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Editorial

It isagreat pleasure to provide an introduction for, this second issue of the R.V.S. Journal of
Management. Major advances in scientific knowledge come about when existing paradigms
are subject to rigorous analysis and challenges. The R.V.S. Journal of Management seeks to
provide an outlet for original high quality peer reviewed scholarly research in the increasingly
important areas of management. High quality work in al areas of management will be
welcomed by the Journal. We hope to publish theoretical, empirical, and experimental articles
which will contribute to the development of the different areas of management. We hope and
believe that our journa will be of interest to a wide range of researchers, in all areas of
management .We are of the opinion that by publishing original, high quality, scholarly articles
the Review will contribute significantly to our understanding of the minute details of
management in the coming years. In this second issue, we have some outstanding papers
which adopt different approaches to a range of issues within the area. We already have some
more excellent papers to be published in later issues. We are certain that is only the beginning
of the contribution which the RVS Journal of Management will make to knowledge in this
relatively new and exciting area.

Coimbatore Dr. VijilaKennedy
15 January, 2010 Chief Editor
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Challenges and Innovation
in Indian Higher Education

'Dr. R. Krishnaveni and ’J. Meenakumari
'PSG Institute of Management, Coimbatore
Faculty and Research Scholar, Alliance Business Academy
e-mail: rmkrishnaveni@gmail.com, j_meenakumari@yahoo.com

Abstract— Education in India has evolved over the ages and continues to evolve, as
witnessed from the progress of education right from ancient Indian times through the
medieval period and pre-independence. A SWOT analysis of the present scenario of
Indian education, along with the existing challenges depicts the importance of
continued innovation in the education sector. The critical success factors for
innovation and an organization framework for innovation along with different
delivery models are discussed to provide a complete perspective.

Keywords: SWOT analysis, innovation, delivery models

EDUCATION IN INDIA

Education in India has undergone many changes right from the ancient times. The evolution
of education in India is presented below along with the present challenges. A SWOT analysis
of the higher education system in India is also discussed.

Education in the Past
Ancient India

India has an interesting history of education, which could be traced to the anc1ent times (3"
century BC) [ In the ancient times, education was imparted orally by sages 2 and scholars. In
the Gurukul system of education, the shishyas (students) and the guru (teacher) lived in
proximity within the same house, irrespective of their social standing. Learning was imparted
in community centers and schools. With the advent of development of letters of language,

writing on palm leaves and barks of trees were used for education'. This facilitated growth of
written literature.

Subsequently, some world famous educational institutions were established, namely
Nalanda, Vikramshila, and Takhshshila. The Nalanda University was renowned for its
excellence and prospered during 5™ and 13™ century AD. At one point of time, it had around
10,000 resident students and teachers. The student community comprised Chinese, Korean,
Sri Lankan, and other international scholars!¥,

Medieval Period

After 11" century AD, some universities were established in major cities such as Delhi,
Lucknow, and Allahabad. Knowledge interactions occurred in varied areas of specialization
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such as theology, philosophy, mathematics, architecture, medicine, astronomy, painting and
fine artst",

Pre-Independence

Before the advent of the British in India, learning was disseminated in private. With the
arrival of the British, higher education was granted in English and began to spread with the
assistance of European missionaries!.

Present Scenario of Higher Education in India

Presently, India has hundreds of universities and thousands of colleges affiliated to them. A
multitude of colleges have facility to focus on multiple disciplines. This has led to
enhancement of the spread and quality of education in India.

Higher education in India is categorized into the following:

Undergraduate Programs

A student goes through higher education after schooling, and is completed in a college. The
duration varies according to the subject pursued by the student. A simple graduate degree
could be obtained in three years, while an engineering degree would require four years of
study. A medical student needs to complete a course of four and a half years and then one
year of mandatory internship.

Postgraduate Programs

On completion of graduation, a student could opt for postgraduation in his/her specialized
area.

Doctoral and Post-doctoral Programs

Post-graduate students could also take up a research-based program leading to doctoral and
post-doctoral degrees.

Challenges in Higher Education in India

Some of the challenges prevalent in higher education in India™ include:

e Need for a dynamic vision and strategy that is in tune with current and future needs

e Designing of a curriculum that is highly innovative, practice-oriented, flexible, and in
tune with needs of the industry

Existence of mechanisms to facilitate and enhance high-end research

Establishment of the best possible model for funding higher education

Scale and diversity of the nation

Management of the issue of poverty amidst abundance

Increase in the level of innovation and competitiveness
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e Enhanced utilization of Information and Communication Technology for improved
reach and quality of learning

e Availability and retention of faculty of high quality

e Availability of appropriate opportunities for faculty development

e Management of governance issues such as autonomy, funding, fee structure, and
responsibility-related aspects

e Increase in the need for investment in education

e Improvement of infrastructure across the breadth of the country

e Formulation of policies and procedures that would help to sustain and nurture further
development

e Flexibility in a rapidly changing environment

e Management of issues relating to Technology divide and Digital divide

e Handling of change management issues

Current Scenario of Higher Education in India: Strengths, Weaknesses,
Opportunities and Threats

The current scenario of higher education in India' is presented below with a SWOT analysis:

STRENGTHS WEAKNESSES
e Initiatives from the private sector in | e Inadequate opportunities for
addition to Government-led initiatives continuing education and for learning

