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Have you saved enough for retirement? And what should 
you do with your savings once you retire? These are some of 
the questions facing individuals. This paper looks at different 
approaches to managing retirement savings. We believe that the 
optimal post-retirement solution should offer a guaranteed and 
flexible income. We find that there is variation in the success rate 
of this solution depending on the investment strategy you select. 
Our analysis shows that re-risking the assets that go alongside 
an annuity could substantially improve the chance of making 
retirement savings last longer. 

Source: Schroders, Census and Statistics Department. Based on the average  
male life expectancy of 85. Assumptions using forecasted returns by Schroders’s 
Economics team. Investments grow based on a portfolio containing 20% equities  
and 80% bonds.
1  Life annuity scheme tabled. Hong Kong Information Services Department. April 2017
2  Mind the (ever-increasing) personal funding gap, Schroders, January 2017. 
3  Social Analysis and Research Section, Census and Statistics Department.  

December 2015

Post–retirement objectives
In pre–retirement, the main goal is to have enough funds for 
retirement through contributions and investment returns. 
However, increased life expectancy and declining birth rates 
in Hong Kong have raised concerns about the impact of an 
ageing population on post–retirement. Individuals are worried 
about outliving their retirement income, which is known as 
longevity risk. 

Longevity risk can be managed by purchasing an annuity, 
which provides a guaranteed income. The recent proposal to 
offer a public annuity scheme by the Hong Kong Mortgage 
Corporation (HKMC) from 2018 offers a possible solution to 
this risk. People aged 65 and above will be able to invest up to 
HKD1 million and earn an annual return of up to 7 per cent1. 
Although this scheme will generate a regular income stream, 
it is unable to meet other important needs in post–retirement. 
These include the flexibility to fund unexpected expenses 
and protection against inflation, as price increases erode the 
purchasing power of income. 

Being able to maintain purchasing power in retirement is 
important because the items that retirees buy in retirement 
typically increase. Studies in other countries2 show that 
although retirees tend to cut back on what they buy in 
retirement, the inflation of the items over 20 years or so in 
retirement can be significant. In Hong Kong elderlies often 
stay at home playing Mah Jong with their friends or go out for 
a meal, both of which are cost–effective entertainment but 
running air conditioning and going out are both likely to be 
affected by inflation. 

How much do you need to retire?
In order to evaluate whether annuities provide sufficient 
income, we need to know how much an individual needs 
in retirement each year. To calculate these amounts, some 
countries such as Australia provide detailed information 
regarding spending expectations. Since such data is lacking 
in Hong Kong, we use the annual median income for male 

individuals in the over 60 category of income statistics as  
the basis of our estimate, which is HKD132,000 per year3.  
This is consistent with research that a retiree spends 2/3rds 
of their peak salary in post–retirement. This is primarily 
because leisure spending tends to decrease when people 
become less active. We also assume that the annual 
withdrawal increases at 2% to account for inflation, the  
long–run average for Hong Kong, as individuals need to 
retain their purchasing power.

Figure 1 displays the evolution of income needs over time, 
which is partially funded by the Old Age Allowance,  
a government programme that provides monthly payments 
from age 70. Based on this income profile, we estimate that 
the account size needed to retire at 65 is HKD2.3 million. 

Figure 1: Calculating income profile and required savings 
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Figure 2 (a) and (b): Bonds might get you past 85 but there’s a risk of a shortfall

Bonds are based on US 10yr benchmark bonds. Return expectations based on forecasts by Schroders’ Economics team. All figures in HKD.  
Source: Schroders, Datastream. For illustration only. 

The best bundle
The next important question we address is how should a 
retirement income be funded. There are essentially three 
components to income provision: 

1 Cash lump sum invested in an instant–access bank 
account. 

2 Investment accounts that provide non–guaranteed 
income by making systematic withdrawals from  
capital or from ‘natural income’.

3 Longevity protection, including immediate, deferred  
or delayed annuities

Each solution has its limitations. A cash lump may not be 
enough if you expect to live a long time in retirement. An 
annuity solves this problem by guaranteeing an income for 
life. But as we previously mentioned, you also want your 
income to be flexible and grow with inflation. Therefore,  
it makes sense to choose a blended solution that combines 
guaranteed income from annuities with a non–guaranteed, 
variable income from investment accounts. Example bundles 
include:
 – Account–based income with a deferred annuity 

 – Delaying an annuity purchase by investing in an account 
for the first 15–20 years 

 – Account–based income and annuity from the outset 
We think the most appropriate post–retirement solution for 
Hong Kong is to combine an account–based income with the 
immediate annuity announced by the HKMC. Unlike countries 
such as the US, UK and Australia, where state provided 
pensions are quite generous in comparison, the Old Wage 
Allowance is insufficient to fully fund retirement needs.

The ideal combination will depend on a variety of individual 
and external factors, such as the size of the retirement 

account, annuity rates and available annuity types. Delaying 
an annuity purchase can buy time to grow savings even 
further. An immediate annuity purchase may be suitable if 
the offered rate is attractive and retirees want an immediate 
guaranteed income. 

For this reason, locking in a guaranteed income from the 
outset is desirable, especially since the proposed rate is 
higher than current bond yields. However, a retiree would 
still need to generate additional income above this amount 
to maintain purchasing power against inflation and fund 
unexpected consumption. The flexibility of investment account 
withdrawals, coupled with the income guarantee of an annuity, 
makes this combination a suitable post–retirement solution.

A portfolio that lasts
We now analyse the different ways of investing retirement 
savings and their outcomes. We have modelled a number of 
investment approaches starting with a retirement account 
of HKD2.3 million, which we suggested earlier would be 
necessary to fund a comfortable retirement income. We have 
assumed that the maximum amount (HKD1 million) is invested 
in the HKMC annuity and the remainder is invested in different 
assets to evaluate how best to invest the account.

