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Key Messages
[¶] References are to paragraphs.

• Current social security systems in South Asia not only
have a narrow coverage, but are also fiscally, financially
and politically unsustainable. Therefore they impede
deeper and broader macro and microeconomic reforms
and international competitiveness. [¶ 15, 17]

• There is an urgent need to shift the focus of the social
security systems from primarily welfare orientation to a
better balance with a development focus. In social secu-
rity, need should not be confused with effective demand
or capacity to deliver services.

• South Asian countries are demographically still relatively
young and the rapid ageing of populations is not a serious
problem at this time. However, populations are ageing
at a very low level of per capita income, and the abso-
lute levels of older persons will become very large in the
next 20-30 years. Thus, the time is right for them to make
an early start toward the needed reform. [¶ 9, 19, 36]

• Political will and leadership are essential preconditions
for sustainable reform.

• Pension system reform should form an integrated part
of an overall set of economic reforms designed to en-
hance macroeconomic sustainability, efficiency, capac-
ity to generate growth and equity. It should not be carried
out in isolation. [¶ 8, 97]

• Partnerships between various domestic stakeholders
and multilateral organizations are essential to build ca-
pacity, to generate sufficient resources, and to build broad
support for the reform process, which needs to be sus-
tained over the long term. International experience sug-
gests that a 75-year time frame is essential when
formulating basic principles and key design features of
social security systems. Parametric changes, however, can
be made as circumstances warrant. [¶ 100, 101]

• There is no single model of pension reform that is appro-
priate for all countries. Each country must carefully as-
sess the model most suitable for its initial conditions,
objectives, capacity, and resources. [¶ 6, 86]
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• Research expertise and implementation capacity concern-
ing social security issues remain weak in South Asia.
There is a strong case for supporting the establishment of
pension research centers with initiatives from the pri-
vate sector. [¶ 97, 107]

• Current social security arrangements in South Asia differ
among three broad groups, i.e. private sector employees in
the formal sector, civil servants, and those in the informal
sector. It is the last group that forms the bulk of a country’s
population. Reforms are needed for each group, though
the strategies and measures may vary. [¶ 29, 33]

• Private sector employees in the formal sector are covered
by provident fund systems. These are defined contribu-
tion (DC) systems that are by definition fully funded.
Investment practices of the accumulated balances in
provident funds are not however consistent with the
modern theory and practice of portfolio management.
There is little diversification of the portfolios, interest rates
on provident fund balances are determined administra-
tively rather than by the market, and the funds are not
used to assist in the development of capital markets or in
improving corporate governance. Thus, the long-term
savings for retirement are not used to improve the effi-
ciency with which savings are translated into economi-
cally viable and productive investments. [¶ 68, 97]

• There is urgent need to bring professionalism and ex-
pertise into the operations of the provident fund sys-
tems in South Asia, and to gradually phase out the
automatic dependence of public finance on provident fund
contributions. [¶ 22, 43]

• There is considerable scope for using information tech-
nology to reduce administration costs and raise the qual-
ity and timelines of services, and to improve compliance
with provident fund registrations. [¶ 8]

• Reforms of provident funds should attempt to capture
economies of scale in administration and record keep-
ing, but permit decentralized investment function consis-
tent with modern theories of portfolio management.

• The civil service pensions in South Asia are non-contribu-
tory by employees. They are entirely financed out of the
current budgetary revenue. They are thus based on a dif-
ferent philosophy than the system for the private sec-
tor employees.  Moreover, civil servants receive survivors’
benefits and protection against inflation and longevity
risks, and are also eligible for generous health benefits for
themselves and their dependents for life. [¶ 52]

• Yet the current arrangements for civil servants are
unaffordable. Thus, a shift to a combination of DC and
DB arrangements is a matter of great urgency if fiscal con-
solidation and flexibility are to be achieved. Record keep-
ing and benefit distribution efficiency also need to be
substantially improved. [¶ 12, 52]

• In different countries, the question of whether pension
arrangements should be the same for employees of cen-

tral government and those of provincial (or state) and lo-
cal governments should be carefully considered. As states
are granted more responsibilities in pursuing their eco-
nomic and social policies, uniformity in pension arrange-
ments of civil servants across states may also need to
be reconsidered.

• The third group, comprising employees in the informal
sector, presents even more formidable challenges for
policymakers. No single strategy or policy is likely to be
adequate, but a combination of them can lead to percep-
tible improvement. [¶ 34]

• The key focus of any social security reform should be
on increasing the trend rate of growth. To the extent
that the employment elasticity of growth is high, the share
of the informal sector may diminish over time. [¶ 44]

• In South Asia, there are a large number of social assis-
tance schemes at the central, state and local levels that
target the informal sector. These are of differing effec-
tiveness, and in general they over-promise and under-de-
liver. This needs to be addressed through better public
expenditure management.

• There is a need to bring economic and organizational
analysis to bear on the design and actual implementation
of various schemes for the informal sector, with a view to
reducing transaction costs and better targeting, and im-
proving the quality of services delivered. [¶ 82]

• Partnerships between governments, NGOs and com-
munities need to be encouraged and better coordinated.
The focus of such partnerships should not just be the pro-
vision of assistance in old age but to strengthen the ca-
pacity of those in the informal sector to earn incomes
over their lifetimes. [¶ 83]

• Micro-credit and micro-insurance institutions and ar-
rangements need to be facilitated and encouraged in the
informal sector. [¶ 106]

• Arrangements for pooling small savings (e.g. through
the reach of post office savings banks) of those in the
informal sector with a view to improving returns also need
to be made.

Introduction

1. A program on Reforming Pension Systems in South Asia
was jointly organized and sponsored by the Asian Develop-
ment Bank (ADB) Institute, Colombo Plan Secretariat, ICICI-
Prudential Life Insurance Company Limited, India, and India
Life Pension Services. It consisted of two parts: Part 1 being
this Policy Conference, was conducted from 23 to 25 No-
vember 2000 at the Oberoi Hotel in New Delhi, India. It aimed
to bring together high-level policymakers, regulators, and
private sector representatives from the South Asian coun-
tries to discuss alternative approaches to pension reforms
in their respective countries. Part 2 was designed as a train-
ing workshop for training middle- to senior-level government
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officials in the theory and practice of pension reforms. It was
aimed at building and strengthening capacity in diagnosing
weaknesses, evaluating alternative policy options and design-
ing and implementing a feasible program of pension reforms
in South Asian countries. Part 2 was held from 27 November
to 2 December 2000 also at Oberoi Hotel in New Delhi, In-
dia. Participants for both parts came from India, Pakistan,
Sri Lanka, Nepal, Bangladesh, Bhutan and Maldives.

2. Resource persons for both parts included experts from in-
ternational organisations such as ADB and the World Bank,
major regional and international research centres, high-level
officials from ministries of finance and labour from the partici-
pating countries, and Provident and Pension Fund Commis-
sioners. This is a summary of Part 1 of the Policy Conference.
Part 2 of the Training Workshop has been published as the fol-
lowing companion summary No.44 in this series.

3. The main policy topics covered under Part 1
included the following:

● Issues and reform strategy for pension reforms in
South Asia

● Need for pension reforms in India
● Pension reforms specific to Pakistan, Nepal and

Bhutan
● Policy issues regarding reforming civil service pen-

sion schemes in South Asia
● Issues relating to governance and regulatory mecha-

nisms specific to countries in South Asia
● Role and prospect of  private sector involvement in

developing markets for pensions in South Asia
● Review of social security, social safety nets and pov-

erty reduction strategies in South Asia
● Lessons for South Asia from the international pen-

sion reform experience
● Role of multilateral institutions in promoting reforms

and strengthening pension systems in South Asia

4. “If you are not covered by the public sector civil pension
system, you are condemned to be helpless unguided but re-
sponsible senior citizen. The only option open to you may be
to say one good fine winter morning good bye.” This quote
from an unknown source most appropriately captures the
daunting task ahead for pension systems in South Asia. Coun-
tries on the subcontinent have a long way to go in establish-
ing sustainable, equitable and comprehensive pension
systems. The system should not only cover the workforce
employed in defense and civil services and to some extent
other organized sectors, but also those who are self-employed,
home-based manufacturers, casual wage workers and the un-
employed.  The question therefore is how to make pension
products useful to persons with a low asset and income base?

5. Mr. S. B. Chua, Director, Capacity Building, ADB In-
stitute, welcomed the gathering and opened the proceedings
by emphasising the urgency of fiscally-sustainable and
growth-promoting pension reforms in a region that is going
to experience a substantial increase in its aged population in
the next two decades or so. Dr. Raj Chhikara, Senior Ca-
pacity Building Specialist, ADB Institute, apprised the par-
ticipants of the overall organization of the conference and
underscored the urgent need for achieving technical compe-

tence to undertake some very crucial reforms in pension sys-
tems.  The ADB Resident Representative, Dr. Frank
Polman, while welcoming the participants and thanking the
co-sponsors and the Government of India for organizing the
conference, also introduced the ADB programs on social se-
curity and pensions on the subcontinent. He underscored the
urgency for such reforms because ageing is a global phenom-
enon and all countries including those in South Asia have be-
gun to be faced with it. ADB recognised the fact that pension
reform in developing countries will help develop capital mar-
kets that will further deepen and broaden options for the in-
dustrial sector and augment economic development. He drew
attention to the post-retirement programs that are in place
through ADB initiatives. ADB has provided loans and techni-
cal assistance to Sri Lanka, Bangladesh, Pakistan and Bhutan
to effect pension reforms. ADB has approved a one million-
dollar credit to India to improve private and public provident
fund systems. This aid is designed to develop a framework to
identify long-term reforms and to strengthen the regulatory
and legal systems. He, however, confessed that reforming pen-
sion systems aimed at developing domestic capital markets is
an extremely complex and challenging task.

