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PENSIONS REFORM
The proposed Contribution sociale

géneéralisee,

‘“Pay as You Go” system

The team of actuaries at AON Hewitt gives us an in-depth analysis of the proposed pensions reform. The analysts affirm that the CSG has
been introduced to finance increases in the BRP, as promised during the last electoral campaign. A comparison of both systems is camied out.

The Minister of Finance, m his Budget Sgccch
announced the introduction of the Contribution Sociale
Géngralisée (CSG) with effect from 1* September 2020,
Contributions will be as follows:

& Relative to the amount of money being paid in for
cach individual, it is the CSG which seems an extremely
unfair ammangement,

8 The informal sector appears o be the greatest winner
by mnm'buting only Rs 150 to cam Rs 4,500 (and they may

This squeezing of the middle income earners will
increase inequalities between rich and poor and
create an income trap.

B'Will cmployers allow emplovees to ever reach that magic
mark of ‘Rs 50,0007

B Statistics Mauntius projects that, by 2051, the population
age structure will shift to an inverse pyramidal form with
higher proportions of old persons than children. In 1962, the
elderly made up 5% of the total population. T'his proportion
increased to 13% in 2011 and is likely to reach 30% in the

% of hasic salary nol be paying income taxes as well!).This will dwoumgt B This begs the question, " this really a progressive sytem  next forty years.
salaried-employees. orrather an ‘(um)mtended’ regressive ones™ ® In light of the population projections from Statistics
cmémofm Comglu s # Contmbutory Widow's Pension may also be at risk Mauntius, and the Minster’s daim about the decrease in
unless CSG would also pay for a widow's pension increases.  Impact on PRGF population, a 30-year old can rightly askif there will be enough
Up to Rs 50,000 3% 1.5% However, with a higher pension paid for a longer period, the B The PRGF itself will become part of the third pillar ~ children to support any increase in hisher pension.
Above Rs 50,000 6% A% system may not stand for long. alongside the NSE PRGF contribution will start to be paid ® [ the short term, the illusion is that some will definitely

An amount of Rs 4,500 will start to be paid as from
July 2023 to those aged 65 on top of therr Basic Retirement
Pension (BRP) of Rs 9,000 to bring the total to Rs 13,500
as from age 65.

As part of this proposed reform, contributions to the NPF
will be abalished. However, benefits will continue to be paid
1o those who have previously contributed. The reasons for
abolishing the NPI are that it is considered unsustainable,
unfair and regressive,

sive or Progressive?

8 The CSG is effectively a very progressive system of
taxation whereby all those with a basic salary of Rs 3748
and above will contribute more (emplovers will Lunlnbuln
muare as well) and carn a knver benefit, 1e. Rs 4,500 vs. approx.
Rs 6,000.

8 Employecs carning the minimum wage will contribute
50% less under CSG {same impact on ecmployer contributions)
but are expected to receive 2 higher benefit, e, Rs 4,500 vs.
approx. Rs 3,000.

as from 1 January 2022, Employers will have to absorb the
additional costs.

¥ For those carning less than Rs 50,000 employers’ cost
under CSG will be 3% (a reduction from the 6% to NPF
in most cases). However, when the PRGF contributions of
4.5% will step in, emplovers will effectively contribute 7.5%
(or more if the PRGF rate is based on remuneration) for
this category of employees,

B In fact, this additional cost is already here evenif PRGE
contributions have not yet started. This s because the PRGF
is only a funding mechanism for a defined benefit that alrcady

carn more, simply because one section of the population 15
subsidizing the other section of the population.

& The proposed CSG will be a Pay as You Go systern,
1.¢. the contributions received from the working population
are immediately used to pay current pensioners, so there

on the concept of advanced funding,

Any unfunded system, which is not sustainable in the
long run, has Ponzi-like characteristics, Le. with an ageing
population where contributions reduce and benefit payments

”

We understand that the CSG has been introduced to 8 Under CSG, self~employed individuals in the informal — exasts regardless of any amount accumulated in the PRGE  continue to increase, the system will col atsome point.
finance ncreases in the BRP promised during the clectoral — sector wall be forced to pay an amount of Rs 150 whereas We estimate that annual CSG contnbutions from the

campaign last year. The BRP will be frozen and no increase
will be granted until at least 2023 through the CSG.