A large resource pool of students aspiring
to pursue higher education

A large number of universities and
colleges across the country

Allocation of resources for upgrading
higher education

Various schemes from bodies such as
AICTE (All India Council for Technical
education) to facilitate key work in thrust
areas, and research and development
programs in technical institutions
Deployment of quality improvement
schemes in the conduct of higher
education

Accreditation initiatives from institutions
like the NBA to assess and help enhance
quality of education

Collaboration of industry associations and
professional bodies with educational
institutions

throughout life

Inadequate facilities for student
welfare and career guidance
Inadequate institutional capacity in
meeting higher education needs
Reduced “research culture”
Inadequate library facilities

Less number of PhD holders among
overall teaching staff

Non-existence of a highly systematic
approach for periodical quality
assurance
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OPPORTUNITIES

THREATS

Strategic partnerships and alliances
Enhancement of academic programs
Design of new academic programs and
certifications that are in high demand
Methodologies such as distance education
and flexible learning for enhanced access
to learners

Leveraging of strengths to take part in
initiatives at a global level

Higher education budget constraints
and inadequate funding

Variations in the quality of higher
education across institutions

Attrition among experienced staff
(including movement of faculty to
jobs in industry)

INNOVATION IN HIGHER EDUCATION

The aspect of innovation in higher education in India is discussed below in terms of the need,
critical success factors, framework, benefits, and challenges.

Need for Innovation in Higher Education in India

Higher education in India needs increased innovation

(9]

considering the following aspects:

Higher education serves as the backbone for the future of a nation®
Tremendous growth in the need for higher education
Educational sector challenges of today and the future cannot be resolved using

yesterday’s tools and techniques

Inadequacy of the traditional mode of education (chalk-and-talk methodology) in

meeting the increased educational needs

Shift in trend from ‘computer education’ to ‘computers in education’
Increased demand for continuous learning by working professionals to enable them

stay current in their professional lives

Need to link learners and lecturers irrespective of distance and/or time

Increased workloads for administration in the education sector

To provide enhanced delivery of learning services to learners

To improve interface with business and industry

To empower learners with access to wide array of knowledge and information

To increase effectiveness and efficiency of education processes and the education

system

CRITICAL SUCCESS FACTORS FOR INNOVATION IN EDUCATION

The factors critical for success for innovation in the education sector include:

Strong educational leadership
Clarity of goals and objectives
Utilization of technology



Challenges and Innovation in Indian Higher Education 4 13

Reengineering of processes

Scalability (starting from a smaller scale)
Establishment of standards and procedures
Design, development, and implementation
Adequate training

Appropriate change management strategy

ORGANIZATION FRAMEWORK FOR INNOVATION IN EDUCATION

An ideal organization framework for continuing innovation in education could comprise the
following entities:

Champion at the National level

Co-ordination committees at the education ministry level

Champions and Co-ordination Committees at the Zonal, State, and Regional levels
Institutions for continued research in education and training

Private sector partnership/alliances

A central support structure

The framework is provided below with a depiction of the entities and their inter-
relationships:

[ Champion at the National level ]

v

Co-ordination committees at the
Education ministry level

Champions and Co-ordination
Committees at the Zonal,
v, State, and Regional levels

Central
Support
Structure

| Institutions for continued Private sector |
i research in education and training partnership / alliances | :

DIFFERENT DELIVERY MODELS"”

There are various delivery models deployed in dissemination of education, which include:

Face-to-face education delivery model
Distance learning (offline) content delivery model
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Satellite-based education delivery model (e.g. UGC educational programmes on
Television, advanced technical and management programmes from leading higher
education institutions through HughesNet Global education having centres in the
North, South, East, and West zones of India)

Online education delivery model (web-based)

Blended education delivery model (a blend of on-line interactions, face-to-face
sessions, and independent study on the part of the learner)

BENEFITS OF INNOVATION IN THE EDUCATION SECTOR

The benefits that occur as a result of innovation in the education sector include:

Increased transparency

Enhanced convenience (24x7 access, learning at learner’s pace, virtualization), thus
compressing time and space requirements

Improved productivity in the midst of globalization

Facilitates meeting the needs of the higher education segment in the knowledge
economy

Easier knowledge sharing

Overall cost reduction (cost of dissemination of education per learner)

CHALLENGES IN INNOVATIVE LEARNING MECHANISMS/MODELS IN INDIA"

The following are a few of the key challenges in deploying innovative learning
mechanisms/models in India:

Large population

Heterogeneous population with different languages, dialects, and cultures

Providing technological access to rural areas (electricity, communication
infrastructure)

Affordability of education (population below poverty line) 1°

Children in poor families (especially in rural areas) being sent to work for earning
their livelihood (thus truncating their learning at primary/secondary levels) [l

Need for educational culture change across the nation

Political influence

FUTURE PERSPECTIVE

The present trend in education in India is much different from those that existed in the past.
A lot of innovation and changes have taken place in this segment.

In future, there could be a shift in educational trends such as:

Establishment of eUniversities*%

Proliferation of virtual libraries
Mechanisms such as Podcasting for a ‘mobile learning experience’
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CONCLUSION

In various developing countries including India, innovation has come a long way in the
education sector. This is evident in the virtualization mechanisms deployed in education and
the shift in trend from ‘computer education’ to ‘computers in education’.