6. Polman pointed to the fact that there was diversity in
India, and hence one could not have uniform reforms across
the board. Even while emphasising the need for custom-made
and tailored reforms, he asserted that one could learn from
the experiences of other countries. He concluded with the hope
that the conference would have beneficial outcomes by fo-
cusing on mechanisms to improve the lives of common people
in the region.

7. Mr. Manish Sabharwal, India Life Pension Services,
raised questions about the basic philosophy underlying the
relative roles of governments, employers, insurance compa-
nies, and individuals in providing retirement benefits. The
answer, he said, will greatly influence the regulatory frame-
work and the type of pension fund industry that will be cre-
ated. Is the role of the regulator that of a doctor or a policeman?
Indexation or inflation-linking of plans is important, but a
method has to be found which is actuarially sound.

8. Sabharwal stated that the move from unfunded pension
provisions to funded asset segregated plans was a complex
one. Another important issue was determining whether de-
fined contribution pension plans were better than defined ben-
efit plans. Was there a difference in approach to regulating
mandatory and voluntary pension plans? The answers lie in
the accumulation and de-cumulation phase of pensions. Are
some of the pension markets over-regulated but under-super-
vised? Even if the Indian equity markets were ready for pen-
sion money, he asked, was Indian pension money ready for
the Indian equity markets? He also drew attention to the fact
that pension plans in India are not indexed to inflation. Ac-
cording to him, one should begin with an employer choice
scheme and then gradually move to an employee choice one.
A sound pension scheme would be a platform for economic
growth as well as for old age happiness. However, pension
reforms have to be carefully crafted and sequenced. Sabharwal
advocated an integrated approach where the key lay in bring-
ing together tax compliance, design, investments and par-
ticipant servicing. He asserted that the creative use of
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technology can revolutionize the system, cut administrative
costs and increase the satisfaction of consumers. He stressed
the need for a healthy mix of the roles of governments, em-
ployers and employees. This was particularly so because pen-
sion reforms were a politically sensitive subject.

9. Dr. Nachiket Mor, Senior General Manager, ICICI,
appreciated the timeliness of the policy conference. In the light
of the phenomenon of ageing populations, he drew attention
to the fact that in India by 2026, the proportion of the popula-
tion above age 60 years was expected to be greater than 13 per
cent. This fact only supports the view that there is a need not
only for pension reforms but also to put a new pension system
in place. Earlier, the pension was looked upon as a responsi-
bility, but it has to be recognised now as a financial instru-
ment that is profitable as well. A large proportion of the
population has to be educated about the need for savings, old
age security and pension. The schemes need to be simpler,
customer service requires a redefinition, technology has to be
leveraged, and innovative schemes have to be introduced.

10. But how does one make a pension product useful to a
person with a low asset and income base?  He drew attention
to ICICI’s experience with its micro-credit schemes, which
are difficult to implement. Mor also referred to the Dave Com-
mittee Report and its recommendations, and suggested that
individual insurance schemes should also be promoted by the
insurance companies.

11. While welcoming the participants, Dr. Masaru Yoshitomi,
Dean of the ADB Institute, stated that it was the first time that
the ADBI had conducted such a conference in New Delhi. He
said that although within South Asia there existed differences,
the similarities far outweighed them. He compared the condi-
tions within these countries to those in East Asia or the OECD
countries. The conditions of mass poverty, low per capita in-
come, and ageing populations would inevitably result in pov-
erty among the elderly. Further, less than 15 per cent of the
labor force is employed in the organised sector, the rest being
in the unorganised sector or working as casual laborers. This,
he mentioned, is the fundamental cause of low coverage of
pension schemes. Institutional weaknesses also hindered the
implementation of pension schemes. In the South Asian coun-
tries, it is difficult to identify the target population groups and
to collect their contributions in developing pension plans. There
was also the predominance of strong interest groups. Again
with the individual levels of incomes being low, there was a
high preference for liquidity and a high rate of withdrawal of
pension funds.

12. Yoshitomi listed two types of schemes prevalent in In-
dia. The first is the schemes for civil servants. The second is
the employer’s provident fund of private industry. The first
entails large amounts of expenditure for governments and
is fiscally unsustainable since there is no contribution on the
part of employees. Civil service pension schemes in many
South Asian countries are creating liabilities, he said. For in-
stance, it was 1.3 per cent of GDP in 1997 in India, making it
unsustainable. The Employees Provident Fund (EPF), for ex-
ample, in India is susceptible to political interference and ma-
nipulation. The rate of return is poor. It was only 1.6 per cent
in 1997 and in Sri Lanka, it was 2.8 per cent.

13. The second type of scheme is poorly managed with high
administrative costs, low rates of return and is open to
political manipulation.  Since there is a symbiotic relation-
ship between pension schemes and capital markets, there is a
need for a set of policies that mutually reinforce each other.
According to him, India could learn lessons from the pension
schemes in Singapore. In the light of the breakdown of fam-
ily support systems and an increase in the mobility of labor,
there is a pressing need for new and innovative social secu-
rity systems. He mentioned that the ADB Institute was cur-
rently engaged in exploring post-crisis development paradigms
in Asia. The relative roles of markets, institutions and the gov-
ernment were being examined with the intention of identify-
ing ways of avoiding another capital account crisis in the
region. The provident and pension funds at present are not
helping in the development of capital markets.

14. Mr. Balasaheb Vike Patil, Minister of State for Fi-
nance, Government of India, in his keynote address, thanked
the sponsors for organising a conference of this nature. He
recognised the recent trends of moving toward a unified sys-
tem where government employees are integrated with the rest
of the population in the matter of receiving pensions after
retirement. Accordingly, while such funded schemes may re-
lieve the fiscal burden, they do not necessarily solve the prob-
lem of an ageing population. He said that it is necessary to
ensure that a country’s social support system, which neces-
sarily includes pensions, is consistent with macroeconomic
stability in general and fiscal sustainability in particular.

15. Patil suggested that in the long run, public, private, and
informal sector employees could belong to a combination of
mandatory defined benefit plans and employer-based de-
fined contribution schemes with portable accounts. The le-
gal framework for pension schemes may also need to be
reviewed. The Minister informed the gathering that the Indian
Ministry of Finance is reviewing the extent of coverage and
liabilities under existing pension schemes, as well as the way
forward in reforming the sector. The Department of Economic
Affairs’ efforts in this direction have been entrusted to the Capital
Markets and External Commercial Borrowings Division. Vari-
ous central government departments and state governments are
already engaged in studies on the topic of pension reforms. He
expressed concern that social assistance and social safety nets
were not reaching target groups. Ensuring that the pension sys-
tem is consistent with the social realities and fiscally sustain-
able is a complex but important issue to be considered.

16. Patil expressed the hope that the proceedings at this con-
ference would examine existing systems, emerging problems,
and deliberate upon appropriate reform strategies. He said he
was certain that the conference would prove useful in enhanc-
ing the understanding of policymakers, government officials
and private sector representatives. He also believed that learn-
ing about the experiences of other countries would prove ben-
eficial.

17. The key message of the conference was that the countries
in South Asia have an urgent need to establish sustainable,
equitable and comprehensive pension systems. Pensions
should cover not only the workforce employed in the organised
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sector, but also those who are self-employed, casual wage work-
ers and the unemployed. Although, some schemes are in op-
eration, there is much to be resolved in terms of clarity of plans,
procedures of operation, funding and sustainability. The pen-
sion schemes in India are a good case in point. Innovative pri-
vate sector participation is necessary. A number of multilateral
agencies such as the ADB and the World Bank have instituted
pension reforms as a priority area of funding and capacity build-
ing. Multinational funding can also become available for pre-
paring country level status reports, for helping to choose the
right kind of policy instruments and for establishing capacity
building in pension reforms and research in the region.

Pension Reforms in India: Issues and
Strategy

18. Dr. Surendra Dave, Chairman, Centre for Monitor-
ing of Indian Economy, Mumbai, who was also the Chair-
man of a Government Committee on “Old Age,” began by
saying that pension reforms mean different things to different
people in different countries. In developing countries, pension
schemes yield low rates of return, service standards are poor
and the administrative costs high. In India, in addition to the
above problems, coverage is poor. Dave recalled what Ma-
hatma Gandhi once said about the use of a yardstick to assess
an effort. In this case, the yardstick should be whether it would
make a difference to the poorest man in the country.

