G

S

Issue No.
05/2023

PENSION SCHEMES ASSOCIATION
IR U

MPF Default Investment Strategy —
Deploying offensive and defensive investment strategy
based on members’ age

When the Default Investment Strategy (DIS) was
implemented in April 2017, it was commonly known as
“funds for lazy people”. The reason behind is that DIS
automatically adjusts the allocation between the Core
Accumulation Fund (CAF) and the Age 65 Plus Fund (A65F)
according to the member’'s age. Both funds invest in the
lower-risk assets (mainly global bonds) and higher-risk
assets (mainly global equities). While the CAF invests 40%
of its assets of the fund in lower-risk assets and 60% in
higher-risk assets, the AB5F invests in the ratio of 80%: 20%
respectively in comparison.

Members who are below age 50 investing in DIS will have
their new contributions and accrued benefits 100% invested
in CAF. When a member turns 50, their accrued benefits
and new contributions will automatically be partially
allocated to the A65F annually on their birthdays until they
reach 64, when the entire accrued benefits will be invested
in the A65F. DIS is a ready-made investment strategy and it
is suitable for members who do not have time, or do not
know how to make investment decisions. Therefore, during
the initial launch of DIS, it was also referred as “funds for
lazy people”.

According to data from MPFA, as of September 2023, the 5-
year annualized net return for CAF and A65F were 3.5%
and 0.6% respectively”. In comparison, the annualized net
return of all mixed assets funds during the same period was
0.4%". It seems to appear that the DIS funds, which invest
widely in the global market, has generally outperformed
other mixed asset funds in recent years.

DIS is not a passive investment strategy

DIS is an all-round investment solution with features
including automatic de-risking, fee cap and diversification
across global investment market. It should not be
considered as a passive investment choice which is only
suitable for beginner investors.

1. Automatic de-risking according to the members’ age

About 60% of the assets of the CAF is invested in higher risk
assets (mainly global equities), and the rest in lower risk
assets (mainly global bonds). DIS automatically reduces the
risk as the scheme member approaches retirement age.
While all contributions are invested in CAF below age 50,
the CAF investment will gradually reduce and the investment
in A65F will gradually increase every year, until the member
reaches the age of 64. When the member reached age 64,
all the MPF benefits in the member’s account are invested in
AB5F.

*Source: MPF Schemes Statistical Digest (September 2023)
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2. Fee cap

There is a management fee cap of 0.75% per annum of the
net asset value for both the CAF and A65F. For recurrent
out-of-pocket expenses, the cap is 0.2% per annum of the
net asset value of the fund. When combined, the total fee
cap for these funds is 0.95%.

3. Diversification across global investment market

CAF and AG5F, the two mixed assets funds used by DIS,
adopt a diversified investment approach by investing in
different asset classes in global markets. These asset
classes include equities, bonds, money market instruments,
deposits and other investments permitted by MPF
legislation.

Meeting the needs in different life stages

Although DIS is a ready-made investment strategy, it has
thoughtfully incorporated features such as automatic de-
risking according to members ‘age, risk diversification and
management fee cap. Therefore, in reality, DIS is a flexible
solution that allows young employees to seek potential
returns from diversified assets and global markets, while
also enabling members who are approaching retirement or
already retired to accumulate wealth with a lower risk.
Members may consider DIS in your MPF portfolio if you find
the above features of DIS suitable for your needs and risk
tolerance level.

Disclaimer (applicable to the contents of this article):

Investment involves risks. Past performance is not indicative of future
performance. The value of financial instruments, in particular stocks and
shares, and any income from such financial instruments, may go down as
well as up. For further details including the product features and risks
involved, please refer to the relevant MPF Scheme Brochure. The content
shared in this article should not be viewed as investment
recommendation and advice. You should seek professional analysis and
advice before making any decisions related to the information shared in
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About Pension Schemes Association

Pension Schemes Association (the “PSA”) was established in February 2018. As the most prominent MPF sponsor
association in the industry, the PSA assumes the bridging role among stakeholders as to ensure our MPF system can fulfil
public and industry interests, and acts as a consultative body in liaising with relevant policy makers and regulatory bodies on
matters related to the development of the MPF system in Hong Kong.

Mission & Vision

Representing the MPF Community - To act as the representative body for all MPF Scheme Sponsors and industry
stakeholders in Hong Kong.

Providing thought leadership - To act as a consultative body in liaising with relevant policy makers and regulatory bodies
on matters related to the development of the MPF system in Hong Kong.

Enhancing Trust in the system - To enhance the trust and confidence in the MPF industry by partnering with industry
stakeholders to cultivate public awareness of MPF.

Disclaimer (for PSA):

This document is intended to be for information purposes only and is not intended as promotional material in any respect. It does not constitute any solicitation and offering of
investment products. The views and opinions contained herein are those author(s), and do not represent views of Pension Schemes Association (the “PSA’). The material is not
intended to provide, and should not be relied on for, investment advice or recommendation. Information contained herein is believed to be reliable, but the PSA makes no
guarantee, representation or warranty and accepts no responsibility for the accuracy and/or completeness of the information and/or opinions contained in this document,
including any third-party information obtained from sources it believes to be reliable but which has not been independently verified. In no event will the PSA be liable for any
damages, losses or liabilities including without limitation, direct or indirect, special, incidental, consequential damages, losses or liabilities, in connection with your use of this
document or your reliance on or use or inability to use the information contained in this document. This document has not been reviewed by the Securities and Futures
Commission. Any link to other third-party websites does not constitute an endorsement by the PSA of such websites or the information, product, advertising or other materials
available on those websites and the PSA accepts no responsibility for the accuracy or availability of any information provided by linked websites.
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