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 BPF Response to Consultation Document 

 “Retirement Protection Forging Ahead” by Commission on Poverty 

 

1. INTRODUCTION  

 The government’s Consultation Document “Retirement Protection Forging Ahead" 

sensibly compares the Universal approach "regardless of rich or poor" with the Targetted 

approach "those with financial needs".  The recently issued document by the Mandatory 

Provident Fund Schemes Authority (MPFA) "Towards Retirement Security" is also helpful 

for those trying to understand the issues. 

 

 In 2015, the Business and Professionals Federation of Hong Kong (BPF) produced its 

own document "The Way forward for Retirement Protection" which covers similar ground.  

In that document, we argued strongly against the Universal approach.  Our view has not 

changed. 

 

2.  POVERTY AND RETIREMENT PROTECTION POLICY 

 We strongly support efforts to eradicate poverty in Hong Kong but it is wrong to define our 

policy on retirement protection simply in terms of poverty relief. A retirement income policy 

should consider all those in Hong Kong, not just those at or close to poverty. Also, the 

definition of poverty used focuses on income rather than assets. Many retirees have no 

Hong Kong income and live from their accumulated assets. The result of all this is that the 

data on the level of elderly poverty, as presented in the Consultation Document, is of little 

value.  None of this is to say that, in a rich society like Hong Kong, we should not 

generously support those in true need and our recommendations do just that. 

 

3.  THE FOCUS OF RETIREMENT PROTECTION POLICY 

 Retirement Protection policy should primarily focus on putting systems in place that enable 

as many Hong Kong people as possible to save for their own retirement. If this is done 

well, the numbers that need support from the Government will gradually fall. Mandatory 

Provident Fund (MPF) is the primary system in Hong Kong aimed at retirement protection. 

It is fundamentally a good system but it has some significant flaws which need to be 

corrected. 

 

4.  THE PRESSURE ON GOVERNMENT FINANCES  

 There is much interesting data in the Consultation Document.  Those who argue that our 

Government surplus will be here forever must have got a shock. Our fast-ageing society 

will put enormous pressure on Government finances requiring difficult prioritisation. This 

will be first felt on the Health side. Major increase in health costs are inevitable if Hong 

Kong is to maintain its "almost-free" health service. Another priority yet to be fully 

assessed or debated is all the other services, particularly for the growing number of 

disabled. It is essential for Hong Kong to be an elderly friendly city. These changes alone 

will in time require tax increases but hopefully these can be contained. 



 

2 
 

 To add to all this, the cost of a Pay As You Go (PAYG) Universal Pension programme 

would hasten the end of Hong Kong's low tax system with negative consequences for 

Hong Kong that are hard to quantify but would surely be significant. 

 

5. MPF 

 Most of today’s elderly have received little or no benefit from MPF since it is still an 

immature system. This is perhaps why the poverty angle is in the minds of so many. 

 

 However, MPF currently costs the government very little and, with careful improvements, 

it will provide meaningful benefits to a sizeable majority of Hong Kong people as it matures. 

This majority will not need a Government-paid pension. As MPF matures, the percentage 

of people requiring Government support will reduce significantly. This will allow the 

government to focus on those with true need. 

 

 MPF is not popular with the people of Hong Kong. Partly this is due to problems with MPF 

but it has also been the victim of unfair attacks and a poor press. It is crucial that the image 

of MPF be improved. Our first recommendations therefore focus on improvements to MPF. 

 

6.  BPF’S RECOMMENATIONS FOR IMPROVEMENTS TO MPF 

i)  We support the MPFA's recent proposals to drive down fees by mandating the offering of 

a default investment strategy that keeps fees below 75 basis points. The goal should be 

to reduce average fees for all providers below 100 basis points within 5 years. 

 

ii) We recommend the regular publication of data that compares fees offered by MPF 

providers. This "name and shame" approach will force high cost MPF providers to improve 

or close. 

 

iii) We support the gradual increase of MPF contributions from 5%+5% to 7%+7%.  However, 

we agree with the Consultation Document that such an increase should wait until MPF is 

more settled. Specifically, we recommend an initial increase to 6%+6% in 2018. 

 

iv)  We strongly support the elimination of offsets for severance payments and Long Service 

Payment (LSP). Our recommendation as to how to achieve this is in the Appendix to this 

Response. 

 

v)  Lower paid employees (less than HK$7,100 per month) currently have 5% of wages 

deposited in their MPF account by their employer but they make no contribution. We 

recommend that, for such employees over the age of 30, the government matches the 

employer contribution by paying an additional 5% of wages into the employee’s MPF 

account. Like other MPF deposits, this will not be available to the employee until after age 

65. This will cost the government little in the long run since these are the people most 

likely to be claiming Old Age Living Allowance (OALA) or Comprehensive Social Security 

Assistance (CSSA) after age 65. 
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vi) Limit withdrawals on MPF accounts after age 65 

    - At age 65, a retiree would only be entitled to withdraw a lump sum of HK$250,000. If 

the balance in their account is greater than HK$1,250,000, they will also be allowed 

to withdraw amounts above HK$1,250,000. 

