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EXECUTIVE SUMMARY 

This report was prepared at the request o f  the Government o f  Niger to (i) provide a 
comprehensive assessment o f  the Nigerien pension system, (ii) analyze current reform 
initiatives and recommend possible refinements and alternatives, and (iii) examine 
implementation challenges. To this end, the report develops a set o f  general guidelines to 
assess reform options in terms the adequacy o f  benefits, security, financial sustainability, 
redistribution, incentives, and administrative efficiency. The idea i s  to  facilitate discussions 
about pension reform and improve policy analysis. Indeed, although the managers and 
technical staff o f  the pension schemes in Niger are well aware o f  the general issues facing the 
pension system, there i s  not a consistent and integrated policy framework to assess the 
different reform options and their possible welfare and economic implications. Moreover, 
current discussions might not be properly accounting for certain features o f  the Nigerien 
economy that put important constraints on the objectives and mandate o f  a contributory 
pension system. Namely, a l o w  level o f  income, a high prevalence o f  poverty, a mostly 
informal labor market, and limited institutional capacity within the two pension schemes’ 

The Government o f  Niger adopted in April 2009 two decrees o f  reforms that (i) increase the 
contribution rate o f  CNSS for social security from 17 percent to 20.65 percent o f  the gross 
salary; and (ii) increase the wage ceiling for contribution. It i s  important to highlight that 
these measures not only do not address the financial problems o f  CNSS, such changes 
unfortunately only postpone the implementation o f  a comprehensive pension and social 
security reform. Indeed, the pension’s problem in Niger i s  not a problem o f  contribution rate 
or investment o f  reserves. The problem i s  more complex and reflects the policy choices that 
are not compatibles with the principles o f  (i) Adequacy o f  benefits and universality; (ii) 
financial sustainability, (iii) explicit and progressive redistribution; (iv) predictability and 
robustness, and (v) economic and administrative efficiency. This report discusses these 
principles and the type o f  reform that Niger would need to consider in the near future. 

The core o f  the report i s  organized in 3 chapters. After providing a summary o f  the 
background (Chapter l), Chapter 2 develops the policy framework and updates the assessment 
o f  the mandatory pension systems (CNSS and FNR). The assessment looks at the financial 
situation o f  the schemes but also discusses other problems that had been previously 
overlooked in terms o f  the adequacy o f  benefits; the type o f  redistribution; as well as issues 
related to incentives. Chapter 3 reviews Government ongoing reform initiatives, summarizes 
the international experiences that are relevant to Niger, and, presents recommendations to  
strengthen current policies by outlining the components o f  a multi-year reform program, and 
developing a road map towards implementation. The main messages from the various 
chapters are summarized next. 

MAIN ISSUES FACING THE NIGEWEN PENSION SYSTEM 

Pension systems have two core objectives: (i) ensuring a minimum level o f  savings so that 
upon retirement individuals are able to  replace a certain level o f  income (insurance function); 

’ “Caisse Nationale de Securite Sociale” (CNSS) manages pensions for the private sector and the “Fonds Nationale de 
Retraite” (FNR) that manages the scheme for the civil servants as part o f  the public sector. 
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and (ii) ensuring that al l  individuals after a certain age are able to finance a minimum level of 
consumption to avoid poverty (adequacy function).2 These objectives can be met through 
alternative designs that reflect local conditions, I t  i s  thus important to define a set o f  general 
principles that can be used to evaluate current arrangements and reform options. Here the 
focus i s  on five principles: (i) adequacy o f  benefits and universality; (ii) financial 
sustainability; (iii) progressive and explicit redistribution; (iv) predictability and robustness; 
and (v) economic and administrative efficiency (see Box 1). As i s  explained in this report, 
these principles are severely compromised in Niger and while the government and the pension 
institutions are aware o f  the need to take some urgent decisions to revert the problems, there is 
not an integrated approach to the different policy options and their possible implications. 

