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Madhu D, assistant vice-president (benefits consulting group), India Life Hewitt, writes about defusing the live wire of pension problem
A government servant, expecting that the government will provide for his old age by way of monthly pensions at 30 per cent of the last drawn salary that will keep pace with inflation.
A pensioner from the government, leading a retired life with pensions awaiting the revival of full pension at the fifteenth year of retirement. Do not bet on it. Consider these figures. The budget estimates for the year 2002-2003 provides for Rs 13,000 crore against the net tax revenues of Rs 1,72,963 crore. The pension liability is nine per cent of the budgeted tax revenues. Over the last 10 years the pension liability has increased five times where as the net tax liability has gone up only three times, while the total revenues not even doubled.
This is only the central government pension liability. There are no compiled statistics on the individual states' liability which have promised pensions on almost the same lines. Add to this the liabilities of various quasi-government institutions and PSUs.
The changing demographics are the real live wire leading to the Fiscal time bomb on the government financials. The graying population is expected to double in the next 20 years. The longevity of an average Indian has doubled since independence and that of a well provided for government servant in comparison to the general population would easily be 20 years and beyond from the date of retirement. The pension liability of central government alone as per the actuarial estimates of World Bank could easily be one-third of the GDP. There are other live wires too. The Employees Pension Scheme of the Provident Fund Commissioner introduced in the year 1993. Here again the IMF estimate is that accrued cash liability of this scheme as it matures beyond 2003 could be almost one per cent of the GDP.
Well a civil servant is not eligible for dignified old age? Very much. But at what cost? And at whose cost? Argument is not against pensions. Pension for one generation has mortgaged income of two further generations. The questions become more uncomfortable if we compare how much of India's population is eligible for one or another form of pension. As of 1991, only 10 per cent of the India's working population enjoyed any provision for pension. What about the unorganized sector? Nothing. So when the government forks out 10 per cent of the tax revenues to pay pension of the civil servants who is subsidising whom? The poor unorganized worker who paid excise duty and/or sales tax to buy soap is subsidising the old age security of a retired bureaucrat.
The need is not to stop pensions for the privileged sections of the society. But, to Find ways to meet this liability with out the inequities. At the same time bring more and more sections of the population within the ambit of one or the other form of pensions.
Are we alone in this? The demographic change called inversion of the pyramid has arrived at the developed countries much earlier due to the better standard of living post the Second World War. These governments had promised social security read defined benefit (DB) pensions on pay as you go basis. Most of them are waking up to reality that is the status of the civil service pensions what is happening in the private sector. Here again there are
corporates who have provided for DB pension to the employees. These pension liabilities are actuarially valued and funded regularly.
However, aggressive actuarial assumptions coupled with the poor return on investments has seen to it that some of these pension plans are potential threat to the financial viability of the sponsoring corporates. The intergenerational subsidy is more evident in these plans with the newer entrants to the employments subsidized the older members of the plans. Such plans could have serious implications on the valuations these companies enjoy. Some of the corporates have been alert to the situation and converted or in the process of converting the plans to defined contribution (DC) ones. That could be the first attempts at reform in the pension arena.
What about the government? As per grand announcement of the finance minister in 2001 budget, the employees joining the government on or after October 1, 2001 would only be eligible for a DC plans. The expert group constituted by the finance minister during the last year has submitted its report. He has promised in the budget 2002 speech that he will implement the report by June 1, 2002. The group has recommended a hybrid scheme that
combines contributions from employees and the union government on matching basis, on the one hand, while committing to the employees a DB as pension. While one has to see what the committee has recommended and finally what gets implemented, the report implementation is first step towards defusing the time bomb.
But, committing to continue the DB pension, as it exists may not defuse the bomb as such. Moreover, the, central government would be setting a wrong precedent for the state governments to follow.
The bigger question is would the state governments bite the bullet and start thinking about the pensions at all. The beginning has been troublesome. The government employees going on a strike in Kerala at tinkering with the ‘leave encashment benefits' in the face of mounting financial crises docs not augur well.
But, would the public tolerate their tax contributions to the exchequer being frittered away in pampering the bureaucrats. May not. The public was aghast at the striking employees in Kerala. How would the judiciary react to modification or withdrawal of pension commitments? Well the Kerala High Court has been quick to pass strictures against KSRTC the state road transport corporation for failing to pay the pension to the retired employees. Would a convincing economic argument with public support convince the courts? Well, earlier these questions are answered better it is. Let us defuse the bomb having known which is a live wire.