W present below a table comparing NPE vis CSG in
terms o[prC tributions and benefits at different salary scale.

Key Observations from Table 1:
Contributions

B Those carning up to Rs 37,480 only will pay lower
contributions.

# Net pay will fall between Rs 1,000 to Rs 7,000 for all
private sector employees earning between Rs 55,000 and

contributions were voluntary under the NPE

8 [t seerns that the 160,000 or so individuals who benefited
from the Self-Employed Asastance Scheme will now be tracked
and the CSG Contributions effectively represents a tax which
has been imposed on them. This could be seen as a way to
bring them to the “formal’ sector and be able to collect taxes
from that szable section of the population.

B In the case where the CSG would have been used
exclustvely for pension benefits, as it was under the NPE it
would have been hard to call it a tax outright. However, we
understand the revenues could be used to pay other social

Considerations by employers

8 Why should a cost-conscious employer in a competitive
environment bother to set up a private pension scheme for
its employees and contribute anything from 5 to 20% of their
salaries into it, when perhaps the BRPJCSG will be ncreased
by subsequent governments again to Rs 20,000 or more in
the not too distant future?

B Why should anvone bother to save for their retiement
when it is easier to consume everything now and leave the
probiem of looking after their old age to their children and
others?

private sector will amount to around Rs 4 billion but the
annual benefit will be around Rs 12-13billion! This amount
would have been saved from 2020 to 2023. However, it is
important to ask where would the additional Rs 8bn come
from in 2024 and beyond?

Potential Solutions

In the national interest, wider consultation with all key
stakeholders is absolutely vital. Various measures could be
considered to manage the problem of our ageing population
whike making sure that vuinerable groups are not made worse off.

Rs 250,000 (mcrease in tnconie tax threshold not accoumted for), - benefits, like unemployment benefits, 8 What does the conscientious and benevolent employer
8 Jiall in Iabour cost for employers with majority of staff who has already set up a pension plan to provide a pension - The key principle is to reduce the burden of the Basic
carning less than Rs 37480 CSG for All.... but Paid by Whom? of 2/3 of final salary mcluding NPI¥ do now that the NPF  Retirement Pension and move to a funded arrangement

® However, there is a significant increase in cost as salary
increases. Many private sector companies, in order to manage
liquidity constraints, have asked emplovees to aceept temporary
pay cuts. The mtroduction of the CSG will reduce or even
nullify any such cost savings.

BT he total 6% or 9% contributions which, under NPE
would have been credited mto an employee’s individual account
Ike an investment will now be used by the Government ke
2 tax.The latter will be free to decide how best to use this
additonal revenue.

Target Pension

8 The target pension for the NPF is roughly around
one-third of basic salary or the NPF ceiling (currently
Rs 18,740), whichever is the lower, after 40 years

® Emplovees carning Rs 18,740 or above per month
could expect around Rs 6,000 as pension. An employee
caming the minimum wage can expect to receive a monthly
pension of around Rs 3,000 (n today’s terms) after 40 years
of contributions compared toa flat amount of Rs 4,500 per
month under CSG.

8 However, the idea of contributing less to benefit
from more strictly applies enly to those who earn less than
Rs 13,500 per month, because the NP is expected to produce
a pension of at least Rs 4,500 for the others.

® The Minister effectively said that, under NPE an employee
0N minimum wage contributes 3% while an employee caming
Rs 100,000 per month, say, will only contribute Rs 562 per
month, i.c. 06"’.0!hxssa1an

® However, what the Minister did not say is that the

# We understand that all atizens will be cligible for the
CSG benefit of Rs4.500 at age 65, including public sector
employees, existing pensioners, the self-employed as well
as the unemploved. However, the Minister of Fnance hay
mentioned that only the private sector will pay contributions,
Itwould be extremely unfair for the financial burden of the
promise of a pension of Rs 13,500 pm to be thrust upon
the private sector only,

Is CSG more participative than NPF?

