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Key Messages

Pension and social security systems are increasingly in a
state of crisis around the world. Though there are some
common factors, pension issues facing the Asian transi-
tional economies (ATEs) differ significantly from those
facing many of the East Asian countries as well as the
advanced OECD countries.

In all the ATEs, the common challenge is to develop ap-
propriate database on pensioners, contributions, benefits
paid, etc., which can assist in decision-making and analy-
sis. Moreover, the approach towards such information
should change from one of secrecy and strategic use to
one of openness. Good public policy requires timely and
relevant data. This dictum should guide the policymakers
in the ATEs.

In analyzing and devising policies for the pension systems
in the ATEs, the special circumstances and context of these
countries should be kept in mind. These include over-elabo-
rate pension systems for their level of per capita income
and development, rapidly declining total fertility rates, par-
ticularly in the People’s Republic of China (PRC), and the
central role of the state-owned enterprises (SOEs) in total
wage employment. Both the level and the pace of aging
will pose major challenges for the ATEs, particularly as
these will occur at relatively lower per capita incomes than
has been the case for the industrialized countries. This is
especially true of the PRC where the over 60 years popula-
tion is expected to increase from the current level of 10 per
cent to over 25 per cent by 2040, while the old age depen-
dency ratio will increase from 18 per cent to over 50 per
cent during the same period.

In the ATEs, pension reform must be carried out against
the backdrop of financial and capital markets being at a
nascent stage of development, significant changes in the
overall economic structure, high levels of unemployment
and underemployment, high fiscal deficits and outmoded
government budgeting systems.

In addition to its role in ensuring that senior citizens do
not fall into poverty during their old age and are able to
maintain the accustomed standard of living, developing a
sound social security and a good pension system is an
essential element of the transition from a centrally planned
to a market economy.  This will require restructuring the
SOEs, improving labour mobility, accelerating private
sector development and facilitating financial and capital
market development.

The adequacy of pension is usually measured by the re-
placement rates, i.e. proportion of the pre-retirement sal-
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ary that a pension benefit provides. The replacement rate
(about two-thirds of pre-retirement income is recom-
mended for the middle-income groups) should come from
not just one tier or scheme but from several of them, in-
cluding voluntary savings and family support.

To implement an effective universal social security
scheme, countries must have good governance systems
and strong administrative and management capabilities.
However, most of the transition economies lack these,
making the introduction of universal social security sys-
tems very problematic. It is not advisable to simply ap-
ply the pension scheme currently prevalent in the
developed and some other developing countries to the
ATEs, given such institutional weaknesses.  At the same
time, reforms of institutional aspects and governance
structures should receive high priority.

While the pension reform issues vary from country to
country among the ATEs, there are also a number of simi-
larities. These include: inadequate coverage provided by
the formal social security system; unfunded pay-as-you-
go (PAYG) components of the pension system that are
financially unsustainable because of changing demo-
graphics; defined benefit schemes that are unsustainable
given current fiscal and financial realities; early retire-
ment and resulting  benefits that are not actuarially sus-
tainable; need to enhance capacity to manage and operate
defined contribution pension schemes; the absence of a
well developed, professional fund management industry;
weak regulatory frameworks for the financial markets;
an underdeveloped insurance industry; underdeveloped
capital markets; and inadequate transparency and disclo-
sure standards. Some other pension issues in the ATEs
relate to retirement ages which are too low in relation to
life expectancy, unnecessary differences in retirement ages
for males and females, handling of transition from un-
funded schemes to funded schemes, including the civil
service, and ensuring the payment of pension benefit on
time and in full amount.

One of the main issues in the ATEs’ pension systems is
that of low coverage. Current formal pension systems in
the ATEs are largely PAYG, defined benefit (DB) pen-
sion systems that cover mainly the state sector in the ur-
ban areas. Even in the urban areas, the coverage is limited.
As a result, large segments of the working population,
especially in the rural and informal sectors, are not cov-
ered by any formal old-age pension systems. For example,
coverage in the PRC is currently around 20 per cent, and
it is even lower in other transitional economies. Because
of rapid urbanization and mobility of labor, the traditional
and informal family support systems are breaking down
and are increasingly unable to cope with the enhanced
life span and medical costs of the retirees. Low coverage
and uneven compliance lead to high contribution rates,
which in turn leads to declining rates of compliance, thus
generating a vicious circle of decreasing coverage and

compliance, as has been the case in the PRC. Expanding
coverage is however not an easy task, and considerable
planning and strategizing will be necessary.

The pension reforms in the ATEs have so far not addressed
the pensions of civil servants (or the military). They es-
sentially are enrolled under DB schemes with indexation
and survivor’s benefits. Their health benefits are often in
terms of the provision of service rather than in monetary
amounts. Given the central role of  the military and the
civil servants in one-party authoritarian states of the ATEs,
caution in reforming these arrangements is understand-
able. But the fiscal burden of the current pension and
health care arrangements cannot be sustained for long,
and reforms need to be introduced sooner rather than later.
These should incorporate a significant contributory ele-
ment and should be fiscally sustainable. Transparency and
accountability in  funds management and service provi-
sion should be institutionalized.

The focus of pension reforms should be on developing
viable pension systems that are financially sustainable and
affordable, and which do not generate significant adverse
economic impacts on savings, labor mobility, and retire-
ment decision. To achieve this objective, policymakers
should follow four guiding principles: First, the design
of pension systems must reflect country-specific circum-
stances, including the level of development, demographic
trends, macroeconomic policies, institutional structures
and the depth and breadth of financial markets. Second,
the implementation of pension reforms must be carefully
linked with the macroeconomic developments in the coun-
try, the state of corporate governance and the potential
for capital markets. Third, a supportive regulatory and
legal framework must be developed as a matter of prior-
ity. The regulatory framework should ensure the finan-
cial soundness of pension funds and safeguard the interests
of the beneficiaries, and should be designed to ensure sim-
plicity and transparency, gain public acceptance, provide
adequate safeguards, and minimize the probability of situ-
ations which may undermine public confidence. Fourth,
pension reforms must be accompanied by the develop-
ment of a professional pension fund management indus-
try. This must be part of a supportive financial
infrastructure, including banks, the insurance industry, le-
gal and accounting professions, and depositories.

In designing pension systems, three aspects of the pen-
sion promise, namely its nature, payment method, and
sustainability should be kept in mind. Each tier or scheme
providing retirement income stream needs to be evalu-
ated in terms of the above three aspects, and corrective
actions should be taken promptly when needed. The pen-
sion promise is a financial promise involving a 75-year
span. So, long-term planning and viability are essential.
These could include parametric reforms, e.g. changing
the pension benefits formula, contribution rates, age for
full pension benefits, etc. They could also involve more
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fundamental reforms, such as a shift from a defined ben-
efit (DB) arrangement in which a pension plan sponsor
bears the investment and income-generation risk for pay-
ing of mandated pension benefits, to a defined contribu-
tion (DC) arrangement in which it is the member who
bears such risk. It should be recognized that relatively
small magnitudes in real returns on pension fund accu-
mulations or in administrative costs should have a dis-
proportionately large impact on the replacement rate.
Details of design and implementation thus matter in the
outcomes of the pension system.

Since the above tasks cannot be accomplished quickly,
and since they involve areas other than pension reforms,
timing, sequencing, and pace of reforms encompassing
several inter-related areas need to be carefully framed.
There are also some issues connected to the administra-
tive/organizational structure as well as legal and regula-
tory issues. Effective implementation of the system and
enforcement of the planned retirement ages are needed.
Regarding pension benefit design, in order to allow people
to plan for the retirement it is better not to make abrupt
changes in benefit design elements, such as retirement
age and annuitization, but do so only gradually. The very
recent practice of using early retirement to enable enter-
prise restructuring should be reconsidered. Or if early
retirement is the appropriate solution for some employ-
ees, the cost for that should be provided through separate
plans, not through burdening the unified pension system.
Compliance with pension contribution requirements must
be more aggressively enforced. A suitable definition of
covered wages also needs to be carefully defined for both
contributions and benefits.

Though pension reforms are generally done in isolation
of other reforms, pension reform and capital market and
labor market reforms should go together. Successful pen-
sion reform based on market principles will not only gen-
erate long-term investment funds but also create a basis
for institutional investors, which are crucial for financial
and capital markets development. The healthy develop-
ment of financial and capital markets will, in turn, pro-
vide pension funds desiring high return investment
opportunities with prudent safeguards against excessive
risk. While pension reforms and capital market develop-
ment reinforce each other, the key is to have good poli-
cies, regulations, and institutions in place to carry out the
reforms. The capacity of the regulatory institutions and
degree of capital market development will influence the
pace of social security reforms.

The reforms of the social security system may usefully
be linked with restructuring reforms and ownership di-
versification of enterprises in the ATEs generally,  and in
the PRC specifically.  A mechanism for actively restruc-
turing these enterprises will have to be instituted so as to
support pension reforms. Such a mechanism may include
the sale of government assets and direct share sales and/

or share transfers into special enterprise funds. Two ap-
proaches have been followed by countries to link SOE
divestiture with capital markets development and pension
reform. First, capitalization of pension fund accounts
through transfer of SOE shares, and second, capitaliza-
tion of pension fund accounts through transfer of cash
proceeds from SOE divestiture. The real benefits of re-
structuring will accrue as a result of changing the way in
which these enterprises are eventually governed.

Issues connected to governance and accountability and
the role of a pension fiduciary occupy center stage in pen-
sion reforms. Fiduciaries must manage pensions in the
participants’ best interests, establish and collect contri-
butions, manage money cost-effectively and responsibly,
report to stakeholders, and pay benefits expeditiously.
Fiduciaries must ideally consider only risk and return,
not “social” or political objectives, pay reasonable fees
for service, and suffer penalties for misbehaviour. To im-
prove governance, provident and pension fund authori-
ties need to be provided both operational and policy
autonomy, but with high degree of fiduciary responsibil-
ity, transparency, accountability, and benchmarking. As
far as the ATEs are concerned, once the legal basis has
been established, governance issues, especially the ca-
pacity of the pension administration and public aware-
ness, appear to be key for effective improvement in the
compliance rate.

The tax arrangements for pension products and for the
pension providers should not unduly discriminate against
or in favor of any one product or provider. In particular,
purchase of annuities (or any phased withdrawal of accu-
mulated retirement savings) should not attract discrimi-
natory tax levy. These arrangements also should have an
appropriate balance between providing incentives for re-
tirement losses, the equity implications, and the tax fore-
gone.

Investment policies and performance need to be improved.
For this, fiduciary responsibility must be emphasized,
while political risk needs to be minimized. Professional
expertise, both within and outside the provident fund orga-
nization, must be utilized. It is crucial to perform the in-
vestment function in a prudent yet remunerative manner.
Obtaining a positive real rate of return (after investment
management costs) on accumulated balances at a rate
higher than wage growth is essential for an adequate re-
placement rate. Effective asset diversification, transpar-
ency of investment portfolio and its valuation are essential.
Strategy is needed to improve the quality and variety of
existing assets and to add new good quality assets to the
potential investment portfolio of pension funds. This can
be done through divestment, synthetic products,
securitization, etc. At an appropriate time, international
diversification with safeguards should be considered. In
permitting individuals to withdraw a part of their balances
before retirement for investment purposes: financial lit-
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eracy of the members, depth of financial and capital mar-
kets, and cost of investments should be kept in mind. In
most developing countries, there is a shortage of requi-
site expertise or knowledge regarding how to make the
right decision on how and where to invest. So there is a
need to build the expertise over a period of time, includ-
ing through joint ventures to bring in foreign expertise.

The link between social security and eradication of pov-
erty should be acknowledged and taken account of at the
starting point of the establishment of a pension system
itself. The social security program, social assistance in
particular, can be considered as protection-oriented pov-
erty-alleviation scheme. Development-oriented poverty-
alleviation programs actively assists the poor to be
self-reliant and has significant importance from the per-
spective of sustainable development. Both measures can
be adopted jointly and are complementary to each other.
Both involve budgetary expenditure, particularly on the
social sector. It is essential that this expenditure process
should be as efficient as possible, with few leakages, as
additional resources for these purposes will not be forth-
coming easily. In the ATEs, the laid-off workers pose a
special concern. The PRC experience shows that the ma-
jority of this group would enter the informal sector. Emer-
gency policies and efforts should be made to maintain
and protect rights and entitlements for these people, es-
pecially for those approaching retirement. In the PRC
context, urban poverty has also become a problem now.
This is also the case in Viet Nam. Most social security
systems are employee-oriented, and instead of thinking
of an extension of the formal schemes, alternative ways
to reach the informal sector should be seriously consid-
ered.

The diversity of social and economic issues that impact
on regulation, management, operation and financing of
pension schemes indicate that there is no unified approach
that can be applied across countries. There is no one magic
approach to pension system reforms. Countries must have
clear objectives for pension system reforms, which in-
clude the following: increase pension coverage, remove
impediments to structural economic reform and avert old
age poverty; improve financial sustainability; and con-
tribute to the development of financial and capital mar-
kets. For this, the necessary policy actions include the
seeking of a prudent resolution of implicit pension debt,
improving management standards and corporate gover-
nance, developing supplementary schemes, and establish-
ing a legal, regulatory and supervisory framework for
pension, capital markets, and insurance.

Finally, it is essential to focus on the fact that the national
real output or GDP and its growth are central to the mac-
roeconomic viability of social security arrangements.
There is, therefore, a need to address the political economy
issues of pension reforms. There is also a need to care-
fully co-ordinate macroeconomic reforms, capital and fi-

nancial market reforms, and corporate governance with
pension reforms. Multi-tier systems are preferable to
single-tier systems, but each tier and its sub-elements
should be introduced after careful consideration. Too hasty
and ambitious pension reforms may be as detrimental as
too slow and cosmetic reform.

Introduction

1. The Capacity Building Conference on Reforming Pen-
sion Systems in the Asian Transitional Economies (ATEs)
was jointly organized and sponsored by the Asian Develop-
ment Bank Institute (ADB Institute), the Asian Development
Bank (ADB), and the PRC Ministry of Labor and Social
Security (MOLSS) and supported by Morgan Stanley, a pri-
vate sector institution. It consisted of two parts: Part I com-
prises a high-level Policy Conference and was held in Tokyo,
Japan, during 5–6 July 2001. The Policy Conference was
designed to highlight pension reforms as a critical public
policy issue and provide a forum for key policymakers from
concerned ministries in the region to exchange views and
experiences on pension system reforms in order to help
policymakers reach policy consensus on adopting appropri-
ate pension reform strategies. Part II consisted of a Training
Workshop and was held in Beijing, People’s Republic of
China during 9–13 July 2001. It was designed to provide
‘nuts-and-bolts’ training to enhance conceptual and practi-
cal skills of middle- to senior-level government officials as
well as private sector persons engaged in pension reform-
related operations and activities. Participants for both parts
came from Cambodia, PRC, Lao PDR, Mongolia, Myanmar
and Viet Nam.

2. Resource persons for both parts included experts from
international organizations such as the ADB, ADB Institute,
International Labor Organization (ILO), eminent experts from
major regional and international research centers and the
academia, high-level officials from ministries of finance and
labor and social securities from participating countries, as well
as private consulting groups. This paper provides a summary
of the proceedings of the Policy Conference on Part I of the
Capacity Building Conference.

3. The main topics covered include the following:

● Issues and Reform Strategy of the Pension Reform in the
PRC

● Policy Issues in Pension Reform in Cambodia, Lao PDR,
Mongolia, and Viet Nam

● Policy Issues in Pension Reforms and Restructuring SOEs
● Issues in Pension Reforms and Restructuring SOEs in the

PRC
● International Experiences and Lessons for ATEs on Pen-

sion Governance and Regulation
● Lessons for ATEs from the Experiences of Australia, Chile,

and Hong Kong, China
● Lessons for the ATEs from the Southeast Asian Experi-

ence

20

21

19



ADBI Executive Summary Series No. S54/02 5

● Social Security, Social Safety Nets, and Poverty-Reduc-
tion

● Role of the ADB Institute in Pension Reforms in Asian
Countries

● ADB Activities in Pension Reform-Related Issues in the
ATEs

● Roles and Activities of the ILO in Social Security Reform
in ATEs

4. The Policy Conference was opened by Dr. Masaru
Yoshitomi, Dean, ADB Institute, Tokyo and Mr. Bruce
Murray, ADB Resident Representative in the People’s
Republic of China. Yoshitomi pointed out that pension and
security systems are increasingly in a state of crisis around
the world. Though there are some common factors, pension
issues facing the ATEs differ significantly from those con-
fronting many of the East Asian countries as well as the ad-
vanced OECD countries. Yoshitomi noted that while it is
increasingly recognized that pension systems and the way they
are managed can play a critical role in promoting sustainable
economic and social development, the much-needed reforms
of pension funds in developing countries, including the ATEs,
are hampered by a lack of clear understanding of the various
policy options as well as lack of skills and institutional capa-
bility in the design and implementation of appropriate reform
programs.

