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Mission to Solve the Retirement Problem

87 SELAN il dn

Prof Alfred, CHAN Cheung-ming BfEIH#%

When Dr. Che-hung Leong first took office at
the Elderly Commission (the Comission) as
former chairman, he mentioned three topics that
the Commission had to deal with: (1) building a
positive image of the elderly; (2) long-term caring
services for the elderly including community
and residential care services; and (3) retirement
protection. In terms of building a positive image
of the elderly, pilot: projects such as the Elder
Academy and Neighbourhood Active Ageing
Projecthave been launched, the television programs
of “Golden Age Delight” were also produced and
presented, we are beginning to see this policy
take place slowly. Long-term caring services are
beginning to be implemented by relevant bureaus
and departments through proposals that are based
on th\e comprehensive reexamine and upgrade of
current residential and community care services.
Despite having much debate, the “money-follows-
user” model is also included in this year’s Policy
Address “to encourage the provision of diversified
elderly services by different types of providers”.
What is remaining then is the topic of retirement

protection.
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Laying the issue on the research table, the Policy
Address has boldly responded to the controversy
of implementing universal retirement protection
for elderly people. As Hong Kong’s economy has
surpassed that of Britain and United States, it is
sensible to provide living security for those who are in
need, since the Chief Executive has already paved the
way to move forward, it is the definitive mission of the
Commission to organize certain retirement protection
for elderly people. The first step is to hope for
leading various related organizations and government
departments to extensively discuss and analyze about
the current proposals, so that stakeholders are able to
thoroughly understand the main points. Regardless of
the outcome of the eventual scheme, the public should
have the right to be consulted. Since the scope of
this topic is vast, and involves the interest of multiple

sectors, it must be treated with great attention.
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Universal pensions and universal minimum pensions —
the experience of Mexico City, Chile and Norway
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Abstract of presentation

Universal pensions and universal minimum
pensions are similar, with one important difference.
A Universal Pension is a flat amount paid from
general government revenue to all who qualify
by residence or citizenship once they reach a
designated age. Benefits are given regardless of
a person’s employment history, income, assets, or
retirement status. A Universal Minimum Pension
is different only because it is tested against other
pension income. It provides fewer benefits —
or none at all — to those with sufficiently large
employment-related pensions. This pension test is
equivalent to a tax on pension income.

The three cases that I discuss illustrate distinct
paths to — and from — universal systems. Mexico
City is a wonderful example of successful and
speedy implementation of a universal pension.
Chile’s tortured history, with reforms in 1975,
1981 and 2008, has left the country with a unique
hybrid of minimum pensions and social assistance
pensions. Norway, which had a universal pension
in the past, now provides only minimum pensions
to the elderly who meet residence requirements.

Mexico City’s modest, universal pension has

functioned effectively and efficiently for ten years,
without a hint of corruption.
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In 1981, Chile introduced a major reform. Its
most-publicised component was a switch of the
contributory system from collective, pay-as-you-
go pensions, to individual, pre-funded accounts.
Another,less-known component of the 1981 reform
was the introduction of a minimum pension. It was
twice as large as the assistance pension, with no
limit on the number of beneficiaries, who were
drawn almost exclusively from the wealthiest half
of Chilean households.

There has been much disappointment in Chile
with the 1981 reform. A 2008 change replaced
the poorly-targeted assistance pension and
the regressive minimum pension with a single
“Solidarity Pension”, recovered from other pension
income. The rate of recovery was initially set at
100%, but is now 50% and will fall to 37.5% next
year (2012).

Chile’s “Solidarity Pension” is a minimum
pension, but it is not universal because households
in the upper 40% of the income distribution are
not eligible for benefits. It remains to be seen
whether targeting will be more accurate for this
pension than it was for the assistance pension that
it replaces. In time, the system might evolve into a
true “minimum universal pension” or even into a
universal pension.

Norway had a universal pension from 1959, but
only for ten years. In 1969, the government re-
introduced income-tests and became an all-too-
common example of governments forcing citizens
to save in order to replace a universal, flat pension
with individual pensions. Norway now guarantees
each qualified person a generous minimum pension
that effectively amounts to 45% of the average net
wage. This is tested against other pension income
and recovered at the rate of 80%.

Incentives matter. My three case studies illustrate
how a government’s intervention in retirement
incomes, particularly with regard to income tests,
can change behaviour but often in unintended
ways. They also suggest that the more detailed the
intervention, the greater is the likelihood of even
greater future interventions.
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Universal pensions —
the case of New Zealand (and one person’s journey)
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Abstract of presentation

New Zealand was the first developed country to
adopt a universal pension (1938). The essence of
that scheme has survived much political and policy
New Zealand

Superannuation (NZS) is a non-contributory, wage-

turmoil over more than 70 years.

indexed pension paid to everyone over age 65
who has satisfied modest residency requirements.
There are, with the exception of KiwiSaver, no tax

concessions for private provision.

NZS is a very simple and effective Tier 1 pension.
It provides a stable, comprehensible base on
which to build private, supplementary provision.
The government-funded Retirement Commission
provides practical support to help savers understand

their saving needs and options.