In the education sector of today’s knowledge economy, it becomes important to

continuously innovate. The fact that ‘tools of yesterday cannot be used to fight the problems
of today and tomorrow’ highlights the importance of innovation in education.
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"Old age is the most unexpected of all things that happen to man.”
—Leon Trotsky

Abstract—India has never had a pension system for the population across the
country, as has been in existence in other parts of the world, even though we have
had some schemes mainly directed at government employees. The Pension Fund
system that exists in India suffers from the twin disabilities of not being able to
provide an adequate security net for the old age population and at the same time
exerting a huge pressure on government offers. According to the 1991 Census
Reports, India has an estimated 314 million workers of which a mere 11% are covered
by the formal pension system. The crumbling down of the joint family system and the
increase in life expectancy has aggravated the extent of insecurity arising from
inadequate income at an old age. On the other hand the existing pension system for a
small amount of working population based on defined benefit formula adds on heavily
to the state’s fiscal deficit.

In many parts of the world pension reforms have led to funding, not of the
defined benefit (DB) kind but the defined contribution (DC) kind. All over the world
there has been a tendency to switch over from DB to DC and this is not because DB
is bad. The forces of globalization have caused a high flux of employees from one
organization to another, from one country to another, making it almost impossible to
run a DB system. Other reasons include the weakening of trade unions across the
globe and the decreasing rate of interest which led to employers finding it
increasingly difficult to sustain the funding required to build up the benefits on the
DB system. However, this has also become the exit route for some employers to get
out the liability of pensions.

India’s pension sector is about to undergo a radical transformation. The
government’s controversial ‘New Pension System’ will usher in a whole new world
for Indian savers — individual retirement accounts, a choice of savings and
investment products, professional fund management and centralized administration
that means pension rights can be taken from one job to another or from one fund
manager to another. The new pension scheme is an attempt to move away from the
defined benefit pension plans to defined contribution based schemes. During the last
seven years, from 2000 to 2007, a marked shift in pension policy in India was
witnessed which culminated in introduction of a new pension system. A High Level
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Expert Group (HLEG) and the Old Age Social and Income Security (OASIS) Project
commissioned by the government were the two initial milestones on the road to
pension reforms for the Government employees and the unorganized sector
respectively. These efforts culminated in setting up of the Pension Fund Regulatory
and Development Authority (October 2003), introduction of a New Pension System
(December 2003), and introduction of the PFRDA Bill in Parliament (March 2005).
The key operational elements of the NPS are at least one Central Record-keeping
Agency (CRA), a set of Pension Fund Managers (PFMS), and a large number of
Point of Presence (PoPs) agencies. It is interesting to note that within 10 days of
launching of NPS- on 1t May, 2009, IRDA has put a clause that no insurance
company could act as a PoP for the New Pension Scheme. The present paper tries to
analyze the changing structure of pension schemes in India.

Keywords: New Pension Schemes, Defined Benefit and Defined Contribution
Schemes, PFRDA..

INTRODUCTION

The term pension has a different connotation for various segments of the population. For
those in the financial services industry, it refers to all forms of institutionalized retirement
savings plans and includes provident fund and public provident fund scheme. But, for most
Indians ‘pension’ signifies monthly payments that government employees receive for the rest
of their life post-retirement. If we are interested in the dictionary meaning then pension may
be defined as a payment, not wages, made regularly to a person (or to his family) who has
fulfilled certain conditions of service, reached a certain age, etc. a soldier’s pension, an old-
age pension

Not only the pension funds provide social security for old age but it has also been argued
that pension funds are also the growth drivers of financial markets in any economy.
International experience shows that pension funds have indeed provided the much-needed
boost to the development of corporate debt markets both in terms of demand and liquidity for
corporate bonds. Pension funds have also been major stimulators of financial innovation as
they have directly or indirectly supported product innovation by supporting the development
of asset backed securities, structured finance, derivative products and so on.

Pension fund presence in the bond market is likely to increase the availability of long
term funds in the market, which in turn will improve the asset liability mismatch that often
arises in projects with long gestation periods. As a matter of fact, globally the pension
industry has been a key component of the financial infrastructure of an economy. It is one of
the few sources of long term funds, which have null, or least risk associated with maturity of
assets and liabilities. Thus, its viability and strengths have far-reaching consequences for not
only the money and capital markets but also for each and every facet of the economy. Funds
raised from pension fund placements can specifically help infrastructure financing.
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REVIEW OF LITERATURE

A lot of studies have been undertaken on the effectiveness and efficiency of the existing
pension schemes both in developed and developing countries. Almost all the studies pointed
out the need for reforms in the pension schemes. The reason for the required reforms is the
change in the demographic profiles of the countries and also the change in the savings
patterns. Snapshots of some of the prominent studies are given below:

Venti, Seven F., and David A. Wise. (1994) observed that one of the most controversial
aspects of pensions is their impact on private and national savings. It was made clear that
pensions, broadly defined to include social security as well as employer provided plans,
comprise a significant component of total household resources. Gale and Sabelhaus (1999)
also observed that at the aggregate level, reserves in pension funds have accounted for 20% of
net worth in the household sector and represent a sizeable component of private savings.

Ferguson and Blackwell (1995), Willette (1995) have stated that in the last two decades
there is a paradigm shift in pension fund schemes from defined benefit plans to defined
contribution plans such as 401(k) plans. This fundamental shift in the nature of pension
saving has concerned observers in the popular press and in academia. Some believe that
defined contribution pension plans are a crisis waiting to happen when current generations,
having made minimal (or no) contributions to their DC plan, retire with inadequate pension
asset balances.

