life MPF Master Trust Scheme

China Life Balanced Fund

Trust Scheme China Life Capital Preservation Fund

China Life Growth Fund
China Life Guaranteed Return Fund

CMG Rainbow 65

CMG Balanced Portfolio Fund
CMG Capital Preservation Fund
CMG Fixed Income Fund

CMG Hong Kong Equity Fund
CMG Progressive Growth Fund
CMG Stable Income Fund

Double Easy Mandatory Provident Fund

Double Easy Balanced Fund

Double Easy Capital Preservation Fund
Double Easy Cash Fund

Double Easy Growth Fund

Double Easy Guaranteed Fund

Double Easy Stable Fund

Double Easy Top Select Fund

Dresdner RCM MPF Master Trust

Balanced Fund

Capital Preservation Fund
Capital Stable Fund
Growth Fund

Stable Growth Fund

Dresdner RCM MPF Plan

Absolute Return Fund
Asian Fund

Balanced Fund

Capital Preservation Fund
Capital Stable Fund
Growth Fund

Hong Kong Fund

Stable Growth Fund

Eagle Star MPF Scheme - Advance Planner

Eagle Star Accumulation Fund

Eagle Star Capital Preservation Fund
Eagle Star Global Growth Fund
Eagle Star Guarantee Fund

Eagle Star HK Dollar Savings Fund

Eagle Star MPF Scheme —Security Planner

Eagle Star Capital Preservation Fund
Eagle Star Guarantee Fund
Eagle Star HK Dollar Savings Fund

Elite Mandatory Provident Fund

Capital Preservation Fund
Multi-Manager Balanced Fund
Multi-Manager Growth Fund
Multi-Manager Hong Kong Equity Fund
Multi-Manager Stable Fund
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MPF SCHEME

UNDERLYING CONSTITUENT FUNDS

Fidelity Retirement Master Trust

Balanced Fund

Capital Preservation Fund
Capital Stable Fund
Global Equity Fund
Growth Fund

Hong Kong Bond Fund
Hong Kong Equity Fund
Stable Growth Fund
World Bond Fund

Hang Seng Mandatory Provident Fund — SuperTrust

Balanced Fund

Capital Preservation Fund
Growth Fund

Guaranteed Fund

Hang Seng Index Tracking Fund

Hang Seng Mandatory Provident Fund — SuperTrust P

u8sian Equity Fund
Balanced Fund
Capital Preservation Fund
European Equity Fund
Growth Fund
Guaranteed Fund
Hang Seng Index Tracking Fund
Hong Kong Equity Fund
North American Equity Fund
Stable Growth Fund

HSBC Mandatory Provident Fund — SuperTrust

Balanced Fund

Capital Preservation Fund
Growth Fund

Guaranteed Fund

Hang Seng Index Tracking Fund

HSBC Mandatory Provident Fund — SuperTrust Plus

Asian Equity Fund

Capital Preservation Fund
European Equity Fund

Growth Fund

Guaranteed Fund

Hang Seng Index Tracking Fund
Hong Kong Equity Fund

North American Equity Fund
Stable Growth Fund

ING MPF Master Trust Basic Scheme

ING MPF Balanced Growth

Basic Scheme Basic Portfolio

ING MPF Basic Scheme Capital
Guaranteed Portfolio

ING MPF Basic Scheme Capital
Preservation Portfolio

ING MPF Basic Scheme Hong Kong
Equity Portfolio

ING MPF Basic Scheme International
Equity Portfolio

ING MPF Basic Scheme Stable Growth Portfolio

ING MPF Master Trust ING Comprehensive Scheme

ING MPF Comprehensive Scheme Asian
Equity Portfolio

ING MPF Comprehensive Scheme Balanced
Growth Portfolio

ING MPF ComprehensesScheme Capital
Guaranteed Portfolio

ING MPF ComprehensesScheme Capital
Preservation Portfolio

ING MPF Comprehensive Scheme

Growth Portfolio
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ING MPF Comprehensive Scheme Hong Kong
Equity Portfolio