New Zealand has probably the simplest retirement
income environment of any country. By contrast,
the United Kingdom has one of the most complex
and, from 2012,

complicated. Some fundamental issues have been

that will become even more

missed in the UK over more than 30 years of

change.
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The author, having received his pensions education
in the UK, used to think that New Zealanders
should be forced to save to replace the state’s NZS;
also that tax incentives were an appropriate tool
to encourage private provision. He now thinks
the state’s role should be confined to a universal
Tier 1, appropriate financial services regulation
and information gathering/dissemination. It is
for individuals to decide whether, when, how and
how much to save for retirement. The state has an

information-only role in those decisions.

New Zealand and the UK offer polar opposite
case studies that the author suggests support his

position.
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Towards sustainable development of universal pensions:

Ms. Yvonne Sin #38 +
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Increasingly, countries around the world recognize
that financial security in old age is an important
matter to address for developed and developing
economies alike. However, building a sustainable
pension system continues to be a challenge as
it involves long-term vision and planning by
governments that are often faced with competing
short-term pressures: For nearly two decades, the
World Bank has been advocating a multi-pillar
framework as an effective and efficient approach
to designing old age protection systems for a
rapidly aging world. While there is no one perfect
model, there are different options that may be
deemed more appropriate for a particular country
depending on factors such as its history, culture,
political economy, financial market readiness, and

the priorities of its policymakers.

Using Canada and China as country examples,
this session will give an overview covering the
evolution of their respective pension systems,
Initiatives undertaken to balance the financial and
social aspects of the system, and the investment
management of pension assets. How the two
countries benchmark against the World Bank’s
preferred framework for old age income support in

the 21st century will also be highlighted.
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the experience of two countries
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Presenter:
Yvonne Sin
Towers Watson Investment Services (HK) Ltd.

Yvonne Sin is General Manager, Risk and Financial
Services for Mainland China and Taiwan, at Towers
Watson. Yvonne was formerly Head of the Global
Pensions Department at the World Bank, where
she provided expert advice on social insurance and
pensions issues as well as technical assistance in
policy development for social security and civil

service reform in some 20 countries.

Yvonne keeps up with major developments in the
world of finance and pensions' through academic and
special interest affiliations that include: Research
Fellow, the China Centre for Insurance and Social
China;
Member of the Advisory Board, Risk and Insurance

Security Research, Peking University,
Research Centre, National Chengchi University,
Taiwan; and Board Member, Asia Pacific Risk and
Insurance Association. Yvonne is widely published
on the subject of pension reform options analysis,
is one of the contributing authors to the well-known
publication “Old Age Income Support in the 21st
Century”, and speaks to different groups on pensions,
insurance and other related topics. She received her
BSc degree in Mathematics from the University of
Toronto in Canada and graduated from the World
Bank’s Pensions Fellowship Programme. She is a
member of the Society of Actuaries, the Canadian
Institute of Actuaries, the American Academy of
Actuaries, the Actuarial Society of Hong Kong, and

the International Actuarial Association.
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Progressing Universal Retirement Protection in the
Legislative Council
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Chairman, Subcommittee on Retirement Protection _Lﬁ.\':@ 'ﬁ({%ﬁmgﬁﬁ\ Eﬁ%

The public have been discussing over the topic
of “retirement protection” for over 30 years, but
since the handover of Hong Kong, our government
has never paid any serious attention to this
social demand, and have decided to implement
“Mandatory Provident Fund” instead. The goal
of “Universal Retirement Protection Scheme”
1s to ensure that all retired citizens are protected
with basic income, so that the living standard after
retirement is maintained at a decent level, the
government would be irresponsible if they choose
to delay the implementation of such plan.

Allow me to once again repeat the widely known
facts: according to government estimates, 20 years
later, the population of elderly people in Hong
Kong who has reached the age of 65 or beyond
will be increased to more than 2 million, averaging
about 1 in every 4 people. In addition, the life
expectancy of Hong Kong people shall be extended
to 80 for males and 85 for females on average.
Facing a general aging trend in population and a
prolonged life expectancy, it is time for us to lay
down our plans to protect the living standard of
elderly people after retirement.

Despite this all, the Hong Kong government have
chosen to turn a blind eye on “Universal Retirement
Protection Scheme”, and have used the three pillars of
- “Comprehensive Social Security Assistance (CSSA)
and Old Age Allowance”, “Mandatory Provident
Fund (MPF) system’ and “voluntary private savings”
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- In an attempt to divert public attention. After many
years of effort from inside and outside of the Council,
the “Sub-Committee for Retirement Protection”
was finally established under the Pane] for Welfare
Services in the Legislative Council, with the aim “to
study issues relating to the protection of retirement
life of all people, and to follow up on the proposal of
setting up and implementation of universal retirement
protection for all people in Hong Kong”. However,
despite of the progress, the operation of the Committee
were soon hindered by government after its forth
meeting, during which the Subcommittee has initially
mvited the official think tank Central Policy Unit to
share the study that it has previously conducted on
the topic of retirement protection - including it’s
mythologies and results, only to be rejected by the
officials, “without any information, it is impossible
to continue discussion” was what I had in my mind,
and so I had to cancel the meeting as an expression of
discontent .

In his final Policy Address, Chief Executive Donald
Tsang played down the possibility of implementing
universal retirement protection. Speaking as if he is
the sole spokesperson for all citizens of Hong Kong,
he claims that the middle class and professionals
would not accept universal retirement protection,
that it is impractical; without any long-term plan, he
insist on continuing the current measures, neglecting
the issues of the aging population and the increasing
number of impoverished elderly by refusing to study
the viability of implementing universal retirement
protection, with the excuse of attempting to enhance
Mandatory Provident Fund schemes.

