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H O W  T H E  E X C H A N G E

F U N D  I S  I N V E S T E D

investment strategy must meet the

needs of the special objectives of the Fund.

Benchmarks are set by the Exchange Fund

Advisory Committee to provide targets and

guidelines to ensure that the investment

strategy matches the purpose of the Fund.

The Fund’s assets are mainly in foreign

currencies – in particular in US dollars. The

emphasis is on preserving capital and

controlling the risks arising from the

investment process.

For the purpose of day-to-day monetary

management under the linked exchange

rate system, a portion of the Fund must

always be kept in highly liquid US dollar

denominated instruments to provide full

backing for the Hong Kong dollar.

The

ACCUMULATED
SURPLUS :

The total net profit
earned by an entity

as an on-going
business.  The

accumulated surplus
of the Exchange

Fund is the total net
profit earned by the

Exchange Fund since

6 December 1935.

ASSET ALLOCATION :

The process of deciding on the types and
relative sizes of the assets in which a

portfolio is invested. The process is
directed by the investment benchmark of

the portfolio, prevailing conditions and
the outlook for financial markets.

INVESTMENT PERFORMANCE :

The return achieved from investing the

assets of a portfolio, and is generally
measured by “return on average total

assets”. “Return on average total assets”
is the ratio of gross investment return to

average total assets, ie the total returns
derived from investing the assets divided

by the average assets during the period
under review.

INVESTMENT
BENCHMARK :

A yardstick for

directing the long-
term investment

strategy and
evaluating the

investment return on
a portfolio. Based on

the objectives of the
portfolio, the

investment
benchmark is a

basket of investment
assets appropriate

for the risk tolerance
for the portfolio. To

evaluate the
performance of the

investment
manager, the actual

return of the
portfolio is

compared to the
return on the

investment

benchmark.
LIQUIDITY :

The ease of converting an asset into cash

quickly, conveniently, and at an

appropriate transaction cost.


