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Introduction 

The year 2016 marks another milestone for 

Hong Kong’s Mandatory Provident Fund 

(“MPF”) system. With a view to standardising 

the default arrangement across MPF schemes, 

and offering an investment strategy for MPF 

scheme members that is designed to be 

consistent with the objective of building up 

long-term retirement savings, the Mandatory 

Provident Fund Schemes Ordinance was 

amended in May 2016, to introduce the default 

investment strategy (“DIS”) in each MPF 

scheme. The DIS will take effect from 1 April 

2017. 

Current default arrangement 

Hong Kong’s MPF system, first launched in 

December 2000, comprises 36* privately 

managed and operated MPF schemes which 

are defined contribution schemes funded by 

employer and employee contributions. Over 

70%* of the employed population in Hong Kong 

is enrolled to MPF schemes. 

Each MPF scheme offers an array of 

constituent funds having different investment 

objectives and policies and fee levels. At 

present, if no investment choice has been 

given by an MPF scheme member, 

contributions for the MPF scheme member will 

generally be invested in one or more 

designated constituent fund(s) (i.e. default 

arrangement) assigned by the MPF scheme 

operator. As the current MPF legislation does 

not specify which type of fund should be 

designated as the default fund under the 

default arrangement, the type of constituent 

fund(s) which is designated as the default fund 

under different MPF schemes can vary widely, 

e.g. from guaranteed funds, money market 

funds, mixed assets funds, to target date/life 

cycle funds. As a result, the investment returns 

for members investing in these default 

arrangements in different MPF schemes vary 

significantly. 

Key features of DIS 

DIS is designed to offer a highly standardised 

investment option for all MPF scheme 

members with an automatic de-risking feature 

and control on fees.  

(a) Investment policies of DIS funds 

The DIS aims to balance the long term 

effects of risk and return through investing 

in two DIS funds, according to the pre-set 

allocation percentages at different ages: 

(1) Core Accumulation Fund — a mixed 

asset constituent fund which targets to 

invest 60% of the net asset value (“NAV”) 
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in higher risk investments (i.e. 

predominantly in global equities) and 40% 

in lower risk investments (i.e. 

predominantly in global bonds), whereas 

actual exposure to higher risk investments 

may vary between 55% and 65% of NAV; 

and (2) Age 65 Plus Fund — a mixed 

asset constituent fund which targets to 

invest 20% of NAV in higher risk 

investments and 80% in lower risk 

investments, whereas actual exposure to 

higher risk investments may vary between 

15% and 25% of NAV.  

(b) De-risking 

The accrued benefits of an MPF scheme 

member investing in the DIS who is 

between the age of 18 to 49 will be 

invested in the Core Accumulation Fund 

only. From age 50 to 64, an MPF scheme 

member investing in the DIS will 

automatically have his or her accrued 

benefits in the Core Accumulation Fund 

gradually switched to the Age 65 Plus 

Fund according to pre-set allocation 

percentages to achieve a gradual 

reduction of exposure to higher risk 

investments, thereby achieving de-risking. 

The annual de-risking will generally be 

carried out on the MPF scheme member’s 

birthday. Upon reaching the age of 64, an 

MPF scheme member investing in the DIS 

will be wholly invested in the Age 65 Plus 

Fund.  

(c) Statutory limit for fees and recurrent out-

of-pocket expenses 

Statutory fee controls will apply to the DIS 

funds. The service fees of DIS funds are 

capped at a daily limit, being 0.75% of 

NAV of the DIS funds divided by the 

number of days in a year. Such service 

fees include fees payable to the trustee, 

administrator, investment manager, 

custodian and their delegates, and the 

sponsor and promoter of the MPF scheme 

and the same types of fees chargeable to 

underlying funds in which the DIS funds 

invest. In addition to the service fee cap, a 

cap of 0.2% p.a. will apply to recurrent 

out-of-pocket expenses. “Out-of-pocket 

expenses” is defined to include auditor’s 

annual audit fees, printing expenses and 

postage, fund price publication expenses, 

bank charges, governmental fees and 

charges, other charges and expenses 

permitted under the MPF legislation and 

the governing rules of the relevant MPF 

scheme, and the cap applies to out-of-

pocket expenses that are incurred on a 

recurrent basis.  

As the DIS funds are subject to fees and 

expenses cap, in the medium to long-run 

the DIS funds are expected to operate at 

an annual fund expense ratio of around 

0.95%, which would be significantly lower 

than the current average annual fund 

expense ratio of 1.72%* for similar 

investment funds (i.e. mixed assets funds) 

under the MPF system. Inevitably, the 

introduction of DIS will pose pressure on 

MPF scheme operators to lower their 

fees.  

(d) Reference portfolios 

Aside from standardised investment 

policies and fee controls, for the first time 

in the MPF system, recognised reference 

portfolios are mandated to enable 

comparison of performance of the DIS 

funds offered by different MPF schemes. 

To facilitate comparison by MPF scheme 

members, comparison information and an 

explanation for any material difference 

from the annualised performance of the 

recognised reference portfolios are 

required to be disclosed in the fund fact 

sheet of a DIS fund. Material difference 

means a deviation of +/- 2.5% (where 

reporting date of the fund fact sheet falls 

on or before 30 June 2019), and +/- 2.0% 

(where reporting date of the fund fact 

sheet falls after 30 June 2019). This 
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requirement will be instrumental to 

enhancing comparability of performance 

of DIS funds across MPF schemes, 

thereby inducing increased competition 

among MPF scheme operators.   

Implementation of DIS 

The DIS will replace the existing default 

arrangement of each MPF scheme with effect 

from 1 April 2017. MPF scheme members may 

also choose to invest in the DIS or in the DIS 

funds as their fund choice. For benefits 

accrued before 1 April 2017, if an MPF scheme 

member has never provided any investment 

instructions and the benefits are invested in the 

existing default arrangement, such MPF 

scheme member will be given a transitional 

period to give an investment instruction, failing 

which the accrued benefits will generally be 

switched into the DIS. MPF scheme members 

who are aged 60 or above before 1 April 2017 

will not be affected. 

Conclusion 

With the various statutory features that are 

new to the MPF system, the implementation of 

the DIS is expected to bring Hong Kong’s MPF 

system to a new phase — a phase where MPF 

scheme members may expect increased 

standardisation and enhanced transparency, 

while MPF scheme operators are likely to face 

increased competition and pressure to lower 

fees. 

*Source: The Mandatory Provident Fund 

Schemes Authority of Hong Kong 

 

 

 

 