Society has shown clear arguments questioning
the validity of the supposed functions of the three
pillars: “having MPF offset severance payment and
long service payment, MPF has lost it’s intended
protection”, “since elderly applying for CSSA must
firsthand in the statement on non-provision of financial
support’ (or so-called ‘bad son statement’), elderly
people are reluctant to apply for CSSA because of the
attached stigmatization”, whereas the third pillar of
“voluntary saving for lower class citizens practically
amounts to nothing”. Universal retirement protection
schemes would serve to facilitate protection of
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the livelihood of retired elderly through means of
resource reallocation. Since grassroots workers’ and
homemakers’ livelihood are not protected after their
retirement, instead of counting on the current system
of accumulating savings in personal MPF accounts, it
is better to have the entire society shoulder the risks
of individuals, this is the long-term plan.

Universal retirement protection schemes have been
carried out in foreign countries for years, likewise,
the society of Hong Kong have also gone through a
long period of discussion, with the majority of them
hoping to implement universal pension to safeguard
the livelihood of elderly people as soon as possible.
As a non-governmental organization, the “Alliance
for Universal Pensions™ have presented their proposal
to the government, which suggested the government
to take the lead by providing a lump sum of seed
money, combining with the monthly contribution
of MPF from employers and employees, along with
the extra profits tax raised from enterprises that earn
more than 10 million dollars in profit annually that
will help to recover the expense; having the proposal
calculated by actuary, it is determined that every 65
year old elderly could receive a monthly pension of
what is worth 3,000 Hong Kong Dollars (about 285
EUR or 505 NZD) today, with the assurance that
the “Retirement Protection Fund” could sustain its
operation. However, it is absurd for the government to
simply reject the idea without producing any counter-
proposal. There could possibly be other proposals that
are better than the one that the Alliance had came up
with, and there is no doubt that retirement protection
should be thoroughly discussed between all levels
of society with the aim to come up with consensus
on the best proposal. Therefore, instead of giving
universal pension the capital punishment on behalf of
the middle class and professionals, the government
should reveal it’s previous studies and documents
and initiate consultation to gather comments from the
public as soon as possible.

Even though the Legislative Council has launched
a subcommittee to discuss issues of retirement
protection, and that public at large agrees with the
general principles of protection for retired people, with
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the executive branch of the government dominating
all the powers, and a non-democratic government
that neglects public opinion, despite having a the
majority of Legislative Councilors in support of
implementing universal retirement protection, under
the bicameralism of the current Legislative Council
and that private motions are non-binding, there is
indeed limited pressure on the part of the Council
to exert over government policies. Still, there are
ways in which the civil society could cooperate with
members of the Council:

The current “Subcommittee on Retirement Protection”
and “Panel on Welfare Services” are official extensions
of Legislative Council with legal status; we must make
good use of every opportunity to cooperate in order
to effectively communicate with all members of the
council through means of motion debates, questions,
select committees and so on.

Through Legislative Council, civil society could
obtain the latest figures and facts from government.

The Council at large respects public opinion, for that
everyone should strengthen their communication with
councilors coming from various backgrounds, such as
by arranged meeting, lobbying, submitting proposal,
local visit etc.. ‘

Making social change involves mobilizing the public,
therefore forces from outside of the Council is critical,
and with the use of election ballots, the pubic could
help by bringing more people that support universal
retirement protection into the Legislative Council, so
that the government would be pressured by united
forces from and outside of the Council.

As a council member representing the social welfare
constituency, it is my utmost responsibility to focus on
this topic, but it would also be important for members
within the industry to continuously show their support
regarding this topic. Let us persevere and fight for
our best with the underprivileged!
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as a public policy

Mr. Laurence Ho Wing-him fi] 7Kg 54:

Strategy for implementing Universal Retirement Scheme

Infarde B BB MRAR IR R A S BUR Y S

Former Deputy Secretary for Health and Welfare A4 8 A R BB =

In the 1980s, Hong Kong’s economy has entered high-
income era. However, the development of the social system
In several aspects has lagged behind compared to other
affluent countries. For example, the retirement protection
system in Hong Kong may be the most fragmented if
compared with other affluent countries.

After years of discussion, Hong Kong government decided
to introduce the MPF (Mandatory Provident Fund) system
before the reunification in 1997, and started to contribute
in 2000. However, anybody who know something about
the retirement protection system, MPF is not sufficient to
solve the pension problems of Hong Kong’s in the future
because of its high management fees, low contribution
rate, incomplete coverage to the whole population and so
on. Therefore, we think that MPE is only the first step
in building the system. We wait for the government to
optimize the plan gradually. But surprisingly, the work is
stalled.

In fact, retirement protection system in Hong Kong is
facing three difficulties. Firstly, the “baby boomers” who
are borne in 1940s and 1950s, begin to retire now. But
the implementation of the MPF Systemn in 2000 does not
help much to them. Secondly, families of baby boomers
did not have children or some of them have only one or
two children. Thirdly, the willingness of young people
to support their elderly is declining. According to some
surveys, the statistics sharply drops from 70% in 1990s
to 40% recently. In addition, the income of many low-
income employees did not increase in the past years, which
make them difficult to support their elderly parents. The
combination of the second and third effect significantly
weakened the voluntary pension arrangement by the
family support in Hong Kong in current years. This leads
to a social need to provide a social planning for the elderly
pension.