19. The number of elderly in India increased from 19.8 mil-
lion in 1951 to 56.7 million in 1991. It is expected to increase
to 113 million by 2016. Project Oasis was formulated with
the idea that the government could play a role in the creation
of an appropriate institutional infrastructure that would en-
able all citizens to prepare themselves for old age through
savings created through decades of their working lives. India
does not have the first pillar as per the World Bank classifica-
tion. Hence there is no social security for old people as in the
case of the US or the OECD countries. Since 1995, India has
introduced the National Old Age Pension Scheme under which
the Central Government pays Rs75 per month to persons be-
low the poverty line who are above the age of 65. The cover-
age is only a fraction of the target group; it is estimated to
cover less than 10 per cent of eligible elderly citizens.

20. The mandatory pension and provident funds cover central
and state government employees and those who work in 177
identified industrial and service sectors, and in establishments
which employ more than 20 workers. In aggregate all the work-
ers covered under these schemes are likely to make up no more
than 10 per cent of the workforce. Those who are left out are
workers with relatively low incomes and the self-employed.
The Expert Committee of the Oasis Project has made recom-
mendations in two parts. The first part consists of recom-
mendations for improving the existing system and
institutional structures. The second part was for the creation
of a privately-managed individual choice-based voluntary,
second pillar. The deficiencies noted by the Committee in the
existing system include high rates of contribution both by em-
ployees and employers, relatively low rates of return due to
restrictive investment guidelines, high rates of withdrawal, re-
sulting in low levels of funds left at the time of retirement, and

inefficient and expensive administrative systems. Keeping these
in mind, the Committee recommended that the existing restric-
tions which limit the provident fund scheme to 177 industries
should be abolished. All types of establishments should be cov-
ered and the minimum number of employees for an establish-
ment to be eligible should be reduced to 10 from the current
20. The wage ceiling of Rs5000 should also be abolished. Even
if these suggestions are implemented, it would only add an-
other 6 to 7 million workers to the Employees Provident Fund
scheme and 87 per cent of workers would still not be covered.

21. Since 1995, employer’s contribution of 8.33 per cent has
been diverted into the Employees’ Pension Scheme (EPS). In
addition, the Government contributes at a rate of 1.16 per cent
of wages. The Oasis Report recommends that employer’s con-
tributions to EPS should uniformly be at 10 per cent and there
is no need for the Government contribution. The suggestion
also includes periodical changes in contribution and pen-
sion amounts so as to ensure that EPS remains a fully-
funded scheme. For self-employed persons, there is a social
security scheme called the Public Provident Fund (PPF), but
it is basically directed to relatively affluent self-employed per-
sons. It enjoys tax benefits for contributions, earnings on con-
tributions as well as on withdrawals. The Expert Committee
has recommended strengthening professionalism in the man-
agement of funds with a restriction that 40.5 per cent of funds
be directly invested in state government securities so as not to
upset their resources position. Information technology has en-
abled the liberalization of investment guidelines so as to make
them equitable with the PPF scheme of salaried persons and
also to impose restrictions on withdrawals so that it can truly
serve the purpose of a social security scheme.

22. The major recommendation of the Oasis Committee was
to set up a fully-funded defined contribution plan managed
by competitive professional managers. These managers would
offer three options to subscribers in the nature of a safe income
plan, balanced income plan and high growth plan. It has a tar-
get of 90 per cent of the workforce. This group will cover a
highly heterogeneous mass. The implementation of such a
scheme would be slow.  Dave pointed to the fact that in India,
the workforce is predominantly found in the agricultural sector
with self-employed cultivators, agricultural laborers and those
workers engaged in livestock, forestry, fishing, and plantations
and allied activities. Any pension reform has to be able to per-
suade these workers to save for old age even if their capacity to
save is small. Further, since they are scattered all over the coun-
try, there has to be an appropriate infrastructure to act as
collection and information centers. He suggested that the
existing banking and postal services could be used for the pur-
pose of enrolling workers from the unorganised sector.

23. Dr. Robert Palacios, Social Protection Unit, World
Bank, focused upon the importance of averting the old age
crisis and how this was a challenging task in India. The pre-
sentation was divided into two parts. The first dealt with the
preliminary diagnosis of the current security system, and the
second with types of reforms. Among the elements listed of
the current system were social assistance for the old, civil
service pension schemes, the EPF and EPS, and voluntary
tax-favoured savings such as PPF.
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24. Palacois stated that the indirect negative effect on the
population lay in large unfunded liabilities, in labor mar-
ket distortions and in missed opportunities in capital mar-
kets. In recommending a better reform scheme, he said that it
should be based on defined contributions and streamlining
the EPF. According to him, the overall EPF contribution rate
needs to be reduced, most withdrawal options closed, and in-
vestment options increased. A professional asset manage-
ment approach and an independent supervision agency
are the need of the hour.

25. Two alternative propositions were made. Firstly, one
could downsize the EPS with a reduced contribution rate,
with the objective to provide a basic annuity, which is financed
from membership and partially funded by improved asset
management. The second case would be to wind up the EPS
altogether and to pay it off with accrued liability. Palacois
compared the current system with the first case that he sug-
gested. In the current scheme, there is a 24 per cent contribu-
tion rate as against an 18 per cent in the first case. The target
replacement rate is unclear in the current scheme whilst in
case one it would be 60 per cent. In the first case, there would
be price indexation whilst in the current one there is none.
The investment policy in the current scheme lies in govern-
ment papers but in the first case it would be in a diversified
portfolio. In the existing scheme, government servants are in
a separate scheme but in the first case suggested, civil ser-
vants would be in the same scheme as the others. If such a
pension scheme were to be formulated, results would be seen
in an affordable, sustainable way with reasonable benefit lev-
els and better inflation protection, greater transparency, fewer
labor market distortions, positive capital market externalities
and a balanced role for the public and private sector. The chal-
lenges before the reforms lay in protecting workers, in super-
vision, in governance and in administering parallel reforms.

26. Dr. Louis Enoff, ADB Consultant, spoke about the
EPFO Project in India sponsored by the ADB. He introduced
the project objectives, background, prerequisites for expand-
ing coverage, preliminary coverage and the steps that would
be taken thereafter. The objective of the ADB-funded techni-
cal assistance project is to present practical options for a more
efficient, equitable and sustainable pension and provident
funds system. According to the EPFO’s Golden Jubilee Vi-
sion the coverage is to be expanded to new participants. How-
ever, before expanding coverage to new target groups it is
important to ensure that the current target groups are actually
participating as required and that there is compliance.

27. Enoff listed certain prerequisites for expansion of the
coverage. An integrated pension framework must be designed
and agreed upon. The current pensions program must func-
tion effectively and efficiently. The appropriate infrastructure
must be put into place. To allow for a smooth expansion, the
questions raised included: how is one to track an account?
Should the movement be from employer to employer or from
scheme to scheme? The foundation had to be strong and this
could be laid within the EPFO. He asserted that in order to
reform and expand the pension and provident funds system
in India, the government is required to address certain very
fundamental questions. Among these include, should the pro-
gram for informal and for formal workers be separate or com-

bined? The best way to ensure compliance was to make
people want the programs as they are perceived to be use-
ful. Programs also had to be made financially sustainable in
the long run.

28. Enoff went on to list some preliminary recommendations.
There is a need for fully funded EPS programs. He proposed
replacing the EPS formula based on the final year salary with a
career average and a reduction in the number and amount of
withdrawals allowed in the EPF. He favoured replacing the ceil-
ing on covered wages with a link to a representative wage in-
dex, to make penalties for early retirement actuarially fair, and
to design and gradually roll out a unique ID/numbering sys-
tem in conjunction with other government agencies.  In con-
clusion, Enoff said that work should progress simultaneously
along two tracks — one of strengthening EPFO operations,
and two of developing an integrated pension reform framework
for the country. Substantial resources, thought and investment
are needed to fulfil the demands of both these tracks.

29. The question and answer session that followed focused
upon ways to enable the pension system to cover the infor-
mal sector, which constitutes 85 to 90 per cent of the popula-
tion in developing countries such as India and Pakistan. In
light of the fact that in India, the proportion of money spent
on social security is abysmally low, it was felt that something
had to be done. The National Old Age Pension Scheme needs
to be strengthened to cover people below the poverty line.
Issues relating to leakage and offtake were also discussed.
The use of NGOs to reduce costs was also considered. It was
felt that the needs and wants of people were important and
views of policymakers should not be imposed on them. The
shift  around the world from defined benefits to defined con-
tributions was emphasized and slotted for further discussion.

30. The specific question of government contribution in the
EPF was considered to be an issue that needed debate in the
context of South Asia.  The need for putting in place infra-
structure and people who could work toward establishing in-
ter-sectoral linkages and improving record-keeping was
emphasized. Investment constraints need to be looked into so
that the private sector can undertake better investment. As it
is, a substantial part of funds currently go to the Reserve Bank
of India, earning a low rate of return.

31. The need to develop new voluntary saving instruments
was mentioned. It was stated that India is now coming out of
the low-income, high-tax regime. Thus there is a good scope
for introducing voluntary schemes. For example, other
complementary financial markets are also developing to ca-
ter to the needs of the housing, transport and education sec-
tors. It was underscored that the current social security
schemes are not well managed and targeted. International
experience, however, suggests that the coverage is directly
correlated with growing levels of income. Thus, growth can
be linked to GDP growth, growth of disposable income, or
real wages. It was clearly stated that it is not possible to have
high coverage at low income levels. Contributory systems
and consumption smoothing, and more voluntary, private
rather than mandatory system needs to be the direction
of reforms. One point of view was that even the informal
sector is getting organised, and this is providing a good op-
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portunity for improvement. The fishermens’ associations in
Kerala were mentioned as examples of such trends in
organisation of the informal and self-employed workforce.