Coverage and adequacy 

The coverage of the Nigerien pension system is low and system dependency ratios are 
deteriorating. The current contributory pension schemes cover only 3 percent o f  the labor 
force, mainly c iv i l  servants, and workers in the formal sector and urban areas. This i s  not 
surprising given the country’s level o f  income and the structure o f  the labor market where 85 
percent o f  the, employed operate in the informal sector. Still, there are not signs of 
improvement and, on the contrary, system dependency ratios3 are deteriorating as a result of 
the freeze in hiring in the civ i l  service and increasing informality. Thus, in the CNSS the 
system dependency ratio increased from 0.39 in 2003 to 0.48 in 2006, and in the FNR from 
0.32 to 0.41. 

The large majority of the elderly do not receive a public pension but it is unclear at this 
stage whether poverty rates among them are higher than for the general population. Today 
less than 1 percent o f  the elderly receive a pension from the CNSS or the FNR, and non- 
contributory programs (social pensions) have not been implemented in the country. L i t t le  is  
known, however, about the socioeconomic situation o f  the elderly. It is not clear therefore 
whether targeted transfers to the elderly would have significant impacts on poverty. 

Benefits are quite modest in the case of private sector workers and call for a review of the 
mandate of the social security system as a whole and a reallocation of payroll taxes. The 
replacement rates for a full career worker (40 years o f  contribution) retiring at age 60 are 
about 55 percent for the CNSS. Although this replacement rate can be considered 
appropriate, the reality, however, is  that few workers in the private sector are full-career. 
Many contribute to the pension system for only hal f  o f  their active life. The effective 
replacement rates can therefore be below 40 percent and this raises concerns about the 
adequacy o f  the current system to prevent poverty during old-age. Like in the case o f  wages, 
higher real pensions can only come from higher labor productivity. Nonetheless, the value of 
pensions relative to wages could increase by allocating a larger portion o f  the total social 
security pay-roll tax to finance pensions. This would require reviewing the level of other 

Other objectives such as attempting to use the pension system to develop capital markets or finance social development 
projects are, at best, secondary. At  worse, these can overwhelm limited institutional capacity and preclude the achievement 
o f  the core objectives in an efficient way. 

See appendix 2 for pensions glossary 
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benefits within the CNSS - particularly family allowances which arguably should not be part 
o f  a social risk management system. 

On the contrary, the pension plan for civil servants is quite generous and could contribute 
to a regressive distribution of public expenditures. The replacement rate for a full-career 
c iv i l  servant retiring at age 60 i s  80 percent. Because civ i l  servants also have longer careers 
replacement rates are also high. These pensions today are financed essentially out o f  the 
general budget. Thus, other things being equal, higher pension for c iv i l  servants imply a 
lower budget to allocate to finance the production o f  public goods, social investment in 
education, health and infrastructure, as well as transfers to the poor. Thus, in a country l ike 
Niger the opportunity costs o f  higher pensions for c iv i l  servants i s  l ikely to  be much higher 
than in middle and high income countries. 

Predictability and security 

There are no transparent and explicit rules to adjust the parameters of the system in 
response to changing economic conditions and or demographic shocks. L ike  in many 
countries with defined benefit schemes, there are no mechanisms in place that define how the 
statutory retirement age should be increased in response to changes in l i fe expectancy or, 
alternatively, how pensions at a given age should be adjusted. Also, both pension funds 
(CNSS and FNR) do not link minimum pension guarantees to  real variables that reflect 
changing standards o f  living in the economy. The revalorization o f  past wages and the 
indexation o f  pensions in payments are also discretionary. In the case o f  the CNSS for 
instance, pensions have only been adjusted once since 1981, which was in M a y  22,2008. In 
essence, the financial equilibrium o f  the system has relied on ad-hoc adjustments to 
contribution rates, benefit formulas, and the real value o f  benefits. 