Visaria (1998) observed that India is the last major country in the world to experience the
demographic transition; a sharp decline in TFRs only commenced in the late 1980s. In 2016,
only 8.9% of the population is expected to be above 60; this fraction is expected to rise to
13.3% in 2026.

Palacios, Robert and Whitehouse, Edward (1998) have stated that a critical question in
the transition to a funded, private pension system is whether the new private element is
presented as a mandate or choice to current and future workers. The paper presented by them
sets out the spectrum of available options and looks at policy in 13 reforming countries. It
concludes that older workers are best excluded from reform, because the economic benefits
are small and the political resistance is likely to be large if they are included. However, a
defined cut-off age is arbitrary for reasons of intergenerational equity and heterogeneity of
portfolio composition and risk preferences within cohorts. A voluntary switch is preferred.
The main objection is the resulting uncertainty over the numbers switching. Analysis of
reforming countries shows however, a consistent and rational pattern of switching. They
concluded by discussing policy options for managing the switching process.

Alier and Vittas (1999) observed that there are two aspects where an element of a DB
system is attractive; both pertain to the extent to which exposure to risk factors is adopted.
The first issue is the problem of the investment risk that has to be borne by participants in an
individual account system. A DB system may offer a mechanism for risk sharing, thus
reducing the risk borne by an individual. The second issue is about decision making in fund
management. A DB system is likely to place decisions in the hands of finance professionals,
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who would be less likely to avoid risk factors when compared to the decision-making of many
individuals.

Iglesias and Palacios (1999) in their study stated that India’s experience with the EPF
program suggests that simply having defined contributions with an individual account does
not suffice in obtaining sound governance. India’s experience is a positive one in the sense
that the long-term real return on EPF has not been negative, as compared with some other
countries where extreme failures of governance of pension assets have generated sharply
negative returns.

Shah and Fernandes (1999) suggested that equity investments, especially through index
funds are a viable strategy for the pension sector.

Walliser (1999) suggested that the illiquidity of pension assets is a constraint, in the eyes
of participants in a pension system, in an environment where credit is constrained. For many
individuals who are potential participants in a pension system in India, credit markets are
inaccessible when exposed to consumption shocks. If the pension system offers no possibility
of premature withdrawals, then it becomes relatively unattractive.

Shah and Svakumar (2000) have made a significant study on the relationship between the
development of financial markets and the implementation of pension schemes. They observed
that the equity market has made major gains in recent years. There is time-series evidence
over 21 years suggesting that the equity premium has proved to be around 8 percentage
points. There is a modern stock market index (Shah and Thomas 1998) with four index funds.
Trading in index derivatives commenced in India in June 2000 and will start in Singapore in
August 2000. The market capitalisation of the equity and bond markets are around Rs. 10
trillion each. The stock of assets of the pension sector today is around Rs.1 trillion; hence
there is no short-run constraint in terms of the ability of the equity or bond markets to absorb
pension investments.

Whitehouse (2000), Murthi, Orszag and Orszag (1999) have made a study on the
effectiveness of individual accounts without defined benefits. The major issue that was
identified was thaty in an individual account system, particularly when contributions or
account balances are small, is the question of administrative overhead and transactions costs
These questions are particularly important in the Indian setting, where the average
contribution and the average account balance would be amongst the smallest in the world.
James, Smalhout & Vittas (1999) also suggested that the most important vehicles for keeping
costs low are: (a) constrained portfolio choice, using passive management, and (b) reduced
sales expenses.

Dyson (2002) demonstrated that there are considerable variations among regions and
states in fertility rates, life expectancy, and patterns of internal migration. In general, the
southern states will experience much more rapid population ageing than the states in the
north. The major public policy implication is that pension reform policies and programmes
should not be based on the averages for the country as a whole, but on the basis of empirical
data of each state. This is particularly relevant in designing defined benefit schemes, whether
based on social insurance or provided by employers; and for social assistance programs.
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Predicting longevity trends and morbidity patterns is an inexact science. The actuarial
assumptions should therefore reflect this, and permit flexibility in design parameters, if the
schemes are to be sustainable over a long period.

Chakraborti (2004) observed that India is experiencing a demographic transition, leading
to lower total fertility rate (the rate was 2.85 children per woman in 2004. There is
considerable regional variation in fertility rates. The southern region of the country is
experiencing fertility rates at or below replacement rates, while some of the highly populated
northern states have high fertility rates, with the western region somewhere in between.

Dev and Mooij, (2005) concluded that design, structure and capacities concerning social
safety nets differ considerably between urban and rural areas. Thus, social assistance type
programs, which require fiscal resources and effective public delivery systems, are likely to
play a greater role in rural than in urban areas.

Bhardwaj and Dave (2006) observed that the first and foremost goal of pension reforms is
to increase the size of the covered sector. India is at a unique moment in the demographic
transition, where large numbers of young people are coming into the labour force. If these
individuals can be placed into a modern pension system, they will be able to accumulate
pension assets for their old age, and India would then be able to avoid the crises associated
with an ageing population that have been seen in myriad other countries. But in addition,
there were structural problems with the EPFO and with the civil servant’s pension which
needed to be addressed. The EPS is supposed to be based on contributions and assets, but is
actually underfunded. The expenditure on the civil servants pension was growing at double
digit rates, and it was found that the implied pension debt of the GOI on account of civil
servants alone is probably above 64% of GDP Similarly, similar observation was also made
by S.N. Mathur about the difficulties of the pension provisions in Indian Railways.