For the current social welfare system, the Government
provided financial assistance for the elderly, including
the CSSA (Comprehensive Social Security Assistance)
Scheme and the OAA (Old Age Allowance), which are all
paid by taxation. But as a form of pension, both have some
sort of deficiencies.
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CSSA is intended to provide for the dispossessed a basic
living protection. . Those who have earning a living by
working, are reluctant to apply for CSSA after retired
because of the social stigma on the CSSA. Instead, they
prefer to apply for the OAA, plus other source of unstable
and inadequate income, to support their retirement hardly.

However, OAA has never been a retirement protection
scheme. It was originally designed by as an additional cash
allowance to the elderly under family support. Irrespective
of the household expenditure, they must depend on the
family support from their grown-up children.

Therefore, the civil society has been advocating for the
implementation of a universal retirement protection
scheme. The conservatives are asking to optimize the
existing systems, especially the improvement of the OAA
system, by increasing to a higher amount to those elderly
in need.

The concept of a Universal retirement protection scheme is
composed of the contribution of the government,employers
and employees and all elderly are entitled to gain several
thousand dollars per month irrespective to their income and
wealth. Is this desirable to introduce a universal retirement
protection system to all at this stage? From a view of public
finance management, I have reservation.

For the next 20 years, Hong Kong’s aging population
grows rapidly. It is projected that there are one eclderly
in every four people in 2033. The cost of health care,
elderly caring and pension in Hong Kong will drastically
increase. Meanwhile, the declining working proportion
may adversely affect Hong Kong’s public finances.

Under such macro-financial condition, if we really want
to implement a partly public-funded universal retirement
protection scheme, an in-depth study of financial viability
is needed.

In addition, the baby boomers have work-related pension
scheme compared to the previous generation. As public
resource is always limited, it is more meaningful to serve
the needed rather than paying to all people regardless of
their wealth.

From a point of view of building up a system, optimizing
the existing system rather than starting a new one, may
encounter less political resistance and get greater chance
of success a new system. However, the means test system
of existing CSSA and OAA is very tight It is worthy for
the public to consider to relax the restriction of the related
system if serving a pension purpose.

Thisis my personal opinion.Ihope that the new Government
will consider the factors like the politics, economy, public
finance, social conditions and other factors, to build a more
comprehensive retirement protection system in Hong
Kong.
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the past and future
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The role of civil society in the Retirement Security Movement :

B ] A P BGR RE B A 4

Ms Christine FANG Meng-sang B.B.S. J.P. 441, B.B.S. ].P.
Chief Executive, The Hong Kong Council of Social Service F st 8 IR 5 Ik & 17 I 48 %%

For decades, civil society in Hong Kong have been
striving for the reform of retirement security. In
2005, morethan S0 non-governmental organizations
(currently over 80) came together to form the
Alliance for Universal Pension, with the objective
of pressuring government to establish universal
pension in Hong Kong. Various studies conducted
by numerous organizations in the recent years
have shown that more than 90 percent of citizens
in Hong Kong are in favor of carrying out reform
to retirement security. In fact, after much effort by
the civil society, the demand of “Hong Kong must
reform its retirement security system” has now

become a universal and trans-class consensus.

In the recent Chief Executive’s policy address, it
was decided that rather than launching universal
pension to improve the protection of retired citizens,
the government should focus on enhancing it’s
current retirement system (the Mandatory Provident
Fund — MPF Schemes). The Hong Kong Council of
Social Service then asked the Hong Kong University
Public Opinion Programme to investigate about what

the public thinks about this decision, with results
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revealing that 44 percent of the public disagree with
the government’s decision (among which close to 60
percent of young adults disagree). Nonetheless, the
study also indicate that 27 percent of the public concur
with this. Regardless of a difference in opinion or
due to misconception, it is obvious that there are still
part of the public that questions the implementation

of universal pension.

In reflection to ‘the previous consultation launched
by the government dealing with “Old Age Pension
Scheme”, one of the factors that led to disapproval
of the proposal was due to the significant amount of
comments in opposition. It is therefore an important
challenge for the Retirement Security Movement to
think about how to widen the scope of the campaign,
by involving the entire society, including those who
opposes universal pension, to unite and discuss about
reforming Hong Kong’s retirement system. Through
building wider consensus within the society, the civil

society is also able to play a more active role in the

process of debate.

Itisindeed arare opportunity for various organizations,
with unique backgrounds, to come together in an
Alliance with a united goal of achieving social
justice. As for the future, in order to increase the
amount of support, it is critical for the civil society
(including those who have not joined the Alliance) to
further radiate their influence, by making use of their
different distinctive backgrounds and by cooperating.
To this end, we must strive to unite with diversity,
expand our unity, while upholding our principles and
safeguarding justice. It is collective wisdom among

the people that we trust to guide us on how to weave

our way through and overcome our obstacles.
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Protection

Dr. Louis F.K. NG 2451+

Analyzing the Actuarial Feasibility of Universal Retirement

TR A B AT 2 BB AR R W AT

Honorary Associate Professor for the Department of Statistics and Actuarial Science at the University of Hong Kong

TR BHA REHER L BRIBE

The population of Hong Kong rose from 3.2 million
people in 1961 to 7.1 million people in 2011, with a
growth of nearly 4 million people, in which the amount
of people aged at or beyond 65 contributing to the
overall population have increased from 3% to 7%.
Meanwhile, with the baby boomers reaching the age
of retirement, in addition to the city’s declining birth
rate, Hong Kong faces an imminent risk of the aging
population problem. Recently, questions regarding the
feasibility of universal retirement protection schemes
have been raised after non-governmental organizations
have came up with their own proposals, for which I will
attempt to analyze from the perspective of actuary.