5. One main problem of the ATEs’ pension systems is that
of low coverage. Current formal pension systems in the ATEs
are largely PAYG, defined benefit (DB) pension systems that
cover mainly the state sector in the urban areas. Even in the
urban areas, the coverage is limited. As a result, large seg-
ments of the working population, especially in the rural and
informal sectors, are not covered by any formal old-age pen-
sion systems. For example, coverage in the PRC is currently
around 20 per cent and is even lower in other transitional
economies. Because of fast urbanization and mobility of la-
bor, the traditional and informal family support systems are
breaking down and are increasingly unable to cope with the
enhanced life span and medical costs for retirees. All this point
to a clear need to create new pension and social security sys-
tems to provide for the large segments of the population work-
ing in the formal and informal sector. To implement an
effective universal social security scheme, countries must have
good governance systems and strong administrative and man-
agement capability. However, most of the transition econo-
mies lack such capability, making the introduction of universal
social security systems very problematic. Yoshitomi empha-
sized that it was important to identify the institutional weak-
nesses prevailing and what could be done to overcome them,
and that it was not advisable to simply apply the pension
scheme developed in the developed and developing countries
to the ATEs, given such institutional weaknesses.

6. While the case for introducing universal social security
systems to include the informal sector may be debatable, there
is a clear need to extend coverage in the formal sector. Low
coverage leads to high contribution rates, which in turn leads
to declining rates of compliance, thus generating a vicious

circle of decreasing coverage, as has been the case in the PRC.
Yoshitomi highlighted some other issues connected with pen-
sion reforms, such as: restructuring of SOEs, reform of civil
service pension systems, poor management of pension funds
and lack of portability of pension. Pension issues in ATEs
need to be addressed in the context of mass poverty, extremely
low per capita income and rapid ageing in these countries.
This is especially true of the PRC where the over 60 years
population is expected to increase from the current level of
10 per cent to over 25 per cent by 2040 while the old age
dependency ratio will increase from 18 per cent to over 50
per cent during the same period. These high dependency ra-
tios, as high as those experienced in the advanced countries,
confront these economies when per capita income is much
lower than the advanced countries.

7. In his opening remarks, Murray noted that in addition to
ensuring that senior citizens do not fall into poverty after a
lifetime of hard work, ATEs must develop a sound social se-
curity and a good pension system as they transit from a cen-
trally planned to a market economy. This could be done
through restructuring SOEs, improving labour mobility, ac-
celerating private sector development and facilitating capital
market development. The observed rapid graying of the popu-
lation, both in the ATEs and other countries, underlines the
need to develop new pension mechanisms that take these de-
mographic changes into account and encourage savings and
capital market development. In ATEs, pension reforms must
be carried out against the backdrop of financial and capital
markets being at a nascent stage of development and dramatic
changes in the overall economic structure, including high lev-
els of unemployment and high fiscal deficits.  While pension
reforms and capital market development reinforce each other,
the key is to have good policies, regulations, and institutions
in place to carry out the reforms. The capacity of the regula-
tory institutions and degree of capital market development
will influence the pace of social security reform. The reform
options available to countries vary, depending on the prevail-
ing demographic features, macroeconomic conditions and the
state of the financial and capital markets. While pension re-
form issues vary from country to country, there is also a num-
ber of similarities. These include: inadequate coverage
provided by the formal social security system; un-funded pay-
as-you-go (PAYG) components of the pension system that are
financially unsustainable because of changing demographics;
defined benefit schemes that are unsustainable given current
fiscal and financial realities; early retirement ages and ben-
efits that are not actuarially sustainable; a lack of capacity to
manage and operate defined contribution pension schemes;
the absence of a well developed, professional fund manage-
ment industry; weak regulatory frameworks for the financial
markets; an underdeveloped insurance industry; underdevel-
oped capital markets; and inadequate transparency and dis-
closure standards. The focus of pension reforms should be on
developing viable pension systems that are financially sus-
tainable and affordable. To achieve this objective, Murray laid
down four guiding principles for policymakers. First, the de-
sign of pension systems must reflect country specific circum-
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stances, including the level of development, demographic
trends, macroeconomic policies, institutional structures and
the depth and breadth of financial markets. Second, the imple-
mentation of pension reforms must be carefully linked with
the macroeconomic developments in the country, the state of
corporate governance and the potential for capital markets.
Appropriate legal, regulatory, and institutional frameworks
are needed to support pension reforms. Third, a supportive
regulatory and legal framework must be developed as a mat-
ter of priority. The regulatory framework should ensure the
financial soundness of pension funds and safeguard the inter-
ests of the beneficiaries, and should be designed to ensure
simplicity and transparency, gain public acceptance, provide
adequate safeguards, and avoid an early failure of the reform
program. Fourth, pension reforms must be accompanied by
the development of a professional pension fund management
industry. This must be part of a supportive financial infra-
structure including banks, the insurance industry, legal and
accounting professions, and well-regulated capital markets.

Pension Reforms in PRC:
Issues and Reform Strategy

8. Mr. Jiao Kaiping, Director General of Pension Insur-
ance, MOLSS, PRC began his presentation on “The Reform
of the PRC Pension Insurance System” by providing the back-
ground and history of the PRC pension system. The PRC is a
developing country having the largest population in the world
and with weak economic foundation and its average gross
domestic product (GDP) per capita being lower than the
world’s average. Since 1978, the PRC has implemented the
reform policies by opening to the outside world and by expe-
diting all of which have provided a good foundation for the
development of pension insurance.

9. Kaiping provided a brief history of the pension system
in the PRC. The old age pension system in the PRC was one
of the earliest programs within the social insurance system
established after the newly-founded Chinese Republic in
March 1950. Details of employer contributions into the labor
insurance fund, pension benefits and retirement ages were
determined and implemented by the State Council for enter-
prise workers and civil servants, first separately and later
jointly. From 1966 to 1976, due to the political influence, the
social pooling of the labor insurance fee was cancelled and
pension insurance costs were borne by individual enterprises.
In June 1978, the State Council stipulated that male cadres
and workers might retire at the age of 60, female cadres at 55,
and female workers at 50, provided that they had 10 years of
consecutive service.  If they meet these conditions, they could
refine and could be entitled to a pension between 60 and 75
per cent of their wages. Those employees who became dis-
abled due to employment injury, their inability to work due to
sickness, and those who worked in hazardous environments
such as underground, in high temperature environment, etc.
could retire at a different age.

10. Since the 1980s, with the gradual establishment of the
PRC’s socialist market economy, the reforms of the PRC pen-
sion insurance system has been on the agenda. Starting from
1984, pooling of pension insurance costs was done in some
localities. In 1991, the State Council issued a promulgation
aimed at (i) establishing a multi-tier pension insurance sys-
tem, namely the State compulsory basic pension insurance,
enterprise supplementary pension insurance and the individual
saving pension insurance; (ii) forming a multi-channel re-
source pooling mechanism, in which the state, enterprises,
and individual workers rationally shared the expenditures of
the pension insurance; and (iii) reforming the PAYG system
and adopting the principle of defined contribution (DC) ac-
cording to the expenditure with some surplus. In 1995, the
State Council adopted the principle of combining social pool-
ing with individual accounts in pension insurance and pro-
posed two approaches for localities as references for its
implementation. In July 1997, the State Council established
the basic framework of the PRC pension insurance system
through the unification of the basic pension insurance for en-
terprise workers.

11. The main content of the reforms listed in the 1998 State
Council Circular include the following: (i) standardization of
the contribution rates for employers and individuals; (ii) uni-
fication of the size of the individual accounts; (iii) unification
of the method of calculating the basic pension benefit; (iv)
implementation of provincial pooling; and (v) transfer of sector
pooling to local government. Under the reform, the enterprise
contribution rate was limited to less than 20 per cent of the
enterprise employee’s payroll in general with the individual
employee contributing 8 per cent of his/her wages. Individual
accounts are to be set up for each individual employee, the
total contribution in the individual account being 11 per cent
of the wages. All the individual contributions will be placed
in the individual accounts and the balance will be transferred
from the enterprises’ contribution. The pension benefit will
consist of a basic pension (20 per cent of the employee’s av-
erage wage) and an individual account pension (1/120 of the
total saving of the individual accounts). Transition pension
benefit will be paid to those who start their employment be-
fore the reform but retire after the reform. For provincial pool-
ing purposes, the various localities have been divided into
two categories. For those regions with the good necessary
conditions, the enterprise contribution rate will be unified in
the whole province and steps taken to unify the management
and use of the pension fund. For other regions, a provincial
redistribution fund must be set up.

12. Kaiping then provided some details about the basic frame-
work of the PRC’s current pension insurance system. In the
PRC, the government, enterprises, and individuals jointly share
the cost of pension insurance, and about 110 million active
workers are covered by the system. The basic pension insur-
ance system for urban workers covers all kinds of enterprises
and their employees as well as the individual workers in urban
areas. The statutory retirement ages are 60 years for males, 55
for female employees who are engaged in managerial and sci-
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entific research work and 50 for female workers who are en-
gaged in production or supplementary work. This low retire-
ment age, according to Kaiping, gave rise to a heavy pension
obligation, and the issue of the gap in retirement ages for males
and females had given rise to some debate. Contributions must
have been made for at least 15 years and the statutory retire-
ment age be reached to qualify for pension benefit, which are
paid through a monthly annuity for those who have made con-
tributions for 15 years or more and by a lump sum payment for
those who have made contributions for less than 15 years. There
is also a transitional policy for those who participated in pen-
sion insurance before the reform but will retire after the reform
started. To compensate for their years of service without indi-
vidual accounts, the government set up a transitional pension
benefit. The state also periodically raises the pension level ac-
cording to increases in wages and consumer prices.

13. With the setting up of the MOLSS in 1998, the main
focus of pension reform in the PRC has been on ensuring the
payment of pension benefit on time and in full, and consider-
able progress has been made on this. To solve the problem of
benefit arrears by enterprises, a social security system that is
independent of enterprises has been set up. From 1999, the
socialized delivery of pension benefit has been actively pro-
moted through entrusting social insurance agencies, banks and
post offices, and community service institutes to deliver pen-
sion benefit. Currently, more than 27 million retirees receive
their pension from social institutions and the rate of social-
ized pension benefit delivery has exceeded 92 per cent. In the
past year, the scope of coverage of basic pension insurance
has been expanded to include all kinds of urban enterprises
and public institutions that are managed as enterprises and
their employees’ contribution collection has been enforced
(compliance rate is more than 90 per cent), and pension ben-
efit of retirees has been increased by 15 per cent.  Over the
past three years, the central government has allocated more
than 50 billion Yuan for the pension fund.

14. Kaiping concluded his presentation with a brief descrip-
tion of the enterprise supplementary pension insurance, which
is voluntary employer-sponsored scheme and governed by
relevant state provisions. All contributions by employers and
workers are put into individual accounts and this is a fully
funded system. When workers retire, all accumulation in the
accounts can be drawn as a lump sum or as smaller lots, and
the individual account is portable with changing jobs. The
PRC began to implement this scheme in 1991 and it has so
far covered 8 million workers with a total accumulation of 20
billion Yuan.

15. Professor Athar Hussain, Senior Research Fellow,
London School of Economics, UK began his presentation
on “Pension Reforms in PRC: Issues and Reform Strategy”
by stating that it was important to be clear at the outset about
what one wants from a pension system. At the very minimum,
it should provide wide coverage, subsistence and reduced pov-
erty in old age, hence providing a link between the working-
life and the pension-period.

16. Hussain emphasized that the history of the pension sys-
tem was important for any pension reform strategy.  The
present problems that the PRC pension system faces has very
little to do with what has happened in recent years and much
more to do with what has happened in the past. Despite large
changes since the 1950s, in practice, Hussain stated, the PRC
pension system remains closely tied to the state sector, and
some of the principal problems the PRC pension system cur-
rently faces are due to this relationship.

17. The pension system was initially financed on a partially
funded basis by employer contributions, which were pooled
nationally and managed by the labor union—All China Fed-
eration of Trade Unions. Initially, the contributions were far
more than payments and the earlier pensioners received pen-
sions, which had little relation with their contributions. During
the Cultural Revolution, the operation and financing of pen-
sions together with other items of social insurance were decen-
tralized to units of employment or work units. The funding of
future pension liabilities was disbanded and the pension fund,
which was accumulated over more than ten years, the Ministry
of Finance appropriated it as special income. Pensions and other
social insurance benefits were to be financed by work units,
each for its own employees from their current expenditure. There
were few retirements during the reform period, which, com-
bined with the re-introduction by the government of the man-
datory retirement age and higher pensions, led in the early 1980s
to a sharp rise in the number of pensioners. Many enterprises
were unable to pay pensions to their retired employees. There
was thus a clear need to reform the pension system, which was
not able to cope with the sharp increase in numbers.

18. Hussain stated that the changes in the pension scheme
between 1978 and 1997 were no more than stopgap measures
to keep the system inherited from the Cultural Revolution pe-
riod functioning. To cope with the problem of some enter-
prises not being able to pay the pensions of their retired
employees, the government introduced a pooling of pension
liabilities. These pooling schemes were local and predomi-
nantly organized by municipal governments, and initially cov-
ered only SOEs, but over time were extended to include
collective enterprises as well. The old pension system was
recently replaced with a new system in 1997.

19. The current pension system in the PRC consists of three
components: (i) a system that in principle covers most of the
urban employees; (ii) a mandatory system for government em-
ployees, armed forces and employees of public (but non-gov-
ernmental) institutions; and (iii) a voluntary system for the rural
population. These schemes are run completely independently
of each other and are highly decentralized. Hussain remarked
that the problem of floating population exists because rural and
urban areas have separate pension systems, and if there was one
system, migration would not be a problem. The crucial question
then is how to provide social security to people who migrate
from rural to urban areas. The urban pension system is still not
a fully functional system, so extending it to rural areas will com-
pound problems, Hussain stated, instead of giving benefits.
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20. As laid down in the 1997 State Council Circular, the re-
sponsibility for the operation of the pension scheme is to be
transferred from the units of employment (or work units) to
government agencies. The old-age pension under the new sys-
tem is to follow a three-pillar system, as follows. Pillar 1 has 2
components, Pillar A and B. Pillar 1A is a defined benefit (DB)
PAYG pay scheme with pay-out equal to 20 per cent of the av-
erage local wage and paid from a social pool financed by em-
ployer contributions with the government making up any deficit.
This is aimed at ensuring that pensions cover a minimum sub-
sistence for the locality. As 20 per cent of wage would not be
sufficient to cover a minimum subsistence, Pillar 1B is envis-
aged. This is a pre-funded DC scheme and is dependent on ac-
cumulated reserves in the individual accounts, which are notional
accounts. Pillar 2 is a DC, employer-sponsored scheme, financed
by employer contributions but the details are not yet finalized.
Pillar 3 is to be a voluntary scheme, financed by employee con-
tribution, but it has not been finalized so far. The two-pillar sys-
tems (A and B) are geared towards preventing poverty amongst
pensioners and helping to maintain a living standard in retire-
ment that conforms to earnings over the working life.

21. The expected long period of transition raises the impor-
tant issue of how to determine and finance the pensions of
those who retire before the transition is completed near about
the year 2025. Hussain pointed out that though the replace-
ment rate of 75 per cent is more generous that what is usual in
most economies, many pensioners, however, live in poverty.
This was because the average wage was low until the early
1990s, when many of today’s pensioners retired. Hussain
stressed that the financing problem is most crucial in the PRC,
as outstanding liabilities are too large to be covered by sim-
ply extending coverage. Two issues that are important for the
cost of financing are how long the person is expected to con-
tribute and how long he is expected to live at the time of re-
tirement. The sustainability of the old-age pension provision
over time requires a separation of the funded component of
the new pensions schemes from the un-funded pension liabili-
ties left behind by the old system, and the financing of the
latter from sources other than the payroll contribution. In prin-
ciple, this is provided by the State Council Circular of 2000
and moves towards setting aside a percentage of proceeds from
the sale of State shares in enterprises in a fund to finance the
overhang of pension liabilities. But the details of a full solu-
tion to the problem remain yet to be decided.