PENSION SCHEMES IN USA

The idea behind 401K pension plans arose in the late 1970s when the US Congress passed a
Tax Reform Act in 1978, that allowed for any savings from earnings being put into a
retirement financial plan could be exempt from taxes, until such time as the pension starts to
be paid out or withdrawn. After being written into the statute books as Internal Revenue Code
section 401, para (k) - hence the term 401K pension plans - the first of these 401K private
pension plans began in 1982. The 401K pension plans allow for money from an American’s
salary to be transferred into their 401K account directly by the employer, before the person
receives their monthly pay check; and can vary in value up to 15% of the annual salary. 401K
accounts are mutual funds, which by a variety of devices, basically means the money put into
a 401K account is invested into stocks and bonds. Some companies offer their employers
special 401K account facilities that the employer also makes a contribution to. These
employers usually then use at least a portion of the money in the 401K accounts to invest in
the company that the employer owns. This has benefits and risks to it. The employer is, in
effect, enhancing your remuneration package and the employee saving into the 401K pension
account knows the company they’re working for and the sort of investments he/she is making
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through their pension fund. They are also incentivized to work to ensure the continuing
success of the employer’s company, thereby safeguarding their pension plan. The risk, of
course, is that the person saving for their retirement could end up with all their savings reliant
on the success of just one company.

PENSION SCHEMES ACROSS ASIA/PACIFIC REGION

Many of Asia’s retirement-income systems are ill prepared for the rapid population ageing
that will occur over the next two decades. The demographic transition — to fewer babies and
longer lives — took a century in Europe and North America. In Asia, this transition will often
occur in a single generation. Asia’s pension systems need modernizing urgently to ensure that
they are financially sustainable and provide adequate retirement incomes. Asia’s ageing will
be at its most rapid between 2010 and 2030.

In some countries — China, Vietnam, Pakistan, Chinese Taipei — pension levels are high
relative to earnings. Early retirement ages, especially for women, provide additional financial
pressure. These systems are unlikely to be sustainable as populations age and retirement-
income provision matures. Yet many Asia/Pacific countries also face a problem of adequacy
of retirement incomes. There are four reasons why current pension systems are unlikely to
deliver a secure income in old age.

Coverage of formal pension systems is relatively low.
Withdrawal of savings before retirement is very common.

Pension savings are often taken as lump sums with the risk that people outlive their
resources.

Pensions in payment are not automatically adjusted to reflect changes in the cost of living.

National pension provision in Asia/Pacific is very diverse. The schemes are operated
either by pubic or private players. Further, the schemes may be classified as ‘Defined-Benefit
Schemes’ or ‘Defined-Contribution Scheme’. Under the first variant, the value of the pension
is defined relative to individual’s earnings and under the second variant the value of the
pension depends on the amount contributed and the investment returns earned. New Zealand
does not have compulsory pension contributions, but instead pays a flat-rate benefit to all
retirees. This diversity makes it hard to compare pension systems between countries and
evaluate their performance. Nevertheless, there are valuable lessons to be learned from
different countries’ pension-system design and their experience with reforming retirement-
income regimes.

The word ‘pension’ to most people means a regular payment. In this sense, many Asian
countries do not provide pensions. In Malaysia and Sri Lanka, benefits are paid as a lump sum
at the time of retirement. Workers in Indonesia receive a mix of a single lump sum or an
annual payment over five years. A certain minimum amount has to be taken as annual
payments over 20 years in Singapore, but the rest can be taken as a lump sum. Workers in
Hong Kong also have a lump-sum option. Most countries around the world, however, pay out
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pensions in the form of ‘annuities’: regular payments until the death of individual members or
of their survivors. An annuity is a kind of insurance against the risk of exhausting savings in
old age.

CURRENT SCENARIO OF PENSION SCHEMES IN INDIA

Till recently India does not have a comprehensive old age income security system. Poverty
and unemployment may have acted as deterrents to provide a tax financed state pension
arrangement for each and every citizen attaining old age. Therefore, in the organizd sector
(excluding the Government servants) a pension policy has been adopted based on financing
through employer and employee participation. This has, however, denied the vast majority of
the workforce in the unorganized sector access to formal channels of old age economic
support.

There were however, some mandatory schemes for employees of State and Central
governments, employees of public sector banks, employees in firms with a staff of 20 or more
and some others. In recent years, the insurance and the mutual fund industry in India has also
started offering pension plans. In 2004, a new defined contribution individual account pension
system was constituted for Central government employees recruited after January 1, 2004.

There are two major programs which are run by the EPFO: they are the Employee
Provident Fund, based on legislation enacted in 1952, and the Employee Pension Scheme
(EPS), based on legislation enacted in 1995. They are mandatory for establishments with
more than twenty employees. Most of India’s labour force is in establishments with less than
twenty employees. The fraction of the labour force in these programs has steadily risen from
1% of the labour force in 1953 to 5% in 1995.

Formal sector pensions in India can be divided into three categories; viz those schemes
that come under an Act or Statute, Government pensions and voluntary pensions. Pensions
under an Act - There are three defining Acts for pensions in India. These are the

Pensions under the EPF & MP Act 1952. These include:

Employees Provident Fund

Employees Pension Scheme

Employees Deposit Linked Insurance Scheme

Pensions under the Coal mines PF&MP Act 1948. These include

Coal Mines Provident Fund

Coal Mines Pension Scheme

Coal Mines Linked Insurance Scheme

Gratuity under the Payment of Gratuity Act, 1972.