ING MPF ComprehensivBcheme International
Equity Portfolio

ING MPF Comprehensive Scheme Stable
Growth Portfolio

ING MPF Comprehensive Scheme

Stable Portfolio

INVESCO Strategic MPF Scheme

Balanced Fund

Capital Preservation Fund
Capital Stable Fund
Global Bond Fund
Growth Fund

Guaranteed Fund

Hong Kong Equity Fund

Jones Lang LaSalle Property
Management Division Mandatory
Provident Fund Scheme

Jones Lang LaSalle Capital Preseérva ion Fund
Jones Lang LaSalle Guarantee Fund

Kingsway MPF Master Trust

Kingsway Asia Pacifi¢excluding HK) Fund
Kingsway Capital Preservation Fund
Kingsway Global Diversification Fund
Kingsway Hong Kong SAR Fund
Kingsway Korea Fund

Manager Elite Master Trust

AXA Balanced Fund

BNP Capital Preservation Fund
Dresdner RCM Balanced Fund
Fidelity Balanced Fund
INVESCO Balanced Fund
Managed Capital Stable Fund
Managed Growth Fund
Managed Stable Growth Fund
Schroder Balanced Fund

Manulife Global Select (MPF) Scheme

Manulife MPF Aggressive Fund

Manulife MPF Capital Preservation Fund
Manulife MPF European Equity Fund
Manulife MPF Fidelity Growth Fund
Manulife MPF Fidelity Stable Growth Fund
Manulife MPF Growth Fund

Manulife MPF Hong Kong Bond Fund
Manulife MPF Hong Kong Equity Fund
Manulife MPF Interest Fund

Manulife MPF International Bond Fund
Manulife MPF International Equity Fund
Manulife MPF Japan Equity Fund
Manulife MPF North American Equity Fund
Manulife MPF Pacific Asia Equity Fund
Manulife MPF Stable Fund

Manu-Lifestyle (MPF) Scheme

Manulife MPF Aggressive Fund
Manulife MPF Capital Preservation Fund
Manulife MPF Growth Fund

Manulife MPF Interest Fund

Manulife MPF Stable Fund
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MPF SCHEME

UNDERLYING CONSTITUENT FUNDS

Mass Mandatory Provident Fund Scheme

Asian Balanced Fund
Capital Preservation Fund
Global Bond Fund

Global Equity Fund
Global Growth Fund
Global Stable Fund
Guaranteed Growth Fund

MLC MPF Master Trust Scheme

Templeton Global Equity Fund
Balanced Fund

Capital Preservation Fund
Growth Fund

New-Alliance Mandatory Capital Growth Fund
Provident Fund Scheme

Capital Growth Fund
Capital Preservation Fund
Global Balanced Fund
Income Fund

PCI Master Trust MPF Scheme

PCI Capital Preservation Fund
PCI Fixed Income Fund

PCI Global Balanced Fund
PCI Hong Kong Fund

Principal MPF Scheme Series 200

Principal Capital Preservation Fund
Principal HK Dollar Savings Fund
Principal Long Term Guaranteed Fund

Principal MPF Scheme Series 500

Aggressive Growth Fund
Balanced Growth Fund
Capital Preservation Fund
Guaranteed Fund

Stable Growth Fund

Principal MPF Scheme Series 600

Principal Capital Preservation Fund
Principal Global Growth Fund

Principal HK Dollar Savings Fund
Principal Long Term Accumulation Fund
Principal Long Term Guaranteed Fund

Principal MPF Scheme Series 800

Principal Asian Equity Fund

Principal Capital Guaranteed Fund
Principal Capital Preservation Fund
Principal Global Growth Fund
Principal HK Dollar Savings Fund
Principal International Bond Fund
Principal International Equity Fund
Principal Long Term Accumulation Fund
Principal Long Term Guaranteed Fund
Principal Stable Yield Fund