The result is a system where employees, retirees, employers, and the government face 
uncertainty about the real value of their entitlements and the level of their obligations. 
Employees face uncertainty about eligibility conditions, the level o f  their contributions and 
the ceiling on covered earnings (and therefore net wages), and future pensions. Employers 
face uncertainty about the cost o f  labor and this can be particularly problematic in the case o f  
small f irms. Retirees are probably the most affected by discretionary indexation and are not 
wel l  protected against the risk o f  inflation. The current situation also increases the contingent 
liabilities o f  the government. Indeed, pension expenditures can be contained while pensions 
are not indexed. But this is not a situation that can be sustained for ever. Eventually pensions 
are adjusted in response to social and political pressures and usually without a proper 
assessment o f  the financial implications. The absence o f  rules to  properly adjust retirement 
ages (or benefits) and revalorize past wages also compromise the financial sustainability o f  
the system and increase the implici t  liabilities o f  the government. 

Financial sustainability 

Currently, both pension schemes are financially unsustainable; expected income flows are 
not enough to cover expected expenditures. At 0.7 percent o f  GDP total pension expenditures 
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in Niger (for both CNSS and FNR)4 are high for the countries’ level o f  income and its 
demographic structure. Countries with similar coverage than Niger have expenditures below 
0.5 percent o f  GDP. Moreover, despite the l ow  coverage o f  the Nigerien system, expenditures 
have been growing rapidly and there i s  already an aggregated deficit o f  0.3 percent o f  GDP. 
H o w  this deficit changes over time will depend on the evolution o f  the dependency ratios5, the 
growth o f  wages and indexation policies. In the case o f  the CNSS the problem seems more 
manageable. In the case o f  the FNR, on the other hand, the deficit i s  expected to continue 
increasing, reaching 0.6 percent o f  GDP in 2020. 

Although the current deficits are relatively modest, they remain a cause of concern in a 
country like Niger where almost half of its budget is financed by external sources (including 
external a i q .  Even if modest, the use o f  public resources to subsidize the pensions o f  a small 
share o f  formal sector workers, c iv i l  servants, and the military would be very regressive. If 
general revenues are going to be used to subsidize pensions these should focus on individuals 
with no savings capacity - the long term poor. But even then, with many challenges to 
achieve better human development indicators (e.g., enrollment rates, mortality rates) Niger 
needs to be very selective in the allocation o f  the government budget between social 
protection, education, and health programs. 

The main cause behind the financial problem is the ad-hoc determination of contribution 
rates, benefits and eligibility conditions. Both the CNSS and the FNR are financed by 
contributions that are high for a low-income country. CNSS total payroll tax contribution is 
17 percent (including 4 percent for pension, 11 percent for family allowances and 2 percent 
for work injury). For FNR, the total contribution i s  20 percent o f  the gross wage bill (14 
percent notionally paid by the Government and 6 percent paid by employee). But there i s  a 
fundamental misalignment between the contribution rate and benefits paid at various 
retirement ages; the rules that guarantee the financial sustainability o f  a defined benefit 
pensions systems financed on a pay-as-you-go basis are not respected. As previously 
discussed, in the case o f  the CNSS pensions are relatively low, but well above those that 
could be financed with a 4 percent contribution rate. The FNR, on the other hand, i s  not 
operating as a contributory system; pensions are paid directly from the general budget. The 
implicit contribution rate o f  the government i s  thus much higher than 6 percent. By definition 
the plan i s  in balance but at the cost o f  crowding out a growing share o f  public expenditures. 

I n  the case of the CNSS, weak administrative systems, the accumulation of government 
arrears and a low performance of investment policies aggravate the financial problems. 
Inefficient/outdated administrative systems affect the finances o f  the system in two ways: 
First, by increasing administration costs that in the case o f  the CNSS are high by international 
standards; Second, by limiting the capacity o f  the institution to enforce enrollment and 
collection. Although reliable data are not available it is likely that evasion rates among 
employers are high. In addition, the government has been accumulating arrears both related 

As earlier already mentioned CNSS covers private sector workers and some public employees, FNR covers civil servants 

See definitions o f  dependency rations (population or old age vs. system ) in pensions glossary, appendix 2. 
and military personnel 
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to unpaid contributions and loans. Finally, the portfolio o f  investmend shows scarce 
diversification, and strong reliance on fixed rent and real estate. In 2002, most o f  the portfolio 
was allocated to Treasury bills (non negotiable), loans and real estate. ’, As in many other 
countries, CNSS plays the role o f  direct creditor and real estate investor, acting beyond i t s  
mandate to invest reserves in the best interest o f  plan members. 

