Article 9: right to social security


133.			Article 36 of the Basic Law provides that Hong Kong residents shall have the right to social welfare in accordance with the law.  The welfare benefits and retirement security of the labour force shall be protected by law.  Article 145 of the Basic Law further provides that the HKSAR shall, on its own, formulate policies on the development and improvement of the previous social welfare system in the light of the economic conditions and social needs.


Overall objective


134.			As explained in paragraph 58 of the previous report, the Government�s social security policy is to meet the basic and special needs of Hong Kong�s disadvantaged people.  These include such people as the financially vulnerable, the elderly� and the severely disabled.  All local residents - irrespective of their sex, race or religion - enjoy the right to social security.  This is achieved through a comprehensive social security system administered on an entirely non-contributory basis.  The Comprehensive Social Security Assistance (CSSA) Scheme provides a safety net for those who for various reasons - such as old age, disability, temporary illness, low income or unemployment - are unable to meet the basic needs of living.  The Social Security Allowance (SSA) Scheme provides assistance to the elderly and the severely disabled to meet special needs arising from old age and/or invalidity.  Both schemes are non-contributory and non-statutory.  They are wholly funded by the general revenue and are administered by the Government�s Social Welfare Department.


Government expenditure on social security


135.			In the 1997-98 financial year, the Government spent HK$14,362 million on social security, including administrative costs.  This comprised 7% of total Government expenditure and 1% of the Gross Domestic Product for the year 1997.  The corresponding figures for the 1987-88 financial year were HK$1,846 million (4% of total Government expenditure in that financial year); and 0.5% of the GDP for the year 1987.  The increase over the decade reflects improvements to the various schemes that, together, comprise the total social security �service package�.


136.			As at 30 June 1998, about 840,400 people (or 13% of the population) were receiving payments under either the CSSA Scheme or the SSA Scheme.  The corresponding figure for 1988 was 407,300 people, or 7% of the population.  Some 74% of recipients were elderly people.  There are several reasons for this increase.  The principal ones include growing awareness of the availability of social security benefits (itself the result of increased publicity), improved benefits and changing attitudes towards the acceptance of public assistance.


Comprehensive Social Security Assistance Scheme


137.			The CSSA Scheme is means-tested.  It provides cash assistance to recipients at levels which are relevant to the conditions in Hong Kong to meet their essential needs of living such as food, rent, clothing, transport.  All CSSA recipients are entitled to free medical treatment at public hospitals or clinics.  As at 30 June 1998, some 320,700 people were receiving assistance under the Scheme.


138.			In 1996, we completed a comprehensive review that sought to discover how effective the CSSA Scheme was in meeting the needs of recipients.  In the course of the review, we compared the expenditure patterns of households receiving assistance under the CSSA with those of general households.  And we examined the standard rates of assistance against the estimated cost of such basic needs as food, clothing, fuel and light, and so forth.  In the light of our findings, we increased the standard rates for specific groups of recipients by between 9% and 57% in real terms.  We also increased the maximum rent allowance, introduced �flat-rate� grants for school-related expenses and two special grants for the elderly; and we relaxed the qualifying limits on assets.  These changes took effect from April 1996.


�
139.			The review also proposed that elderly CSSA recipients who chose to take up permanent residence in Guangdong� should continue to receive their monthly standard rate payment and annual long term supplement.  The proposal was put into effect from 1 April 1997 and is referred to as the �Portable CSSA Scheme�.  As at 30 June 1998, some 1,030 recipients had taken advantage of this option.


140.			As at the time of drafting this report, we were reviewing the assistance under the CSSA Scheme rendered to �employable� adults.  The aim is to assist and encourage these persons to re-join the workforce.


Eligibility for the CSSA Scheme


141.			As explained in paragraph 60 of the previous report, to be eligible for CSSA, a person must have resided in Hong Kong for at least one year.  In cases of genuine hardship, this criterion may be waived.  CSSA recipients who are able-bodied, aged 15 to 59 and available for work, must register with the Labour Department for job placement.