8 (CSG has been described as being participative, Le.
mcluding every category of emplovees. However, the NPF
was already open to the self-employed or unemployed
1o contribute on a voluntary basis to qualify for a
contributory pension.

8 There are strong arguments to suggest that CSG, ke the
NPE need not apply to the public and pare-statal sectors because
they are already covered by generous pensions guaranteed
by Government. If they are also to benefit from the Rs 4,500
additional pension, this will mcrease the national burden which
will eventually fall largely onto the most productive parts of
the economy.

The immediate effects on employees

8 CSG will reduce the net pay for muddie meome camers
& young professionals. Inflationary pressures will further
reduce the value of these employees’ income.

# Employers will be reluctant or unable to give salary
mcreases anytime soon due to the associated costs. The
K:ssibility of salary cuts as well 1s real, should the recession

is being abolished?

8 ‘The higher the NPF pension was, the lower and
more affordable the top-up pension to reach the target of
2/3 was. The lower the NPF pension will be, the higher and
less affordable the top-up pension will now become (further
increasmg deficits in DB schemes).

B At the same time, 1t is likely that the new CSG
contributions will be higher than the previous NPF
contributions. A considerable number of employers will be
discouraged by all this and cut costs where they can, starting
perhaps by closing down the private pension plans which
are voluntary after all

B ]f they cannot do that, they will have to reduce salaries
and other benefits to remain competitive, or even consider
redundancies and more extreme measures.

Ageing population and sustainability
“The Finance Minister in his budget speech said the
following:

“Our country is facing a major structural challenge -
that of demographic decline.

Alarmingly, last year, our country's population declined
for the first time in more than 50 years.

if this trend is maintained, our population will fall by
more than 200,000 between now and 2050

“Today's generation will contribute towards ensuring

mdnotmeoﬂ\erwayround.Thefollowngcouldbe
considered, for example:

® A gradual increase in the retirement age to 65 years;

® Reconsider the payment of BRP for employees who
continue working;

¥ Design a long-term, sensible and sustainable pension
increase policy so that unatfordable pension increases are
no longer promised or given;

B Review the NPF arrangement to make it even more
robust and sustainable;

¥ Increase the NPF salary ceiling in order to provide
higher pensions while respecting efforts already made in the
fourth pillar of voluntary private pensions;

# Encourage voluntary pension provision by employers
and/or mdividuals as much as possible because this reduces
dependence on the State and results in the lowest risk for
our future generations;

8 Consider a softer approach to means testing for BRP,
for example by having a guaranteed amount for all and a
means-tested approach for additional tranche(s);

8 Introduce measures to reverse the current trend of
population ageing and encourage karger families.

¥ The unfunded, intergenerational arrangement is a quick
fix and not a long-term solution. T'he 1ssue of the current
system being unsustainable for future generations hag sull
not been resolved but has instead been exacerbated!

8 "There is a real risk that future generations of pensioners,
especially in the low to middle income categories, could

former will receive a pension of around 33% (3,400/10.200) st longer than expected. higher benefits o our elders. face financial hardships in retirement as a result of hastly
of salary whilc the latter will only receive a pension of around ¥ Reduction in remuneration package is possible if  And tomorrow, our children will contribute toensure  implemented measures.
6% (6,247/100,000) of salary. This is fair enough because  employers will divert 6% from their private pension schemes that we enjoy a decent retirement’ Every employee, except those who are relatively near
NPF only paysa bcndlt based on contributions recetved.  or even close them down to absorb the increased cost retirement, can genuinely wonder whether this arrangement
will sull be in place when their turn arnives, or whether the
' Comparison of NPF vs CSG in terms of contributions & benefits at different salary levels J Somiciaicas siide gy all e s vk e becn .
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