We will first begin with analyzing from the individual’s
angle. Assuming if someone begins to work from
1975 (at the age of 25) until the year 2015 (at the
retirement age of 65), he would have worked and made
contributions for a span of 40 years, and 1s then ready
to receive approximately 20 years of pension until
the year 2035 (for then he would be 85 years: old).
Theoretically, according to the general principles for
actuarial mathematics in regard to pension, dividing
the total amount of expected pension at the time of
retirement over the length of work would give you the
amount of contribution that must be made each year or
month. Say if the actual monthly payment of pension
(meaning payment adjusted after inflation) is set to
3,000 Hong Kong Dollars, assuming that interest rates
and wage increase just about offset inflation rates, we
could easily determine the amount of monthly actual
contribution to be 1,500 Hong Kong Dollars, actuarial
science in pension calls this amount the “normal cost”.
Normal cost refer to the amount of contribution that
is adequate to pay the expected pension under normal
circumstances. So if we have set the expected pension
to a specific amount, then the accumulated contribution
should just be right to balance the amount in debt. If
the interest rate exceeds inflation rate by 1%, then
the monthly actual contribution would be reduced to

P. 18

EFHEEADBI1961ESFH  3208HEE2011Fh
K710% @ IRL4008 B A @ ME P65 I
EZ AOMEEA ORISR IEET % o FEF
BEAMBTNERER  BINLEFTRTHE
FEAEMADZICLESHAKMBEENRE o [T
HA-LEREEGRERETERENRESTE
TAZR AN OHETTH B KAAESLUE
HEzAEEHESo

EARBANAESIT - BREFZFABI1975F(E
25 BIA TEE E2015F (R IRIF65%) » Bl T
B MR IZAOE 5 BEE X G20 0R (REF
HAE E2035F (& BF855%) o IRIFE RIRKIEE &
ERG L BERRRENBRG Z EREF
HoEE TR ESEEFIERE 2 HEE -
NWREAEERAKSHABEEERAEE S
)31 /300070 » FI R B T Ei8 R R 2 FK
HEBERIRE s RPARESTEHEAZEEH
FER 71650070 ' BURBEEDBUSHEALET M
Ao AMRMAETEEBRAT » DUIEAHETEZ R
WF TR ATEER A S o A E KL TERHEIR
SEMRFHENG  RRNVEREERT L ES
EzRABH wWREANXELREEMERZE1%
Bz EEMHEFETREI100T o LFIEREEE
Bzl F > FERNERKERENTITE ) —K
MBAREREENBENABER TR BBE
IRREERED AR R o



1,100 dollars. The above situation is an extremely
simplified example, only to illustrate the feasibility of
retirement protection. In general, the calculation of
retirement contribution must take into account other
more complicated factors, and is only able to produce
results in estimations.

When we consider universal retirement protection
schemes for groups like the entire company, territory
or country, in theory, all we have to do is add all
individual contributions together to come up with the
total contribution. But in practice, the operation is a bit
more complicated. Let us spend the rest of the time to
explore the following issues:

1. The working and contribution period is too short

2. The individual has retired when the scheme comes
into effect

3. Low income employees may have difficulty in
making the targeted contribution

4. The individual has other retirement plans

5. The individual has a longer period of retirement
than previously expected

6. Interest rate is below the inflation rate

7. Wage increases is unable to offset the inflation
rate

8. Nobody is willing to shoulder the risks of pension
schemes

The problems above often become the major issues
when it comes to debating about universal protection
schemes, but solutions are available. In order to come
up with a methodology to help solve these problems,
comprehensive consideration and weighing in costs,
debts and risks are required to decide the appropriate
sharing of responsibilities and suitable management
proposals.

In past cases, during the process of implementing
universal retirement protection schemes, the focus is
often on how the current generation of workforce is
able to support the retirement living of the previous
generation, as population is aging rapidly, people tend
to question the feasibility of such plans. In order to
comprehensively and rationally analyze the practicality
of universal retirement protection, it is vital to apply
basic pension actuarial mathematics to calculate the
normal cost, other additional costs and the amount in
debt committed to deliver the plan, thereby analyzing
the involved potential benefits and risks.
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Mr. Vincent Wong k5

Planning Director of Hong Kong Commercial Broadcasting Company Limited and Radio Host for

The Reversal of Relationship between
Welfare and the Economy

CRaA AN AR FH Y B AR )

“On a Clear Day”

FIEBAREBER (RPN —-XHE) HH &

The most well written part of this year’s Policy
Address, was the last part on analyzing the role
of the future government (Paragraph 190-197).
Chief Executive Donald Tsang Yam-kuen should
consider himself to be lucky, knowing that he
is finishing off his last annual Policy Address,
he could use this final opportunity to fulfill his
philosophy of governance, along with a few words
of farewell - unlike his predecessor Tung Chi Wa,
who only realized that it had became his final
Policy Address at the moment of his resignation.
Donald Tsang pinpointed two critical challenges
As he did not

provide any solution to those challenges, having

that the current government faces.

been working as a civil officer for decades, his
observation to those challenges is nonetheless
worth considering. In a nutshell, he has simplified
the issues of governance into 2 polarity of welfare
vs. the economy, with the first critical challenge
on developing new tactics to combat poverty, the

second on how to forester the economy.