There are other provident funds in India. These are: Assam Tea Plantations PF, J&K PF,
Seamens PF.

Government Pensions

Government pensions in India are defined under the Directive Principles of Sate Policy and
are therefore not under a Statute. The Government amended the regulations to put in place the
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new pension system. The old scheme continues for the existing employees (i.e. those who
joined service prior to January 1, 2004). Pensions for government employees would include
employees of the central as well as the state governments.

Central Government Pensions

Civil servants pensions/Defence/Railways/Posts/State government pensions.

Bank Pensions

Reserve Bank of India (RBI)/Public sector banks/National Bank for Agriculture and Rural
Development (NABARD)/Other banks pensions.

Voluntary Pensions

Superannuation schemes/Plans sold in the market. These are typically plans sold by Mutual
funds/Insurance firms Life Insurance and Postal Life Insurance.

PENSION REFORMS IN INDIA

India initiated ‘open society, open economy’ paradigm in 1991. Since then, its
macroeconomic performance has been fairly satisfactory. Positive developments have
occurred in real GDP growth, saving and investment to GDP ratios, international trade, and
foreign exchange reserves. The benefits of growth however should be distributed widely. It is
in this context that successful reform of pensions and old age financing or what may be
broadly termed as ‘social security system’ has become an essential element of managing
globalization. This is recognized in India’s 11th five year plan which aims at “faster and more
inclusive growth”. Globalization has made social safety nets more rather than less necessary.

It is said that reforms are condition to successful development. Yet, reforms can backfire
if they are not well-conceived. The much-awaited New Pension Scheme (NPS) — throws open
to the unorganized sector the possibility of organized retirement planning. The scheme is set
to replace the philosophy of pension assets in India from a “Defined Benefit” mode to a
superior mode of “Defined Contribution”. The change from “Defined Benefit” to “Defined
Contribution” is no doubt a major shift and is sought to be justified on the ground that
governments have on several occasions been unable to fund the pension liabilities.

Three reports have examined old age financial security for Indians and are now being
studied for implementation by the government. These reports are:
e Project OASIS Committee Report, December 29, 1999 referred to as the OASIS
Report)
e Pensions Reforms in the Unorganized Sector—A report prepared by the Insurance

Regulatory and Development Authority, October 2001 (referred to as the IRDA
Report)
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e Report of the High Level Expert Group on New Pensions System, Government of
India, February 2002 (referred to as the Bhattacharya Report named after its
chairman).

e The IRDA report identifies the following reasons for reform in the pension sector
e The growing burden of civil services pensions
e Measures needed to meet pension liabilities of the state-owned enterprises

e Liberalization of the insurance sector and entry of potential players who can offer
pension products.

e Recognition of the need for reforms in the functioning of EPFO

The OASIS Report first brought out the possibility of pension reform in India. Providing
for income security of the aged populations is an issue that has in India old age seems to be
most unanticipated and consequently groundwork for it is quite inadequate. The hangover of
the “welfare state” ideology has resulted in government sponsorship of a large part of
pensions, which are a major part of government expenditure. As of now, payment of pensions
constitutes a large part of the government’s expenditure. This is expected to increase more so
in the future as the improvements in health have resulted in an increased life span of the
elderly.

The OASIS report itself draws heavily upon the World Bank’s recommended multipillar
system to provide for old age financial security. The three pillars are:

1. A mandatory, publicly managed, tax-financed pillar for social insurance
2. A mandatory, privately managed, fully funded pillar for old age savings.

3. A voluntary pillar for those who want more protection in their old age

The first pillar resembles public pension plans, providing a social security net for the old
and poor, particularly for those whose lifetime income was low or who cannot afford to pay
for building a reasonable retirement income. These are based on the principles of social
insurance and are wholly financed by the state either out of general tax revenue or by some
kind of special tax or cess. The United States, for example, levies a social security tax on all
working people to finance this pillar. The second pillar requires that people save mandatorily
for old age and benefits are actuarially linked to contributions. It should preferably be
privately managed, fully funded, and managed competitively. The third pillar, voluntary
savings and annuities, is meant to provide supplemental retirement income for people who
want more generous old age pensions. The World Bank suggests that the first pillar providing
basic security needs must be publicly managed, and only the second and third pillars are to be
privately managed.

In India, the first pillar is almost non-existent. The government does have some poverty
alleviation programmes but they are too insignificant compared to the country’s needs and
their implementation is mostly political in nature. In case of need, old people generally rely
on immediate family members and private charities. With the breaking of the joint family
system, it has become inevitable that people plan for their old age financial security while
they are young and working.
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All the three reports have extensively referred to the first pillar of social security but none
contains any recommendations to provide for it. Some mistakenly believe that pensions paid
by the government to its employees constitute the first pillar since they are paid on ‘pay as
you go basis’ (PAYQG) from current tax revenue. Pension to civil servants are more akin to
deferred wages paid by the employer and according to the World Bank’s guidelines should be
included in the second pillar of the multipillar pension system. The second pillar is found
mostly in the organized sector and is in the form of employment-linked schemes.