Redistribution and incentives 

Adverse income redistribution is taking place within the pension systems, between formal 
and informal sector workers, and between current and future generations. One indicator 
o f  the type o f  redistribution taking place within a pension system i s  the implicit rates o f  return 
on contributions (IRR) received by different plan members. The analysis in Chapter 2 shows 
that in both the CNSS and FNR these rates vary substantially as a function o f  career histories, 
and enrollment/retirement decisions. The two main reasons are benefit formulas that do not 
take into account life-time earnings in the calculation o f  the pension and accrual rates that do 
not vary as a function o f  the retirement age. As a result, individuals whose wages grow faster 
get more out o f  the system than individuals with flat wages - usually unskilled workers. Also 
those who can afford to retire early receive higher rates o f  return. But the main source o f  
adverse redistribution results from the unfunded implici t  liabilities that both schemes are 
accumulating. These need to be financed by higher tax or lower expenditures in programs 
that are likely to have higher social rates o f  return for current and future generations. 

Non-transparent and implicit redistribution also induces unwanted behaviors and 
generates inefficiencies. As mentioned in the previous paragraph, the rate o f  return on 
contributions that individuals receive depends on their behaviors. Certain behaviors are thus 
rewarded by the pension system and others penalized. Unfortunately, current benefit 
formulas and eligibility conditions reward behaviors that are undesirable both for the pension 
system and the economy at large. First evasion or informality: individuals who enroll late in 
the system and have incomplete contribution densities receive higher rates o f  return on 
contributions than individuals who enroll early and contribute continuously. Second early 
retirement: individuals who retire early receive higher rates o f  return on contributions than 
individuals who delay retirement. Early retirement not only increases the cost o f  the system 
but can also promote informality as retired workers enter the informal sector. 

Another issue that deserves careful attention is the high level of the tax wedge (gap between 
the cost of labor and the net wage that workers take home) that can reduce employment 
levels and provide further incentives for informality. In the case o f  Niger, given the high 
level o f  informality and the need to help improve the competitiveness o f  the private sector in 
terms o f  economic efficiency, it is important to pay attention to the level o f  the tax-wedge. 
For CNSS, at 17 percent, the contribution rate to the social security can be considered high. 
The tax wedge in Niger is estimated at around 15 and 20 percent, which i s  very high for a 
low-income country. This tax-wedge is close to the level in the United States, Korea and 
Vietnam. This raises two issues: (i) when employers are not able to pass the cost o f  higher 
contributions to employees through lower wages, they are l ikely to reduce demand for labor -- 

Reserves refer to all branches o f  CNSS, not only the branch o f  pensions which i s  actually in deficit ’ Source: BIT 2005 
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particularly unskilled labor; and (ii) both employers and employees have incentives to evade 
and prefer to operate in the informal sector - particularly l ow  productivity f i rms.  But it i s  
important to clarify that this problem o f  a high tax vyedge i s  not related exclusively to the 
pension system. It i s  a problem o f  the social security system and in particular the family 
allowance branch (which has the highest contribution rate). In essence, through this program, 
the government i s  taxing labor to top-up the salaries o f  formal sector workers. 

The fragmentation of the current pension system into a scheme for private sector workers 
and another for public sector workers also raises questions in terms of equity and economic 
efficiency. Dual systems are common around the world but unfortunately not because of 
sound technical and economic reasons. First, separate systems for public and private sector 
workers are inequitable, since they usually benefit a segment o f  the labor force at the expense 
o f  the other group without a clear and transparent redistributive objective. The consequence 
i s  that, for any given level o f  income and saving effort, the public sector employees will 
benefit from higher income protection than the private sector employees. Second, the 
fragmentation o f  the pension system can affect the mobility o f  the labor force. This i s  
definitely the case when there i s  limited or no portability o f  acquired rights - l ike  in the case 
o f  Niger. But even with full portability the asymmetry in expected benefits can reduce 
incentives for workers to leave the system with the most generous benefits. In several 
countries, regulatory convergence i s  considered as a f i rst  step towards the adoption of an 
integrated national pension system'. 