The ending allocation of the Default Investment Strategy 
is 20% equities and 80% bonds, at which point people can 
take their account and invest in something else. Anecdotally, 
there seems to be a preference for a conservative investment 
approach at this stage in order to protect the nominal value of 
the retirement account. Figure 2 shows how long the HKD2.3 
million might last in retirement if HKD1 million is invested in 
the annuity and the remainder is put in bonds. The red dotted 
line is the income that the retiree needs assuming retiree 
consumption inflation continues at 2% p.a. in retirement.The 
median investment outcome provides a retiree with enough 
income to live past the average male life expectancy of 85. 
However, if a retiree is unlucky and experiences an outcome  
in the bottom decile, the income may only last until age 83. 
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Figure 4 (a) and (b): Taking more risk (60% equity) improves outcomes further 

Bonds are based on US 10yr benchmark bonds. Equities are an equal split between Global and Asian indices.  
Return expectations based on forecasts by Schroders’ Economics team. All figures in HKD.  
Source: Schroders, Datastream. For illustration only. 

Conclusion
We have evaluated the outcomes of different post-retirement solutions. Our conclusions are as follows:
-	  An investment account combined with an immediate annuity offers flexibility and guaranteed income.
-	  De-risking to bonds generates a significant shortfall risk in funding retirement needs. 
-	  Investors who stick with the Default Investment Scheme allocation are likely to experience an  

improvement in good and poor outcomes compared to investing in bonds alone. 
-	  The optimal post-retirement solution should involve accepting more equity risk as it should substantially  

improve the chances of maintaining purchasing power against inflation and growing savings. 

In contrast, Figure 3 shows that maintaining the equity 
allocation of the Default Investment Scheme is likely to 
improve good and poor outcomes compared to investing 
in bonds alone. A 20% equity allocation improves both the 
median and ‘worst’ outcome (as measured by the bottom 
10% of results), sustaining the target income until age 92  
and 86 respectively. 

These results demonstrate that maintaining some growth 
assets in retirement is important to make the account work 
harder and last longer. But our analysis suggests that we 
can further extend the duration of the target income while 
not making poor outcomes worse. As an annuity provides 
the guaranteed income stream retirees need, the remaining 
assets could arguably be re–risked. Figure 4 displays the 
payout profile of a 60% equity and 40% bond allocation.

Under the median outcome, the account is likely to last 
around 6 years longer than the 20% equity allocation. 
The shortfall is also smaller compared to the pure bonds 
approach. In other words, if the retiree experiences some 
‘unlucky’ market conditions, the account is still likely to 

Figure 3 (a) and (b): Maintaining 20% equities improves median and worst case outcome

Bonds are based on US 10yr benchmark bonds. Equities are an equal split between Global and Asian indices.  
Return expectations based on forecasts by Schroders’ Economics team. All figures in HKD. Source: Schroders, Datastream. For illustration only. 

0 

50,000 

100,000 

150,000 

200,000 

250,000 

300,000 

65 70 75 80 85 90 95 100 
0 

50,000 

100,000 

150,000 

200,000 

250,000 

300,000 

65 70 75 80 85 90 95 100 

Median Bottom decile 

8692

Old Age Allowance Annuity payment Remaining account Target income Old Age Allowance Annuity payment Remaining account Target income 

outperform bonds. Figure 5 summarises the results across  
all investment strategies. 

The majority of retirees in Hong Kong today are likely to 
have less than the HKD2.3 million we believe is necessary 
– in fact the average account is closer to HKD1 million – so 
what should they do? We believe that, like those with larger 
accounts, a portion should be invested in the HKMC annuity 
and the remainder should be invested in some growth assets 
to provide a return that helps protect retirees from inflation. 

Figure 5: Accepting more risk can increase the average 
outcome 
Age reached  
with savings

Average outcome
(median)

Poor outcome
(lower decile)

Cash 86 86

Bonds 89 83

Balanced 20/80 92 86

Balanced 60/40 98 85
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Important information: Any security(s) mentioned above is for illustrative purpose 
only, not a recommendation to invest or divest. This document is intended to be 
for information purposes only and it is not intended as promotional material in 
any respect. The views and opinions contained herein are those of the author(s), 
and do not necessarily represent views expressed or reflected in other Schroders 
communications, strategies or funds. The material is not intended to provide, and 
should not be relied on for investment advice or recommendation. Opinions stated 
are matters of judgment, which may change. Information herein is believed to 
be reliable, but Schroder Investment Management (Hong Kong) Limited does not 
warrant its completeness or accuracy. Investment involves risks. Past performance 
and any forecasts are not necessarily a guide to future or likely performance. You 
should remember that the value of investments can go down as well as up and is not 

guaranteed. Exchange rate changes may cause the value of the overseas investments 
to rise or fall. For risks associated with investment in securities in emerging and less 
developed markets, please refer to the relevant offering document. The information 
contained in this document is provided for information purpose only and does not 
constitute any solicitation and offering of investment products. Potential investors 
should be aware that such investments involve market risk and should be regarded 
as long-term investments. Derivatives carry a high degree of risk and should only be 
considered by sophisticated investors. This material including the website has not 
been reviewed by the SFC. Issued by Schroder Investment Management (Hong Kong) 
Limited. Schroder Investment Management (Hong Kong) Limited Level 33, Two Pacific 
Place, 88 Queensway, Hong Kong Telephone +852 2521 1633 Fax +852 2530 9095. 
RC62168.
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