Panel Discussion on Pension Reforms in
India: The Way Forward

32. Dr. Jaimani Bhagwati, Joint Secretary, Ministry of
Finance (MOF), India appreciated the timeliness of the con-
ference. Given the process of structural reforms, he highlighted
that there was now a greater likelihood that people would move
jobs, in which case the portability of pension schemes would
be important. It was necessary to have an accurate projec-
tion of liabilities. The underlying databases are weak in reli-
ability and coverage. A Working Group was set up by the
MOF so that some projections could be made. The impor-
tance of this exercise was highlighted by the fact that the pen-
sion outflows calculated in the last Pay Commission were less
than the real numbers by a factor of six.

33. Bhagawati raised questions regarding the revenues avail-
able to make pension payments, and stressed that the devel-
opment and regulation of the sector was equally important. A
combination of mandatory and voluntary schemes was better
than choosing one over the other. The regime for self-em-
ployed persons would require careful consideration. Bhagwati
recommended that there should be a variety of voluntary
schemes, which should be open to competition. He pro-
posed a review of issues along with departments such as the
department of social justice before the pension system is
opened up to the private sector.

34. According to Mr. Vinod Vaish, Secretary, Indian Min-
istry of Labour, it was incredible to think that people in the
organised sector were not covered under a pension scheme.
In India out of a workforce of 350 million, only 25 million
are covered under pension schemes. Under the pension scheme
of 1995, only 800,000 people are getting pensions. If a scheme
for the unorganised sector were to be formulated, one would
have to consider the large proportion of agricultural workers
who are scattered all over the country. In case such a scheme
is devised for them, it would have to be simple with easy ac-
cess. The applicant should get his dues with a measure of
dignity. Should the schemes be kept centralized or should they
be implemented by states or should they be left to the local
government at the village level? The aim is to place the pro-
gram as close as possible to the user.

35. Vaish stated that a National Labour Commission was set
up to examine the problems of the unorganised sector. It would
take up on an experimental basis target groups of cigarette
and handicraft workers. The aim of any good pension system
should be easy access, a credible image, timely availability
and freedom from risk, with the pensioner having a sense of
involvement. Given the insecurity of jobs in the informal sec-
tor and the migrant nature of work, it would be necessary for
identity cards and portable schemes to be introduced.

36. According to Ms. Asha Das, Secretary, Indian Minis-
try of Social Justice, the issue of pension reforms could not
be ignored any longer. By the year 2026, 13.3 per cent of

India’s population would be ageing and over 60 years of age.
Most of these would be trapped in misery with low per capita
incomes and poor health. Along with the disintegration of the
joint family, and the forces of urbanisation, migration and tech-
nological advancement, caring for the old will become a seri-
ous issue.

37. According to the 1991 census, out of the then 314 mil-
lion workers in India less than 11 per cent were covered under
the Provident Fund and pension schemes. People themselves
should be involved in thrift and self-help. Socio-economic fac-
tors and demographic reality are at the root of the problem.

38. Mr. Ajai Singh, Commissioner, CPFO, focused his pre-
sentation on the need to move away from mandatory sav-
ings schemes to a comprehensive pension scheme. Currently
the collection is made only from 350,000 employers covering
about 24 million employees. The fact that most of the finan-
cial transactions in India are undertaken outside the account-
ing system is a cultural issue. He shared his experience of
issuing Permanent Account Numbers (PAN) for the Income
Tax Department and underscored the need to develop a na-
tional unique social security number.

39. He provided a chronological listing of the evolution of
different mandated schemes since 1971. According to Singh,
the government is concerned about the creation, updating, and
maintenance of a database and its use for actuarial valuation
and policy formulation. The other areas of focus are strength-
ening the delivery system, expanding the coverage and
optimising compliance, improving returns to investments,
reducing costs of administration, containing withdrawals
from the scheme and recording management.

40. There are however barriers to the expansion of the scheme.
Schemes implemented through employers are a disincentive
to self-employed persons. Administrative costs increase when
small contributors have to be serviced. He concluded that in
the face of an ageing population, there is an urgent need to
provide social security to the self-employed and the infor-
mal sector. The financial markets are fast changing and this
will impact upon the investment scenario. To cope with tech-
nological changes and to innovate for new products, faster ser-
vices and a cost-effective, sustainable EPS is required.

41. Dr. Ram Agarwala, Director, International Develop-
ment Policy Institute, New Delhi, emphasized that there are
no mantras available for a quick solution. Pension, he said, is
not a public good. It is largely a private good. As life expect-
ancy improves, working capacity in old age will also increase.
He therefore made a case for considering the dynamic con-
cept of ageing and extended work capacity in fixing the age
for retirement. He proposed some innovative and revolution-
ary ideas by suggesting that PPF is a good vehicle for channel-
ling shadow market funds into businesses. Besides, PPF can
act as an instrument for collateral. A defined benefit system is
difficult to implement and is administratively complex.

42. Post-presentation discussions were lively. How can one
determine the genuineness of say, agricultural labor, in the
context of South Asia. Packaging social security instruments
is going to be difficult in the case of India compared with
smaller nations such as the Maldives, Bhutan and Sri Lanka.
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Another relevant issue was that the transition from old to new
pension schemes could entail problems. India, with the expe-
rience it had acquired in the past, would face less difficulties
in transiting to the new pension schemes as compared with
countries where the systems have to be put in place for the
first time such as in Bhutan.

43. There was a broad agreement during the day’s debate
that liberalizing investment regimes and seeking profes-
sional management for contractual savings are important.
The problems of maintaining manual accounting and man-
agement of service records are daunting. It was also agreed
that the EPS, which is un-funded presently, should be fully
funded if it is to be sustained.

Dialogue on Approaches to Pension
Reforms in India

44. Commenting upon the deliberations of the day, Prof.
Mukul Asher, National University of Singapore, was pleased
to note that there was a certain degree of similarity in the vo-
cabulary relating to pension reforms. There were a large num-
ber of stakeholders and consensus was not easy to come by.
Some speakers felt a great urgency to bring about reforms;
others wanted to wait. With respect to the need to generate
data, Prof. Asher said that it was not a one-time attempt but
had to be a sustained capability. Much of the legislation in
India is outdated and will require parliamentary changes. The
expenditure of the government on social sectors, he felt, was
not a problem. It was the quality of services that had to im-
prove. It was also important to increase the capacity of the
masses to earn, through a sustained increase in the rate of
growth of output.  He was of the opinion that in India there
was not much of a discussion on the issue of governance and
the states had still not understood the ramifications of an age-
ing population and associated demands in the future.

45. Questions focused on whether pension reforms would
become insignificant if they could not tap or monitor black
money; it was not right to force productive people to retire,
and there was a need to link the issue of employment to that
of retirement. It was also said that the features of PPF would
have to be reformed since at present it was not an income
security scheme but a small savings instrument. The contri-
bution of the government was seen as a trade-off and a politi-
cally sensitive issue. It was uniformly felt that there was a
need for transparency and simplicity. Internationally the
trend was to use the system in a small and dedicated way.
Only then would it be easy to regulate and manage it. This
was important from the point of fiduciary responsibility and
governance.

Pension Reforms in Pakistan, Nepal and
Bhutan — Policy Issues

46. Mr. Farhat Hussain, Labour Secretary, Pakistan, pro-
vided a comprehensive review of the demographic state of

Pakistan. Details of labor laws and existing old age benefit
schemes suggest a substantial presence of such schemes in
Pakistan and that funds are also professionally managed. Five
per cent of wages that are paid by the employer are matched
by the government, forming the basis of the pension fund.
The employees do not contribute to this fund. The 1983
amendment enhances coverage and focuses on improved ben-
efits.  Commutation was abolished, and old age and invalid-
ity pensions introduced. The earlier 15-year requirement for
insurable service was reduced to 7 years. Future plans include
establishing a high-level committee to review the benefits in
order to evolve defined contributions and benefits. The inten-
tion is to extend the program to all establishments that em-
ploy 10 or more workers, through an individual pension
account scheme.

47. Dr. Shanker Sharma, Member, National Planning
Commission, Nepal  provided a detailed account of the Civil
Service Pensions in Nepal. The presentation by and large
focused on the civil service and military personnel, and in-
tended to find solutions to reduce the pension burden on the
government and look for alternative institutions to share the
burden.

48. Mr. Ugen Chewang, Director, National Pension Board,
Bhutan, said that the concept of pension is new to Bhutan.
Although the joint family system provided social security as
it did in India, it was inadequate. Average salaried Bhutanese
have been affected by the change in the family system. Vari-
ous programs have been introduced, and gratuity, that was
only for the civil service, has been extended to other types of
labor as well. The contributions are 16 per cent of salary for
civil servants and 20 per cent for workers in public corpora-
tions, equally shared by the employers and employees. A
monthly children’s pension at the death of an employee is an
innovative addition in the package of benefits. The Average
Civil Service Salary Index is used to estimate the levels of
pension, rather than the last salary drawn as is the case in
India. The portability of pension suiting change in employ-
ment and place of work is also assured. However, the returns
on investment at 7 per cent, and the rate of inflation at 8 per
cent seem to be a mismatch. Thus the current PFP plan does
not guarantee an adequate rate of return. The board decides
the rate of return, which appears to be arbitrary. Withdrawal
is not allowed from the PF plan nor can the PF be attached or
mortgaged.