Afinal issue regarding economic efficiency has to do with the high administrative costs is 
the CNSS us well us FNR. These are exorbitant when compared to similar PAYG pension 
systems. The costs o f  administration absorb 45 percent o f  total revenues o f  CNSS and about 
30 percent in the FNR. These shares are much higher than in other countries in the region 
(Ghana 25 percent, Senegal and Cape Verde about 15 percent). In part, high administrative 
costs reflect the fragmentation o f  the system, outdated administration processes, lack of 
adequate information systems, limited access to information technologies, and weak 
institutional capacity. A more rigorous analysis i s  needed to assess ways for reducing 
administrative costs based on the affordability o f  the pension systems. 

TOWARD AN INTEGRATED REFORM PROGRAM 

To date the government and the pension funds have evaluated a multitude o f  reform scenarios 
and commissions have been set-up to pi lot the reform program. This note has introduced an 
analytical framework to guide policy choices and narrow down the set o f  plausible reform 
options. The framework distinguishes between two levels o f  discussion or two types of policy 
choices: 

9 First, macro-level discussions where choices are made regarding the role and mandate 
o f  the public pension scheme; 

P Second, micro-level discussions to define the best mechanism and the most desirable 
institutional configuration to implement this mandate. 

See chapter 3 section 3 for pros and caveats o f  integrated pension systems 
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I n  the case of Niger a reformed pension system should maintain pay-as-you-go financing 
and defined benefit formulas. There i s  little rationale at this stage to consider more structural 
reforms. The focus o f  any reform would rather be on improving current arrangements so that 
the pension system i s  able to better meet the general principles outlined above in terms o f  
adequacy o f  benefits; financial sustainability and affordability; progressive and explicit 
redistribution; predictability and robustness; and economic and administrative efficiency. 

I n  t e r m  of institutional organization, on the other hand, it is important to carefully analyze 
whether maintaining a dual system is the best strategy to follow. Ideally, Niger should aim 
to an integrated pension system that covers c iv i l  servants and private sector workers alike. As 
discussed in the main text, this could be achieved gradually. Having a single mandatory 
pension fund would not only reduce administration costs, but it would also be more equitable 
and contribute to facilitate the movement o f  workers between the public and the private 
sectors. 

Even if Niger preserves a dual system, it is advisable to harmonize the system and 
particularly avoid the creation of a new institution (CARENO9 from scratch. Creating a 
new independent organization from scratch to manage the scheme for c iv i l  servants can be a 
very complex and expensive undertaken and one that is difficult to justif4r. The creation of 
CARENI would not address the f m a l  problems the government is concerned about. On the 
contrary, there would be potentially large costs related to the set-up o f  the new institution and 
the creation o f  CARENI does not guarantees that proper governance structures and 
investments opportunities will be in place. 

Finally, in terms of administration and governance, given limited institutional capacity, it 
. would be important to keep reforms simple and to invest in human resources and better 

administrative and I T  systems. In the short term, basic functions such as collection o f  
contributions, recordkeeping, reconciliation, and benefit payments would need to be improved 
before thinking about more efficient investment policies. 

Once the PAYG system is considered to be at the core of the public system, in any 
configurations integrated or dual system, benefit formulas and eligibility conditions should be 
reviewed to (i) increase the likelihood that the system will be financially sustainable over the 
long run; (ii) ameliorate equity; and (iii) improve economic efficiency. In th is  context six 
general parametric reforms are proposed: 

1. 

2. 