Rates of assistance under the CSSA Scheme


142.			As at 1 April 1998 (the beginning of the Government�s financial year) the standard rates were -


�
Single person�
Family member�
�
�
HK$ per month�
HK$ per month�
�
Elderly persons aged 60 or above�
�
�
�
Able-bodied/50% disabled�
2,555�
2,410�
�
100% disabled�
3,095�
2,735�
�
Requiring constant attendance


�
4,355�
3,990


�
�
Able-bodied adults aged under 60�
�
�
�
Single parent/family carer�
-�
1,965�
�
Others


�
1,805�
1,610�
�
Disabled adults aged under 60 and in ill health	�
�
�
�
50% disabled�
2,160�
1,965�
�
100% disabled�
2,700�
2,335�
�
Requiring constant attendance


�
3,955�
3,590�
�
Children�
�
�
�
Able-bodied�
2,160�
1,795�
�
50% disabled�
2,880�
2,510�
�
100% disabled�
3,420�
3,055�
�
Requiring constant attendance�
4,670�
4,315�
�



In order to encourage persons receiving CSSA to become financially independent, earnings up to the equivalent of the rate for single, able-bodied adults ($1,805) are disregarded when calculating the amounts of assistance to be provided.  Assets are also disregarded up to a maximum of HK$37,000 for a single-person applicant, and HK$18,500 per additional family member.  Currently, the value of property owned and inhabited by an applicant is also disregarded.


143.			People who have received assistance continuously for 12 months also receive the �annual long-term supplement�.  This is to pay for the replacement of essential household items.  With effect from 1 April 1998, this amount is HK$1,605 for a single person; HK$3,210 for a family with between two and four members; and HK$4,305 for a family with five or more members.


Other special grants under the CSSA Scheme


144.			The CSSA includes special grants to cover costs such as rent, school fees and other educational expenses, medically recommended diets, glasses, dentures and burials.  These are paid according to need.


Revision of rates under the CSSA Scheme


145.			To ensure that the allowances maintain their purchasing power, the standard rates are revised annually to take account of inflation.  The level and scope of the special grants are also reviewed periodically to ensure that they keep pace with the actual cost of the items covered and meet the changing needs of recipients.


146.			Additionally, we have regularly increased the value of payments in real terms to enable recipients to share in Hong Kong�s growing wealth.  Over the twenty years between 1978 and 1998, the CSSA rate for single able-bodied adults has increased by about eight times, against a roughly fourfold increase in the rate of inflation.  In the financial year 1997-98, average monthly payments ranged from $3,250 for a single person to $10,740 for a family of four: respectively 32% and 105% of the median wage�.


147.			More recently, the standard monthly payments to elderly recipients have been increased by between 10% and 20% in real terms with the objective of encouraging them to continue to lead healthy, socially active lives after retirement.  With this increase, the average monthly payments will be about $3,670 to a single elderly person and $5,980 for an elderly couple: respectively 36% and 58% of the median wage.


Enhancing public awareness of the availability of CSSA


148.			In paragraph 24 of it Concluding Observations on the previous report, the Committee expressed the concern that -


�large numbers of individuals and families who are eligible for comprehensive social security assistance (CSSA) do not apply for it, either because they are not aware of CSSA, because they fear the cultural stigma attached to the concept of welfare assistance, or because they are discouraged from applying by certain practices of the authorities which are not in conformity with Hong Kong law, such as the requirement of children�s consent before parents may receive CSSA benefits.�


149.			The Government does not understand the reference to a requirement for children�s consent: there is - and never has been any such requirement.


150.			It is true that there has been a degree of cultural resistance to seeking help from outside the extended family.  Cultural attitudes that are deeply entrenched and of long-standing cannot easily or quickly be overcome.  But the Government has long been aware of the difficulties and has made continuous efforts to publicise the service that are available (including the CSSA Scheme) and to foster acceptance of such assistance as a right rather than a reason for shame.


151.			Currently, those efforts entail the involvement of front-line staff, radio announcements, and other publicity tools such as pamphlets and telephone hotline services.  They have been on-going for several years and are gradually succeeding.  A recent survey found that over 75% of elderly persons not in receipt of CSSA benefits knew about the Scheme or knew that people in financial difficulty might turn to the Social Welfare Department for assistance.  Over 90% of respondents indicated that they would apply for CSSA if they were in difficulties.


Proposal to impose a time limit on entitlement to CSSA for the unemployed


152.			Unemployed persons who are experiencing financial hardship may apply for CSSA benefits.  Once deemed eligible, there is - at present - no time limit on their entitlement to such benefits as long as they continue to meet the eligibility requirements.  We are reviewing this policy with a view to encouraging CSSA recipients who have the potential to find employment to re-join the workforce.