The historical mode of governance in Hong Kong
has always relied on using economic growth to
drive all classes upward: the concept of Progressive
Development proposed by Donald Tsang on
his second term, which attempts to promote
development through

progressive  economic
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infrastructure projects, reflects this tradition. The
problem, however, is created when this traditional
mode externally encounters a rapid expansion of
the financial industry, while at the same time it
internally meets employment development that
1s led by property development — which result in
the situation of the financial and property industry
significantly outrunning other economic activities.
Even though within his term of governance,
infrastructure projects has led to vibrancy in the
construction sector, while tourism has driven
the growth for the catering and retail industries,
people who are employed in these industries did
The

reason for this is because most of the outcome

not necessarily benefit from the growth.

of economic growth has fallen on to the hands of
interest groups that are closely related to the two
industries — something that we see happening in
societies around the world where global capitalism
plaques, reminiscent of the Occupy Wall Street
Movement and riots in Europe. As for Hong Kong,
the society is tormented by a combination of the
“financial hegemony” and “property hegemony”,
causing ordinary people to suffer greatly. Even
the Chief Executive has admitted that “the wealth
gap has become a structural” issue, and it is for
this very reason, that Donald Tsang is hesitant to

implement universal retirement protection.

It is under such severe impact, that Donald Tsang
has came up with this year’s Policy Address,
enormously reversing the previous “large market,
small government” mode of governance, by offering
concessionary fare to needy passengers, through
periodically reimbursing public transport operators
on an accountable basis, while requesting operators
to continue to absorb the cost of the existing
concessions that they voluntarily offer. By doing
that, the government may appear to have increased

their expenditure and created long term pressure to
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the financial budget. However, the fact is, while
the two-dollar public trahsport concessions belongs
to a type of welfare, it could also be considered
as a certain boost to the economy: people with
disabilities could cut back on their costs to work,
economic benefits are also derived from elderly
who have saved extra money from the transport
on a one-day tour to the islands or ordinary travel
for their morning tea. In other words, the two-
dollar concessions have created a breakthrough of
reversing the relationship between welfare and the
economy, from which social capital releases and
our economy expands. It follows that if the next
government is continuing on this changed course,
universal retirement protection could be realized
by simply proving that it could release an extended

degree of benefit to the economy.

As for the experimental policy targeting the
middle-class of society, it would have to be the
much debated new Home Ownership Scheme
(HOS). The Chief Executive began his coverage
on housing policy by mentioning the tragedy of
the Shi Kip Mei shantytown fire in 1954. Judging
from this, one of government’s main strategies
targeting the middle class is to categorize part of
housing policy as a measure of the welfare policy,
in order to alleviate the structural problem of
wealth gap within the middle class. Needless to
say, it is a great risk in politics for the government
to assist “middle class” households that earn more
than twenty thousand Hong Kong Dollars a month
to own a home. By doing that, the government has
abolished it’s consistent plea of impractical slogan
to the young people in asking them to “keep on
saving to earn your home”. The foundation of
governance for the new HOS lies in providing the
middle class an alternative form of welfare, so that
they have a choice to own a home, instead of just

renting one (while knowing that they could not
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afford to own one no matter how hard they save).
In other words, “helping the middle class own a
home” itself has become a measure of welfare
in the eyes of the government, and no longer an
intervention to market activities — this then is also
a form of reversal to the relationship between

welfare and the economy.

Regarding the final impact on governance, the
Chief Executive has categorized it as one that
targets the wealthy elites. Unfortunately, he did not
spent much coverage on this point, with relatively
few associated experimental policies in this year’s
Policy Address, such as directly purchasing electric

buses to test their performances in the city.

As with the local economy, where development
industry and financial industry dominate, the six
so-called “Superior Industries” by our government
is better conceived as “Inferior Industries”, they are
“inferior” only because our local enterprises show
very little interest in them,-causing our economy
structure to become homogenized and uninspiring.
Even if the government is willing to take on a
leading role, will various implementing sectors
have the needed market wisdom to carry out the
plan? And how will the public and media react?
After Donald Tsang’s failed attempt in promoting
the environmental industry through the distribution
of cash coupons for compact fluorescent lamps,
these will be the questions that linger in our Chief

.Executive’s mind.
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Implementing Universal Pension as a long-term plan to improve
people’s livelihood

REAFUE KA
R EREEE

Alliance for Universal Pensions FHl 4 RiBAKAEBFE

Early on, when spoken to reporters, Premier Wen
Jiabao made a particular comment: “(Hong Kong) must
take further steps in strengthening the system to social
security, and pay extra care to disadvantaged groups”,
it is clear that there should be a long-term and scientific
plan in social security. In the eyes of the Central
Beijing Government, the Special Administrative Region
Government has obviously not done a good enough
job for long term planning and improving people’s
livelihood in Hong Kong. As a matter of fact, in order
to achieve these two objectives, the simple solution
for Hong Kong is to establish universal pension. The
current deep-rooted dilemma in Hong Kong is the
1ssues of the widening of wealth gap and poverty, and
targeting poverty among elderly people is the key to
solving the poverty issue of Hong Kong.