Principal US Dollar Savings Fund
Principal US Equity Fund

Principal MPF Scheme Series B300

Principal Balanced Fund

Principal Capital Preservation Fund
Principal Conservative Fund

Principal Growth Fund

Principal International Bond Fund
Principal Long Term Guaranteed Fund
Principal U.S. Equity Fund
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MPF SCHEME

UNDERLYING CONSTITUENT FUNDS

Schroder MPF Master Trust

Schroder MPF Asian Portfolio

Schroder MPF Balanced Investment Portfolio
Schroder MPF Capital Guaranteed Portfolio
Schroder MPF Capital Preservation Portfolio
Schroder MPF Capital Stable Portfolio
Schroder MPF Growth Portfolio

Schroder MPF HK Dollar Fixed Income Portfolio
Schroder MPF Hong Kong Portfolio

Schroder MPF International Portfolio

Schroder MPF Stable Growth Portfolio

SHKP MPF Sponsored Scheme

Dresdner Stable Growth Fund

Fidelity Balanced Fund

Fidelity Stable Growth Fund

HSBC Capital Stable Fund

New-Alliance Global Balanced Fund
SHKP MPF Fund

Standard Chartered Capital Preservation
Fund — SHKP

Standard Chartered Career Average
Guaranteed Fund — SHKP

Standard Chartered MPF Plan — Advanced

Citi Balanced Fund

Citi Conservative Fund

Citi Hong Kong Equities Fund

Dresdner RCM Balanced Fund

Dresdner RCM Capital Stable Fund

Dresdner RCM Growth Fund

Fidelity Global Investment Fund —

Balanced Fund

Fidelity Global Investment Fund —

Capital Stable Fund

Fidelity Global Investment Fund — Growth Fund
HSBC MPF “A” — Balanced Fund

HSBC MPF “A” — Hong Kong Equity Fund
HSBC MPF “A” — Stable Fund

INVESCO Global Balanced Fund

INVESCO Global Equities Fund

INVESCO MPF Bond Fund

Merrill Lynch Strategy Trust —

Flexible Balanced Fund

Merrill Lynch Strategy Trust — Flexible
BondPlus Fund

Merrill Lynch Strategy Trust — Flexible
EquityPlus Fund

Schroder MPF Asian Fund

Schroder MPF Balanced Investment Fund
Schroder MPF HK Dollar Fixed Income Fund
Standard Chartered Balanced Fund — Advanced
Standard Chartered Capital Preservation Fund —
Advanced

Standard Chartered Career Average Guaranteed
Fund — Advanced

Standard Chartered Growth Fund — Advanced
Standard Chartered Stable Fund — Advanced
Templeton MPF Asian Balanced Fund
Templeton MPF Global Bond Fund

Templeton MPF Global Equity Fun
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MPF SCHEME UNDERLYING CONSTITUENT FUNDS

Standard Chartered MPF Plan —Basic Standard Chartered Balanced Fund — Basic
Standard Chartered Capital Preservation

Fund - Basic

Standard Chartered Career Average Guaranteed
Fund — Basic

Standard Chartered Growth Fund — Basic
Standard Chartered Stable Fund — Basic

Tai Ping Retire-Easy MPF Master Trust Scheme Tai Ping Retire-Easy Balanced Fund

Tai Ping Retire-Easy Capital Preservation Fund
Tai Ping Retire-Easy Capital Stable Fund

Tai Ping Retire-Easy Growth Fund

Tai Ping Retire-Easy Guarantee Fund

Zurich-Chinese Bank MPF Scheme — Premier Zurich-Chinese Bank Capital Preservation Fund
Zurich-Chinese Bank Guarantee Fund
Zurich-Chinese Bank HK Dollar Savings Fund