�
Simplified application procedures


153.			Commentators have said that the application procedures for social welfare benefits - be they under the CSSA or the SSA - are so complex as to deter would-be applicants.  It is true that CSSA application procedures include investigation, assessment and authorisation.  This is necessary to prevent abuse and ensure that public funds are properly spent.  But we have not seen evidence to suggest that eligible persons are deterred from applying for CSSA because of these procedures.  The survey referred to in paragraph 151 above found that less than one percent of respondents did not apply for CSSA because they considered the existing application procedures to be too complex.  Nevertheless, we will seek ways of simplifying the application procedures to ensure that people who need social support are not deterred from seeking it.


Reimbursement of expenditure on traditional Chinese medicine


154.			In paragraph 25 of their Concluding Observations on the previous report, the Committee expressed concern that CSSA recipients were not granted reimbursement for expenses for traditional medicine, �given the fact that Hong Kong residents frequently use traditional medicine and that Hong Kong courts grant such reimbursements in civil liability actions.�


155.			Our primary concern is that nobody should be denied the right to health through lack of financial means.  That is why all CSSA recipients have - and always have had - access to free medical treatment at public hospitals and clinics.  But we are also aware that many Hong Kong people use traditional Chinese medicine either exclusively or (more usually) together with conventional (�Western�) medicine.  Therefore, the 1996 Review (paragraph 138 above) took account of expenditure on Chinese medicine� to assess the adequacy of the various standard rates.  We also took account of such expenditure when calculating the recent increase in the monthly payments to elderly CSSA recipients.


Social Security Allowance Scheme


156.			This Scheme includes the Old Age Allowance and the Disability Allowance. It takes the form of a monthly flat-rate allowance to elderly persons aged 65 or above and to persons with a disability.  Rates are revised annually to take account of inflation.  At the time of writing this report, we were reviewing the Scheme to ensure that it continued to meet its objectives.


Old Age Allowance 


157.			This is payable to elderly persons who have lived in Hong Kong for at least five years and are not recipients of payments under the CSSA Scheme.  It is non-means-tested for persons aged 70 and above.  Currently, the rate of payment is HK$705 a month.  A lower allowance of HK$625 is payable to persons aged between 65 and 69 who have made a simple declaration that their income and assets do not exceed the prescribed limits�. As at 30 June 1998, some 441,000 people were receiving this allowance.


158.			The allowance is non-contributory and is funded entirely from the general revenue. It is not granted in recognition of any assessed financial needs and is not intended to meet elderly persons� cost of living in full.  Elderly persons in financial hardship and without the means to provide for themselves are eligible for the CSSA Scheme.


Disability allowance


159.			This too is non-means-tested.  It is payable to persons of all ages who are certified by recognised medical authorities to be suffering from a disability broadly equivalent to 100% loss of earning capacity.  They must also have resided in Hong Kong for at least one year.  Currently, the rate of payment is HK$1,260 a month.  A higher rate of HK$2,520 is paid to persons needing constant daily attendance and who are not receiving such care in a government or subvented institution.  As at 30 June 1998, some 79,000 people were receiving this allowance.


160.			Some commentators consider that neither the CSSA Scheme nor the SSA Scheme provide elderly people with an adequate standard of living.  A specific criticism is that the CSSA rate for single persons aged under 60 is just 17% of the median wage.  This, they say, is less in real terms than the level of assistance afforded in the 1970s.  The Government does not share this view.  As explained in paragraph 146 above, the rate for single, able-bodied adults has increased by about eight times over the last 20 years, against a roughly four-fold increase in the rate of inflation.  But the monthly payments comprise more than this standard rate: they also include a wide range of special - additional - grants.  The average monthly CSSA payment for a single person in 1997-98 was $3,250: 32% of the median wage.  It is important to note that the objective of the CSSA is to help the financially vulnerable to meet their essential needs.  It would not be appropriate, as some have proposed, to link payment levels under the Scheme to wages which are determined by market forces.


Government�s general policy on medical care


161.			This subject is discussed in paragraphs 413 and 414 below in relation to Article 12.


Entitlement to sickness days and sickness allowance


162.			Employees are entitled to sickness allowance if they are working for their employers under continuous contract�.  This entitlement is subject to their having a credit balance of accumulated sickness days.  Sickness days are accumulated at the rate of two paid sickness days for each completed month of employment during the first 12 months of employment, and four such days for each completed month of service thereafter, subject to a registered maximum of 120 days.  To qualify for sickness allowance, any sick leave taken must be for no less than four consecutive days and be certified by a medical practitioner or registered dentist. 


