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Challenges common to many countries include the need to:
• Increase state pension age and/or retirement age to reflect increasing life
expectancy, both now and into the future, and thereby reduce the level of costs of the
publicly financed pension benefits
• Promote higher labour force participation at older ages, which will increase the
savings available for retirement and also limit the continued increase in the length of
retirement
• Encourage or require higher levels of private saving, both within and beyond the
pension system, to reduce future dependence on the public pension
• Increase coverage in the private pension system of employees and/or the selfemployed, recognising that many individuals will not save for the future without an
element of compulsion or automatic enrolment
• Reduce leakage from the retirement savings system prior to retirement thereby
ensuring that the funds saved, often with associated taxation support, are used for the
provision of retirement income
• Increase governance of private pension plans to improve the confidence of plan
members
MERCER
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Adequacy
Pooling of risks through CPF Life reduces longevity risks of members

Retirement benefit
converted into a life
annuity, if it is above
the prescribed
amount. Any amounts
above the prescribed
amount do not need to
be converted

All benefits must be
converted into a life
annuity with an
insurance company or
a programmed
withdrawal product,
except for any portion
of the benefit above a
specified maximum

All retirement benefits
must be converted into
an annuity (life or fixed
term), depending on
options from insurance
company. Individuals
bear some risks as
assumptions and
payments can vary
MERCER
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No requirement to
take annuity but for
those who convert the
benefit into taxadvantaged
drawdown product,
there is a minimum
drawdown amount

In most circumstances,
75% of the accumulated
retirement benefit must
be converted into an
annuity or income
drawdown product
(maximum applicable).
More flexible drawdown
available for those with
higher income streams
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Adequacy
Opportunity to address minimum pension level
Minimum Pension as a Percentage of Average Wage
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• Important objective of any
retirement income system
is to provide a minimum
pension to all aged poor for
life
− No correct answer as to
minimum pension level,
but ~30% of national
earnings (per OECD) is
estimated to meet
poverty alleviation goal
• Singapore figures based on
public assistance programs
e.g. GST vouchers, utility
bill offset
• CPF members who do not
reach minimum sum
subject to drawdown over
20 years
− Also impacts citizens
who do not have an
adequate work /
earnings history

Source: Melbourne Mercer Global Pension Index 2013
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Adequacy
Sole reliance on CPF for retirement savings
Characteristics of pension industry
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• Individuals are not
adequately saving
through other means
− Majority of
Singaporean
retirement funds
are held in CPF
− Sizeable portion
attributable to
housing
• Companies indicate
a willingness to set
up supplemental
programs, however
adoption has been
low

Source: Melbourne Mercer Global Pension Index 2013
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Adequacy
CPFIS provides options, but there is nevertheless a lack of
diversification across a range of asset classes

Driven by policy
restrictions, investment
behaviour and higher
rates paid on SSGS
relative to commercial
market deposit rates

Source: Retiring in Comfort, Singapore Exchange and Oliver Wyman, Singapore
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Adequacy
Relatively high investment costs erode additional returns

Source: Retiring in Comfort, Singapore Exchange and Oliver Wyman, Singapore
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Sustainability
Recent increases of DDA to age 65 will help reduce financial strain due
to increasing longevity, but the gap is widening nevertheless
Current and projected gap between life expectancy at birth and state pension age
Current gap
Projected gap at 2035
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“The pension reform with the most positive long-term economic
effects is one that extends people’s working years.”
Karam P, Muir D, Pereira J and Tuladhar A
“Beyond Retirees, Finance and Development”, 2011
Source: Melbourne Mercer Global Pension Index 2013
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Integrity Sub-Index
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The combination of different needs faced by retirees suggests that a
single product is unlikely to be the ideal solution.
• Lower investment
costs

•

•
•
•
•
•
•
•
•
•

Investment risk
Sequencing risk
Longevity risk
Inflation risk
Expenditure risk
Timing (interest rate) risk
Counterparty risk
Liquidity risk
Legislative risk

• For unexpected
expenses and/or to
pass unused
benefit to family
•
members

Sharing of risks
between plan
members is
expected to lead
to improved
outcomes than
one focused solely
on the individual
retiree
There is a need to
find a better
balance between
the individual
orientation of a DC
plan and a
collective (or
pooled) approach

“…while there is a need to ensure that retiring workers opt for an adequate level of
annuitization, care must be taken to avoid forcing an excessive level of annuitization.”
Rocha R and Vitas D, “Designing the Payout Phase of Pensions Systems”
Policy Research Working Paper, The World Bank, 2010
MERCER
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Summary: Considerations for Singapore
• Raising the minimum level of support available to the poorest aged members of
society
• Closing the gap between retirement age and life expectancy
– Increasing the labour force participation rate amongst older workers
– Synchronizing retirement age with drawdown age
• Increasing capital wealth accumulation
– Diversification of retirement funds to growth-based asset classes, particularly in
early years of working life
– Lower expense ratios via aggregation of investment options
– Stronger education and enhanced investment platforms
– Risk profiling and portfolio fund-based approach
• Increasing private / supplemental pension participation to complement CPF
– Reducing barriers to establishing tax-approved group corporate retirement plans
• Encouraging increased monetization of housing asset
– Alternatively, segregation of retirement funds
MERCER
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