 

    - After age 65, the retiree will be free to withdraw HK$5,000 per month from their MPF 

account. In this way, the retiree will not normally need Government support for a 

number of years after retirement. For those whose MPF balance runs out, normal 

CSSA /OALA /Old Age Allowance (OAA) rules will apply. 

 

7. BPF’S RECOMMENDATIONS REGARDING GOVERNMENT SUPPORT 

PROGRAMMES 

 The government can provide much more support to the elderly in need if that support is 

focused on them rather than diluted by paying it to those who do not need it.  We 

therefore propose a Targetted approach to Government support that is more generous 

than the alternative outlined in the Consultation Document but still a relatively modest 

burden on Government finances. 

 

 We recommend the following: 

 i) Maintain CSSA for the elderly in its existing form.  According to the Consultation 

Document, this pays an average of HK$5,500 per month to a singleton and HK$8,600 

per month to an elderly couple. 

 

  We would, however, review some of the unpopular aspects of CSSA. In particular, 

the “bad son letter” should be eliminated and the “one household rule” should be 

reviewed. 

 

 ii)  As a secondary level of Government support, improve the payments under OALA to 

HK$4,250 per month for a singleton and HK$6,750 per month to an elderly couple. 

  - The asset limit to receive OALA should be HK$250,000 for a singleton and 

HK$350,000 for a couple. 

 

          The retiree’s MPF balance should be included in the asset base.  The principle 

here is that one’s MPF account should be utilized before Government support is 

paid.  

 

      - OALA should not be paid to those that own a property valued at more than HK 

$2.5 million. These people should be encouraged to use reverse mortgages as 

described in the Consultation Document and long supported by the BPF. 

 

 iii)  Although our first inclination is to eliminate the fruit money (i.e., OAA), we have been 

persuaded that it is a popular programme that the government would be loathe to 

discontinue. 
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  However, OAA should not be paid to those with MPF balances greater than 

HK$50,000.  

 

  Also, we recommend that OAA recipients should be asked to sign a simple certificate 

stating that they control assets of less than HK$5 million, including property.  Many 

such people already refuse to take OAA and there will surely be few complaints from 

those that exceed the HK$5 million threshold! 

 

8. UNIVERSAL PENSION AND THE GAP BETWEEN RICH AND POOR 

 Much lip service is given, in Hong Kong and elsewhere, to the need to bridge the widening 

gap between rich and poor. 

 

 Our recommendations all focus Government expenditure on narrowing this gap: 

 -  improved OALA to those who need it. 

 -  elimination of OAA to those who definitely do not need it. 

 -  elimination of offsets for LSP and severance payments. 

 - Government payments to MPF accounts of the lowly paid. 

 

 50 % of retirees currently receive CSSA or OALA. Our recommendations would ease the 

requirements to receive OALA and significantly increase the payments. 

 

 On the other hand, the "Universal" supporters would spend massive government funds on 

payments to those who do not need them. The payments would all go to the 50% of 

retirees who do not currently receive CSSA or OALA.  The poorer 50% will receive 

nothing from universal pension as defined by its adherents.  Universality would increase 

the gap between rich and poor which is surely not the objective of its proponents. 
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Appendix - Eliminating the MPF Offsets 

 

If society wants MPF to deliver a reasonable pension to as many workers as possible, the 

offsets for severance payments must be eliminated. These offsets hit low income workers the 

hardest and these are the very people most likely to require Government assistance when 

retired. For this reason, we expect Government to contribute financially to the solution of this 

problem. 

 

Naturally the unions argue that the offsets are wrong and expect the offsets to be eliminated 

without any changes to the payments themselves. 

 

On the other hand, employers argue that the offsets are imbedded in MPF because it is 

unreasonable to ask the employer to pay twice - once with Long Service Payment (LSP) 

payments and again with MPF contributions. 

 

This stand off will not be resolved unless the government makes a significant financial 

contribution to the solution. 

 

Our recommendation is that January 1st 2018 should be set as the changeover date. For 

employment contracts entered into after that date, the LSP is abolished but severance 

allowance payments should be continued as on the existing basis. The maximum severance 

allowance would continue to be the number of reckonable years of service x average monthly 

wages x 2/3 with a cap of HK$390,000 per employee. 

 

Note that, for employees who started work before the changeover date and are terminated 

after the changeover date, service after the changeover date will not count in the calculation 

of the LSP payment. 

 

We recommend this approach because, whereas LSP carries many of the hallmarks of a 

pension programme, severance allowances are more a payment to help terminated employees 

through a hopefully brief period of unemployment. LSP was introduced long before MPF. 

 

After the changeover date, employers will not be able to offset severance allowances or LSP 

against MPF.  However, although employers will not be able to offset LSP payments, they will 

be able to recover them from Government to the extent that they would be recoverable from 

MPF under existing regulations. Note that LSP is not normally payable if the employee resigns 

voluntarily and the Government would not be expected to pay in this situation. 

 

This recommendation splits the pain 3 ways: 

-  Employers will no longer be able to make offsets for severance payments. 

-  Employees will not get LSP for contracts after the changeover date. 

-  Government pays the cost for LSP offsets on existing employees to the extent that the 

amount was recoverable from MPF under existing rules. 