163.			The daily rate of sickness allowance for any employee is equal to four-fifths of the employee's normal wages.  Employers must pay the sickness allowance on the normal pay day.  Failure to do so carries a maximum fine of HK$50,000.  In 1996, one employer was convicted of the offence and fined HK$1,000.  There were no prosecutions against employers in respect of this offence in 1997 or in the first six months of 1998.  In 1997, the Labour Department handled a total of 397 claims for sickness allowance and settled 71.5% of the claims through conciliation.  In the first half of 1998, it handled 277 claims, settling 63.5% of them.  Unsettled claims were referred to the Labour Tribunal or the Minor Employment Claims Adjudication Board.


164.			Employers may not terminate employees� contracts of employment when they are on paid sick leave, except in cases of summary dismissal due to serious misconduct.  Employers who contravene this provision shall be guilty of an offence and liable upon conviction to a fine of HK$100,000.  Additionally, they will have to pay the affected employees the amounts specified under the Ordinance. And the employees may claim remedies for unreasonable and unlawful dismissal.  If the employers fail to show valid reasons for dismissal (such reasons being prescribed in the Ordinance), the Labour Tribunal may order reinstatement or re-engagement, subject to the mutual consent of both parties, or award terminal payments against the employers.  Where no order for reinstatement or re-engagement is made - and irrespective of whether there is an award of terminal payments - the Labour Tribunal may, in appropriate cases, award the employee compensation not exceeding HK$150,000.


�
Entitlement to long service payment


165.			Persons who have been employed under continuous contract for at least five years are entitled to long service payment when they are -


(a)	dismissed other than by reason of serious misconduct or redundancy; or


(b)	aged 65 or above and resign; or


(c)	certified by a registered medical practitioner as permanently unfit for their present jobs and they resign on that ground�.  


Long service payment is also payable to the beneficiaries of persons who, having been employed under continuous contract for five years or more, die in service�.


166.			Monthly-paid employees receive an amount equivalent to two-thirds of one month�s pay (capped at two-thirds of HK$22,500) for every year of service.  Those paid daily rates or on a piece-work basis receive the equivalent of 18 days� wages (again capped at two-thirds of HK$22,500) for every year of service.  Incomplete years of service are calculated pro-rata.


167.			The amount of the long service payment also depends on statutory limits� on the number of years to be regarded as reckonable service.  At present, the cap for manual workers is 31 years plus 50% of any period of service exceeding 31 years.  That is also the �cap� for non-manual workers whose average monthly wages did not exceed HK$15,000 for the 12 months preceding 8 June 1990.  The ceiling for reckonable years of service is progressively being raised.  By October 2004, all years of service will be fully �reckonable�.  The service of non-manual employees whose average monthly wages exceeded HK$15,000 for the 12 months preceding 8 June 1990 can be reckoned up to 1980 for the purpose of calculating long service payment.  At present, the maximum amount so payable is HK$270,000.  This will progressively increase, reaching HK$390,000 by October 2003.


Protection of wage payments


168.			Employees must be paid not later than seven days after the end of the wage period or the date of termination, as the case may be�.  Employers who wilfully and without reasonable excuse fail to pay their employees within this period shall be guilty of an offence and liable upon conviction to a fine of HK$200,000 and imprisonment for one year.


169.			In June 1997, the Employment Ordinance was amended to require employers to pay interest on overdue wages.  If wages remain unpaid one month after they are due, employees may terminate their contracts of employment without notice or payment in lieu of notice.  The employers shall be deemed to have agreed to pay to the employee statutory termination payments.


The ILCs


170.			Information on maternity benefits was provided in the Article 22 report� on the ILO Maternity Protection Convention (No.3) for the period 1 July 1992 to 31 December 1996. 


171.			Information on the compensation schemes for employees injured at work or suffering from occupational diseases was provided in the following reports on the ILCs -


(a)	Article 22 report on Workmen's Compensation (Agriculture) Convention (No. 12) for the period 1 July 1989 to 30 June 1993;


(b)	Article 22 report on Workmen's Compensation (Accidents) Convention (No. 17) for the period 1 July 1989 to 30 June 1993; and


(c)	Article 22 report on Workmen's Compensation (Occupational Diseases) Convention (Revised) (No.42) for the period 1 July 1989 to 30 June 1993.