Hong Kong’s population is aging rapidly, according to
Census and Statistics Department, the number of elderly
people at or beyond the age of 65 in the year 2010
reaches 920,000, accounting for 13% of the population
of Hong Kong, by the year 2039, the number of elderly
people will peak to 2.49 million, accounting for 28% of
the population. According to the estimates by the Hong
Kong Council of Social Service, Hong Kong’s elderly
poverty rate is as high as 30%, meaning that currently
one in every three elderly are living in poverty. With
the number of elderly CSSA (Comprehensive Social
Security Assistance) applicants steadily increasing,
poverty among the elderly is getting worse, and has
reached the stage where the society could no longer
ignore.

Receiving 3,000 Dollars Pension Each Month

The Alliance for Universal Pensions (the Alliance) is
formed in 2004 by more than 80 non-governmental
organizations from different sectors. After in-depth
discussion, the specific recommendations to the
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“Universal Pension” (Pension) is made in the hope of
being accepted by the government, so that the issue
of living security for the elderly in Hong Kong is
resolved as quick as possible. The author is the former
convener of the Alliance, who also participated in the
actuarial calculation of the Alliance’s proposal. Recent
comments against universal pension does not seem
to understand the suggestions to universal pension,
while media reports were also unable to introduce the
proposal with great detail, thus the public has failed
to understand the detail. For that, the author has the
need to elaborately introduce the proposal of Universal
Pension, with the analysis to claim that the financial
aspects of the proposal is capable of dealing with the
future increase to elderly population.

First of all, the Alliance demand for the provision
of basic living security by implementing Universal
Pension for all seniors who have reached the age of 65,
after two years of discussion, the Alliance agreed on
setting the monthly Pension at a level of 3,000 Hong
Kong Dollars (based on the purchasing power in the
year 2006). Recent comments such as those made by
local share market analyst David Webb have used the
monthly figure of 4,000 HKD or 6,000 HKD to calculate
universal pension, which is far beyond the amount
that the Alliance is requesting. These comments then
conclude that universal pension is therefore financially
infeasible, yet such conclusion is made only because
the monthly amount is too high due to the unreasonable
assumption.

In 2004, the Alliance invited actuary mathematician
from the University of Hong Kong to calculate the
long-term operation of the Universal Pension Scheme
(the Scheme), so that the proposal is sufficiently
sustainable, in which the Scheme went through another
set of actuarial calculation in 2008. Since the old-
age population is steadily rising, the Scheme in 2008
is different from one in 2004, which requires the
government to add a seed money of 50 billion dollars,
the issue of pension is therefore approaching the critical
point and can not be further delayed.

Taking an Advantage of the Labor Force to
Save Collectively

Many comments against Universal Pension are based
on the “making the ends meet” problem that happen in
the “Pay As You Go” pension system in Western societ-
ies, which resulted in delaying the age of retirement or
increasing the rate of contribution. However, the Alli-
ance has already considered the scenario of a rapidly
aging population in Hong Kong, and is proposing to
involve a “partially pre-funded” plan. This plan is not
“payment-defined” (PAZZRTWD) or “income-defined” (
PACETSZ), but makes use of the unique ratio of labor
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force before the year 2021 to collectively save in order
to cope with the peak of subsequent aging of the popu-
lation.

The Contribution to Universal Pension 1s Divided into
Three Parts
from the

The first part involves contributions

government, which include:

1. the CSSA expenditure of standard rate payment for
recipients who are over 65 years old,

2. the expenditure of Old Age Allowance, and

3. lump sum of 50 billion dollars in seed money.

In 2006, the government expenditure for CSSA
payments on elderly people combined with Old Age
Allowance amounts to 8.1 billion dollars in estimation, in
the future, a partial amount of government contribution
will be adjusted in accordance with the growth rate of
the old-age population.

The second part involves contributions from employers,
which include two sections:

1. Employer’s contribution rate is 2.5% of employees’
monthly wages,

2. For enterprises with annual profit over 10 million
dollars, an additional 1.9% of profits tax will be
charged, according to figures from 2006, the amount
is about 6.2 billion dollars.

In order to reduce the burden on the employer’s
contribution, the suggestion is to reduce the amount
of the employer’s MPF (Mandatory Provident Fund)
contribution by half, equaling to 2.5%; the original
contribution to the other half (i.e. 2.5%) is injected in
the plan. Therefore, the employer’s pension contribution
for each employee remains the same, without having
extra costs. Additionally, comparing to small and
medium enterprises, when it comes to contributing to
the support for elderly people, the society has greater
expectations for enterprises with annual profits of more
than 10 million dollars.

The third part of contribution comes from employees,
whose contribution rate is 2.5% of their monthly
wages.