22. Hussain concluded his presentation by listing some ur-
gent problems that the PRC faces in its pension system, namely
default and delays in pension payments, insufficient risk-pool-
ing, transition from enterprises-based to socialized system,
and low coverage outside the state sector. The crucial issue
here is how to persuade a person living in a PRC city to join
the pension system, as there is not much incentive to join the
system as it presently exists, according to Hussain. The new
pension system of 1997 in the PRC generally satisfies all the
principles that one looks for in a good system, and the level
of design also does not have any serious problems, stated
Hussain, but it remains a modification of an existing system,
and not a new system, and this is where the problem lies.

23. Mr. Baljit Vohra, President, The Intrados Consulting
Group, US began his presentation on “Pension Reform in the
PRC: Issues and Reform Strategy” by noting that how to put in
place an effective system and how to try to erase some of the
anomalies of the old experimentation period were the main prob-
lems that the PRC faced in her pension reform. Moreover, pro-
vincial administration has resulted in duplication of
administrative effort and the possibility of unintended benefit
levels when workers move from high-wage to low-wage prov-
inces and vice versa. Payment of Pillar 1A benefits continues to
be the responsibility of the Social Insurance Agency (SIA) in
the locality where the worker was last employed, even though
the worker may now live somewhere else. Hence, benefit levels
may be inappropriate, and the costs associated with paying ben-
efits are unnecessarily high, because each SIA may be making
payments anywhere in the PRC. Also, past difficulties associ-
ated with issuing, maintaining, and enforcing the use of unique,
national identifying numbers for workers are perhaps more se-
rious, with respect to both administration and cost. Currently,
the PRC has no uniform nationwide system of collection of so-
cial insurance pension contributions, nor does one single agency
have the responsibility for collection, ensuring compliance and
taking appropriate enforcement action. The organization respon-
sible for collection of contributions towards Pillar 1 pensions
varies not only from province to province but also within prov-
inces. Other problems include limited coverage, non-compli-
ance, generous interpretations and exemptions, low retirement
ages and easy eligibility for early retirement benefits. More-
over, as contribution rates rise, compliance rates decline, gener-
ating a vicious circle of decreasing coverage. Also, the current
localized pooling system has made only partial inroads in aver-
aging the costs of the enterprises. Vohra pointed out that it is
only by moving to larger pooling units, eventually provincial
and national, that contribution rates will become convergent.
The progress remains slow towards a unified viable system.

24. Some technical inconsistencies in the computation of
benefits, which have caused the Pillar 1A benefits to be much
higher than the intended 20 per cent of the average also need
to be sorted out. Vohra observed that another key issue, which
needs attention, concerns the pre-funding of 1B individual
accounts. There exists a lack of clarity about how much money
is needed in Pillar 1 to re-capitalize the individual accounts
that have been used to fund the existing PAYG. There are also
some issues connected to the administrative/organization
structure as well as legal and regulatory issues. The PRC does
not yet have a national pension law. Many of the pension mea-
sures taken by the State Council have been introduced in ad
hoc, piecemeal, and inconsistent fashion. Also, Vohra pointed
out, any surplus funds in the social pooling system or indi-
vidual accounts have not been prudentially invested on capi-
tal markets. This may have been caused by, among other
things, a lack of clear investment guidelines, a shortage of
investment professionals, absence of effective legal and regu-
latory regimes, failure to link pension reforms with capital
markets development, and a fear of financial risks.

25. Regarding pension benefit design, the first strategic pri-
ority, in order to allow people to plan for their retirement is
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better not to make abrupt changes in benefit design elements,
such as retirement age and annuitization, but to do so only
gradually. For example, the retirement age might be gradu-
ally raised to 65, starting in the year 2010, with the increase
phased in over 10 years for males and 20 or more for females.
Similarly, the annuitization factor could be gradually increased
over a period of years, going from 120 now to a more actuari-
ally correct factor in the range of 200–250, depending on other
policy decisions. The phasing in of this change could start
earlier than the phasing in of the retirement age, since in the
near term individual account-based annuities are only a small
part of the overall pension.

26. Effective implementation of the system and enforcement
of the planned retirement age are needed. The very recent
factor of using early retirement to enable enterprise restruc-
turing should be stopped. Or if early retirement is the appro-
priate solution for some employees, the cost for that should
be provided through separate plans, not through burdening
the unified pension system. Compliance with pension con-
tribution requirements must be more aggressively enforced.
And a suitable definition of covered wages has to be deter-
mined for both contributions and benefits.

27. The higher transition benefit level for one sector of the
workforce is perceived by some as unfair, and drives the re-
quired contribution rates to a level that is too high in compari-
son to benefits received for other sectors. That leads to
compliance problems, which further hurt pension plan finances.
A compromise approach may have to be taken to have a social
pool and payroll based contributions finance benefits only up
to the long-term target of 58.5 per cent.  Alternative financing
sources such as state owned assets or general revenues could
be used to finance transition benefits above that level. Com-
bined with the benefit design options described above, this
would produce a long-term required contribution rate of 15 per
cent of the payroll. In the short-term, costs could be higher
than 15 per cent of payroll, in part due to the abuse of early
retirement and the low rates of compliance of contribution re-
quirements. Vohra recommended setting the contribution rates
at the long-term cost levels and using debt to cover any near-
term financing problem. The debt could be retired by future
payroll based contributions that is implicit in the way long-
term cost is calculated. Reducing quickly the contribution rates
to the long-term cost level will help to improve compliance.

28. Improving compliance for the pension contribution re-
quirements is essential to achieving near-term and long-term
financial stability in the PRC’s pension system. A common
solution to this need is to use the tax authorities—the state
administration of taxation—to collect the contributions, and
that approach should be considered for the PRC as well.

29. Another problem concerns the wide variations in the fi-
nancial condition of the pension system in different locali-
ties. Pension pools with less favorable conditions may require
assistance from the central government. The introduction of a
solidarity fund will help manage this problem better. This fund

can be used to offset those factors that unfairly disadvantage
an area, such as older population or higher retirees-to-worker
ratios, and may help to manage this problem. This fund could
also serve as a channel for extra financing, redistributive or
reinsurance functions. The recently set up Social Security Fund
in the PRC could be used to fulfil the same purpose that has
been described for the solidarity fund.

30. The PRC needs a national basic pensions law that must
set forth rules to ensure national consistency in terms of basic
policy and standards and information sharing systems and to
resolve regional disputes as they arise. Vohra recommended
the establishment of a pensions fund bureau, a non-profit en-
tity directly under the charge of the State Council, to manage
and invest money accumulated in the individual accounts and
the social pool in the best interest of contributors and benefi-
ciaries, and to invest the fund with a view to achieving the
maximum rate of return without undue risk of loss. Eventu-
ally, there should be private sector management of these indi-
vidual accounts, based on investments made in wealth
producing assets. Supplemental pensions should be commer-
cially managed. Vohra recommended limiting the manage-
ment of supplemental pension assets to institutions like banks,
mutual funds and insurance.

31. In many countries, the development of the pension sys-
tem has coincided with the development of modern, efficient
capital markets. The PRC’s capital markets have arrived, and
they are here to stay, stressed Vohra. However, there are some
problems with the PRC security markets that have to be dealt
with: weak regulation, inadequate listing requirements, lack
of transparency and disclosure, limited enforcement, volatil-
ity, subsidy for inefficient SOEs. Vohra stated that he firmly
believed that pension reforms do not need to be delayed due
to the absence of some of these conditions. To minimize in-
vestment risk, regulation could be considered that requires
the PRC pension fund portfolios to replicate substantially the
composition of a widely recognized index of a broad class of
securities traded in Shanghai or Shenzen or other stock ex-
changes, a unified national market index in the PRC be de-
veloped, and investment opportunities abroad be looked at as
a viable option for the consideration of pension funds.

32. The pension system for civil servants and employees of
public institutions, which is still a state financed PAYG DB
system with high replacement ratios, also needs to be re-
formed. Vohra suggested a number of refinements to the man-
agement of the pension system, including bringing in the
pension revenues and expenditures into the budgetary sys-
tem, delinking the flow of information from the flow of mon-
eys, allowing the tax authorities to collect pension
contributions, and regular production of long-term financial
projections by the professional actuarial staff of the govern-
ment entity responsible for pensions.

33. The reform of the social security system is substantially
linked with restructuring reform and ownership diversifica-
tion of enterprises in the PRC. A mechanism for actively re-
structuring these enterprises will have to be instituted so as to
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support pension reforms. Such a mechanism may include the
sale of government assets and direct share sales and/or share
transfers into special enterprise funds.

34. In conclusion, Vohra observed that pension reform is a
very complex issue in the PRC, especially in relation to ad-
dressing the fundamental issue of how the society provides
for old-age financial security. That brings in the equally com-
plex issue of how a society manages its savings. The PRC
government agencies (MOLSS and MOF) are addressing these
issues closely, as well as other related areas such as regula-
tion, administration, tax policy, fair employment practices,
and legislation. Vohra stated that the recently concluded ADB
project in the PRC provides many recommendations for im-
provements in all these areas. The timing and sequencing of
recommendations also need to be optimized. Vohra observed
that under the PRC’s present financial situation, there is still
time to make the necessary changes before the pension re-
form becomes too painful. Vohra concluded his presentation
by stating that currently the PRC is in a momentous phase of
its reform program and that the reform action would provide
financial security in retirement for the PRC’s citizens.

35. Professor Mukul Asher, National University of
Singapore, Singapore and  ADBI  Visiting Scholar began
the open discussion session by enquiring about the possibil-
ity of allowing any pre-retirement withdrawals for housing
from the pension accounts in the PRC. Kaiping stated that so
far there was no linkage between the pension scheme and hous-
ing, as there were already many subsidies, not linked to pen-
sion savings, for housing and also there was no money in the
individual accounts to be withdrawn for housing as these were
only notional accounts. To a query from Dr. Raj Chhikara,
ADBI Senior Capacity Building Specialist about whether
the PRC was moving in the direction of a universal basic pen-
sion system, and if yes, whether the PRC had the funds to
finance it, where would the funds come from, and how would
it be financed, Kaiping replied that as there was not enough
money to pay for pensions for all, it was necessary to sepa-
rate the urban from the rural people or pensions. Murray in-
tervened to say that while the PRC was trying to mobilize
more money for its social security reform by selling some of
its state assets and putting them into social security reform,
implementing some new taxes, issuing some new bonds, and
looking at its fiscal priorities for allocating the budget and
putting more money as a percentage of the budget into social
security over the longer term, the PRC should consider a
broad-based social security tax to help fill in the debt. Murray
emphasized that the area of greater concern was, however, on
the investment side. Government bonds did not provide ad-
equate returns. Effort would be needed to improve governance
in the PRC stock market, develop the bond market, and steps
taken to diversify risk overseas. Chhikara observed that pen-
sion reform was politically contentious in all countries, and
one key aim of the capacity-building pension policy confer-
ence and training workshop was to bring officials from the
relevant ministries together, so that they can talk to each other
and not past each other. Kaiping stated that pension reform in
the PRC had progressed considerably but there were still prob-

lems, especially in extending coverage to the rural popula-
tion and employees in government and public institutions.
How to integrate these two groups into the general urban pen-
sion system remained a key question. Chhikara enquired about
whether provincial pooling in the PRC was eventually going
to lead to some kind of regional pooling and whether this was
already part of the plan, and cautioned that provincial pool-
ing could have a serious downside to it, create enforcement
and compliance problems in provinces with large amounts of
regional disparities, and also drive out enterprises from these
states. Kaiping replied that though there was a lot of debate
about provincial pooling in the PRC, it remained very signifi-
cant for the PRC pension system reform, though the goal is to
have a uniform basis for pooling, and to move from pooling
at local to provincial to national levels and make the contri-
bution rate more realistic and portable to enterprises.

Pension Reforms in Cambodia, Lao PDR,
Mongolia and Viet Nam: Policy Issues

36. In his presentation, Dr. Batbayar Shiileg, Minister of
Social Welfare and Labor, Mongolia outlined the main fea-
tures of the pension system in Mongolia. Prior to 1995,
Mongolia had a universal pension system with a high rate of
access but low rate of pension and weak targeting. From 1995
onwards, Mongolia has had a state pension system financed on
PAYG principle where workers are covered on a compulsory
basis. Contributions are collected from both employers and
employees. While the system has covered a comparatively big
part of the Mongolian population (75–80 per cent of all em-
ployees in the past 4–6 years), the system has a number of dis-
advantages that have had an impact on social and economic
achievement from year to year: the high payroll tax of 19–20
per cent, which decreases possibilities to accumulate domestic
savings for employees and limits employer’s interest to gener-
ate job opportunities, and dependence on state budget trans-
fers.

37. Shiileg pointed out that Mongolia is a comparatively
young country, despite the global ageing tendency, with 74
per cent of the population below 34 years of age. The demo-
graphic changes will be significant from the year 2010 on-
wards worsening in 2020 onwards when the dependency ratio
will begin to increase due to the start of mass retirement of
those born in the 1960s and 1970s, which saw a baby boom,
and at the same time the growth in the labor force will slow
down alongside the slowing of the rate of growth of the popu-
lation. The number of pensioners per employee is likely to
increase from 0.31 to 0.40–0.45 during 2010–2020. On the
basis of an evaluation and assessment of this situation, the
Mongolian government has worked out the Main Guidelines
for Pension Reforms to be followed by the State up to 2020.

38. Shiileg outlined the main challenges facing the guide-
lines, the objective being to ensure a decent income for pen-
sioners and promote economic growth. These include
improving the current PAYG system, establishing individual
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accounts for all contributors born on and after 1 January 1960,
introducing a partial funding system from the year 2005, and
transferring to a fully funded system by the year 2020. Under
the proposed system, retirement income and contributions
credited to individual accounts will be indexed according to
the growth of the national payroll, protecting the accounts
against price increases, with the average age at retirement to
be taken into consideration in determining annuities to pre-
vent a longevity risk. The dependence on the state budget rev-
enue is expected to decrease as the Pension Insurance Fund
becomes independent financially. Other changes expected
include a gradual increase of retirement age, including women
who are at present allowed to retire 5 years earlier than men.
Shiileg mentioned that the model of the abovementioned pro-
posed reform was based on a study tour of Sweden, with the
support of USAID, and the experiences of Poland and Latvia.

39. Mr. Phearith Nouv, Under Secretary of State, Minis-
try of Social Affairs, Labor, Vocational Training and Youth
Rehabilitation (MOSALVY), Cambodia began his presenta-
tion by reminding the participants of the many years of civil
war and political unrest that Cambodia has gone through, from
whose resulting state of destruction, Cambodia is now in the
process of recovering. Nouv described the main features of the
simplified version of the pension system currently adopted by
the civil service. All civil servants of both genders are eligible
for a retirement pension on the condition that he or she reaches
55 years of age and has served the civil service for a period of
at least 20 years. Those who have served for at least 30 years
may apply for early retirement. The retirement pension is cal-
culated on the basis of it being no less than 60 per cent of the
monthly salary. In the event of death of the civil servant, the
surviving spouse and dependent children up to 15 years of age
or those children continuing their full-time education in an in-
stitution recognized by a competent authority are eligible for
benefit. Disabled civil servants who have not reached 55 years
of age and have served for over 20 years but less than 30 years
are entitled to disability benefit. In addition, all disability  ben-
efit recipients qualify for a lump-sum grant that is equivalent to
seven times their monthly salary. A recently issued administra-
tive circular states that those in middle- to senior-level man-
agement may retire at 58 years of age and those serving at a
senior level or as teachers may retire at 60 years of age. In the
event of death of a retired or disabled civil servant, the surviv-
ing spouse or family members may apply for a lump-sum grant,
equivalent to twelve-times the deceased’s monthly salary to
assist with funeral expenses. Nouv noted that the government
solely provides the financial management of the pension fund,
which is a tremendous burden on the state, given that there is
minimal revenue collection to supplement the pension system
and that the civil servants do not make financial contributions
from their income towards their pension.

40. In his country report, Mr. Yangkou Yangleusai, Deputy
Director of Pension and Elderly Department, Ministry of
Labor and Social Welfare, Lao PDR presented outlines of
the social security system as well as the public pension sys-
tem, and briefly discussed some of the problems in the cur-

rent pension system and the content of the reform needed.
Yangleusai began his presentation by noting the responsibili-
ties of the various departments involved in social security and
pensions within the Ministry of Labor and Social Welfare
(MOLSW), which was established in 1993.