Employees� compensation


172.			The Employees Compensation Ordinance (Chapter 282) prescribes the rights and obligations of employers and employees in respect of injuries or death caused by accidents arising out of and in the course of employment, or by specified occupational diseases.  These are set out in Annex 16.


Employees Compensation Assistance Fund


173.			This is a central fund established under the Employees Compensation Assistance Ordinance (Chapter 365).  It provides a safety net for injured employees - or dependants of deceased employees - whose employers default on compensation payments.  The fund is financed by a levy imposed on all employees( compensation insurance policies that employers are required to take out under section 40 of the Employees( Compensation Ordinance.


Compensation for pneumoconiosis


174.			The Pneumoconiosis (Compensation) Ordinance (Chapter 360) provides that persons suffering from pneumoconiosis shall receive compensation for incapacity in the form of monthly payments until they die.  Their families may claim a lump-sum in compensation if they die of the disease.  The detailed compensation provisions are set out in Annex 17.


175.			Persons receiving compensation under the Ordinance may receive further medical examination every two years.  If they are found to have suffered additional incapacity, their monthly compensation for incapacity - see Annex 17, paragraph (a) - is adjusted accordingly.


�
The Occupational Deafness Compensation Scheme


176.			This was established under the Occupational Deafness (Compensation) Ordinance (Chapter 469) to compensate employees suffering from noise-induced deafness by reason of their employment.  The Scheme is financed by a levy on employees( compensation insurance premiums.  It is administered by the Occupational Deafness Compensation Board. 


177.			Employees can apply for compensation if they have been employed for ten years in Hong Kong - in any of 25 occupations defined as �noisy� in Schedule 3 of the Ordinance.  The prescribed period is five years for persons who have worked in any of the four occupations defined as particularly noisy.  A further condition for eligibility is a hearing loss of at least 40 decibels in each ear.  Compensation is in the form of lump sum payments.  The amount of compensation varies with claimants� age at the time of application, their monthly earnings (to maximum of HK$15,000), and the degree of permanent incapacity (measured from 1% to 60%).  The amounts are calculated as follows -


Age group�
Amount of compensation�
�
Under 40�
96 x monthly earnings x percentage of permanent incapacity�
�
40 - 55�
72 x monthly earnings x percentage of permanent incapacity�
�
56 or above�
48 x monthly earnings x percentage of permanent incapacity�
�



Retirement benefits


178.			In paragraph 23 of its Concluding Observations on the previous report, the Committee expressed its deep concern that there was no comprehensive mandatory old-age social security scheme in Hong Kong and that approximately 60 per cent of the population was not protected by any public or private pension plan.  The Government has long shared these concerns and has devoted considerable resources to determining how best to address them.


179.			Formerly, retirement schemes in Hong Kong were operated on an entirely voluntary basis.  The Occupational Retirement Schemes Ordinance (�ORSO�) (Chapter 426) of 1993 was enacted to ensure proper management and funding of those schemes and to provide greater certainty that retirement scheme benefits promised to employees would be paid when they fell due.


180.			The ORSO provides that all voluntary schemes operating in or from Hong Kong must be registered unless they are exempted�.  As at 30 June 1998, there were 16,933 registered schemes covering 885,395 employees.  Some 1,970 schemes were exempted from registration.


181.			The assets of registered schemes must be kept separate and distinct from the assets of employers or the scheme administrators.  Each such scheme must have at least one independent trustee who must not be the employer, his employee or his associate.  Funds from such schemes may not be lent to the employer or his associate.  Nor may they be used for any excessive investment in the business undertaking of the employer�.  Other requirements  include independent audit; actuarial reviews (for defined benefit schemes�); the annual submission of audited financial statements to the Registrar of Occupational Retirement Schemes; and disclosure to its scheme members of information regarding the operation of the scheme.


182.			The established voluntary schemes cover about 890,000 people: less than one-third of the 3.3 million members of the workforce.  Civil servants and most teachers - accounting for (approximately) an additional 5.5% of the workforce - are covered by statutory pension schemes.  The need for a formal retirement protection system to protect the workforce as a whole is beyond dispute.  But the form of such protection has been the subject of protracted debate.


