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A case of the jitters over MPF employee choice plan?
Why did the government last week suddenly postpone the Mandatory Provident Fund reform to allow employees to choose their own trustees for their contributions? It is a question that has been puzzling me (my company is a part-owner of one of Hong Kong’s larger MPF service providers) and others in the industry.
The timetable to allow employees to switch fund managers once a year seemed fixed after the legislative council passed the law in July last year. Although some service providers did not like the idea, they had come to terms with it. The industry was generally well advanced in preparations for the change next April - upgrading systems, hiring new staff and so on.
Now the government has decided, with no warning, to postpone change for at least another year. Officials now want to pass a new law to protect employees from the mis-selling of investments of the sort that created the minibonds debacle. In particular, they want to give legal force to the code of conduct covering MPF sales staff.
A delay could give us time to clarify the roles of different authorities (banking, investment and insurance regulators are all involved in overseeing the MPF). And I suppose it would also give service providers more time to train their sales staff. But, all in all, the delay does not seem really necessary.
It sounds to me as if someone in the government is panicking.
Many of us in the industry were shocked at the delay because we were all ready to go with employee choice. Employees, meanwhile, will go without choice for at least a year longer.
I can think of two reasons senior officials may be nervous about going ahead with employee choice.
The first is simply that the MPF is different from other sorts of investment out there: it is compulsory, a savings system that millions of people must join by law. If something like Lehman minibonds mis-selling happens to several thousand people in the MPF scheme, think of what a huge backlash there would be.
The second is that Hong Kong retail investors are unusual. In the United States or Europe, people contributing to retirement funds typically choose a fund manager and one or more funds; they then leave it for years, allowing time to do its work. Here in Hong Kong, people track and discuss fund performance constantly and switch between different types of fund, rather like race-goers backing different horses. This quick-returns mentality could probably make people more vulnerable to unscrupulous sales practices.
There could be a third reason, as columnist Jake van der Kamp pointed out in the Sunday Morning Post. Van der Kamp blames pressure from MPF service providers for the delay, arguing that they want to keep the current system going for another year so they can continue taking what he considers to be high fees.
It is true that the current system suits providers who enjoy the advantage of strong existing links with employers. With employee choice, other providers – especially if they have a strong sales network – could in theory expand their market share, and cutting fees could be one way to do it.
But MPF services are not a high-margin business; many of the costs, such as custodian fees, are the result of government requirements which do not apply to other investments.
If anything, some providers are more likely to be concerned about overall client retention. And, as I said, providers are on track preparing for the new system.
I can’t totally rule out pressure from some MPF providers, but I think the main reason for the delay is a government that dreads something blowing up in its face and thinks, “better safe than sorry”.