49. Some participants raised questions on the scope the in-
surance companies have for new products such as group in-
surance. Pakistani participants, for example, did not consider
a major role for insurance companies as of now, and in the
case of Bhutan, insurance is very rudimentary and in its pre-
liminary stage. Pensions in India are 50 per cent of last pay
drawn unlike in the case of Bhutan where an index is created.
A question was raised as to the sustainability of the program.

50. Why create a special bank to manage pensions in Nepal?
Commercial and development banks can also undertake these
activities. The reply was that as pensions were the sole re-
sponsibility of the government, special treatment was offered
to government banks in Nepal.
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Reforming Civil Service Pension Systems
in South Asia: Policy Issues

51. Dr. Urjit Patel, Executive Vice President, Infrastruc-
ture Development Finance Corporation, India, while talk-
ing about the civil service pension system in India, informed
participants that in India, the defence, railways and other de-
partments recruit most civil servants and are required to have
dedicated pension funds. However, the pensions are funded
from current revenues and no employee’s contribution is nec-
essary. The budgeted national pension fund for 2000/01 was
Rs226 billion or 1.04 per cent of GDP, or 15.4 per cent of net
tax revenue. The budget pension amount, which was 0.6 per
cent of GDP in early 1994, had increased to 1.04 per cent of
GDP in 2001. Added to this, there is another Rs244.4 billion
or 1.2 per cent of GDP as state government pension payments.

52. The Fifth Pay Commission inflicted severe strains on the
national budget. An estimated 57 per cent increase in recruit-
ment took place during 1957-1971 and employees hired dur-
ing this period now form part of the civil pension plans that are
linked to salaries. This will increase pressure on public finances.
Increase in life expectancy and longevity will further add to
this pressure. The ratio of pensioners to employees and of fam-
ily pensioners to service pensions is not only high but rising. If
this trend continues, the pension system will become unsus-
tainable. He informed participants that there are several diffi-
culties in estimating the magnitude of pension commitments in
the future. The lack of information will be a strong constraint
against moving toward a funded system. Undertaking the actu-
arial-based estimates needs to be based on analysis of new
data collected from sample surveys of existing and prospec-
tive pensioners. However, a simple projection for 2020 showed
that about Rs1,255 billion, amounting to 5.8 per cent of current
GDP would be needed to provide pensions to the civil service
sector workforce.  If one considers the impact of the next two
pay commissions, the amounts will be staggering. Thus there
is an urgent need to move toward a contributory and fully-funded
system so as to sustain the pension system in India.

53. Patel was of the opinion that currently the lump-sum
benefits are tax exempt, but there is a need to move toward
annuity schemes that may require tax treatment instead. His
suggestion was that the younger employees may be moved
over to partially funded schemes but the new employees may
have to be moved over to a fully funded system.

54. Dr. Bhagwati presented a short- to medium-term per-
spective of the government’s approach to pensions in India. It
is difficult to move even the younger employees to a con-
tributory system. There is a possibility to develop and offer a
purely voluntary system that provides choices to the new
and younger employees. Moving over to a contributory and
voluntary system has yet to be evolved and developed. In the
existing system, it is not possible to bring portability, which
will have to be one of the innovations in future pension plans.
However, the issue of tax treatment currently associated with
the contractual savings will be important even as contribu-
tory and voluntary systems are being evolved.

55. He raised a fundamental issue relating to the definition
of salary. As the definition of salary and emoluments is not

standardized, there has to be an explicit estimate of the sal-
ary. According to him, what is not talked about in debates and
budgets is inter- and intra-generation transfers. There is a
need to quantify and develop this stream of thought.

56. After a brief narration of the socio-economic profile of
the country, Mr. Farhat Hussain, Labour Secretary, Gov-
ernment of Pakistan, introduced the pension scheme in
Pakistan. The Constitution of Pakistan guarantees state provi-
sion of social security by compulsory social insurance or other
means. According to him, integration of public with private
pension plans is not feasible. However, the ADB is studying
the scope for establishing private pension schemes in Pakistan.
He informed participants that there has been a proposal to es-
tablish a national pension fund. Accordingly, the centralized
Zakat system in Pakistan is addressing the problems of the poor
and is helping alleviate the problem to some extent.

57. By and large, the issue of pensions is an issue of protec-
tion against the final risks that dominate financial strate-
gies in the long run. This topic has high political content in
practically all countries of the world, and South Asia will be no
exception. Is it possible to move over to a fully-funded system
in about one decade? During the open discussion session, some
participants disputed the possibility of this transition and said
that even partial funding is not possible as things stand.

58. With regard to the higher rates of return of 11 per cent for
EPF and PPF, some argued that the returns are much higher in
Mutual Funds and equity investments.  While discussing pri-
vately administered funds that can be fully funded, it was men-
tioned that they should operate through an annuity with an
agency such as the Life Insurance Corporation of India. A few
participants disputed this on the ground that the LIC (even ICICI)
does not have an indexation system, and thus may be discrimi-
natory. There was a general agreement that even the voluntary
and privately managed schemes should have an indexation
system in place to manage pension funds. Thus the private
pensions should be indexed and also fully funded. Will there be
any takers in the private sector for these propositions?

59. Two related issues were raised. First, pension reforms
should not be considered in isolation. They should be linked
with reforms in tax treatment. Second, the question of retire-
ment age is an important policy issue. Both were debated as
broader issues but having ramifications for pension reforms
in India. However, the complexity of the problem emerges
clearly from the fact that if social protection is to be useful,
there must be constructive co-operation between all stake-
holders including trade unions. The modes of employment
and employment contracts are changing more rapidly than
the laws that have been devised, which make the latter seem
obsolete and irrelevant.

60. There was a lively debate on the lack of information and
studies on budgetary allocations in the context of contractual
payments and pensions. Especially in the cases of India and
Pakistan, the allocations are neither routine and out of bud-
getary papers, nor are they separately presented or separately
managed. However, these issues in India have to be dealt with
at the level of the state, and data are needed not only on a
large scale but also at disaggregated levels. It was suggested
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that the PRC system that has moved from an un-funded to a
funded system should be studied.

Governance and Regulatory Issues in
Pension Reforms in South Asia

61. Dr. Raj Chhikara highlighted to participants that pen-
sion reforms cannot succeed without governance and regu-
lation. This session addressed issues such as the need for a
separate pension regulatory agency and other governance is-
sues in South Asian countries.

62. Ms. D.N. Raval, Executive Director for Law, Security
and Exchange Board (SEBI), India, stated that SEBI has not
taken a position on pension reforms and that she was going to
present her own views on the issue. She drew attention to the
recommendations of the Oasis Committee regarding the need
for statutory changes in the existing system. There is however
no one-stop formula and the extent of the regulatory frame-
work will depend on the philosophy of regulation, govern-
ment approval and social choices. She raised questions as to
whether the regulator would be the government or an indepen-
dent entity. She favoured an independent regulator and sug-
gested that the sponsors, trustees and fund mangers should be
separate entities. She also favoured some minimum standards
and qualifications for the fund managers who should be ap-
pointed by trustees. They should also serve as first level regu-
lators so that funds could be protected. They should review the
performance of managers and report to the beneficiaries. To
keep the interest of the beneficiaries intact there is a need for
the custodians to segregate assets. Disclosures to the benefi-
ciaries should be a common practice so as to enable them to
evaluate, distinguish between and understand the options avail-
able. On prudential regulations, Raval stated that there would
be restrictions and ceilings on investment options. One had
to see what kinds of investments are permissible, whether group
investments would be allowed, whether transactions between
affiliates would be permitted, and so on. There would have to
be adequate funding so that in case there was a shortfall the
beneficiaries would not suffer. There should be ceilings on fees
and commissions. Finally the speaker emphasized the need for
a strong redress mechanism. She asserted that only if such
conditions were adhered to would the country have a safe and
reliable regulatory system for pension reforms.

63. According to Mr. N. Rangachary, Chairman, Insur-
ance Regulatory and Development Authority, India, a pen-
sion is a payment made by one person to another person in
recognition of past services or as a repayment of a payment
received in advance. In the present system in India, annuities
can be paid only by the LIC. If an organization, institution, or
person wants a pension, an annuity policy has to be acquired
from an insurance company. He saw the problem in two stages,
one of accumulation and the other of payment. The speaker
expressed regret that the pension and provident fund system
in India are applicable only to a small percentage of persons.
Also there is no arrangement to index it to inflation. Further,
the accumulated funds do not yield maximum returns. Al-
though there is a sense of security, the returns are low. Com-
menting on the recent position of the insurance industry,
Rangachary stated that attention must be given to the follow-

ing areas. An insurance company should have had adequate
stock of capital. Rules had to be set up about how the funds
available with the company could be invested. He found it
appropriate that 60 per cent of the pension funds should be
used in the equity market and 40 per cent in government se-
curities. Prescribing tests that should be satisfied on a current
basis should ensure the solvency of the company, and thus
only competent players should enter the field.