Gradually introduce career wages in the calculation o f  the pension; past wages should 
be indexed as a function o f  the system’s average wage or the covered wage bill. The 
objective o f  this pol icy is not to reduce pensions but to improve equity as wel l  as 
incentives to declare and contribute. 
Align the retirement age with the respectively calculated l i fe expectancy, the 
contribution rate, and the selected accrual rate.” Basically, once the accrual rate has 

CARENI stands for “Caisse Autonome des Retraites du Niger” 
lo The accrual rate i s  the percentage o f  the income measure that becomes a pension. The income measure i s  an average o f  the 
salaries that count toward the pension. In  the proposed reforms the income measures should be the average o f  all salaries, 
appropriately revalorized, on which individuals paid contributions. 
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3. 

4. 

5. 

6. 

been selected to achieve the targeted level o f  income replacement for the average full- 
career worker, and given a contribution rate that can be supported by the economy, 
then the retirement age has to be computed according to actuarial principles to ensure 
the financial sustainability o f  the scheme. As life expectancy increases, the “statutory ” 
retirement age should be increased automatically - this i s  in order to maintain 
constant the mandate o f  the system. Thus, as individuals live longer, in order to keep 
the same level o f  pensions, they would also need to work longer. 
It i s  desirable that individuals have some flexibility in terms o f  the retirement age, but 
individuals retiring early should receive a lower accrual rate. Similarly, those 
delaying retirement should receive a higher accrual rate. This policy ensures that al l  
individuals, regardless o f  the retirement age, receive the same implicit rate o f  return on 
their contributions. 
If policy (2) i s  adopted, then it i s  desirable to gradually eliminate the vesting periods 
as well as maximum replacement rates. 
After the adoption o f  policy (2), it i s  also recommended to introduce an automatic 
indexation mechanism for pensions. It i s  recommended to use the consumer price 
index. It i s  important to emphasize, however, that this policy can only be sustainable 
under stable conditions and if the government has an inflation target. 
Review the mechanism used to compute and allocate the minimum pension to improve 
incentives to work and contribute, while ensure the financial sustainability o f  the 
system. 

There is urgent need for developing a reliable information system for the pension schemes. 
Currently the CNSS has the institutional capacities to collect reliable information on the 
members and assess the revenues and expenditures. Nevertheless further improvement in 
record keeping is required. For FNR, given poor existing member records, accurate 
assessment o f  liabilities and a pre-funding exercise is required. Particularly if systemic 
reform i s  anticipated, the past rights o f  individuals require proper record and monitoring 
system. Government has already initiated some work to improve the information system of 
both CNSS and FNR. This effort should be continued in order to develop a transparent 
record-management system for the civ i l  servants. 

Steps need to be taken for improving regulation and governance. The investment process of 
pension funds deserves particular attention both from the administrative and governance 
perspectives. In terms o f  governance, the government needs to improve investment policies 
and accountability, and shield management as much as possible from political influence. For 
better accountability, transparency is a key factor. The operations o f  the funds, including the 
results o f  investment policies, should be fully disclosed with publications o f  annual reports, 
including the complete reports from external auditors and the governing body for managing 
the funds would need to report regularly to the parliament. Investment strategies would also 
need to be designed and executed by investment committees constituted by qualified 
professionals. 

Over the medium term, once the reforms discussed above have been implemented, the 
government would need to investigate options to expand the coverage of the pension system 
to the informal sector and the long term poor. While there are policies that can be 
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considered to improve incentives to enroll in the contributory system and reduce evasion, the 
results are not likely to produce a substantial increase in the coverage rate. The limited 
coverage o f  the current system responds to causes having to do with the structure o f  the 
economy, the labor market, and the distribution o f  income. In any foreseeable scenario, the 
contributory pension system o f  Niger will continue to benefit a small segment o f  the labor 
force. The implication i s  that more substantial expansions o f  the pension system require the 
design o f  targeted interventions that unavoidably involve subsidiedtransfers. This can be 
either in the form o f  incentives for informal sector workers with some savings capacity or 
transfers to the elderly poor (Le,, social pensions). The implementation o f  these programs in .  
Niger, however, i s  constrained by the frai l  fiscal stance. Reallocating limited public resources 
to finance retirement income transfers might not be welfare increasing when there are 
important challenges to improve human development indicators and reduce poverty. 
Nonetheless, a gradual approach could be considered over the medium term. 