41. The current public sector social security scheme in Lao
PDR provides comprehensive protection against a broad range
of contingencies, including old-age, disability (from war), medi-
cal-care, death, maternity, and sickness. Pension rights for civil
servants were introduced in December 1986. Since December
1989, all civil servants were required to contribute 6 per cent of
their monthly salary to the Social Security Fund, whose man-
agement came under the control of the Social Security Depart-
ment from January 1994. Contributions deducted at source by
the Treasury of the Ministry of Finance for central organiza-
tions and by the provincial treasury offices for the provinces,
are used to fund the social security benefits from the Social
Security Fund, and any deficit in this fund is covered by the
government budget in the form of an open-ended subsidy.

42. As regards the private sector, the Labor Law promulgated
in 1994, has a number of references to social security that are
intended to place obligations on employers to provide social
protection to their workers, engaged in activities in any eco-
nomic sector in Lao PDR, except the civil service, military,
and police. In line with the Labor Law, a social security decree
for employees was drafted and approved in December 1999,
providing coverage for sick leave, maternity, employment in-
jury, death, health insurance, old-age pension, survivors’ pen-
sion, and invalidity pension. Initially, the scheme will cover
the workers who are working in enterprises with 10 or more
workers, and will be managed by an autonomous Social Secu-
rity Organization (SSO) under the supervision of the MOLSW.
A board of directors will govern the SSO, with representation
from workers, employers, and government. Yangleusai informed
the participants that this scheme is to start by 1 July 2000.

43. As stated earlier, pension rights for civil servants were
introduced in December 1986. In 1993, the Pension Depart-
ment was made responsible for the allocation of pension to
retired staff. The social security scheme to be put into effect
by 1 July 2000 prescribes retirement ages for the public sec-
tor.  Civil servants may retire after 25 years of service and
reaching age 60 years for men and 55 years for women. Revo-
lutionaries, and those who have worked in hazardous circum-
stances for 5 years or more, can retire after 20 years of service
and once they have reached age 55 years for men and 50 years
for women. After 25 years of service, old-age pensioners re-
ceive 75 per cent of their last salary, and one additional per
cent for each year of service, up to a maximum of 90 per cent
of their last basic salary. Revolutionaries can get old-age pen-
sion up to 100 per cent of their last basic salary. Pensioners
are also entitled to a child allowance for children younger
than 18 years old. The Pension Department and the Social
Security Department, MOLSW, are responsible for approval
of the retirement of pensioners and management of the
monthly pension payments, respectively.
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44. Private sector pensions can be given in case of old-age,
invalidity, or in case of death of the breadwinner. Contribu-
tions for at least 5 years are required from the insured work-
ers to qualify for the lifetime monthly payment. A lump-sum
payment is made if the contributions are for less than 5 years.
For old-age pension, the standard retirement age is 60 years,
for both men and women. The pension amount is based on
the number of years and amount of contributions paid. The
Social Security Organization (SSO) will be responsible for
the management of the pension payment.

45. Yangleusai concluded his presentation by informing the
participants that the government was planning to have one
national social security system for the salaried workers, both
in the public and private sector. The two systems, he observed,
are still very different, particularly in the field of old-age pen-
sions. A transitional period (both legal and administrative)
will have to be built into social security reform to gradually
merge the two social security systems in the near future. For
this, at present a new decree is being drafted to reform the
existing pension system, stated Yangleusai. This decree aims
to reduce the gap between the two schemes and to make the
social security schemes more attractive.

46. Dr. Nguyen Huu Dzung, Director, Institute of Labor
Science and Social Affairs, Viet Nam began his country re-
port on “Reforming Pension System in Viet Nam” by briefly
discussing the main content of the social security policies,
outstanding issues to be addressed and directions for further
improvement of social security. The formulation of Viet Nam’s
social security policies has been closely linked to the devel-
opment of the State of the Socialist Republic of Viet Nam.
Since 1986, Viet Nam has embarked on the path of economic
reform and shifted from the centrally planned economy to a
socialist oriented market economy under state management.
In June 1994, the government passed the Labor Code, and in
January 1995, the Regulation on social security, which are of
great significance for social security in Viet Nam.

47. The compulsory system of social security applies to all
workers of SOEs and non-state owned enterprises, which
employ 10 or more workers, as well as employees in the state
administration and public service agencies, the party, and so-
cial organizations from the central to the district levels. Work-
ers are required to contribute 5 per cent of their wages for
pension and survivor’s benefits annually to the social secu-
rity fund, and employers are to contribute 15 per cent of the
total wage fund of the undertaking, out of which 5 per cent is
for benefits in case of sickness, maternity, occupational acci-
dents and diseases and 10 per cent is for pension and death.
The Social Security Fund, which is formed from contribu-
tions of employers, workers, and the State, is used to pay for
social security allowance and for management expenditure as
well. The Viet Nam Social Security Agency, under the guid-
ance of the Prime Minister, is responsible for undertaking
social security policies and conducting the management of
the Social Security Fund. The social security regime has been
gradually separated from the State budget and the Social Se-

curity Fund undertakes a step-by-step balance of its revenue
and expenditure. Also, social security has been managed in a
uniform way and a functional distinction has been made be-
tween the agencies exercising state management and profes-
sional management of social security.

48. Some outstanding issues to be addressed concerning the
limited participation in social security, implementation of
social security allowances, and the establishment, develop-
ment, and management of the Social Security Fund.  Only 15
per cent of the total number of workers nationwide is covered
by the social security system. The resumption of allowance
for labor disability is another area that needs consideration.
The pension rate is 75 per cent of the salary. However, ac-
cording to some experts, the maximum that the Social Secu-
rity Fund would be able to pay for retired persons would be
about 65 per cent only. If 75 per cent of salary is given out as
pension, then the Social Security Fund will have no more funds
for paying after a certain time. Hence, some have argued that
the contribution rate of 20 per cent (15 per cent for employers
and 5 per cent for laborers) is too low. Also, Dzung pointed
out, the sickness, maternity, and labor accident allowances
are not disbursed wholly while the pension and survivor’s
benefits are insufficient.

49. Some directions for further improvement of social secu-
rity include the expansion of coverage to include laborers in
enterprises that employ less than 10 workers, agriculture and
the rural area, handicraft, transportation and construction and
the service sectors, self-employed laborers and the informal
sector in the urban areas, and foreign workers in joint ven-
tures or foreign-invested enterprises. For improvement of pen-
sion policies, Dzung suggested equality in the retirement age
between men and women, and amendments to the social se-
curity package for people whose working capacity had dete-
riorated and those who were older to the working age but had
not paid contributions for the required number of years.

50. As regards the fund raising mechanism of the Social
Security Fund, the contribution rate is expected to grow from
20 per cent to 22 per cent (6 per cent employee’s contribution
and 16 per cent employer’s contribution). Dzung suggested
that the unequal contribution levels of employers and work-
ers be gradually adjusted in a more reasonable way, and that
the Social Security Fund could consist of various functional
funds, such as funds for long-term allowances, funds for short-
term allowances, fund for labor accidents, with dependent
accounting and unified management. Also, the Social Secu-
rity Fund must work out an investment strategy for its exist-
ence and growth.

51. Dzung also suggested a diversification of the social se-
curity system to include compulsory social insurance (for la-
borers in enterprises which employ less than 10 workers) and
voluntary social insurance (for laborers in agriculture and the
rural areas, handicraft, transportation and construction and
service sectors, self-employed laborers and the informal sec-
tor in the urban areas). To improve the management of social
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security, the efficiency of the State management should be
raised by enhancing the functions and role undertaken by agen-
cies connected to the Ministry of Labor-Invalids and Social
Affairs from the central to the local level. In conclusion, Dzung
stated that in the immediate future, the Ministry of Labor-
Invalids and Social Affairs should draft a social insurance law
and submit it to the National Assembly.

52. A lively open discussion session followed the main pre-
sentations. Ying Qian pointed out that except for Cambodia,
the challenges that the other three countries covered in the
session, i.e. Mongolia, Lao PDR, and Viet Nam, are facing
are similar to those being faced by the PRC, and that in some
aspects of pension reforms these countries are even more ad-
vanced than the PRC. For example, Mongolia is already tak-
ing steps to increase the retirement age. Vohra stated that
though pension reforms are generally done in isolation of other
reforms, pension reforms and capital market and labor mar-
ket reforms should go together. To a query from Vohra on
whether there was any concerted effort in Mongolia to talk to
the capital market authorities to really figure out if there ex-
ists capacity in terms of enterprises, economic value added,
and investments that will become available in the year 2010,
when Mongolia begins to look at capital markets as a way to
finance the pension accounts, the Mongolian delegation re-
plied that the capital market issue was an important and chal-
lenging one for Mongolia, and that Mongolia had just started
to develop its capital market, with some capital market devel-
opment programs slated to begin by the year 2005. Vohra
emphasized that for small economies with undeveloped capi-
tal markets, it was better to invest internationally rather than
wait for domestic capital markets to develop. Hu agreed with
Vohra on the need for effective capital markets and building
capacity before the introduction of individual accounts, and
laid stress on the importance of taking into account the level
of economic development of the country in question before
deciding on the pension system reforms. A participant from
Cambodia pointed out that government guarantee of the in-
vestments of the social security funds was essential, and that
without it, one should be careful when investing these funds.
A participant from Cambodia stated that Cambodia was find-
ing it difficult to come up with pension system reforms due to
lack of experience, personnel, and funds, and requested the
ADB to come forward to help Cambodia in this matter.

Pension Reforms and Restructuring
SOEs: Policy Issues

53. Professor Athar Hussain, Senior Research Fellow,
London School of Economics, UK began his presentation
on “Pension Reform and Restructuring State-Owned Enter-
prises” by noting two points in the PRC context. First, the
pension liability inherited from the old pension system is a
liability of the government and not of enterprises. Second,
the pension system started in the 1950s as a socialized sys-
tem, and was turned into an enterprise system only during the
Cultural Revolution in the PRC. Had the old system contin-

ued? The PRC would have started its economic reforms in
the 1980s on the basis of substantial accumulation of funds
from the 1950s. The first step in reform in the ATEs is to
separate enterprise budgets from government budgets, or to
at least make enterprises responsible for their profits and
losses. Hussain emphasized that when thinking of pension
reforms, it is important to disassociate pension liabilities in-
herited from the old pension system from enterprise reform,
or at least they should not be treated as a liability of the enter-
prise. Second, enterprise reform becomes relevant also when
considering how to finance liabilities of the old system, as a
means of financing pensions.

54. To fund the pension liabilities, one way is to use the pro-
ceeds of sale of state owned shares. Around 70–80 per cent of
shares of corporations listed on the PRC stock market are non-
tradable shares owned by government organizations or pub-
lic agencies of various kinds. Earmarking the proceeds ties
the hands of government organizations, like the Ministry of
Finance, and is especially useful when it is not clear whether
government decision-making, by itself, will lead to full fund-
ing of pension liabilities, and safeguards against the use of all
proceeds by SOE managers for reinvestment in their own en-
terprises.

55. In the PRC context, a large part of the urban social ser-
vices and urban social security was actually provided by the
SOEs, for example housing, schools, and hospitals to em-
ployees as well distributing pensions. Social security then
was really a work-unit based system. In the transition to a
market economy, however, the presence of a large number
of loss-making enterprises that cannot survive in the new
market economy implies that the enterprise-based social
welfare system cannot function properly, since social wel-
fare, which should remove uncertainty in the population, then
depends on an enterprise population which is still not fit for
survival, and hence cannot be guaranteed to protect the la-
bor force.

56. Enterprise reform can be divided into two aspects: mana-
gerial and financial. The managerial aspect concerns the de-
cisions that enterprise managers and government agencies can
take. In the market economy, the government should set an
overall regulatory framework for the operation of firms and
businesses, which should not discriminate among firms ac-
cording to ownership. The delegation of decisions from gov-
ernment agencies to enterprise managers has been the
immediate area of focus of the PRC reforms, and starting from
the early 1980s, especially since 1984, the PRC managers
have been given a great deal of discretion. For most of the
PRC enterprises now, budgetary funding is by and large non-
existent, and funds come from two main sources: bank loans
or its own funds invested in equities, the latter still small though
rapidly increasing. The huge accumulation of bad debts has,
however, led to problems. Hence, a major requirement for
reform of SOEs is the diversification of the sources of funds,
and in particular, the diversification and development of the
stock market or equity market.
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57. Why is the pension system in the PRC still not at a sus-
tainable stage? This is a crucial question to ask, according to
Hussain. The general problem of viability of the PRC pen-
sion system is that it was, and still is, too heavily based on the
state sector and urban collective enterprises. The crucial ques-
tion to ask is how does one persuade the non-state sector en-
terprises to actually participate in the state system. At the
moment, non-state enterprises are deterred from joining the
state system since they know that most of their contributions
would go towards paying the pensions of the SOEs, as 75 per
cent of the retirees come from SOEs and this situation will
remain the same for the next 15–20 years. Some cities use the
device of charging lower contribution rates for new entrants
or non-state enterprises. The same kind of problem is faced
when extending the system to town and village enterprises.
Hence, one reason for wanting to fund the liabilities of the
pension system inherited from the old system is to make it
attractive for the rapidly growing non-state sector to join the
pension system.

58. Hussain emphasized that the primary aim of funding
pension liabilities is really to benefit and provide greater se-
curity to today’s pensioners and the pensioners of the future,
and the development of capital markets, to the extent pos-
sible, must remain a secondary aim of pension reforms. If
these two aims do not coincide, Hussain strongly argued
against subordinating the interests of the pensioners to those
of the capital market. When an adjustment for risk is made,
Hussain stated that investment in stocks is not necessarily a
good alternative to investment in bonds for countries with new
and underdeveloped stock markets, and that it was important
to take the volatility of returns into account also.

59. Hussain, however, stated that in the PRC now, the stock
markets have acquired sufficient depth, and investments in
the stock market can be done. Hence, for the PRC, Hussain
made some suggestions for moving forward, which would not
apply to other ATEs. The PRC government should allow pen-
sion funds to invest part of the pension funds abroad to obtain
higher returns, and undertake financial restructuring of the
enterprise system, which can also improve enterprise gover-
nance. However, enterprise governance will require much
tighter and harder regulation than the PRC has had so far.
Hussain observed that the Securities Commission in the PRC
is keen on improving transparency and the state of financial
regulation in the PRC. Hussain, however, cautioned that we
should proceed on the assumption that no decision will be
simple, there will be inter-departmental and inter-ministerial
conflict as well as conflict between social security agencies
and enterprise managers, and difference of view within the
government. In conclusion, Hussain emphasized that any so-
lution will involve bargaining and careful balancing of rela-
tive interests and that ultimately the question of whose interests
to serve will be paramount.

60. Mr. Baljit Vohra, US began his presentation on “Pen-
sion Reform and Restructuring State-Owned Enterprises in
the Asian Transitional Economies: The Case of the PRC” by

noting that in moving to a partially-funded/market-based fi-
nancing retirement system, the PRC must consider two chal-
lenges: (i) how to pay benefits to retirees who have not had
enough time to accumulate wealth in their individual accounts;
and (ii) how to finance the transition to a market-based sys-
tem. If the government guarantees a certain replacement rate
from the combination of Pillars 1A and 1B, then the benefit is
paid from three sources: wealth accumulated in the individual
account, continuing payroll taxes and other government or
non-government sources. Transition financing options include
reducing the benefits explicitly, raising the retirement age,
reducing the inflation adjustment applied to benefits, reduc-
ing the replacement rate, taxing benefits, reducing other gov-
ernment spending, raising the payroll tax-rate, increasing the
wage level subject to the payroll tax, increasing the number
of years that one must work to receive full benefits, issuing
government debt, raising tax revenue outside of the payroll
tax, issuing recognition bonds, lottery, reducing other gov-
ernment spending, and selling government-owned assets. The
validity of these options is country-specific, so each country,
Vohra emphasized, must examine the validity of each of these
options separately. In his presentation, Vohra focused on the
sale of government-owned assets as a means of financing pen-
sion reforms in the PRC, deemed to be one of the best options
available.

61. Vohra then examined some international experiences
in SOE divestiture and pension reforms. Two approaches
have been followed by countries to link SOE divestiture
with capital markets development and pension reforms,
namely capitalization of pension fund accounts through
transfer of SOE shares and capitalization of pension fund
accounts through transfer of cash proceeds from SOE di-
vestiture. As regards the first approach, a select group of
countries in the former Soviet-bloc and Latin America have
legally mandated a provision that allows for the transfer of
state-enterprise shares to pension funds owned and/or man-
aged by the state or the private sector. Perhaps the most
successful experience of a country that funded its social
security liabilities through transfer of SOE shares is Bo-
livia. As regards, the second approach, certain governments
have attempted to earmark such cash proceeds to one or
more unitized national or provincial pension funds. How-
ever, the success or failure of such an option has been af-
fected by diversion of these proceeds to address other fiscal
priorities of the government. In Lithuania, the proceeds
ended up compensating bank losses, while in Romania
privatization proceeds have been fewer than anticipated. One
country that has had some success with financing pension
liabilities through privatization is Poland.