64. He drew attention to the recently reorganised system in
the country of Chile. On the basis of the Oasis Report, he
recommended that three types of pension funds options be
offered that carry different levels of risks, namely, the mini-
mum risk, average risk, and higher risk. He also asserted
the need for an independent pension authority.

65. Dr. Y.V. Reddy, Deputy Governor, Reserve Bank of
India (RBI) and a member of the ADBI Advisory Council,
commended the approach of enabling the sharing of experi-
ences of different countries and multilateral institutions. He
drew attention to the fact that while the pension system as
well as its regulation is not of direct concern to the Reserve
Bank, there are several areas of interest. Among other things,
the RBI has been active in the development of financial mar-
kets, mainly money and government securities markets, and
this is an important contribution to the successful running of
a pension system.  Mr. Reddy placed on record the various
measures taken by the RBI in the last two years, which were
of relevance to Provident Funds. He also mentioned satellite
linkage as part of the computerization of the RBI’s Public
Debt office.

66. Reddy stated that there were five dimensions to a compre-
hensive approach to pension reforms in India. These were the
social, the economic, the fiscal, the financial, and the regu-
latory dimensions. He also said that in the light of the fact that
the workforce was significantly segmented at the current stage
of development, it would be useful to differentiate among vari-
ous segments. These segments consisted of the government
system, the public enterprises, and the private sector and re-
lated entities. It was also necessary to place the pension re-
forms against the current reform process in India. Lifetime
employment has been giving way to contractual tenures, la-
bor markets are becoming flexible, the mobility of labour is
increasing,  and so is the move toward self-employment.

67. The RBI has advocated, first, increasing mandatory con-
tractual savings from the organised sector, both public and
private.  Second, it has proposed creating an enabling envi-
ronment and regulatory framework for voluntary contri-
butions to contractual savings, especially pension funds. And
third, it has called for changing the tax regime and regulatory
prescriptions in the financial sector to promote contractual sav-
ings with favourable treatment to them, with less favourable
but inter-sequal treatment to all non-contractual savings. These
along with improvements in fiscal management and financial
markets would provide an optimal approach.  Finally, Reddy
spoke about whether or not there was a need for a mega-regu-
lator. He pointed to the implications of both having one mega-
regulator and of having separate ones. He also cautioned against
instituting any large-scale changes in the pension system or
regulatory regimes without ensuring appropriate reforms in the
other areas, especially the financial market infrastructure.
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68. During the open discussion, a question was raised on the
role of government in the envisaged pension system. The gov-
ernment needs to be a proper regulator but without any con-
tingent liability. It was also felt that India has a history of
regulators and these have given excellent performance, e.g.
the Security and Exchange Board of India. It is important that
the government should not pre-empt all the money from the
PF and pension funds since these were precious long-term
savings. These should not end up as consumption by the gov-
ernment. Hence there is a need for an asset-liability man-
agement arrangement for the whole economy. It was also
thought that the consumer should get options in investments,
just as in other countries where employers go to qualified as-
set managers to get diversified portfolio options. Technical
questions were also raised as to who would be responsible for
the collection of contributions, how one should cope with
evasion at contributions, who is going to pay the cost of regu-
latory authorities, and whether a pension fund can take risks
with equities. It was felt that for an all-pervasive fund to work,
one has to have a system that converts funds into annuities,
and the cost of administration had to be kept to the minimum.

Pension Reforms: Role of the Private
Sector

69. Ms. Sikha Sharma, Managing Director, ICICI-Pru-
dential Life, India, said that newly emerging financial insti-
tutions, both in commercial banking as well as promotional
financial instruments, have to keep the equity objective in
mind. Accordingly, a number of options in promoting what is
called contractual savings are now being developed. She em-
phasized the role that tax treatment and concessions will
play in promoting contractual savings. Product design should
take note of long-term contractual needs and account for them,
thus indicating that some sort of indexing or setting of mini-
mum levels of rates of return would be necessary.

70. Two reasons, namely the ageing population and the break-
down of the joint family, were put forward as the reasons for
pension reforms. She said that when people changed their jobs,
they usually looked for cash and not retirement benefits. She
said that there was a need to regularise the tax regime to deal
with contractual savings. If the tax sector was rationalised and
there was a regulatory body, there would be scope for the pri-
vate sector to enter. The private sector has a role to play in the
management of pension funds. She stressed the importance of
observing how the labour market will shape up.

71. Mr. Deepak Satwalekar, Managing Director, HDFC,
India, was of the opinion that while the need for reforms in
the pension system had been well laid out, what was not clear
was the role of the private sector in these reforms? He pre-
sented a number of reasons as to why the private sector needs
to take the initiative:

● Government schemes are facing a crisis both in terms
of their ability to expand coverage and provide sus-
tained benefits.

● Demographic transitions are leading the population
toward an inverted population structure, and the ur-
ban population base is increasing.

● Post-retirement expectations are changing and the
standard of living of the old is also changing for the
better.

Conceptually, a transition toward the voluntary contribution
based private pension system is also taking place.

72. He was of the opinion that it is the private sector that
can undertake the role of advocating the importance of
pensions to the general public by undertaking mass aware-
ness campaigns. He made a strong plea to define “private” so
as to include all institutions and structures other than those
belonging to government, including co-operatives. Restruc-
turing of the economy has affected traditional labor market
identities and therefore there is a need to take care of the needs
of the new labor market realities.

73. While referring to the development of capital markets,
he emphasized that the norms required for investment should
be clear and transparent. The dubious argument that ‘govern-
ment is good and safe and private bad and unsafe’ needs to be
changed. There is a need for savers to be given their due share
of respect, attention and importance, and do not deserve to be
harassed. The private sector should play a meaningful role in
fund management. Regulatory structures can be put in place
before this sector is opened up to the private sector.

74. Mr. Manish Sabharwal, while narrating the possible role
of the private sector in the pension system, mentioned that there
would be tough choices between mandatory versus voluntary
pension plans.  However, the trend is toward defined benefits
and defined contribution systems. In this connection, he said
that the private sector defines objectives sharply, unlike the gov-
ernment that may often have multiple objectives and lack fo-
cus. The private sector can also be more transparent than public
bodies, and transparency is going to be one of the most impor-
tant attributes of future pension plans. Incentives and account-
ability will be two other torchbearers for the performance
assessment of the private sector in the future.

75. Although pension funds are ready for investments in eq-
uity, they are likely to play an important role in developing
capital markets in the newly emerging economies. The account-
ing of pay and remuneration has to move over to the newly
developing concepts of “cost to the company” (CTC) that
have important implications for occupational pensions. In con-
clusion, he emphasized that the key question is not public ver-
sus public, but rather competition versus monopoly. A vibrant
system, however, will have a healthy mix of roles for the state,
the private sector, employees, employers and individuals.

76. According to Mr. Baman Mehta, Chief Executive Of-
ficer, Darashaw & Company, India, social security and pen-
sions are complements rather than substitutes, which are
needed due to the changing social, economic and political
structures. Unlocking the pension funds means unlocking a
nation’s wealth. He mentioned that institutionalisation of pen-
sions does not necessarily mean a demand for it, but rather
the ability of the system to evolve and dispense professional
services. The most crucial impact of pensions is likely to be
indirect. He proposed to develop menu-based instruments
that can be operated through the employers. At the same time,
the fund managers should get opportunities to choose from
alternative investments.  He drew upon the experiences of a
number of developed countries during his presentation.

77. Mr. B. G. Daga, Executive Director, UTI, India, nar-
rated the track record of  Indian and international fund man-
agers. In India, the mindset of investors is fixed upon the
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returns that can be obtained, say, by investing in equities. Ac-
cordingly, as long as banks, post offices and the government
offer fixed rates, it is very difficult to persuade investors to
put their money where no returns are properly indicated.
Hence, education relating to these aspects is required. Asset
allocation should be left to the managers. The participating
players should have adequate capital.

78. Among the interesting questions that were raised during
the open discussion, the foremost pertained to the source of
good quality investments: where will they come for the pri-
vate sector? The process of the privatization of public sector
instruments was discussed, and Singapore was cited as an
example, where the relationship between the public and pri-
vate sector is very close and fruitful.

79. While discussing the alternatives, many considered that
real estate investments will emerge as a potential source of
alternative good quality investments for fund managers. Ac-
cordingly, equity is only one of the many options that will
become available for investments. A case was made to adopt
a lenient view for switching or swapping securities when such
proposals come by. Even the voluntary provident fund should
get the advantage of standard deductions (income tax) com-
pared to the current treatment within the Rs60,000 limit.

Social Security, Social Safety Nets, and
Poverty Reduction in South Asia —
Policy Issues

80. Dr. Rajan, Associate Fellow, Center for Development
Studies, Trivandrum, India, provided a comprehensive data-
based presentation of the need for social security in India,
with a focus on the state of Kerala. Kerala is experiencing an
advanced stage of demographic transition in which fertility is
low and the population is ageing fast. The life expectancy at
age 60 in Kerala is as high as about 15 years. This has thrown
a number of challenges to the state government, since most
of the elderly belong to the informal sector of the economy.