Development partners should provide Technical Assistance to the Government for 
strengthening the institutional capacities of both CNSS and FNR. To support the reform 
process for both the CNSS and FNR, Development Partners (particularly the World Bank 
given i t s  technical comparative advantage) should consider providing technical as wel l  as 
financial help to (i) evaluate various options for parametric reforms; (ii) build technical 
capacities o f  the existing institutions at various level; (iii) improve the information system; 
and (iv) implement reform options to move towards a more efficient and sustainable 
mandatory public pension system for Niger. 

... 
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ISSUES 

Coverage & Adequacy c 
- Low coverage for 
formal sector in urban 
areas: only 3% LF i s  
covered 

Action Plan &Time Frame Required Technical 
Assistance & 

Responsibilities 
2009-2010 20 10-201 2 

- Less  than 1% o f  
elderly receive pension 

- Replacement rates may 
be adequate for private 
sector (53%) but are 
generous for public 
sector (80%) (for the 
same number of years o f  
service -40) 

Predictability & Securit 
- No transparent rules to 
adjust parameters of the 
system (CNSS & FNR) 

- All stakeholders 
(employees, retirees, 
employers, government) 
face uncertainty in terms 
o f  entitlements and 
obligations and 
contingent liabilities o f  
the government are 
increasing 
Financial sustaina bility 
Both Schemes (CNSS & 
FNR) are financially 
unsustainable: 0.7% o f  
GDP expenditures and 
0.3% o f  GDP deficit 

enroll in the contributory 
system and reduce 
evasion through adequate 
parametric reforms. 

- Reinforce 
administrative capacity. 

- Based on 2007/08 HBS 
review the socio- 
economic situation o f  

Introducing non- 
contributory programs 
(e.g., targeted social 
pensions) 

elderly 
For both CNSS & FNR: 
- Review targeted 
replacement rate & 
accrual rates. 

-Introduce sustainable 
minimum pension 
financed by separate 
contribution rate (without 
increasing the total 
contribution rate) 

- Introduce changes in 
benefits formulas and 
eligibility conditions that 
will include: automatic 
indexation o f  pensions 
with inflation, and 
automatic indexation o f  
the retirement age with 
l i fe  expectancy. And, 
avoid balancing the 
finances o f  the system 
through increase in the 
contribution rate. 

- Adopt benefit formulas 
and eligibility conditions 
that ensure the financial 
sustainability o f  a pay-as- 
you-go system. Key i s  
to link the accrual rate to 
the retirement age and the 
contribution rate, given 
l i f e  expectancy at 
retirement. 

- Implement reforms 
options to move towards 
an efficient and 
sustainable mandatory 
public pension (CNSS 
&FNR), use l i f e  time 
wages for calculating 
pensions, link accrual 
rate, retirement age & 
contribution rate, and 

- Analyze the 2007108 
HBS (WB- poverty 
update) 

- DPs supports (WB & 
Others) 

- Use PROST model to 
evaluate scenarios (WB) 

- Use PROST model to 
evaluate scenarios (WB) 

Use PROST model to 
evaluate scenarios (WB) 

Training on design o f  
DB with pay-as-you-go 
financing. 
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Incentives & Progressiv 
Both systems (CNSS & 

apply automatic 
indexation once the 
previous measures are in 
place. 

- Initiate review of 
reform options for 
survivorship and 
disability pensions. 

FNR) are accumulating 
unfunded implicit 
liabilities with adverse 
redistribution results 
For CNSS current 
benefit formulas and 
eligibility conditions 
promote evasion & 
informality: High 
payroll taxes (1 7% for 
CNSS) 
Pension system i s  
fragmented and raise 
equity and economic 
efficiency issues: no 
portability between 
public and private 
sectors 

TA from Development 
partners 

Economic & Administrr 
There i s  no investment 
regulations and returns 
on investment portfolio 
are Door 

- Close FNR to new 
entrants and transfer 
new civil servants to 
CNSS to ensure all new 
workers (private and 
public sectors) will 
gradually contribute to a 
unique scheme. 

