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CPF: Strengths and Weaknesses
Received Wisdoms about the CPF
1.

With CPF, Singapore does not have to worry about unfunded pension
liabilities from population ageing. CPF is fiscally sustainable.
•

We therefore avoid the need for painful pension reforms.

2.

CPF savings are “our own monies”; this encourages work and individual
responsibility.

3.

Allowing CPF monies for housing helps Singaporeans to own homes,
which are a hedge against inflation and provide Singaporeans with
retirement security.

4.

CPF + Public Housing = A unique Singaporean ‘welfare system’ that
fosters self-reliance, avoids the problems of dependency and sloth, and
minimises the fiscal burden of ageing.

Suggesting that…

The CPF
An Immaculate Conception

CPF: Strengths and Weaknesses
But these advantages obscure some key weaknesses:
 Assumes that the large majority of citizens can, on their own, save enough
for retirement.
 Current debate suggests that hard choices are still necessary.
- E.g. Keeping the CPF withdrawal age at 55 has meant that government
needs to keep raising Minimum Sum to keep pace with increasing life
expectancy and inflation.
 Emphasis on CPF being our own monies also has its downsides.
- May constrain government’s ability to undertake unpopular reforms;
- Limits the CPF’s ability to be an institution that promotes equity;
- Reduces citizens’ willingness to share risks and fosters an “each-manfor-himself” mentality – potentially more corrosive of social capital?

CPF: Strengths and Weaknesses
Some key weaknesses of the CPF (con’t):
 Home ownership may not necessarily be an advantage for a rapidly ageing
population
- A large group which needs to monetise their assets
- And has bulk of their savings tied up in an illiquid and (potentially) volatile asset

 Adjustments made for life expectancy currently rely far too much on
discretionary and poorly understood government decisions.
- Critical that CPF changes are made in a more predictable, transparent and
automatic manner.

 The failure to do so, combined with the lack of public education on how CPF
monies are invested, risks undermining public trust and support for the
institution.
- This might result in policy paralysis or populism if politics becomes more
contested.

CPF: Strengths and Weaknesses
 Sustainable: ageing does
create unfunded liabilities

not

 Flexible: CPF monies can be
withdrawn for housing, education,
healthcare and investments.
 Fair: The interest on CPF savings is
higher than what members can
obtain on their own, especially if
one consider the fact that CPF
savings are risk-free.

 But is it
retirement?

adequate

for

my

 But why should government
compel me to save so much (up to
36%) in the first instance, and leave
me with little choice but to put my
savings into housing as a hedge
against inflation and earn superior
returns?
 But why should I be forced to
accept a low-risk, low-return plan,
especially when I’m young? Why
can’t I opt into a plan with higher
risks and potentially higher
returns?

The CPF through a behavioural lens
 Present-biased preferences: People tend to focus much more
on current consumption and to discount their future interests
heavily.
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The CPF through a behavioural lens

The CPF through a behavioural lens
 The “two-selves” problem: People often find it hard to
imagine their future selves as themselves. Policies that involve
delayed gratification, no matter how reasonable and rationally
presented, tend not to be well-received.
 Optimism bias: People tend to be over-optimistic about their
own capabilities (e.g. in managing their own monies). Some
evidence suggests that the more educated, the more
optimistic (or delusional!) people tend to be.
 This means that some amount of paternalism is necessary, even if it’s
unpopular.
 It also means that annuitisation is more compatible with our cognitive
abilities than lump sum withdrawals.

Balancing paternalism with
transparency and choice
 Limits of paternalism:
- Erodes individual ownership
- Infantilises the public, especially with respect to the relationship between risk
and returns, choice and certainty.
- In the absence of accurate and timely information, hearsay and misguided
information may dominate.

 The correctives:
- A more ‘differentiated’ CPF system that allows for CPF members some choice
over levels of risk they wish to take, especially for younger members.
- Government to provide information on how CPF monies are
managed/invested in a more timely and accessible manner.
- Consider establishing an independent unit that makes projections of the
adequacy of the CPF system for different income groups.
- Use a wider range of non-government messengers to explain CPF and CPF
policy changes.

Thinking in
institutional terms
- Public education and
engagement
- Transparency
- Monitory entities
- External checks and balances

Thinking in
technocratic terms
Thinking in
political terms