The deficiencies of the current pension system in India are as follows:

Low coverage

Under performance of schemes such as provident funds.
Investment restrictions

Administrative difficulties

Underdeveloped private annuity market

Increase in the informal workforce is further widening the skewness in the existing
structure of pensions, which in turn introduces distortions into the labour market.

The differences in pensions between public and private sector employees as compared to
the public sector are wide.

The pension system in India is mostly in the form of schemes for government employees,
mandated pension and provident fund schemes for private sector employees, employer
sponsored pension scheme, voluntary retirement savings, targeted social assistance schemes
and welfare funds. The reform in the Pension system and the adoption of a system based on
funded defined-contribution Individual Retirement accounts will have a multi-pronged
advantageous effect on the Indian economy.

The government’s burden of administering pensions will certainly decrease.

With the entry of private pension fund managers, pension assets will be invested wisely
thus providing a larger amount to individuals at the time of retirement.

Pensions, as an issue will be de-politicised and will become more of an economic issue.

The development of the pension sector will create a symbiotic relationship with the
insurance sector.

The element of forced saving inbuilt into the system of mandatory contributions will go a
long way in increasing the rate of savings of the household sector which constitutes the
largest part of savers in India. The effective mobilisation of these will go a long way to aid
capital formation and economic growth.

The issue of pension reforms has attracted enormous interest not just in the developing
world but also in countries of the developed world. The issue gains importance on account of
the wide ranging social implications that pension reforms can deliver and the impact it can
have on the structure of financial markets. Aging populations, lower mortality rates, dynamic
and often unpredictable interest rate markets have all combined to make the business of
managing pensions difficult. Developing countries face a bigger challenge. Typically these
countries lack a social security framework, having largely depended on extended families and



26 4 RVS Journal of Management Volume 2 No. 1 July 2009

other informal means to provide old age social security. The problem is further compounded
by the absence of a vibrant financial market, which can provide instruments and investment
opportunities for the investment of long term contractual savings. This circular logic can lead
to a virtuous cycle if the pension system is reformed in a sustainable manner. Long-term
investments by pension funds can provide much needed resources for the 'infrastructure and
other long gestation projects. Insurance companies can play a critical role in this process of
reform.

Countries which have implemented pension reform have witnessed a sharp rise in
contribution to GDP. While the increase in GDP cannot be directly attributed to the
development of a private pension system, nevertheless there are some linkages due to the
introduction of private pensions. The obvious link between pension reforms and GDP growth
is through the accumulation of savings. However, a greater savings level only begins to
appear years after the introduction of pension reforms. At the beginning of the pension
reform, costs of the pension system are high and the apparent benefits not easily identifiable.
As long term savings grow structural changes become more evident. In a country like India
with a high rate of savings, the economic impact will be more discernible with wide spread
social security and deployment of resources in building much required infrastructure. Another
significant factor affecting savings level is the decrease in the extent of budgetary support for
government managed pension funds. This causes indirect financial effects in the economy as a
result of more efficient use of capital. New financial institutions appear, offering new
instruments, making financial markets more competitive and ultimately lowering the cost of
funds.

The ever-increasing longevity makes any retirement provision based on inter-generational
income transfers faces difficult to sustain. Defined benefit schemes are giving way to defined
contributory schemes. While India makes up about 16.3 per cent of the world population, its
elderly population is only about 12.5 per cent of the world's elderly population. India's
population is currently relatively young but this will change as health and other social
initiatives lead to continuous improvement in birth and death rates. There are currently 70
million people over the age of 60 in India and fewer than 10 per cent of them have their
pension; the others have to work or rely on transfers, mainly from their children. Hence the
potential or the development of pension fund industry and its benevolent effects on the debt
market are immense.

The reform in the pension sector is also closely connected with the insurance sector. The
common ground between the two arises from the following considerations:

1. On retirement, pension assets may be invested with annuity providers, who form an
important component of the insurance sector.

2. Moreover, both pension fund management and insurance deal with similar kinds of
investments, i.e. long term. Hence a reform carried out in one of them will necessarily
have a positive external effect on the other and as such both share a symbiotic
relationship.

In India, one area where insurance companies have already started to make an impact is in

managing superannuation and gratuity funds of corporates. Current regulations provide for
life insurance companies to provide fund management and administration services to
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companies for their superannuation and gratuity funds. The investment pattern mandated for
insurance companies in this activity creates an opportunity that corporates can benefit from.
For instance insurance companies can invest upto 60% in corporate bonds. The comparable
allocation to corporate bonds for self managed superannuation funds is upto 10%. In addition
insurance companies can also invest in equities to the extent of 30% within the overall
allocation to corporate bonds. Self-managed funds are not permitted this investment option.
This gives rise to the possibility that insurance companies can deliver higher rates of return on
these funds.

Some life insurance companies have started to offer unit linked funds to which employees
can make regular defined contributions. On the vesting date, the accumulated balance is used
to purchase an annuity. Further employees can chose between funds of varying risk - return
profiles, ranging from funds investing only in government bonds to funds having exposure to
equities. This affords employees the opportunity to accumulate capital in a manner, which
appeals to their risk appetite. The practice is similar to what is being envisaged under the
OASIS. Recommendations for the individual investors, especially the self-- employed section
of the working population.

Insurance companies have been at the forefront of pensions reforms in countries like
Poland and in Latin America. In India too, life insurance firms can play a pioneering role in
offering pension products to individuals. Widespread distribution network, fund management
skills and understanding of mortality rates of populations make life insurance companies
uniquely positioned to offer pension products. While in the longer term, composite players
and asset management companies can complement the structure of the industry, it is essential
that a start is made with the existing life insurance companies.