Retirement protection


183.			During the 1970s and 1980s, there were regular calls for the introduction of a Central Provident Fund (CPF), probably because such a system was operating elsewhere in the region.  But this approach - which entailed a centralised fund management system - was never considered appropriate for Hong Kong because management would inevitably follow conservative investment policies that would not generate sufficient earnings to provide adequate benefits on retirement.  Another consideration was that identified in the 1994 report of the International Bank for Reconstruction and Development (IBRD: the �World Bank�)� -


�...publicly managed funded plans (provident funds)....are, essentially, a hidden tax on labor....By giving governments control over a major share of the financial assets in a country, they deprive the private sector of access to these funds and thereby inhibit growth.�


First consideration of a decentralised, mandatory retirement protection system


184.			In October 1992, the Government issued a consultation document seeking views on a mandatory, contributory, retirement protection scheme.  This was known as the �Community-wide Retirement System�.  Had this been adopted, employers and employees would have contributed equal amounts on a mandatory basis to one of a wide choice of competing private sector funds.  The level of contribution was set at a rate which was considered to be affordable yet able to produce a level of retirement benefits equal to 40% of the average career earnings in real terms of the majority of the workforce.  Employees could then look forward to a reasonable �nest egg� for their retirement without significantly reducing their take-home pay during their working lives.





185.			There was concern that this approach would leave many in the workforce with inadequate benefits.  For example, those who were nearing retirement would obtain little in the way of retirement protection, while those who had already retired would receive nothing at all.  Persons who were unable to maintain regular employment, and thus contributions, would at best receive reduced benefits on reaching retirement age.  There was also concern about the lack of any protection for the contributions.


186.			The Government�s view was broadly in line with that in the World Bank study cited above.  That is, a fully funded,  privately managed mandatory scheme should boost capital accumulation and financial market development, so inducing economic growth.  But it was also alert to the Bank�s caveat that, while privately managed savings accounts were beneficial for capital market development, had the least distortionary effect on labor markets, and were relatively immune to political manipulation, they did not -


�...address the problems of....poverty among those with low lifetime incomes whose earning capability is further diminished by old age.  Nor do they insure against the risks of low investment returns (because of poor individual choice or economy-wide recession) or high longevity...�


187.			Thus, the Government was aware that such a scheme would be insufficient on its own.  As the World Bank report argued, a truly sound system of post-retirement security needed to stand on three �pillars�, not just one.  Like the Bank, the Government considered that the mandatory, privately managed, model offered the best long-term advantages.  But there was also a need for two other �pillars�, namely -


(a)	a tax-funded safety net with the limited objective of alleviating old age poverty and insuring against such risks as low investment returns, recession, inflation, or private market failures.  In Hong Kong, that need was (and is) met by the CSSA and the Old Age Allowance; and


(b)	voluntary occupational or personal saving plans for people who wanted more income and insurance in their old age.  


Old Age Pension Scheme


188.			In July 1994, mindful of the views expressed on the earlier proposal, the Government issued a public consultation document on a proposal for an old age pension scheme.  This would have provided a flat rate pension financed through mandatory contributions from employers and employees - at a rate based on assessable income - and a one-off contribution from the Government.  As proposed, the Scheme would have produced a guaranteed basic amount for all eligible residents aged 60 or above, including those who had already retired.  More than 6,000 written submissions were received.  But there was no consensus in support of the proposal.  In the absence of unequivocal support, the Government did not consider that it had a mandate to proceed.


189.			In consulting the public on this model, the Government was not unaware of the pitfalls discussed in the World Bank study -


(a)	where �pay-as-you-go� systems are the dominant form of old age security, there is a disincentive to personal saving as there is an increased expectation of - and reliance on - the State pension; 


(b)	the costs of such systems make it difficult for governments to finance important public goods: a �growth inhibiting consequence�; and


(c)	�ultimately, the costs....have become too large to bear in many countries.  When the public pillar fails to deliver on its promises, old people who depend on it exclusively have nowhere else to turn.  Thus a dominant public pillar in a single pillar system increases the risks for the old.�


Thus, even had this scheme received a public mandate, it would not, on its own, have provided adequate post-retirement protection.


Second consideration of a mandatory, decentralised, retirement protection system


190.			Submissions on the Old Age Pension Scheme had indicated support for a mandatory, contributory decentralised, retirement protection system.  Discussion with a wide variety of community organisations confirmed that support.  Accordingly, in July 1995, the Government enacted the Mandatory Provident Fund Scheme Ordinance (Chapter 485).