62. In the PRC, the reform of the social security system is
substantially linked with restructuring, reform and ownership
diversification of SOEs. A suggested mechanism for actively
restructuring these enterprises may include direct share sales
and/or share transfers into special enterprise funds. The real
benefits of restructuring will accrue as a result of changing
the way in which these enterprises are eventually governed.
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63. In September 2000, the Social Security Fund (SSF) was
established with the primary responsibility for developing
mechanisms to finance the social security system. Vohra stated
that he believed that it would be possible to carry the follow-
ing actions related to SOE divestiture under the SSF: estab-
lish the basis for the selection of SOEs; provide for a basis to
hold selected SOE shares and/or cash generated through SOE
divestiture; use the cash generated from sale of SOE shares
(in most cases the state-sponsored shares) and put a certain
portion of these proceeds into pension funds and/or other spe-
cial purpose investment vehicles; transfer shares of select
SOEs into pension and/or ETF funds through a defined trans-
fer mechanism; establish the criteria for the selection and
evaluation of a fund management company; and work with
other agencies within the government to ensure the proper
legal and regulatory framework for structuring and oversee-
ing the asset management industry.

64. Vohra then listed out some areas of consideration and
criteria for SSF to use while selecting the SOEs. These should
be enterprises that have already identifiable strategic inves-
tors, already have effective restructuring strategies, adopted
transparent accounting practices, have had a listing of their
shares on well functioning exchanges, are not subject to high
taxes or excessive regulations, are able to allow unrestricted
foreign ownership and are open to strategic investor partici-
pation, are allowed to sell their products globally, are allowed
to buy goods and services globally without undue tariffs or
quotas, or have managed to earn a profit, and if not, manage-
ment could be replaced at the will of the shareholders, among
other considerations. A thorough review will have to be un-
dertaken prior to selecting enterprises for this program of ac-
tion. Moreover, SOEs have complex capital structures and
have over the years issued different classes of shares that may
or may not be tradable in the market or may have restrictions
or limitations on their trading.

65. The PRC capital market includes a complex array of eq-
uity instruments that may impact on their being linked to pen-
sion reforms. These include the following: marketable shares;
sponsor shares owned by government; sponsor shares owned
by legal entities; sponsor shares owned by employees; B shares,
which are issued to foreign investors; H shares; and ADRs/
GDRs. Vohra recommended a stipulation mandating sponsor
shares owned by government and sponsor shares owned by le-
gal persons be deemed as tradable for the development of the
PRC capital market and investment by the PRC pension funds.
Equal treatment of different classes of stock may also be nec-
essary to create a liquid and transparent market.

66. Vohra provided a basis for the transfer of the enterprises
shares/cash to the SSF. Under this, the enterprises selected to
participate in this program will have to have a part of their shares
transferred to the SSF. The SSF will hire a trustee or equivalent
for the holding of the assets and establish the basis for selection
of pension fund management companies, pension fund and the
custodian, etc. However, a State Council directive might be re-
quired to legally transfer shares of such enterprises to the SSF
for onward placement of the same to pension fund companies.

67. For the SSF to capitalize individual accounts/pension sys-
tem through shares of SOEs, Vohra proposed selling a propor-
tion of shares in each SOE (that meets the above-mentioned
conditions and criteria for qualification) to global investors (as
part of joint ventures) and allowing for these and remaining
shares to be deemed for trading on the two organized stock
exchanges. This sale would accomplish two important objec-
tives: (a) improve the basis for market-based prices for shares
in the SOEs, and (b) attract foreign capital to the PRC.  Other
government-held shares in the same companies could be trans-
ferred to SSF (for holding by a trustee or equivalent) for pass-
ing these over to workers’ individual accounts at exchange-traded
funds (ETFs), immediately funding them with real assets. Once
the individual accounts are funded with ETF units, workers
could trade them on the PRC’s stock exchanges.

68. Vohra also listed some benefits of the ETF approach for
the PRC. Since the need is to use these share sales as a basis
to capitalize the individual accounts (fund the transition to
the reformed system) at a minimum degree of risk, an index-
linked fund could be a viable option. This “unit trust” con-
cept would be similar to the Tracker Fund of Hong Kong,
China. The ETF concept could very well serve the overall
goal of securing stability of returns. Shares of qualified SOEs
(that comprise the firms that form the composition of a uni-
fied securities market index in the PRC) could be transferred
to such an ETF. The success of the ETF would depend on the
presence of one unified market index. The ETF concept would
thereby provide the best-indexed mechanism that would mini-
mize risk in an emerging market like the PRC.

69. In addition to the benefits of large-scale diversification
in the PRC companies, indexation through ETF offers a num-
ber of compelling cost-saving benefits, stated Vohra. An in-
vestment in this ETF will provide exposure to an increasingly
sizeable number of the PRC leading companies (the ones’ that
have met the criteria and also have high liquidity) that form
the unified index of the exchange (Shanghai being the most
likely possibility). Though it will have the same types of risks
as an equity investment, it will at least provide more diversi-
fication than is normally achievable with a modest size.

70. Vohra, however, cautioned that there are some inherent
risks that ought to be considered as well by policymakers. These
relate to the following: (i) basis for valuation of enterprise shares
to be transferred to the ETF for formation of ETF units; (ii) no
government guarantee; (iii) possibly no liquid trading markets
in the units; (iv) minimum creation and redemption units; (v)
trading of units; (vi) non-availability of index sponsor shares
from the government; (vii) net asset value tracking the index;
(viii) payment of dividends; (ix) trading markets for shares that
form part of the index; (xi) lack of discretion by fund manager;
(xii) trading and de-listing of the ETF units; (xiii) legal and
regulatory issues; (xiv) most important issue of composition of
unified PRC market index; (xv) fluctuations in the index; and
(xvi) compilation of the unified index.

71. For the SSF to sell sponsor shares for cash owned by the
government, Vohra made the following recommendation. If
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the government sold 5 per cent of these shares each year, it
would generate an income of 110 billion yuan. At this pace,
all state-owned assets would be sold in about twenty years. If
the government sold 10 per cent of its shares each year, it
could generate an income of 220 billion yuan. At that pace,
all state-owned assets would be sold in about ten years.

72. In conclusion, Vohra stated that by linking SOE divesti-
ture with pension reforms, the PRC could solve several prob-
lems simultaneously. Direct share sales and/or share transfers
(to strategic investors and placement in special purpose funds)
with presence of direct- and institutional- investors would
necessitate restructuring, force reallocation of corporate con-
trol, and provide for improved corporate governance. The
government would fund the notional accounts, fully or par-
tially, in cash or in financial assets, depending on the com-
bined market value of the SOE shares distributed, and
market-based financing, with all of its inherent advantages, is
thus introduced into Pillar 1B of the pension system. The SOEs
would be sold gradually, rather than in a so-called “fire sale”.
In this way, billions of shares and millions of foreign and
domestic investors would be injected into the PRC’s capital
markets, thereby invigorating them. Vohra concluded by stat-
ing that the PRC government is trying to come up with a con-
crete mechanism to try to use divestiture of state-owned assets
as a basis to fund the transition costs and the pension system
reforms.

73. A very informative open discussion followed the main
presentations. Qian opened the discussions by enquiring about
how to reconcile traded funds being managed by the central
government’s SSF with the same traded funds’ shares being
used to capitalize individual accounts that are to be managed
at the local government level. Vohra clarified that the state
SSF would not have the responsibility of defining or gauging
which individual account and where the cash proceeds would
go, and this decision would be made by the central govern-
ment. Hussain pointed out that there are serious issues in the
PRC context relating to fiscal relation between the central
and territorial governments, and these issues (like the tax sys-
tem) have not been sorted out. A participant from Cambodia
raised the point that retirees should be given an explanation
about the legal liability and method and choice of investment
given to them. Vohra said though this was a valid comment,
the first aim was to try and capitalize the accounts with the
aim of funding them with cash or financial assets, and the
education of retirees would go along with it. To a query raised
by a participant from the PRC about how to increase the scope
of coverage of the PRC pension system to cover the rural popu-
lation, Vohra replied that a uniform basis that is embodied in
a basic pension law and a body of regulations would encour-
age more and more people to participate. The lack of a uni-
form contributory base across provinces has led to widespread
evasion of the system, an issue that could be addressed by
moving away from local to provincial and national pooling.
To increase coverage to the informal sector, Vohra suggested
strengthening informal institutional arrangements for pen-
sions, rather than just bringing them into the formal sector.
Vohra emphasized that the PRC should address the much

greater problem of its urban labor force and how to bring state
enterprise employees with its central government employees,
and then move on to its rural population. Asher added that
bringing in marginal workers into the pension system would
degrade the formal systems, which are not very robust to be-
gin with. Hussain also added that the aim of providing rural
pensions was not necessarily to cover everyone in the near
future but to provide a reasonable degree of income security.
In the PRC, that aim is best served, he said, by developing a
system in rural areas which is separate from those in urban
areas, and then one can think of eventual integration of the
two systems. Another participant from the PRC enquired about
the difference between the ETF and the Tracker Fund in Hong
Kong, China and about the options available to sell state as-
sets. Vohra replied that the ETF was similar to the Tracker
Fund in that they were both gradual concepts, i.e. while the
Tracker Fund aimed to release equity gradually, the ETF aimed
to capitalize the account. So, the two concepts were similar,
the only difference being in the valuation of shares. To a query
from another participant from the PRC about the type of prices
other countries have been using when selling shares of SOEs
to investors, Vohra replied that a combination of valuation
approaches are used when coming up with a value of an en-
terprise. Often adjusted book value is used, b1ut this does not
capture the income-generating potential of the enterprise.
Discounted cash flow could also be used, but this is not well
understood by people. So, combinations of different ap-
proaches are used. To a question by another participant from
the PRC about whether the capital market in the PRC could
absorb the funds which would come into it if Vohra’s recom-
mendation of allowing the Social Security Fund to be invested
in the stock market were followed, Vohra replied that initially
a massive inflow of funds into the market was not expected,
and that while he was not advocating too early an investment
into the stock market, the PRC does have a sizeable number
of companies which have good value and it was possible to
start small and learn from that and move on. To a query from
another participant from the PRC about how to make the pen-
sion system attractive to non-SOEs, Hussain pointed out that
this was a very important issue and that non-SOEs and the
self-employed had been given lower contribution rates than
SOEs in order to make the pension system attractive. Hussain,
however, cautioned that we have to take into account the ac-
tual extent of the pension liability from the old system and
that this difference in contribution rates then may not be
enough to solve the problem. A participant from Cambodia
enquired whether any country had sub-contracted the man-
agement of the Pension Fund to an independent private com-
pany. Hussain replied that the government could invite bids
from financial organizations to invest the proceeds it has col-
lected. Vohra pointed out that the extent of government in-
volvement in the private pension system is governed by the
ability of the government to effectively regulate and super-
vise the system and put in place the limitations that it wants.
Asher added that in the absence of good contract specifica-
tion and supervision, some of these types of contracting out
could become rent-seeking exercises. Hence, it is better to
subdivide the various steps and address the public–private
question at each step, rather than think about it in the context
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of the pension system as a whole. Unless governments are
willing to have political commitment to invest the best minds
in the privatization program, Asher cautioned that privatization
is not a panacea that really solves all the problems. Another
participant from the PRC raised the issue of the conflict of
interest between using the funds from the sale of SOEs for
reinvestment in technical innovation in the SOE and transfer
of money into the Social Security Fund. Hussain cautioned
that while it is important to keep in mind the interest of man-
agers of big companies who would prefer reinvestment, it is
also important to be clear that pension reforms are primarily
aimed at serving the interest of the current and future pen-
sioners. Vohra pointed out that in the PRC what is lacking is
accountability and governance in the enterprises, and that there
was a need to change the structure so that these enterprises
would have people capable of making strategic decisions rather
than merely holding on to the status-quo. Hussain added that
it was important to have a good and robust regulatory system.

International Experiences in Pension
Reforms: Lessons for ATEs

74. Professor Olivia Mitchell of the Wharton Business
School, University of Pennsylvania, US spoke on “Pension
Governance and Regulation: International Experiences and
Lessons for ATEs”. Pension design entails making choices
on the nature of the pension promise, how to pay for the prom-
ise, and how to strengthen the promise. The pension promise
can be of three types: DB, DC, or cash balance or hybrid. In
the last, the promise is the contribution amount and rate of
return.

75. To pay for the pension promise, pensions can be PAYG
or funded pensions. For PAYG solvency in any year, retiree
benefits must not exceed taxes collected from workers in that
year. In a funded plan, “contributions” equal taxes (when man-
datory), the employer and employee contributions, plus inter-
est generated on pension assets earning investment return,
while the retirement benefits depend on the size of the asset-
pool. Funded schemes are attractive because funding reduces
uncertainty and participant risk, which is otherwise subject
to changes in political will and tax policy etc., and invest-
ments provide diversification. Mitchell, however, also drew
attention to some objections to the funded plans. They could
be subject to capital market risk so that asset values fluctuate,
the expenses of a funded pension scheme may be higher be-
cause more information may be required and because of com-
petition, and regulation regarding annuitization may be
required, as people may want greater access to their funds. To
pay for the pension promise, parametric reforms can be em-
ployed. These include increasing contributions (tax revenues)
and reducing benefit payouts. Contributions can be increased
by extending coverage to more people, boosting the tax rate,
level, and earnings base, and boosting the number of years of
eligibility. Benefit payouts can be reduced by raising the re-
tirement age, reducing/limiting inflation protection, and cut-
ting benefits, either at the pre retirement stage or post

retirement stage. However, parametric changes are often in-
sufficient as tax increases and benefit cuts are often politi-
cally difficult to make.

76. Mitchell stressed that issues connected to governance and
the role of a pension fiduciary occupies center-stage in pen-
sion reform. Practically speaking, fiduciaries must manage
pensions in the participants’ best interests, establish and col-
lect contributions, manage money cost-effectively and respon-
sibly, report to stakeholders, and pay benefits expeditiously.
Good fiduciary behavior, under the “prudent person rule” re-
quires fiduciaries to exercise care, skill, prudence, and dili-
gence, act only in the beneficiary’s interest, diversify plan
investments to minimize the risk of large losses, and provide
benefits at reasonable cost. Western trust law spreads the “net
of liability” so as to ensure that fiduciaries behave. One spe-
cific requirement of good fiduciary behavior is that certain
transactions, as between plan and employee, employer, plan
officer, or relative are prohibited, and limits may be placed
on employer stock. Fiduciaries must consider only risk and
return, not “social” or political objectives, pay reasonable fees
for service, and suffer penalties for misbehavior.

77. Governance concerns include concerns about ignorance/
fraud of the pension fund managers, asset-valuation to ensure
that pension funds are not invested in insolvent instruments,
and shareholder activism through which fund managers may
tell companies what to do by using proxy voting and share-
holder battles. Additional concerns are raised by the require-
ment in certain countries under some circumstances that some
or all of the pension assets must be invested according to po-
litical/social criteria, ignoring risk/return calculations. One
strategy is to control investment portfolios, but this may not
enhance pension asset security. Instead it is important to clarify
the following: (i) institutional roles concerning prudential
organization and authority, fiduciary role, and penalties; (ii)
operational controls which require setting benchmarks on
expenses and risk/return and require liability insurance; (iii)
investment authority to contract out investment management
and engage in competitive bids; and (iv) reporting/disclosure
norms concerning asset/liability valuation, expenses, returns,
and risk.

78. To set and collect contributions, fiduciaries must, if the
plan is DB type, determine the funding target and contribu-
tions required to meet it. This would require determining the
actuarial method for computing liabilities and assets and con-
tributions to have asset–liability matching. If the plan is of
DC type, the fiduciary must set contributions, educate par-
ticipants and see that funds are properly invested. To manage
money cost-effectively, the fiduciary must exploit global mar-
ket diversification and diversify risk internationally, consider
risk and return in selecting assets, invest in a timely way, fo-
cus on low-cost and good service, and ensure that the asset
mix is sensitive to participants’ tastes, if DC plan, and pen-
sion liabilities, if DB plan. For reporting to stakeholders, the
fiduciary must set, and meet, the frequency and form of re-
porting and to whom the reporting is to be done, and inform
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stakeholders on the expected risk and return, actual perfor-
mance, and expenses of the pension plan. In order to pay ben-
efits expeditiously, fiduciaries must develop a client focus,
track and correct fraud and abuse, and move to direct deposit,
Internet, and voicemail communication.