In order to reduce the burden on the employee’s
contribution, the proposal is based on the current MPF
system, with the suggestion to reduce the amount of the
employee’s MPF contribution by half, equaling to 2.5%;
the original contribution to the other half (i.e. 2.5%)
is injected in the plan. Based on this arrangement, the
employee’s pension confribution remains the same.
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Based on the above arrangement, with the number of
elderly people at the age above 65 to be 850,000 in the
year 2006, the total pension expenditure is 28.7 billion,
while the total recurrent contribution is 33.4 billion;
therefore there will be a remaining of 4.8 billion in the
year 2006, if coupled with the 50 billion seed money
from the government, then there will be 54.8 billion
accumulated in reserve. We estimate the pension
payment to be regularly adjusted in accordance with
the inflation rate, thus the purchasing power remains
constant, the following projections are based on the
prices from the year of 2009 in real terms. In 2019,
there will be 1.33 millien elderly, the total pension
expenditure will be 45.7 billion, while the total recurrent
contribution will be 50.1 billion, with a yearly surplus of
4.4 billion, there will still be 141.1 billion accumulated
in reserve. By 2029, reserve will be used and the
accumulated reserve will grow steadily to 157.1 billion.
In the year 2039, there will be 2.49 million elderly, the
total pension expenditure will be 87.3 billion, while the
total recurrent contribution will be §1.1 billion, reserve
will be used and the accumulated reserve will decrease
to 116.7 billion. In the year 2049, there are 2.67 million
elderly, the expenditure of pension is 93.8 billion, and
the total recurrent contribution is 95.3billion, once
again we will see a remaining of 1.5 billion, with a total
of 117.3 billion accumulated in reserve.

A Sustainable Proposal that would Last for 50
Years

Simply put, the proposal takes advantage of a window
period of 15 years, from 2006 to 2021, in which the
amount of Pension contribution outruns its expenditure,
becoming the reserving fund when coupled with the
50 million seed money. In the period between 2021
and 2046, a rapid increase in the proportion of elderly
population will decrease the amount of reserve.
However, by the year 2046, the proportion of elderly
population will become stable, the yearly pension
budget will again record remains, and the reserve will
once more increase. The projection above means that
the proposal could continuously operate for 50 years.
As for the accumulated reserve of the plan, after 5 years
of operation, it will maintain at a level that is twice
the amount of annual expenditure for the Universal
Pension, even if the contribution rate is affected due to
a temporary drop in the economy.

As it turns out that the proposal produced by the Alliance
may not be the best, and is by no means the only proposal,
all we hope for is to inspire the government and the
public to greater participation. What we lack now is
the government’s determination to long-term planning
and improving the people’s livelihood. Instead of
spending its time on the disappointing political tactics
of dispensing cash, we hope the government within this
term could provide various proposals that would solve
the issue of poverty among elderly people.
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2010 Social Conference

Can MPF Secure Qur Living after Retirement?

FRR

2010

Abstract of Speakers’
Presentations

Guest of Honor, Mr. Woon-Kwong Lam,
Chairperson of Equal Opportunities Commission
claimed that the so called “3 npillars” for
retirement in Hong Kong is definitely insufficient
to support living for many elderly. He featured the
MPF scheme as an unfair arrangement for women.
Among the 680 thousands of homemakers, over
98% were women. As they were not employed,
they are excluded from the MPF scheme, and thus
leaving them with no security when retirement age
comes.

Dr. Kim-wah Chung from The Hong Kong
Polytechnic University professed that it’ s a
equivocation fallacy when the government treat
CSSA (Comprehensive Social Security Assistance
Scheme)as Pillar 1 of aretirementplan as suggested
by the World Bank in 1994, since it fails to meet
its designed intent. When CSSA was designed,
it’ s intended to be a temporary and transitional
assistance only. However, over 53% of current
CSSA recipients are elderly, and they treat CSSA
as a de facto pension. Due to CSSA’ s transitional
~intent, Hong Kong actually lack a real Pillar 1’ s
Basic Pension.
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Focus on the problems of the MPF scheme,
member of the Legislative Council, Mr. Kin—por
Chan believed some of them can be improved, e.g.
high fee and low return rate can be improved by
letting employees choose their own MPF service
provider; however, he also claimed some problems
are impossible to change through amending
current system, e.g. none or limited security for
unemployed homemakers, low income group, and
retiring workers. As MPF is a long—term saving,
it only helps the youth who just started working
and the middle class. Mr. Chan said, there will be
one elderly among every 4 persons in 2033, if the
government do not act now, its financial burden
will only get much heavier later.

Mr. Wing-vyiu Chu, the Vice Chairman of Life
Insurance Council of Hong Kong concur with
Legislator, Mr. Chan on MPF’ s inherent default as
itonly covers a small portion of the entire population.
After discussing how insufficient the first two
Pillars are, Dr. Chung also added that according
to his research, 43% of MPF contributors do not
have any other saving plan. The major reasons
are not enough income and too much household
expenditure. To these people, Pillar 3 is collapsed
as well.

Mr. Joseph Wong from City University of Hong
Kong believes letting the elderly to live with dignity
is universal virtue, -even the business sector
should not oppose. The only problem is from the
government. Mr. Wong said the Alliance tried
to invite MPF representatives and government
officials to participate the social conference with
us, but they rejected with different excuses. As a
former government’ s secretary, Mr. Wong said
he’ s ashamed when he sees elderly who have
contributed a lot to create today’ s wealthy Hong
Kong lacking care and security after retirement. He
expected the members of the Legislative Council
to use their power in the institution to implement
universal retirement security.
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