191.			The Ordinance provides the framework for a privately managed retirement protection system.  In early-1998 - after consultation with representatives of employees, employers, professional organisations, the retirement schemes industry and the legislature - the Ordinance was amended and subsidiary legislation necessary for its effective implementation was enacted.


192.			As the name of the Ordinance indicates, the system is mandatory.  Employers and, with the exception in (b) below, employees are required to contribute to private trust schemes.  These are managed by approved trustees who meet stringent criteria relating to capital adequacy, financial soundness and qualifications.  Upon retirement, scheme members will receive benefits commensurate with the contributions made during their working lives and the investment returns arising from them. Members of certain existing ORSO schemes are not required to join a Mandatory Provident Fund Scheme.


193.			The main features of the MPF are -


both employers and employees are required to contribute at the rate of 5% of the employees� monthly cash income;


employees earning less than $4,000 a month are not required to contribute though they may choose to do so if they wish.  Whether they do so or not, their employers must make the 5% contribution on their behalf.  The maximum mandatory payment is 5% of a cash income of $20,000 a month.  Contributions are voluntary in respect of any portion of income exceeding that amount;


contributions and accrued benefits will be fully vested in the scheme members.  With the agreement of the approved trustee, employers may offset any long service or severance payments made to their employees against the portion of accrued benefits attributable to contributions made by the employers;


employees will be able to transfer their accrued benefits between schemes when changing employment (that is, the benefits will be fully �portable�);


accrued benefits will be preserved until scheme members attain retirement age - defined as 65 years of age - except under certain circumstances�; and


measures will be adopted to ensure the security of scheme assets.  And a compensation fund will be established to compensate scheme members who suffer losses caused by misfeasance or illegal conduct by approved trustees and/or other service providers.


194.			At the time of drafting this report, an MPF Schemes Authority had been established to ensure the prudential regulation and supervision of approved trustees and the smooth operation of the MPF system.  Both the Authority and the companies operating the retirement schemes were expediting the necessary preparatory work.  This included the design and development of computer systems and the conduct of publicity and public education campaigns.  The goal was to bring the Scheme into operation as soon as practicable.


195.			Commentators have said that the MPF is unsatisfactory in that it makes no provision for homemakers, the unemployed, or for people at or past retirement age.  And, they say, it makes inadequate provision for people who - at the inception of the scheme - are within a few years of retirement.


196.			Government does not accept this assessment for the reasons adduced in paragraphs 192 and 193 above.  With the establishment of the MPF, the World Bank�s three �pillars� for soundly based post-retirement protection are now in place in Hong Kong.  None stands alone.  Each complements the other.


�	In the context of the CSSA Scheme, the term �elderly� refers to persons aged 60 or above.


�	Guangdong is the province of Mainland China nearest to Hong Kong.  Most Hong Kong residents originate from - and have family connections - there.  For this reason, the �Portable CSSA Scheme� has initially been restricted to persons retiring to that province.  A review of the scheme is in progress.  This will examine, inter alia, the feasibility of extending it to other provinces.


�	This refers to the median wage for all industrial workers.


� 	Based on data in the 1994-95 Household Expenditure Survey.


� 	The monthly income limit for single persons is $5,910; the asset limit is $169,000.  The limits for married couples are $9,740 and $254,000 respectively.





� 	Employment Ordinance, section 33.





� 	Employment Ordinance, section 31R.


� 	Employment Ordinance, section 31RA.


�	Employment Ordinance, section 31V and Seventh Schedule.


� 	Employment Ordinance, sections 23 and 25.


� 	See footnote (1) under Article 6.


� 	Offshore schemes registered with or approved by a recognised overseas regulatory authority may be exempted.  So too are many schemes in which not more than 10% of the members or 50 members (whichever is the less) are holders of Hong Kong permanent identity cards.


�	Investment in this regard is limited to a maximum of 10% of the assets of a registered scheme.


� 	'Defined benefit' means that the benefits of a retirement scheme of this kind are determined by formula that takes account its members' years of service and final salary.





�	�Averting Old Age Crisis: Policies to Protect the Old and Promote Growth� (Oxford University Press, New York, 1994).


� 	Section 15 of the Mandatory Providence Fund Schemes Ordinance prescribes circumstances where accrued benefits may be paid before the attainment of  the normal retirement age.  Examples include the death of a member, a member having permanently ceased employment or self-employment and having attained the age of 60, a member�s permanent departure from Hong Kong or being totally incapacitated.
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