79. Some challenges that are faced when designing DC plans
are to do with cost–service trade-off and participant educa-
tion. Some emerging issues of importance are the potential
liability if DC assets decline in value, the interest in “guaran-
tees” (as in the Mexico minimum benefit guarantee, and the
rate of return guarantee in Chile), the interest in “options” of
having DB or DC plans, and participant education.

80. Mitchell concluded her presentation by emphasizing that
pensions should be designed to maximize participants’ retire-
ment security, given the constraints of peoples’ ability and
willingness to save, assets available to convert savings into
secure retirement income, macroeconomic conditions relat-
ing to inflation, exchange rates, and economic cycles, and
global conditions, especially world market conditions.

81. Professor John Piggott of the University of New South
Wales, Australia spoke on “Mandating Private Retirement
Provision: Economics and International Experience” and drew
lessons for the ATEs from the experiences of Australia, Chile,
and Hong Kong, China. Piggott began his presentation by
pointing out that of the mandatory pension plans in the world,
the largest number (49 per cent) were of PAYG type, while
partially funded DB schemes comprised 33 per cent, and
funded or mixed plans constituted 18 per cent. Compulsory
employment related retirement provision can be publicly-pro-
vided (either PAYG or funded) or publicly-mandated (either
privately managed or publicly managed). Mandatory pension
plans could provide a first pillar support, i.e. be mandatory,
publicly-managed, financed from taxes, defined benefit, re-
distributive pension plans. Alternatively, they could consti-
tute the second pillar support, i.e. be mandatory for most
workers, publicly or privately managed, financed from taxes
or contributions, defined benefit or defined contribution plans,
and are not necessarily re-distributive. Piggott noted that the
number of contributors to mandatory private plans has in-
creased steadily from a low of less than 2 million in 1982 to
close to 75 million in the year 2000.

82. Within each pension design there are many detailed
choices to be made on governance and administration, taxa-
tion, investment regulation, and benefits. From an individual
perspective, the pension paradigm assessment must include
assessments on its coverage, on whether the policy delivers
enough resources in retirement to adequately replace wages,
on how well the policy insures workers against unexpectedly
long life, and on whether the policy allows flexibility in ad-
justing exposure to investment risk to suit individual require-
ments. From an economy-wide perspective, the pension
paradigm assessment should be done on the following basis:
(i) how well does the policy cope with market failures, and
coordinate with financial development; (ii) how well does the

policy address private retirement saving shortfalls; (iii)
whether the policy is consistent with equity goals, both within
and between generations; (iv) how cheap is it to operate the
policy for the employer, the plan administrators, and the em-
ployee; and (v) whether the policy is robust against capri-
cious political change.

83. Piggott then examined the experiences of Australia, Chile,
and Hong Kong, China in some of the critical issues in de-
sign, including issues of coverage, governance and adminis-
tration, taxation and tax context, investment regulation, and
benefits. In Australia, 92 per cent of employees are covered
by the pension policy, while 90 per cent of employees in Chile
and Hong Kong, China are covered. The critical issues in gov-
ernance and administration are how well the plan members’
interests are represented and how costly is the administration
of the pension plan. In Australia, the governance structure on
some funds does not represent members’ interest, and admin-
istration costs are high, leading to lower returns. In Chile, the
governance structure has led to a small number of fund man-
agers, which may generate non-competitive behavior, and
employee mandate leads to high marketing costs and hence
lower returns. The governance and administration situation
in Hong Kong, China is unclear so far.

84. Two critical issues in taxation are how well does the tax
design integrate with broader tax instruments and minimize
price distortion, and how simple is the tax to administer. Three
possible bases for pension taxes are contributions, earnings,
and benefits. These can be taxed (T) or exempted (E) in dif-
ferent combinations such as TEE (contributions tax regime),
EET (benefits tax regime), and TTE (income tax regime).
Australia has a TTT regime, i.e. tax in all three phases, which
requires a very complex administration system. Chile has the
EET tax regime, while Hong Kong, China has the EEE re-
gime.

85. The critical issue in investment regulation is how well
do investment regulations provide for protection against con-
flict of interest and negligence, while allowing maximum flex-
ibility to member investment choice. Australia has minimum
investment rules that include no borrowing or debt-based fi-
nancial products, limits on stockholding of parent firm (5 per
cent of portfolio), and an “arms-length” rule on transactions.
Chile has regulation of investment of pension funds, requir-
ing the investment performance to be close to the average as
well as imposing other restrictions on portfolios. Hong Kong,
China has a no-borrowing rule and prohibition on geared prod-
ucts, as well as asset allocation restrictions, which are, how-
ever, not very severe.

86. Does the first pillar meet its objectives? How well does
the policy insure against longevity risk and meet annuity
market failure? What requirement/encouragement is there to
purchase longevity instruments? How adequate is the replace-
ment? These are some of the critical issues when considering
benefits in pension design. In Australia the first pillar has “af-
fluence testing”, and the richest quarter of elderly receive no
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payment. There is a very small life annuity market, but there
are tax incentives to purchase phased withdrawals over more
than 15 years. There is no requirement for annuity purchase
and most benefits are lump-sum. With a fully mature system,
Australia has high replacement. Chile has a means tested first
pillar, and there are complicated restrictions on benefit choice
over life annuities, phased withdrawals, and some lump-sum.
Life annuities are popular, but there is some evidence of con-
sumption leaks through commission agents.  In Chile, the
expected replacement rate is good. Hong Kong, China has
pre-existing means-tested schemes as a first pillar. The annu-
ity market is possibly very small and only lump sums are re-
quired. The replacement is not known. The contribution rate
is adequate, but there is no evidence yet on investment rela-
tive to wage performance.

87. What lessons can the ATEs draw from the abovementioned
experiences of Chile, Australia, and Hong Kong, China? Piggott
noted that all three countries have a means tested first pillar
and that the administration costs in the two countries with
mature systems are high, but for different reasons. The annu-
ity market is difficult in all three countries and political insu-
lation, while poor in Australia, is good in Chile. Having a
universal first pillar support is expensive (requiring high and
distorting taxes elsewhere) and affects the saving decisions
of all individuals, but requires limited monitoring. The tar-
geted or means tested first pillar is less expensive, as the re-
duced fiscal requirement means that taxes can be lower and
therefore less distortionary. The targeted first pillar also leads
to well targeted re-distribution, as transfers go to those in need,
and not everyone is affected by the transfer. Piggott empha-
sized the importance of administration costs, pointing out that
a small difference in administration costs can have a huge
impact on the level of accumulation of assets.

88. In conclusion, Piggott pointed out that it is important to
give a lot of thought to the pension design at the very start
itself, as any mistakes made then would take a long time to
correct. Further, it is important to avoid the tyranny of the
status quo. In his view, adopting the targeted or means tested
first pillar would be good for intergenerational equity, pro-
moting saving and investment, and for financial market infra-
structure.

89. The presentation by Professor Mukul Asher on “Pen-
sion Reform: Lessons for the ATEs from the Southeast Asian
Experience” sought to examine the experiences of five South-
east Asian economies in their social security systems, the
major challenges faced by them, and the lessons that could be
drawn from these for the ATEs.

90. Countries with significant social security systems in
Southeast Asia are Indonesia, Malaysia, the Philippines,
Singapore, and Thailand. The social security systems in South-
east Asia are still evolving, and show considerable heteroge-
neity. The formal social security arrangements cover about
60 per cent of labor force in Singapore, 55 per cent in Malay-
sia, about a quarter of the labor force in Thailand and the

Philippines, and less than a fifth of the labor force in Indone-
sia. Thus, the social security coverage is relatively low in those
countries where there is a large informal sector, and where
the formal sector businesses are relatively small.

91. There is marked dualism in social security protection be-
tween civil servants on the one hand and the private sector
employees on the other. The philosophy for the civil servants
is that of traditional social insurance, i.e. defined benefit
PAYG, with survivor’s benefits, and nearly universal cover-
age. But for the private sector employees, it is primarily DC,
with no social insurance or risk pooling. The exception is the
Philippines, and more recently Thailand. The replacement
rates are high for civil servants (between 50 and 100 per cent
of the last drawn salary), but low (between 10 and 40 per
cent) for private sector employees. This is because in the pri-
vate sector, despite the high contribution rates (36 per cent of
wages in Singapore, 23 per cent in Malaysia) the accumu-
lated balances are low due to high pre-retirement withdraw-
als (for housing etc.) and low returns on accumulated balances.
The civil servants are protected against many more risks (such
as inflation and longevity risks) and obtain survivors’ ben-
efits and health care benefits in retirement, while the private
sector employees usually are not entitled to these benefits.
There is no provision of compulsory annuities even in the
mandatory savings schemes in Southeast Asia. Asher stressed
the importance of linking pension to fiscal and health care
reforms. Contributions by civil servants (even when required)
are considerably lower than benefits, the rest being financed
from budgetary resources. For private sector DC schemes, fis-
cal implications arise from state-directed and guaranteed in-
vestments, and from administered interest rates.

92. In the Southeast Asian countries, the provision of an ad-
equate market-based real rate of return (net of investment man-
agement costs) on accumulated provident and pension fund
balances (around 55 per cent of GDP in Malaysia and
Singapore; around 10 per cent of GDP in others) is proving to
be a major challenge. Limitations of financial and capital
markets are creating a pronounced mismatch between the
structure of assets (mainly short-term) and liabilities (which
are long-term). Pre-retirement withdrawals from mandatory
savings balances (or through salary loans in the Philippines)
for housing, health care, tertiary education, and investments
considerably dilute the potential of such schemes to provide
for retirement. Further, the returns to the members are below
the rate of growth, thus adversely impacting on the replace-
ment rate. Asher illustrated this by the examples of Singapore
and Malaysia.

93. In Malaysia, the investment allocation of the Employ-
ees’ Provident Fund (EPF) has shifted between 1991 and
1999 from a preponderance of Malaysian government secu-
rities (MGS) (more than 70 per cent) and zero equities to
less than 40 per cent MGS and almost 20 per cent equities.
Asher noted that the dividend rate in Malaysia has become
extremely politicized. The current accumulation rate in
Malaysia is very high but there is a shortage of real assets in
which to place the money.
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94. In Singapore, the Central Provident Fund (CPF) has had
very low real rates of return on balances as well as on its insur-
ance funds over the period 1983–99 and 1987–99. The GDP
(real) and average monthly earnings are growing at much faster
rates, so the average Singaporean will have a very low replace-
ment rate, noted Asher. Given the high life expectancy in
Singapore, this poses a serious problem. Asher stressed that
social security should be regarded as a technical and manage-
ment issue and the problems and issues solved as they arise,
rather than getting into ideological debates about the welfare
state. In some countries (e.g. Singapore), the design and ad-
ministrative rules have led to a system that analytically is mark-
edly different than the nominal system. Thus, Singapore’s
mandatory savings scheme administered by the CPF Board is
analytically akin to a notional defined benefit (NDB) system
financed on PAYG basis than a DC, fully funded scheme. This
is because the Board invests only in government securities, and
the interest on them is administratively determined, and is
delinked from the actual investment returns from CPF balances.
Asher emphasized that when setting-up a system it is impor-
tant to be careful of the details of the system that is set-up and
not to go by labels, but to analyze what the system does.

95. Asher noted that though the Southeast Asian countries
want to reduce reliance on DB schemes and on budgetary
financing, and increase reliance on mandatory and/or volun-
tary contributory schemes by the employers and the employ-
ees, the institutional and financial capacity to make rapid
progress in this direction is, however, limited.

96. The major challenges faced by pension systems in these
countries are related to governance, investment management,
administration and compliance (particularly in Indonesia and
Thailand), providing adequate protection for the life-time poor
(which is tied with the issue of extension of coverage), pro-
viding inflation, longevity, and survivors’ protection in man-
datory and voluntary savings schemes, and implementing
strategies to transit from un-funded to funded schemes, par-
ticularly for the civil servants.

97. What lessons can be drawn for the ATEs from the above
experiences of the Southeast Asian economies? First, the same
formal system could lead to very different practices and out-
comes. Therefore, details of design and implementation, and
overall policy environment matter. Second, the national real
output or GDP and its growth are central to the macroeconomic
viability of social security arrangements. Third, there is a need
to address the political economy issues of pension reform. Fourth,
dualism in social security systems should be mitigated through
civil service pension reform. This will contribute to fiscal con-
solidation and enhance future fiscal flexibility. Fifth, there should
be a reduction in government budget expenditure leakage as
well as greater efficiency and better targeting of social sector
expenditure. Sixth, to improve governance, provident and pen-
sion fund authorities need to be provided both operational and
policy autonomy, but with high degree of fiduciary responsibil-
ity, transparency, accountability, and benchmarking. Seventh,
investment policies and performance need to be improved.  For
this, fiduciary responsibility must be emphasized while politi-

cal risk needs to be minimized. Professional expertise, both
within and outside the provident fund organization, must be uti-
lized. Asher emphasized that it is crucial to perform the invest-
ment function in a prudent yet remunerative manner. Obtaining
a positive real rate of return (after investment management costs)
on accumulated balances at a rate higher than wage growth is
essential for an adequate replacement rate, and high growth and
incomes are not sufficient for this purpose. Effective asset di-
versification, transparency of investment portfolio and its valu-
ation are essential. Strategy is needed to improve the quality
and variety of existing assets and to add new good quality assets
to the potential investment portfolio of pension funds. This can
be done through divestment, synthetic products, securitization
and others. At an appropriate time, international diversification,
with safeguards, should be considered. In permitting individu-
als to withdraw a part of their balances before retirement for
investment purposes, financial literacy of the members, depth
of financial and capital markets, and cost of investments should
be kept in mind. There is also a need to carefully co-ordinate
macroeconomic reform, capital and financial market reform, and
corporate governance with pension reform. Too hasty and am-
bitious pension reform may be as detrimental as a too slow and
cosmetic reform. Asher concluded his presentation by noting
that it is important to recognize that every amount saved from
improving administrative efficiency and reducing transaction
costs improves returns obtained by the members.

98. A lively open discussion followed the main presentations.
To a query from a participant from Viet Nam on how to decide
on which pension system to follow or another from the range of
pension systems mentioned—DB, DC, PAYG, or funded?
Mitchell replied that the answer would depend on what each
country can do, what it can afford to do, and what is consistent
with its own culture. Asher added that it is important to have a
clear strategy of the initial conditions and of the way to pro-
ceed. To a query on whether pre-retirement withdrawals should
be discouraged and protected by legalizing the system, Asher
replied that this would depend on the circumstances in the indi-
vidual country, as very often, pre-retirement withdrawals are
used as an incentive to comply and are politically popular, so no
general benchmarks could be given. To a query on the response
of retirees to a tax system which taxes pension participants on
their incomes earlier and pensions later, Mitchell replied that a
policy decision was required for the tax and she would recom-
mend the EET tax system if it was feasible within the tax envi-
ronment of the country. Asher intervened to say that in many
Southeast Asian countries, the proportion of people paying in-
come tax is low and the exemption limits are so high that very
few people are paying income tax while earning and during re-
tirement if they are regular salaried earners. Therefore, a critical
issue in tax design is that while this tax exemption is being given
for the provident fund to those who are in the tax net, it is not
being given to most of the labor force which is not in the tax net,
and how to give this exemption to them also is a crucial issue.
To a query from a participant from Mongolia relating to the
asset pool, the performance criterion, expansion of coverage,
and allocation of risk, Mitchell stressed the importance of edu-
cating participants and minimizing the fee for investment and
management. To increase coverage in the formal sector, it is



ADBI Executive Summary Series No. S54/02 21

important to have centralized record keeping of a large propor-
tion of the workforce, for which Piggott recommended adopt-
ing any means possible. Piggott also stated that the allocation of
resources in an economy, including that of risk, is an important
issue, one which has been given too little emphasis, and sug-
gested the Chilean example as one way of allowing significant
inter-generational risk sharing. Vohra observed that the issue of
administrative costs was related to the issue of the two different
ways in which managers can go about investing: the prudent
man rule and the investment limitation. With investment limita-
tions on pension funds, sooner or later the portfolios of pension
funds begin to mirror each other, as there is not enough invest-
ment flexibility. More money is then spent on marketing and
advertising, rather than on real progress in investment returns,
leading to high administrative costs. The question that arises
then is whether investment limitations should be allowed to ex-
ist or not. In most developing countries, there is a shortage of
the right kind of expertise or knowledge with respect to how to
make the right decision on how to invest and where to invest, so
there is a need to build that expertise over a period of time,
stated Vohra, possibly through joint ventures to bring in foreign
expertise. Mitchell added that administrative costs are related to
investment management, for which international diversification
of portfolios is important. Piggott added that one should not
diversify internationally in a timid fashion, as this could have
negative repercussions, putting back the whole process of inter-
national diversification, and instead, it is important to diversify
globally as much as politically and administratively feasible.
Investment costs and investment management fees are only a
small part of administrative costs, stated Piggott, and it was
important also to think of the right incentives to improve com-
pliance to maintain low costs. Asher, however, reiterated that
too rapid a reform is as harmful as a too slow reform and that it
is important to have domestic diversification first before ventur-
ing into international diversification. Vohra also raised the issue
of how much switching between pension plans should be al-
lowed, since there are costs involved in switching. Mitchell pre-
ferred allowing more switching but also letting people pay for
the costs of switching to avoid externalities. Piggott stated that
it was important to insist that administrative costs match the
administrative charge, and that this is one area of administrative
supervision that needs to be tightly specified.

