CB(1)1069/14-15(02)

v

LEF

REVIEW OF ADJUSTMENT MECHANISM FOR
MINIMUM AND MAXIMUM LEVELS
OF RELEVANT INCOME FOR
MPF MANDATORY CONTRIBUTIONS

te 5 58 AR < 58 ] P K

i 18 5 B

%ﬁ%ﬁ/\;u\7ﬁ_

- 5 2%

6 July 2015
2015F7H6H



Background :
o
=h
MPF System
SR < il
Relevant Income (RI) SEP mandatory EE mandatory ER mandatory
HREIAE contributions contributions contributions
HIE AN LSFIMEERR | (B /GRS {E Eom A MK
<MinRI %0 $0 5% x RI
< (ERARA S 5% XA B S
S Rl = 5% X RI 5% X RI 5% X RI
0 0 0
>HE§‘{E_.E%‘F§EA/%\7K\ £
T oo 5% xHEI AR 5% xH B A L 5% xH R A LS
<BE ALK ° i i
>Max RI 5% x Max Rl 5% x Max Rl 5% x Max Rl
- 5% x = AAL | S xESHBAL | 5% x kEARALR
> = /%\ NV
> A B ARIKTF AKSE K KSR




Background V/7)

== =
=

e Purpose of setting Min & Max RI
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» Min RI: relieve financial burden of mandatory contributions on lower
Income earners
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» Max RI: allow higher income earners flexibility to meet retirement
savings needs
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» Adjustments reflect changes in income distribution of workforce
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Statutory adjustment mechanism (s.10A MPFSO)
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« MPFAto review Min & Max RI at least once in every 4 years
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« Statutory adjustment factors
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» Min RI: 50% of Median Earnings
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> Max RI: 90™ Percentile Earnings
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» May consider other relevant factors
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 Statutory adjustment mechanism (s.10A MPFSO)
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» between fully-automatic & fully-discretionary
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» broad community consensus required before legislative amendments
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» flexible but lack of certainty
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» protracted discussions = close tracking of economic & employment
situations difficult
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Proposed Automatic Adjustment Mechanism /<)
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e Objective: Align MPF contribution levels with earnings distribution of
working population
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> better reflect economic conditions

B S S BR AR TR

» enhance efficiency of MPF System
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e Public consultation: 23 Jan to 5 Mar 2015
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roposed Automatic Adjustment Mechanism V/7)
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Key features:
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a) Determine Min & Max RI at the same time once every 2 years
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b) Min Rl - 55% of Median Earnings*, rounded up to next $100
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c) MaxRI - 90th Percentile Earnings™*, rounded to nearest $2,500
(each increase < $5,000)
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* earnings data set of all employed persons (excl. FDHs) aged 18 to 64
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Consultation Conclusions (General Views)
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o 35075 submissions (35 062 public members & 13 stakeholder groups)
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Public members
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» Vast majority not support Proposal
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e 65% “not support” cases with additional comments
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» preferred existing mechanism (about 1/3 of 65% cases)
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> automatic mechanism inflexible & no due consideration to all other relevant factors
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» EEs’ participation in adjustment process important
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Consultation Conclusions (General Views)
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Stakeholder groups
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e Diverse views
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» Most ER associations & 1 trade union
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»  prefer existing mechanism
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Stakeholder groups
TH[EE SR B A

o All labour unions, 1 professional body, 1 ER association & MPF
Industry bodies/players
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» fully/generally prefer automatic mechanism
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> Dbetter protect EES’ benefits
HAepRiE e B A7

» ERs & trustees better prepared for new RI implementation
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Consultation Conclusions (Adjustment Freguency)
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 Biennial cycle frequency raises administrative costs for trustees & ERs
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e 1 labour union & 1 MPF industry player proposed frequency of once
every year
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(@) Min RI
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e Labour unions
g

> generally supported proposed benchmark with some suggesting
SMW as additional benchmark
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» Professional body

> no insignificant adjustment - minimize impact on operating costs
for SMEs
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(Adjustment Benchmark/ Rounding Mechanism)
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e ER associations
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» generally less concern about Min Rl automatic adjustment
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» some considered proposed benchmark reasonable
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» some concerned about more EEs exempted from MPF
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Consultation Conclusions /<)
(Adjustment Benchmark/ Rounding Mechanism)

AR (BRI AHH)

(b) Max RI
i = A B ABZKE

» More than half ER associations objected: perceived automatic increase by
$5,000 every 2 years
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e Other suggestions: raise cap for increase magnitude —=> minimize gap
between Max RI & benchmark
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MPFA Recommendations / Way Forward &
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Lack of general support for Proposal
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Diverse views on individual features
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MPFA recommendations
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» Not to pursue Proposal for the time being
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» Continue to review Min & Max RI according to s.10A MPFSO
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Government agreed with MPFA recommendations
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