NEW PENSION SCHEME (NPS)

The GOI has introduced the NPS in two stages. The first being in 2004 and the latest on
May 1%, 2009. The NPS-2009 throws open the facility of pension to all the citizens of India.
Many feel that this is the major step forward taken by Government of India, on the social
security front. Now effective May 1, even those outside government service can have access
to regulated pension benefits. The biggest beneficiary from the extended NPS will evidently
be those working in the private and unorganized sectors.

It was the previous government, the National Democratic Alliance, which in 2002
decided to implement the NPS for all civil servants (except armed forces) employed by the
central government beginning Jan. 1, 2004. The current government, United Progressive
Alliance, has been inclined to continue the initiative, but has been constrained by its
dependence on left-wing parties for its political survival.

In January 2004 the Union Government took the first steps towards establishing a much
overdue broad based retirement pensions system in India when it truncated unfunded pensions
for the country’s civil servants in favour of a contributory scheme in the form of the New
Pension System (NPS). In the wings were plans to quickly extend the arrangements on a
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voluntary basis to India’s wider workforce of over 400 million workers who, with few
exceptions, have little to fall back on in old age apart from whatever savings they are able to
marshal during their active working life and an increasingly fragile family support system

The New Pension System (NPS) introduced by the Government of India is South Asia's
first DC pension scheme with individual retirement accounts, product choices, professional
fund management by competing private fund managers and portability through centralised
recordkeeping and administration. Participation in this scheme is mandatory for all new
employees of the Central Government (excluding armed forces). This scheme will be offered
to other employers and workers including State Governments and informal sector workers
after a few months. The Department of Economic Affairs (DEA) under the Ministry of
Finance has been charged with the responsibility of setting up the Pension Fund Regulatory
and Development Authority (PFRDA) and implementing the legislative, policy, regulatory
and institutional framework for the NPS.

In parallel, almost all State Governments are becoming increasingly conscious about
questions of design and fiscal sustainability of the retirement benefits for their own employees
and pensioners. 16 Indian states have already decided to adopt the NPS for their own new
employees while several other States are actively considering this option. A number of State
Governments are also considering wider reforms and improvements to retirement provisions
for their existing employees. However, a majority of States are waiting for the regulatory and
institutional capacity of the new Central Government pension system to be in place before
they formally announce a strategy for their own civil servants.

CONCLUSION

India’s pension sector is about to undergo a radical transformation. The government’s
controversial ‘New Pension System’ will usher in a whole new world for Indian savers —
individual retirement accounts, a choice of savings and investment products, professional
fund management and centralised administration that means pension rights can be taken from
one job to another or from one fund manager to another.

India’s open economy, open society paradigm requires inclusive growth to manage
globalization in a sustainable manner. A well functioning social security system, with
increasing coverage of the population and types of risks addressed is an important element of
inclusive growth. Demographic trends, with large number of young coming into the labor
force, need for fiscal consolidation and flexibility and need for greater labor market mobility
are also adding urgency to social security reforms in India. The analysis in this paper suggests
that the social security system which has evolved since independence is fairly complex, but
suffers from severe limitations.

First, the core functions are not being performed by the existing provident and pension
fund organizations in both private and public sectors with requisite degree of professionalism.
This will also require revamping of social security laws, and regulations as well as
organizational structures.
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Second, there is a lack of systematic perspective reflected in lack of coherence and
capabilities of those regulating different components of the social security system. The New
Pension Scheme (NPS) initiated in January 2204, representing a decentralized and scalable
approach, is still to be made fully functional. In particular, the current coalition government
has been unable to persuade some of its own partners to pass the PFRDA Bill introduced in
the Parliament in 2005. This delay is acting as a constraint on the development of a pension
system in which general public can have high degree of confidence, and thereby affecting
their interest. The government is planning a separate Bill for those who want to voluntarily
join the NPS, and to enable PFRDA to regulate occupational pension funds.

Third, the level of financial economics in general and pension economics in particular,
remains low, even among trustees of provident and pension funds. The developmental role of
PFRDA, is terms of financial education, needs to be undertaken with much greater urgency.

Fourth, the social assistance programs for the elderly suffer from lack of funds resulting
in low level of assistance and coverage provided. Thus fiscal reforms at all levels of
government and improvement in government delivery systems are essential to provide
minimum old age support.

Finally, robust database, pension research capabilities and empirical evidence based
policies required to enhance effectiveness of current policies and to reform them, are in short
supply. Analytically rigorous and policy relevant research is essential for building a modern
social security system in India.

Pension reforms would not occur overnight. Thus, the focus should be on improving
existing systems rather than replace them with new ones. Efforts should be made to find ways
of supporting new systems that may supplement existing systems. Since the tax-paying
population is small, an exclusive focus on tax incentives as a vehicle to encourage savings is
misplaced. Proper estimate of the “tax expenditure” (that is, forgone revenues) that results
from current tax preferences for retirement savings and explicit decisions about the
appropriate size and progressivity of these preferences need to be made. Government’s
contingent liabilities on account of minimum pension guarantee also need to be taken into
account before any change in policy is made. Participants’ interests and associated
government costs in the form of government grants, administrative costs by its agencies
(EPFO, post office