81. He provided some important data for the state of Kerala.
It administers 39 different social assistance programs, and 19
of them are based on state funding. He quoted the Kerala
Fishermen’s Welfare Association as a successful contributory
program with no funding support from the government. This
association already boasts of 172,000 enrolled members. Its
promotional and preventive programs cover 27,000 pension-
ers. The Extended Old Age Pension Scheme in Tamil Nadu is
another successful program. In this state, the old can choose
to have free noon meals along with school children.

82. All the elderly do not require assistance, since some
work, and some have adequate savings to fall back on.
There is therefore a need for selection and a case for target-
ing. Identifying the right target groups is essential in order to
improve efficiency and reduce leakage. Rajan made a plea
that widowhood status should be considered for assistance as
well.  Accordingly, 20 to 25 per cent of the eligible elderly
may be getting some assistance in India. These, he cautioned,
are only crude estimates but they seem reasonable. The amount
of assistance, according to Rajan, should be enhanced from
the current Rs150 to some reasonable amount. On funding

pension plans, he suggested that a certain percentage of allo-
cations to family planning programs be diverted to provide
old age pensions at least in the case of Kerala.

83. According to Ms. Renana Jhabvala, Self-employed
Women’s Association (SEWA), one of the most popular and
influential trade union organisations involved in promoting
the cause of unorganised female labour force in the state of
Gujarat since about two decades ago, is promoting co-opera-
tives of various types based on occupation categories. Jhabvala
stated that employment should be provided at least for 250
days, rather than the 180 days that the public program cur-
rently considers to be the cut-off period. SEWA, in addition
to aiming for appropriate employment days, also aims to build
capacity and provide opportunity of employment. SEWA is
helping midwives to make their own co-operatives and im-
prove their levels of technical competence. She said that nearly
70 per cent of the children in the unorganised sector are mal-
nourished, and that adequate importance should be given to
the nutritional and health care needs of children in this sector.

84. Together with the Life Insurance Corporation of India,
SEWA has evolved an insurance scheme for the unorganised
sector. The general assumption is that the poor cannot pay,
and also that it is difficult to collect small amounts of con-
tributions and so on, but the experience is the opposite.
There are poor who are willing to pay for services. Accord-
ingly, the schemes should be contributory (employers and state
must put in their share), decentralised and controlled by the
workers themselves.

85. Mr. S.S. Sandhu, Chief Executive Officer, HelpAge
India, drew attention to the fact that a number of self-help
groups are evolving to find their own solutions. He favoured
an integrated approach in which sickness and disease are con-
sidered, besides covering the needs of old age, through pen-
sions and other instruments. He gave an example of the
American Association of Retired Persons, which is a force to
reckon with and proposed to evolve similar associations. He
also suggested that the retirement age needs to be increased
given the increasing life expectancy and improvements in
overall health conditions of the elderly.

86. Mr. John Woodall,  International Labor Organization,
highlighted that the priorities that need to be covered are coun-
try specific, and that this is also the case for each state within
India. Commenting abut the rate of interest and rate of return,
he mentioned that if there is a way to know the rates of re-
turns, then it would help to design a scheme that will balance
defined contributions and defined benefits. The risk taking com-
petence of the pension funds would be limited.

87. During the open discussion, some participants suggested
that even to evolve insurance for the private sector, there can
be collaboration among the Indian and multinational in-
surance companies. According to the Insurance Regulatory
Authority (IRDA), Indian companies with Rs1,000 million
of capital funds can enter into the insurance business.

88. It was mentioned that pensions seem to perpetuate class-
related issues due to selectivity. The relatively poor tend to
die early and those who remain are the relatively well off.
Gender, a dominant qualification for pensions, also does not
adequately figure in the pension plans. It was argued that
people should be treated as resources rather than burdens,
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and this approach would resolve a number of issues relating
to pensions and the management of old age. Many also thought
it premature to divert family planning allocations to manage
the old age problem, as was suggested in one presentation.

International Experience in Pension
Reforms: Lessons for South Asia

89. Mr. Sri-ram Aiyer, former World Bank Director, spoke
about lessons for South Asia from the Latin American experi-
ence. He shared with the participants his involvement in sort-
ing out the Mexican crisis in 1995 just after the peso crisis in
December 1994. Domestic savings were low, and due to heavy
borrowing from abroad, the economy collapsed. The conse-
quent attempt was to revitalise the social sector and to increase
the savings rate in order to boost real income. This was vital,
since unemployment was increasing and the numbers of pen-
sioners were increasing. There was a need for collective ac-
tion to redistribute income to the poor who, during their
lifetime, did not earn enough to cover basic consumption
in their old age. This did not, however, imply that the govern-
ment had to finance or be the provider of old age benefits.

90. He listed countries that had undertaken pension reforms
in a radical way — Argentina, Bolivia, Chile, Colombia,
Mexico, Peru, and Uruguay. Reforms were being considered
in Brazil, Cost Rica, Ecuador, El Salvador, Honduras and Para-
guay. Aiyer highlighted six features of pension reforms:

1 A rationalization and unification of existing schemes
2 More realistic and sustainable benefit levels
3 A shift from defined benefit pay-as-you-go schemes

to defined contribution fully funded schemes
4 Changes in the role of the state in the provision of

old age security from financing to regulation
5 An increase in the role of the private sector in man-

agement of pension funds and in the provision of
insurance

6 A complete separation of pensions from other forms
of social insurance, especially the health related
services

91. The expected benefits to be derived from pension reforms
are:

● Dependable old age security
● A reduction in the pure tax component of contribu-

tions
● A deepening and widening of capital markets
● The development of the insurance industry
● Better corporate governance

Along with pension reforms, there is a need for complemen-
tary reforms such as the strengthening of the banking system
and its regulation; the reform of the insurance industry; re-
form of capital markets; reform of health finance and deliv-
ery systems; and, development of the housing finance system.
These reforms must be attended to in a parallel manner.

92. Mr. Edward Whitehouse, OECD, spoke about the pen-
sion systems, pressures, and reforms policies in OECD coun-
tries. While describing the lessons from abroad, he said that
there were remarkably similar pressures on pension systems
across countries. Populations were ageing, people (espe-
cially men) were retiring early, public commitments were

expensive and systems were complex. There was a tremen-
dous loss from not learning from international experience.
Hence on the agenda were a taxonomy of pension reforms
and strategies. In the OECD countries, there were huge dif-
ferences within the pension systems in terms of the balance
between public and private provisioning, the balance between
funding and pay-as-you-go financing, the balance between
mandatory and voluntary provision and the degree of redis-
tribution in public schemes. France, Germany and Italy have
comprehensive social insurance where public schemes prom-
ise high levels of earnings replacement to most workers. There
is a limited degree of redistribution and a residual role for
private pensions.  In Canada and US, the public scheme has a
highly redistributive formula and private pensions have an im-
portant role for the middle and high earning workforce. In
Australia, Netherlands and UK, pensions, both mandatory and
private provisions, have played a major role. The public
scheme is however limited. In Australia, it is means tested
and in UK, there is means testing plus universal flat rates,
whilst in Netherlands, there is a universal flat rate.

93. As strategies for reforms, Whitehouse suggested retain-
ing pay-as-you-go financing and tinkering with system param-
eters. He hence called this ‘parametric reforms’. The shift to
funding could either be a clean break or could be gradual.
As examples of parametric reforms, he listed:

● An increase in pensionable age
● Improvements in accrual rate
● A shift to longer averaging periods in earning related

benefit formula
● Less generous indexation
● Encouragement for later retirement.

Whitehouse then discussed the relative advantages and dis-
advantages of funding. He also refuted the disadvantages by
qualifying that there were ways to get around them. In con-
clusion, he said that parametric reforms should be an essen-
tial part of any reform package. And the benefits of a shift to
fully-funded systems are now broadly acknowledged.

94. Dr. Mukul Asher spoke about the experiences of
Singapore and Malaysia with regard to pension reforms. He
said that the success story in Singapore was over-rated. He
pointed to the fact that if wages were growing but the rate of
return was less then the accumulated balances, pensions pro-
vided a low replacement rate. And this was what had happened
in Singapore. He asserted that over time, Singapore was not
going to be able to provide the replacement rates to which it
had committed itself. Malaysia on the other hand was an un-
der-rated country and had done better in the area of fiduciary
responsibility. He stated that in Singapore, socio-economic in-
frastructure was considered a strategic good and not a public
good.

95. There should be a requirement for mandatory savings
up to a certain minimum because of moral hazard and myo-
pia. Moral hazard implies that a society should not allow
people to fall below a certain minimum according to some
existing law. In Singapore, according to law there is no need
to reveal where the authorities are investing the money, and
hence there is a feeling of uncertainty. Even countries that
started young and grew rapidly cannot have retirement plans
if they do not plan their investment and administration pro-
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perly. Asher spoke about Malaysia’s Bumiputra policy, lead-
ing to a statement that authorities should start trusting their
own researchers and academics.

96. Countries of South East Asia with a significant Social
Security system are Indonesia, Malaysia, Philippines,
Singapore and Thailand. Their social security systems are still
evolving and are considerably heterogeneous. In countries
such as Indonesia, Philippines and Thailand, there is consid-
erable scope for improving administration and compliance
efficiency. The average accumulated balances of members are
relatively low in spite of high contribution rates and rapid
economic growth. The pension and provident funds in South
East Asia do not require annuity purchases at the time of re-
tirement, and hence individuals are not protected against lon-
gevity and inflation risks. Provident and pension funds enjoy
operational autonomy but not policy autonomy.