Social Security, Social Safety Nets, and
Poverty Reduction: Policy Issues

99. Ms. Hou Yan, Director of Health and Social Security,
State Development Planning Commission, the PRC began
her presentation by pointing out that the State Development
Planning Commission of the PRC attached great importance
to accelerating the establishment of a social security system
and poverty reduction. The social security system in the PRC
consists of social insurance, social relief, social welfare, pref-
erential arrangement, social assistance, and private savings.
Social insurance includes basic pension, basic medical insur-
ance, unemployment insurance, work injury insurance, and
maternity insurance.

100. Yan stated that while a reinforced development effort
in the economy is a prerequisite for poverty-reduction, pov-
erty will not be automatically eradicated by economic de-
velopment alone, and the State will have to establish an
impartial and equitable mechanism through the implemen-
tation of related social security measures. For example, pov-
erty problems of the aged can be prevented through pension
accumulation. The link between social security and eradi-
cation of poverty should, therefore, be acknowledged and
taken account of at the starting point of the establishment of
a pension system itself, stated Yan. However, poverty has
various causes, for instance, unemployment, unfairly entitled
social rights, geographical location and the social security
system, while dealing with some of these aspects, cannot
solve all poverty-related issues. Hence, various means and
tailored measures should be adopted to reach the goal of
poverty elimination.

101. In the PRC at present, urban employees and their fami-
lies form the majority of those covered by the social security
system, while the large rural population is almost entirely
dependent on families and individuals for pensions and basic
medical insurance. Ill health then becomes one of the impor-
tant factors leading to poverty. The long-term objective for
the PRC, Yan stressed, is to establish a social security system
that is unitary in both urban and rural areas, though the dual
structure of the economy and the pension system will remain
for some time in the future, given that development dispari-
ties exist between urban and rural regions. Yan noted that in
rural areas of the PRC, the establishment of the social secu-
rity system is a step-by-step process and the system’s contri-
bution to poverty-reduction can only be increased gradually.

102. Different components of the social security system con-
tribute to poverty-reduction in different degrees. Especially
during the transitional period of the economy, some of the
components could even have a negative impact on poverty-
reduction because of the system’s faultiness and limited
strength. Yan pointed out that social insurance requires fund
accumulations to be made and therefore net income at present
has to be decreased to some extent, and hence social insur-
ance per se is not a measure for poverty-reduction as such,
since benefits would not be paid without previous contribu-
tion. During the economic transition, employees have to take
burden of an increasingly high contribution rate to support
more and more retirees due to the defects of the social secu-
rity system, such as a high replacement rate. The scale of
wealth transfer is considerably large between the young and
the aged generations. Hence, the role in poverty-reduction
played by the social security system should not be overesti-
mated, particularly at the stage when the economy is just tak-
ing off. At such time, the level of social security is relatively
low and its strength to protect the poor is quite limited.

103. The social security system, social relief in particular,
which provides a basic living guarantee to the poor popula-
tion, can be considered as protection-oriented poverty-allevia-
tion with passivity. Development-oriented poverty-alleviation
actively assists the poor to be self-reliant and has significant
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importance from the perspective of sustainable development.
Both measures can be adopted jointly and are complementary
to each-other, as has been the case in the PRC, which has in
recent years, reinforced efforts on development-oriented pov-
erty-alleviation while at the same time providing social pro-
tection to the poor.

104. At the transitional stage, as the readjustment of labor
structure follows that of the industrial structure, the number
of urban poor increases due to unemployment and difficulties
in re-employment. In this situation, Yan advised, it is neces-
sary to adopt a series of measures that serve as a ‘social stabi-
lizer’. For example, policies on social security and social relief
should be improved to provide a higher minimum living-stan-
dard and a more stable policy environment, and controls on
collecting high-income tax should be tightened to prohibit
further polarization between the rich and the poor. The provi-
sion of protection and compensation to the vulnerable groups
is specifically called for during the economic transition. Yan
stated that the Government of the PRC has recently identified
a series of policy measures aimed at the implementation of
the employment policy and expansion of employment.

105. In the rural areas, the PRC government has promulgated
the National Program for Poverty Relief, emphasizing devel-
opment as a means of poverty-reduction and promoting a co-
ordinated development between regions. Yan pointed out that
the PRC is currently confronting numerous challenges. The
net increase in population in the working age and the read-
justment of employment structure has resulted in enormous
employment pressure. The overwhelming majority of the poor
population is not protected by poverty relief program and
policy. The urban poor mainly consist of rural laborers who
are incapable of securing themselves flowing into the cities,
as well as those laid-off from the reformed SOEs. Yan noted
that the PRC needs to address the issue of increasing dispari-
ties of social income. Also, ageing in the PRC is progressing
rapidly and is becoming an important social problem that de-
mands attention. Yan reiterated that the Government of the
PRC is devoted to address all the issues mentioned above.

106. Ms. Aidi Hu, Social Security Specialist, International
Labor Organization, Geneva made a presentation on “Se-
lected Social Security Pension Issues in ATEs”. These include
issues relating to players’ roles and the multi-pillar structure,
defined benefit and defined contribution, extension of per-
sonal coverage, specific-financing issues, ensuring adequate
pensions, equalizing and increasing the retirement age, and
compliance and enforcement.

107. While under the old social security schemes in the ATEs,
it was mainly the state that took up pension provision and
providing other social security benefits, in moving to a mar-
ket-oriented economy there is a need for redefining the roles
and financial responsibility for each player in social security,
namely the state, employers, workers, individuals, and fami-
lies and communities. Non-state players are expected to share
financial responsibility with the state under the market eco-

nomic conditions. Hu recommended a multi-pillar structure
for old age protection, comprising a first pillar, namely a mini-
mum income-tier-based on means testing, serving as a safety
net measure for poverty-alleviation, and a second pillar,
namely a statutory social insurance pension scheme which
provides basic income security to the majority of the workforce
and their families.

108. Hu then briefly spoke about the respective advantages
and disadvantages of DB and DC plans. DB schemes have
the advantage of a high level of certainty of pensions for pen-
sioners but are typically un-funded. DB schemes can be pre-
funded, but this can lead to an increase in the contribution
rate. DC schemes have the advantage of no danger of an in-
crease in contribution rates, but suffer from the disadvantage
of high administrative costs and high level of future uncer-
tainty, as the pensions depend on the investment performance
of the pension funds. The PRC’s new pension model employs
a mix of DB and DC.

109. Hu agreed with Piggott that extension of pension cover-
age to the private and informal sectors is an important issue
for social security development. Coverage is affected by a
number of factors, which vary from country to country. These
include the type of scheme, age of scheme, level of economic
development, size of formal sector, capacity and performance
of social security institutions, and attitudes of related actors
to pension schemes. As far as the ATEs are concerned, once
the legal basis has been set-up, governance issues, especially
the capacity of the pension administration and public aware-
ness, appear to be key for effective improvement of coverage.
In the ATEs, the laid-off workers pose a special concern. The
PRC experience shows that the majority of this group would
enter the informal sector. Hu emphasized that emergency poli-
cies and efforts should be made to maintain and protect rights
and entitlements for these people, especially for those ap-
proaching retirement.

110. Just as pension reform in the ATEs is not at the same
stage in all countries, the financial difficulties also vary from
country to country. In the PRC, most pension funds have been
struggling for fulfilling two tasks at the same time: paying
pension for retirees and accumulating real savings for the
current working generation. It is estimated that such a pro-
cess would last for at least 30 years. Such type of financing
burdens would be further increased by other elements arising
out of SOE reform related and pooling level related issues.
For example, SOE reform could lead to a reduction in the
number of contributors due to massive lay-offs; low pooling
efforts of pension funds leave little room for sharing risks
and resources beyond the scope of the individual local fund.
The PRC government has now recognized these problems and
is looking for solutions, claimed Hu. For Viet Nam and Lao
PDR, one problem is the narrowing base of the reference sal-
ary for contribution and benefit assessment, mainly due to
wage reform and liberalization. Hu stressed that it is impor-
tant to calculate the contribution ability and benefit entitle-
ments on full salary-basis, for which it is vital to keep the
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assessment-basis in line with the development of salary. Fi-
nally, the development of a regular actuary evaluation mecha-
nism is also essential for the sound development of the pension
scheme. Hu informed the participants that the ILO has rich
experience in this regard and can help in this if needed.

111. Another important issue for pension reform is to ensure
adequate pensions. Hu noted that the trend of reducing re-
placement rates in the ATEs may lead to very low replace-
ment rates in real terms to maintain the basic living-standards
of the insured persons and their families if the inflation risk is
too high, without the appropriate adjustment mechanism.
Wage reform and liberalization will have the same effects if
the reference salary is not adjusted accordingly and in time.

112. Another issue of importance in pension system reform
is to equalize and increase the retirement age. Over the last
few decades, most of the developed countries have equalized
the pension age between males and females by gradually in-
creasing the retirement age for women. For the ATEs, the cur-
rent prescribed retirement age is normally 50–55 years for
women and 60 years for men, and there have been no signifi-
cant changes over the decades. This is considerably lower than
the retirement ages seen in the industrialized world. Life ex-
pectancy has, however, increased considerably over the same
period in the ATEs. Hence, there is a need for and room for
equalizing and increasing the retirement age. Such a move
will have two positive effects: it will enable women workers
to build up longer insurance recourse for own entitlement fi-
nancing; and it will enhance the financing capacity of the pen-
sion fund.

113. Hu laid emphasis on the importance of ensuring an
acceptable compliance rate and better enforcement in pen-
sion system reform. Compliance and enforcement would to
a large extent determine the real scope of the coverage un-
der the financing status of the pension fund. For example, in
Viet Nam, it is estimated that the total number of insured
employees should have been about 5 million in 1995, but
actually only 3 million were covered due to low compliance
rates and poor enforcement capacities of the social insur-
ance administration. In general, there are three types of com-
pliance problems: avoidance of liability, evasion of liability,
and non-compliance. To improve the compliance rate, Hu
suggested some basic measures of enforcement, which in-
clude: strengthening of the registration system, enforcing
inspection, imposing appropriate penalties for fraud and non-
compliance, and cooperating with related agencies, particu-
larly with tax and other authorities.

114. Hu concluded by noting that inspection mechanisms are
quite new to all ATEs, and hence to strengthen the inspection
mechanism, legal provisions that give legal powers to inspectors
should be set-up and the related training should be provided.

115. Professor Athar Hussain, Senior Research Fellow, Lon-
don School of Economics, UK began his presentation on “Pov-
erty and Social Safety Nets: Main Issues” by stating that if the

purpose is to design a social safety net, then it is important to
ask how one should view poverty. The answer to this question
will have important policy implications. Though the conven-
tional way to view poverty is as income poverty, the general
consensus, however, now is that insufficient personal income
or consumption (in particular food), although a central feature
of poverty, does not cover all its aspects. Private income is a
means to procuring what markets provide, but basic human
needs also include those goods and services, that markets gen-
erally fail to provide in socially desirable amounts. These in-
clude primary health care, basic education, and in many cases
also housing. Thus, many economists have advocated a more
multi-dimensional view of poverty that also considers the level
of education and health, access to housing, and civil rights.

116. The multi-dimensional view of poverty has crucial im-
plications for the design and assessment of anti-poverty poli-
cies. The aim of anti-poverty policies may be to provide more
housing, more schools, and not just more income. In many
developing economies of Asia, people with a relatively high
private income can still be illiterate, prone to easily avoidable
diseases, and lack access to safe water and basic sanitation.
Conversely, a number of economies or regions in Asia have
managed to attain relatively high levels of health and educa-
tion despite comparatively low private income.

117. In designing and assessing anti-income-poverty policies,
it needs to be recognized that the population classified as poor
is not homogeneous but highly differentiated. Of special im-
portance are three dimensions of poverty: (i) depth of pov-
erty, which is measured by the gap between the poverty line
and actual income; (ii) time dimension of poverty, i.e. whether
poverty is endemic (or long-term) or transitory; (iii) socio-
economic correlates of poverty, which include, for example,
gender, ethnic origins, geographical location (remote rural
communities or urban shanty towns or informal settlements),
and the principal income source. These correlates serve two
functions: first, they help to diagnose causes and, second, pro-
vide guidelines for identifying vulnerable groups.

118. One aspect of poverty in the transitional economies is
the two-part division of poverty, as seen in the PRC and Viet
Nam, for example. Apart from the poverty inherited from the
planned economy period, there is also the new poverty, which
is a by-product of transition from a planned to a market-
economy. In the PRC, earlier poverty was dealt with by pro-
viding jobs. In the new market-economy, it is no longer
possible to provide jobs as the state sector is shrinking and
the government is not able to finance loss-making enterprises,
leading to laid-off employees of SOEs and other enterprises.
Hussain, however, observed that in the PRC context, urban
poverty has also become a problem now, though the poverty
inherited from before, especially as seen in the rural areas in
the western PRC, is greater in proportion than the new pov-
erty as a result of transition. Further, mainly due to accelera-
tion in economic growth during the period of transition, there
has been a considerable amount of poverty-reduction in the
PRC and Viet Nam.
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119. The main components of anti-poverty policies can be
divided under the following five headings: (i) the target group
and policy objectives; (ii) policy instruments and agencies
responsible for implementation; (iii) the cost of the policy
and the method of financing; (iv) unintended impact of policy
on recipients on, for example, incentive to work; and (v) pro-
cedure for an ex-post assessment of policy. In general, four
forms of selection can be identified: (i) assessment of house-
holds or individuals based on observable indicators of pov-
erty, such as income or consumption; (ii) group selection by
geographical area, age, gender, or ethnic and social status;
(iii) self-selection by the target group itself in response to
conditions attached to assistance, as in the case of poverty-
relief through public works; and (iv) impersonal selection
through intervention in the segment of a particular market,
for example, by subsidizing food prices or fertilizer prices, or
loans at concessional rates, the benefits to different groups
being determined by their market situation. Most poverty-al-
leviation schemes involve some combination of the above.
Hussain briefly discussed the relative merits and demerits of
these targeting mechanisms, pointing out that administrative
costs are important and do matter.

120. Agencies and organizations responsible for poverty-al-
leviation include government agencies, non-governmental or-
ganizations, self-help groups and cooperative organizations,
and enterprises. Hussain reminded the participants that one
important non-governmental organization that has contributed
to poverty-alleviation has been the labor unions. In the PRC,
enterprises have played an important role and will continue
to do so. For the informal sector, instead of trying to bring it
into the formal sector, Hussain stressed that we have to ask
what is the best form of social security we can provide given
their situation. Most social security systems are employee-
oriented, and instead of thinking of an extension of the for-
mal schemes, one should try to think of alternative ways to
reach the informal sector.

121. The principal methods for financing of poverty-allevia-
tion policies include financing from taxes or other forms of
government revenue from domestic or foreign sources, social
insurance schemes, and part-payment with service. Financ-
ing can be done through combining contributory and non-
contributory policies, as for old-age support. The financial
burden can also be divided between the various government
tiers, as in the Minimum Living Standard Scheme in the PRC.

122. Other aspects to keep in mind when designing anti-pov-
erty programs are their impact on the incentive to work, to
save, for example for old-age, and the possible negative im-
pact on family and kin support, as these have an impact on
the incidence of poverty in the future. However, the adverse
effect on incentives is not a sufficient argument against pov-
erty-alleviation programs, as this has to be balanced against
their benefits.