Zurich-Chinese Bank MPF Scheme — PremierDELUXE Zurich-Chinese Bank Accumulation Fund
Zurich-Chinese Bank Asian Equity Fund
Zurich-Chinese Bank Capital Guarantee Fund
Zurich-Chinese Bank Capital Preservation Fund
Zurich-Chinese Bank Global Growth Fund
Zurich-Chinese Bank Guarantee Fund
Zurich-Chinese Bank HK Dollar Savings Fund
Zurich-Chinese Bank International Bond Fund
Zurich-Chinese Bank International Equity
Zurich-Chinese Bank Stable Yield Fund
Zurich-Chinese Bank US Dollar Savings Fund
Zurich-Chinese Bank US Equity Fund

Source: Gadbury J., Taylor A., Watkin(2004) Pensions and Rement Funds in Hong
Kong, Hong Kong, ISI publication
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Appendix 3
MPF Questionnaire

Mandatory Provident Fund (MPF)
Please CIRCLE the appropriate answers

Expectation about MPF Strongly Strongly
Agree Disagree

1.MPF is adequate to protextomfortable retirement 5 4 3 2 1

life

2 MPF should be extendéal cover all the population 5 4 3 2 1
(including e.g. domestibelpers, hawkers,
housewives).

3 Do you expect your retirement income to be higher /Higher Same Lower
lower / same as the final salary?

4 Do you expect the MPF contribution rate will Yes No
increase 10 years in future?

5 Do you expect people aged over 65 will continue Yes No
MPF contribution?

6 Have you ever attended any MPF seminars/ talks? Yes No

7 Have you ever calculated how much you need to Yes No
save for retirement?

8 Do you know the amount of MPF accrual benefit Yes No
will be accumulated when you retired?

Saving Behaviour
9 Did you save before MPF came in? Yes No

10 When MPF came in, have you saved less / the  Less Same More
same/ more?

11 Have you yourself made any additional voluntary Yes No
contributions towards your MPF account?

12 How much do you save a month for retirement? HK$ / month
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Please CIRCLE the appropriate answers Strongly Strongly

Saving Behaviour Agree Disagree
13 Most of my saving is for the short-term, not for 5 4 3 2 1
retirement

14 Personal savings is needed to supplement MPF 5 4 3 2 1
15 | am confident to save enough money for a 5 4 3 2 1

comfortable retirement life.

Investment
16 Which is the main information source you consult
on MPF investment?

a. Banks b. Insurance / brokers Ans

c. Employers d. Media (TV, newspaper)

e. MPFA f. Internet

g. Friends h. Never Consult

17 Have you ever invested in stock market? Yes No

18 Will Capital preservation fund suffer loss? Yes No

Please CIRCLE the appropriate answers Strongly Strongly
Interest and preference regarding MPF Agree Disagree

19 | understand the differencamong different kinds 5 4 3 2 1
MPF funds

20 | have received cleand easy understanding MPF 5 4 3 2 1
related information and advice

21 Investing in stock is risky 5 4 3 2 1
Retirement Attitude

22 What's your expected regiment age? [ ] Yearold

23 Do you expect your retirement benefit will be in  Lump Annuity

lump sum or annuity? Sum

24 Do you expect your children will provide financial Yes No

support towards your retirement?

25 If you use up retirement benefits, will you apply for Yes No
social security from the government?
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26 Which one of the following has the greatest
responsibility for retirement?

a. Myself b. Family Ans: / others
c. Employer d. Government

27 What is the maximum amount of MPF contribution petMaxHK$ [ | /Month
month according to MPF ordinance?

28 What is the normal retiremeage to claim MPF? Years old
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Personal Information
29 Gender Male Femald

30Age <20| | 2130 | 3140 | 415p | 5140 | 64 |
31Iincome  <$20,000 ] $20,000- $39,999 | >$40,000 |

32 Education Below Primary Secondary Tertiary/ University
gualification Primary or above
33 Marital Status  Single Married
34 Children Have Don’t

have
35 Home owners Yes No
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