97. The lessons drawn for South Asia were outlined by Asher.
The same formal system can lead to very different practices
and outcomes. Hence, details of design and implementation and
overall policy environment matter. The national real output and
growth are central to the macroeconomic viability of social se-
curity arrangements; there is a need to address the political
economy issues of pension reform. Dualism should be miti-
gated through civil service pension reforms. This will contrib-
ute to fiscal consolidation and enhance future fiscal flexibility.
These are necessary for sustainable macroeconomic policies
and reordering expenditure priorities so that they can more ef-
fectively compete in the era of globalization. There is a need to
reduce government budget expenditures and leakages in order
to improve efficiency and better target social sector expendi-
tures. There should be an essential element of providing social
security nets. Provident fund authorities need to be provided
with both operational and policy autonomy, but with a high
degree of fiduciary responsibility, transparency, accountability
and benchmarking. Asher recommended the establishment of a
Pension Regulatory Authority (PRA) in South Asia, the ab-
sence of which is a serious limitation for South East Asia’s Provi-
dent Funds. He also advocated considering the co-ordination of
the PRA’s functions with those of the insurance authorities and
with capital market regulatory agencies. He recommended es-
tablishing a National Pension Research Center for South
Asian countries. Such lacunae are a serious limitation in South
East Asia. It is necessary to make policies on the basis of solid
data analysis and international best practices.

98. With respect to investment policies and performance, Asher
said that fiduciary responsibility and political risk need to
be emphasized. Professional expertise both within and out-
side the Provident Fund Organisation is essential. In conclu-
sion, it is necessary to carefully co-ordinate macroeconomic,
capital and financial market reform and corporate governance
along with pension reform. Pension reform that is carried out
too hastily and ambitiously is as detrimental as slow and cos-
metic reform. It should be recognised that every amount saved
by improving administrative efficiency and reducing transac-
tion costs improves the returns obtained by the members.

99. In the open discussion that followed, the questions were
focused upon issues relating to the relevance of actuarial
advice, fiscal accountability and costs and social insurance.
The details about the Chilean experience were discussed. It
was felt that social insurance was the pooling of social risk,
and that there were different ways to do it. The EPS scheme

in India should be made more financially viable and actuari-
ally sound. It was recognized that with the unorganised sec-
tor, it would be difficult to have the first pillar scheme of
pension reforms.

Social Security Reforms in South Asia —
The Role of Multilateral Institutions

100. Mr. Robert Palacios gave a presentation on the role of
the World Bank in pension reforms. A modest involvement of
the World Bank in issues relating to pensions is relatively new,
having started only in 1990.  What type of reforms is the World
Bank willing to support? There is no blueprint, but it would
consider a wide range of issues and multiplier programs as it
has done in Hungary, Poland and Mexico. The World Bank
supports pension reforms as far as they:

● address redistributive concerns
● lead to greater fiscal sustainability
● reduce labor market distortions
● lead to better contractual savings
● have the institutions required to regulate and

administer the new system

Accordingly:

➛ The World Bank will help in producing coun-
try reports on the pension sector.

➛ It will provide financial support to develop vari-
ous products — so far 38 structural loans and
eight industrial projects had been undertaken.

➛ It has allocated $3.4 billion for pension reforms
across the world but largely in Brazil.

➛ It intends to support applied research, training
and capacity building endeavours.  Requests for
support in 1988 have led to country pension
system reports for India and Sri Lanka.

➛ It will help generate actuarial projections.
➛ It will fund reviews of the performance of con

-tractual savings and pension systems.
➛ It will support old age income security of mem-

bers. But in all countries in the region, as the
elderly form a minority, it is important to look
at the effect of such schemes on the rest of the popu-
lation.

➛ Best practices should be identified and infor-
mation would be of utmost importance.

102. Mr. John Woodall highlighted the ILO’s line of think-
ing on the topic of pensions. He emphasized the need to de-
velop a tripartite consensus that includes the employees,
employers and the government. Social security fits well in the
ILO’s mandate. It operates through international labour con-
ventions and sets basic standards of work, as well as social
security contingencies.  In this regard, he argued for a broader
and more flexible definition of social security that includes :

● Provisioning of benefits to households and all indi-
viduals within the households

● Public or collective arrangements of dispensation
● Protection against low or declining living standards

that arise from a number of basic risks and needs
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103. The ILO can support research but does not have large-
scale funding available. It does have a high level of expertise
and is involved in projects all over the world. The ILO has
revived the social schemes of various countries and carried
out actuarial valuations. In the context of South Asia, Woodall
indicated that it is pertinent to ask whether there should be
pension ‘reforms’ or an evolution of pension schemes. In other
words, should it be a process or a managed change? Should
it be a discrete or continuous change?

104. The ILO can promote a social dialogue. It can invite
workers to sit at a roundtable and understand the technicali-
ties. In the history of the ILO, conventions form the basis of
work in social security and determine the minimum standards
of social security. This further leads toward a model of social
provisioning. As a member of the ILO, he said he preferred
the defined benefit pension scheme. The debates of the ILO
with the World Bank have produced some convergence of
ideas. The relationship of the ILO with the Bretton Woods
institutions has been valuable though not always amicable.
The debate on old age particularly, needs an open forum like
the present conference.

105. Dr. Christine Wallich, ADB Director, and Head of
Private Sector Group presented ADB’s position on the South
Asia scenario of pension reforms. She in particular expressed
her concern that the current levels of coverage are extremely
low and largely unfunded. The whole region has few devel-
oped contractual savings arrangements and instruments. She
wondered what should be the priority - doing things right or
doing the right things?

106. She said there are a number of population groups that do
not survive to gain from pensions and for them, current con-
sumption is essential. One promising area is the micro-in-
surance schemes that address the problems of the poor. There
is hope, and institutions such as SEWA in India, and in the
Philippines where sugar cane workers have organised to ad-
dress the current and long-term problems of the poor. Micro-
credit needs to be considered as credit to the majority rather
than credit for the poor. She underscored the recent change in
ADB’s priority to devote considerable time and money to
poverty alleviation, and pointed out that the whole mandate
is driven with the poverty alleviation concerns.

107. The open discussion session was vigorous in recommend-
ing that research institutions to undertake research on pen-
sions have to be established in South Asia. There was an
agreement that such a set-up and research capacity could be
located in India with a focus on South Asia. It was also sug-
gested that the International Social Security Association would
be helpful in guiding the process of instutionalizing research
on pension reforms. Undertaking public information cam-
paigns like the one in Poland is a good example of communi-
cating and propagating financial literacy. There is a need for
a state-wise review of social security and social assistance
policies.

108. The discussion also sought to clarify some fundamental
concepts such as: lifetime average earnings formula needs
to be developed as opposed to the last pay drawn as the
basis for fixing pension amounts. This led to another basic
question — who among all the stakeholders will benefit from
the reform process?

Conclusions

109. The following conclusions were drawn from Part 1 of
the Conference:

● The Ministry of Finance of India has been largely non-
committal in enforcing reforms but has been more than
happy to allow the private sector to enter into the pen-
sion systems. The point of view of the MOF — that the
demand for “pension” for the old is too much too soon
—reflects its inertia and lack of seriousness in consid-
ering the formulation of pension schemes for organised,
unorganised and specific groups. The role of private
sector deserves consideration, but also caution as
well, as it can also have accountability problems.

● Innovative pension schemes have not been discussed
by theprivate sector. Individual and contributory en-
rolment is still the route for extending the insured
population in the private sector. The belief that ur-
banization automatically allows the private sector to
cater to the maximum number of individuals appears
callous, and ignores the fact that the most vulnerable
and insecure live in the rural outback, often in situa-
tions that the urban dweller cannot even imagine, let
alone understand.

● Discussions on current account budgets and alloca-
tions have not been  adequate to highlight the burden
of pension. One rupee in ten of the government is going
into pensions. Pension dues that are not backed by ad-
equate assets — unfunded liabilities of pension schemes
for civil servants (both national and state) and employee
pension schemes — likely have grown to more than one-
third of the country’s GDP. This implies that the long-
term fiscal burden is clearly quite large. There are
massive unfunded liabilities. This aspect was not ad-
equately discussed during the conference.

● The Employee Pension Scheme (EPS) of the
organised sector workers exposes members to in-
flation risk after they retire and appears to be un-
der-funded. The compulsory savings scheme for
private sector workers seems to have excessive con-
tribution rates, low returns and deficient services that
may inhibit the promotion of the informal sector em-
ployment. The high contribution rates are partly the
result of forced savings due to excessive withdrawal
schemes. The defined benefits formulas used in the
public and private sector schemes cause inadequate
redistribution between workers and encourage early
retirement. The social assistance safety nets for the
elderly are poorly funded, and targeting efficiency also
varies considerably across the country.

● It is common knowledge that group insurance
schemes including the crop insurance scheme are
unsustainable. Can the ADB and the World Bank find
resources or become the global re-insurers for these
types of insurance programmes that are needed for
South Asia?
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