123. In conclusion, Hussain reminded the participants that
historically, pension schemes have originated to alleviate pov-
erty amongst the elderly. He laid stress on the importance of

taking steps to prevent poverty for the old, especially for those
that are normally bypassed by the existing formal pension
schemes. These include small-scale farmers and businessmen,
migrants, and the informally employed. Many of these groups
typically have all or some of the following characteristics: no
or few savings, no physical abilities, and no relatives to fall
back on. Special attention needs to be given to preventing old
age poverty in general, and these groups in particular.

124. A number of issues were raised in the open discussion
session that followed. To a query by the PRC participant on
the international practice in defining and judging poverty
and on how to view the globalization concept with respect
to the aim of reducing poverty, given that globalization has
widened the differences between the rich and the poor,
Hussain replied by stating that the principal dimension of
poverty was income poverty, though many countries have
increasingly recognized that the income poverty concept is
not adequate, as it does not take account of all aspects of
poverty. For the PRC, Hussain recommended defining the
poverty line in terms of the local currency for each region
separately. Regarding the second question, Hussain stated
that there was no simple answer to the question of whether
globalization creates or solves poverty, as globalization cre-
ates opportunities, but at a certain price. While globaliza-
tion benefits some and hurts others, it is always possible to
design protective measures for certain sections of the popu-
lation. To a question of how the PRC government could en-
sure poverty-reduction, given that social insurance is
provided by the government only to those employed in ur-
ban areas, Hussain replied that while social insurance is a
contributory scheme for the urban labor force and does not
apply to those who do not contribute, the PRC has other
non-contributory schemes to assist the low-income people.

Role of Multilateral Institutions

125. Dr. Raj Chhikara, Senior Capacity Building Special-
ist at the ADB Institute, Tokyo briefly discussed the various
things that the ADB Institute is doing in support of pension
reform programs in the Asian developing countries in his pre-
sentation on “Pension Reforms in Asian Countries: Role of
the Asian Development Bank Institute”. The ADB Institute
work in promoting pension reforms in Asia has been of two
types: capacity-building training and pension policy research
programs.

126. Chhikara stated that the basic motivation behind under-
taking the capacity-building training program has been the
realization that pension systems and the way they are man-
aged can play a critical role in promoting sustainable eco-
nomic and social development, and that while there is a clear
and compelling need to reform pension systems in the Asian
developing countries, including transitional economies, be-
cause the needed pension systems either do not exist or are in
various states of disrepair, the much-needed pension reforms
are hampered by a lack of clear understanding of the various
policy options as well as lack of skills and institutional ca-
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pacity in the design and implementation of appropriate re-
form programs. Accordingly, the ADB Institute has been en-
gaged in a significant program of conducting capacity-building
conferences during the past two years to help address this
issue. Chhikara pointed out that the ADB Institute does not
advocate any particular approach to pension reforms and pro-
vides a neutral forum for discussions on pension reform ini-
tiatives and also tries to bring together the best available
intellectual resources.

127. The capacity-building conferences have been designed
to highlight pension reforms as a critical public policy issue,
to provide a forum for key policymakers from concerned min-
istries to exchange views and experiences on pension system
reforms, to help policymakers to reach policy consensus on
adopting appropriate pension reform strategies, and to pro-
vide “nuts-and-bolts” training to enhance the conceptual and
practical skills of middle- to senior-level government officials
as well as private sector persons engaged in pension reform-
related operations and activities. Chhikara observed that pen-
sion reform is politically contentious in all countries and there
usually exists a lot of difference of opinion among the many
ministries concerned with pensions. So, one key objective of
the conferences is to bring together these people with differ-
ing views and to assist them in reaching a consensus.

128. The implementation of the capacity-building training
program is done through identifying and collaborating with
local partner institutions in the countries; collaboration with
the ADB; private sector sponsorships; collaboration with
members of civil society (i.e. non-governmental organizations
active in social security and pension issues), media, and aca-
demic/research institutions; post-conference evaluations of
programs; and dissemination through “summary of proceed-
ings”. Private sector sponsorships are important, Chhikara
stressed, as pension reforms in a market-oriented environment
cannot succeed if the private sector is not involved.

129. Chhikara also listed some future plans of the ADB In-
stitute for capacity-building programs in the field of pension
reform. These include in-country training of trainees (TOT)
programs and Internet based distance learning through the
creation of a virtual learning lab (VLL) and an Asian Pen-
sion Reform Network (APRN). In the TOT programs, which
are slated to begin in 2002, the ADB Institute will choose
countries and a local partner institution in the individual coun-
tries and intensively train a group of 20–30 people who will
then train others in their own countries. Through the multi-
plier effect thus created, the ADB Institute hopes to maxi-
mize the outreach of the pension reform programs, and train
a large number of people and thus create sustainable institu-
tional capacity on the ground in the various member coun-
tries. To make these programs widely available to a large
number of people, Internet-based distance learning methods
are to be used. A VLL has been created on the ADB Institute
website and should be running by the end of 2001. The ADB
Institute will post at this website all kinds of information on
pension reform, research, list of resource people with their

e-mail addresses, etc. The APRN is envisaged to be a data-
base of all policy analysts, policymakers, policy researchers,
and policy institutes that are active in either pension related
issues or operational work in pension reform areas in the
Asian countries.

130. The pension policy research program of the ADB Insti-
tute includes a visiting scholar program as well as the under-
taking of policy-relevant research that feeds into the
capacity-building training programs. Chhikara pointed out that
a lot of the pension-related work that is being done in the
World Bank or other research centers in the West is not rel-
evant to the Asian situation, and hence there was a need to
create capacity to do research that is relevant to the Asian
situation, which is an issue that the ADB Institute is address-
ing. Chhikara ended his presentation by welcoming sugges-
tions from the participants on the conference program content,
design and implementation, suitable local partner institutions
as well as partners for future TOT programs, making a net-
work of researchers and policymakers, and names of policy
research institutes engaged in the area of pension reform.

131. Dr. Ying Qian, Financial Economist, Asian Develop-
ment Bank, Manila provided a brief description of ADB ac-
tivities in pension reform related issues. He pointed out that
the ADB has been supporting pension system reform programs
across its developing countries, from as early as 1993, with
the twin objectives of strengthening and broadening social
security coverage to improve people’s welfare and develop
domestic financial and capital markets to enhance domestic
resource mobilization and to improve the efficiency of resource
allocation. The ADB is pursuing pension reform initiatives
and has provided assistance to a number of its DMCs. In par-
ticular, assistance has been provided to Bangladesh, Bhutan,
the PRC, India, Indonesia, Kazakstan, the Kyrgyz Republic,
Lao PDR, Mongolia, Pakistan, Sri Lanka, Thailand and
Uzbekistan.

132. Qian then provided some details of ADB assistance for
pension reform in various countries. Assistance is given in
the form of outright grants or as loans. For making loans, the
ADB conducts extensive studies of the situation in the coun-
try to identify the key elements that the loans should target.
Some countries that have received large amounts of assistance
for pension reforms from the ADB are the PRC and Kazakstan.

133. Through its technical assistance (TA) projects, the ADB
provides assistance for improving policy and legislative envi-
ronment, strengthening regulatory and supervisory schemes,
capacity-building and training for pension sector profession-
als. Through program loans, the ADB provides general bud-
getary support and technical assistance to beneficiary countries
where governments must deal with urgent pension reforms.
Sometimes, the ADB program loans are used directly for re-
capitalization of insolvent pension systems. Through loan con-
ditionalities, ADB encourages beneficiary countries to
conform to the best practices of pension reform and guide-
lines for prudent management of pension systems. Through
its private sector window, the ADB also has opportunities to
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participate in areas of pension administration, insurance, and
fund management, and introduce best corporate governance
practices and transfer technical know-how.

134. The TA programs of the ADB follow a country-specific
approach. The diversity of social and economic issues, that
impact on the regulation, management, operation, and financ-
ing of pension schemes, indicates that there is no unified ap-
proach that can be applied across countries. The ADB does,
however, have some basic principles for carrying out pension
reform projects. Partner institutions must have clear objec-
tives for pension system reforms, which include the follow-
ing: increase pension coverage, remove impediments to
structural economic reform and avert old-age poverty; im-
prove financial sustainability; and contribute to the develop-
ment of financial and capital markets. For this, the necessary
policy actions include the seeking of a prudent resolution of
implicit pension debt, improving of management standard and
corporate governance, developing supplementary schemes,
and establishing a legal, regulatory and supervisory frame-
work for pensions, capital markets, and insurance. Through
its operations, the ADB has been trying to seek a win–win
scenario. Successful pension-reform based on market prin-
ciples will not only generate long-term investment funds but
also create a basis for institutional investors, which are cru-
cial for financial and capital markets development. The healthy
development of financial and capital markets will, in turn,
provide pension funds having high return investment oppor-
tunities with prudent safeguards against risk. Qian ended his
presentation by giving an example of how the ADB analyses
a particular country system and performs its projects.

135. In her presentation on “Social Security Reform in ATEs:
ILO’s Role and Activities”, Ms. Aidi Hu, Social Security
Specialist, International Labor Organization, Geneva
briefly discussed the ILO’s basic goals and principles and
role in social security reform as well as related technical
assistance provided to the ATEs for social security reform.
Recently, the ILO has adopted the goal of “Decent Work for
All” which aims at promoting opportunities for women and
men to obtain decent and productive work, in conditions of
freedom, equity, security, and human dignity. The basic
premise of the ILO, Hu pointed out, is that a well designed
and administered and widely available social security sys-
tem can protect families against income insecurity. From
the very beginning of its existence, social security has been
an important technical domain of the ILO. Within the UN
family, the ILO is particularly mandated and specialized in
social security.

136. To achieve the objective of social security, the ILO has
set up three programs, which involve the following: the un-
dertaking of research and policy development for the devel-
opment of strategies for an efficient social protection
mechanism; the formulation of a normative framework to pro-
vide international guidance for the formulation of national
social security policy and legislation; and the provision of
technical advisory services, mainly through technical co-op-
eration projects, to directly and specifically respond to the

needs of the ILO member states. Hu then proceeded to pro-
vide details of the social security related technical assistance
provided by the ILO to each of the ATEs represented at the
conference.

137. The ILO has been involved in social security in the PRC
since the mid-1980s, from the very beginning of the social
security restructuring process in the country.  The technical
assistance given to the PRC has been aimed at enhancing the
technical competence of the social security planners and ad-
ministrators, as well as assisting the government in formulat-
ing a social security framework.  Recently, Hu informed the
participants, the ILO has signed a memorandum of under-
standing with the PRC government with the aim of launching
a program of cooperation based on the “Decent Work” con-
cept and to support the national reform in the PRC. It is most
likely, Hu said, that a comprehensive project on social secu-
rity with a significant size would be soon developed for the
PRC.

138. The ILO’s technical assistance in social security reform
in Viet Nam started in 1992, and has mainly aimed at estab-
lishing a policy and legislation framework for the develop-
ment of social security and enhancing the administrative
capacity of the related government agencies. Other ongoing
activities include the extension of public education to finan-
cial management, health care financing and social assistance.
In the Lao PDR, the ILO’s technical assistance in social se-
curity reform began in 1995, and so far has been aimed at
assisting the government to extend coverage to the private
sector workers, reforming the existing scheme for the pub-
lic sector, and developing a national policy for social health
insurance. The first phase of the project on the Develop-
ment of Social Security has been successfully completed.
As the Lao PDR needs more technical assistance, Hu in-
formed the participants that a proposal for Phase II of this
project has been developed and submitted to the interna-
tional donors for financing.

139. Of the other three ATEs, Mongolia and Cambodia have
had limited and relatively recent technical assistance from the
ILO, compared to the previous three countries mentioned
above. ILO social security related technical-assistance activi-
ties took place in Mongolia in 1992–95, and in Cambodia
since 1997. This is mainly because social security reform was
not a top priority for these countries in the past. But follow-
ing the socio-economic development due to the economic
system reforms, the need for reforming the social security
system has now emerged in these two countries. Hu informed
the participants that the ILO has already received some re-
quests for technical assistance for social security from these
countries, and more concrete technical-assistance is antici-
pated for these countries.  The ILO has had no recent involve-
ment in social security in Myanmar, though some requests
have been received in the past. Hu, however, stated that if and
when the policies of the government in Myanmar cease to
challenge the fundamental principles of the ILO, she believed
that the ILO would certainly follow-up with technical assis-
tance as required.
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140. A participant from Cambodia began the open discussion
session by requesting Qian and Hu to convey Cambodia’s need
for pension reform assistance to the ADB and ILO respec-
tively. A participant from the PRC raised what he felt were
some important issues related to TA projects involving pen-
sion reform from international organizations to developing
countries, as well as the ATEs. First, he stated, most project
documents prepared by most international organizations are
not suitable for practice in the respective countries, since ap-
propriate consultation with national experts is not undertaken
during the period of project design. Also, sometimes the prepa-
ration period for the project is too long, so much so that in the
meanwhile the ground situation in the country may have
changed a lot, necessitating a review or modification of the
original document, leading to a wastage of resources. Sec-
ond, the participant stated, during the implementation of the
project, it has been found that though the quality of the inter-
national expert is low, his pay nevertheless is very high, im-
plying that this kind of TA will have very good returns on the
investment for the developed country, where the international
expert is based, and the developing country will get nothing.
Third, he stated, while a lot of research is carried out for the
TA programs, it has very little to do with the reality of pen-
sion reforms and the real needs of the government and the
people in that country. It is therefore necessary to have addi-
tional modifications to the TA programs to fit the needs and
reduce the costs, the participant added, so that the ATEs can
get more from these assistance projects. Chhikara intervened
to say that though TA projects have been seen by some as
employment-creating opportunities for international experts,
are very expensive, and eat-up a lot of resources out of the
funds, in the absence of an alternative in the form of domestic
experts, it then becomes necessary to use international ex-
perts. The same participant from the PRC responded by stat-
ing that in some instances, the national consultants have been
ignored for some projects, and in others too many interna-
tional experts have been hired in proportion to the national
consultants hired. Further, in his opinion, the extreme dispar-
ity in the payment to international and national experts for
the same type of consultation devalued the contribution of
the national experts and was not conducive to a harmonious
working relationship. The solution to this problem, said
Chhikara, lay in developing domestic institutional capacity,
which, he stated, is what the ADB Institute is trying to do,
and also in more active participation of the country govern-
ments in the selection of experts for the TA projects. The gov-
ernments can, Chhikara stated, also insist that more domestic
experts, if available, should be used. Qian stated that the ADB
does recognize some of the problems that the PRC partici-

pant mentioned, and has recently instituted a new policy for
hiring consultants, in which before any foreign consulting
firms are engaged, the ADB and the country government sepa-
rately undertake an evaluation of the proposals of the con-
sulting firms and then try to reach an agreement on the
consulting firms to be employed. Hu stated that for the ILO
projects, the government does have some right to control the
selection of international experts, and suggested using local
experts within economic and geographical regions and not
just within national boundaries, as these experts would be more
likely to have a better idea of local conditions than an expert
from another faraway continent. While international experi-
ence is very important, a participant from the PRC stated that
the government still has the responsibility of selecting and
supervising competent local experts. A participant from Cam-
bodia raised the issue of governments having to accept in-
competent international experts in local projects because the
assistance from international organizations came in a pack-
age, which included these experts.

Conclusion

141. The conference was jointly closed by Mr. Jiao Kaiping,
Director General, Pension Insurance Department, Minis-
try of Labor and Social Security, the PRC and Mr. S.B.
Chua, Director, Capacity Building, ADB Institute. In his
closing remarks, Kaiping pronounced the policy conference
as being very successful, and stated that many issues of inter-
est to the ATEs relating to reforming pension systems had
been discussed. Kaiping thanked the ADB, ADB Institute, the
resource persons, and all the participants for making the con-
ference a success, and extended a welcome to all participants
to the training workshop to be held in Beijing during 9–13
July 2001.  Chua said that he was pleased that all the partici-
pants had actively participated in the conference and hoped
that, in the process, all they had learnt from one another. The
key message of the conference, according to Chua, was that
there is no one magic approach to pension system reforms.
Hence, it was most important for all the participants to take
the best practices from the messages being conveyed in the
conference, and adapt and modify them to suit their own coun-
try circumstances. Chua thanked the resource speakers for
their efforts, the participants, co-sponsors, and the ADB In-
stitute supporting staff for the effort they put in to make the
conference a success. Chua closed the conference by distrib-
uting out certificates to the various country participants and
the resource speakers.
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