Administrative costs are 
high (45% for CNSS 
and 30% for FNR) 

TA from Development 
partners 

Enrollment and 
collection capacities are 
weak (CNSS & FNR) 

I 

There i s  no adequate 
recording system in 
place (particularly for 
FNR) 

-Reallocate the 
contribution rate from the 
family allowances to 
pension branch. 

-Initiate a study to 
consider reforms for the 
family allowance branch. 
Redistribution 
-Address the financial 
problems of the system 
(see above). 

- Adopt policies 
(parametric reforms) that 
will allow to equilibrate 
the finances o f  the system 
without increasing total 
payroll taxes. 

- Introduce gradually an 
integrated system for both 
private and public sectors 
with similar benefits and 
increase l i n k s  with 
contributions. 

ive Efficiency (Governanc 
- Design investment 
regulation based on best 
practices. 

For both Private & Public 
sector (CNSS & FNR): 
-Assess ways to reduce 
administrative costs 
based on affordability o f  
the pension system 

-Develop reliable 
information system: 
improve record keeping 
system of 
contributorsheneficiaries. 

-Upgrade administrative 
process. 

-Invest in human resource 
(institutional capacity 
building) and IT  systems 

evaluate scenarios (WB) 

-Assess options for 
introduction o f  
voluntary pension 
schemes (for both and 
public sector workers) 

evaluate scenarios (WB) 

- Introduce investment 
regulations for 
managing accumulated 
reserves. 
- Improve regulation & 
governance. 

TA from Development 
partners 

TA and financial 
support from ongoing 
financial sector 
operation (WB) 

TNsupport from other 
Development partners 

xv 





CHAPTER 1 : BACKGROUND AND OBJECTIVES 

1. The Nigerien pension system is small in terms of coverage and relatively expensive. 
There are two mandatory schemes: (i) the “Caisse Nationale de Securite Sociale” (CNSS) 
which covers private sector employees, and (ii) the “Fonds Nationale de Retraite” (FNR) 
which covers c iv i l  servants, the military and local administration employees. The first is  an 
autonomous institution supervised by  the Ministry o f  Public Function and Labor. The second 
i s  a department within the Treasury that does not receive or manages government and 
employees contributions. I t  simply pays pensions out o f  general revenues. Both funds 
together cover only about 3 percent o f  the labor force. The l o w  coverage rate i s  explained, in 
part, by the structure o f  the economy and the labor market, where 82 percent o f  the population 
i s  in rural areas and over 85 percent o f  the labor force is in the informal sector. 

2. Although expenditures in both systems are low by international standards (about 0.7 
percent of GDP), they are rising fast and are high relative to the country’s level of income. 
In FNR growing pension expenditures put direct pressure on the budget. In the CNSS the 
consolidated accounts s t i l l  ‘display a surplus, mainly due the cross-subsidization from the 
family allowance scheme, but the pension scheme is in deficit due to a contribution rate that i s  
very low relative to benefits (4 percentage point out o f  17 percent o f  total payroll tax). In 
addition to financial imbalances and l o w  coverage, other concerns include the weak 
administrative systems which are not conducive to an efficient management o f  the pension 
plans. In the CNSS administrative costs are estimated at 45 percent o f  revenues - 
considerably high by international standards. 

3 .  The Government is concerned with the situation of both pension plans and has 
initiated discussions regarding pension reform. Various assessments o f  the FNR and the 
CNSS have been prepared since 2003 and two reform proposals are now under consideration. 
The government has also created two committees (one for each fund), with the mandate to 
diagnose the main problemskhallenges facing the CNSS and FNR, propose reform options, 
and then supervise their implementation. In the case o f  the CNSS the reform proposal under 
study consists in: (i) reallocate 5 percentage points o f  the total social security contribution 
rate from the family allowance branch to the pension branch, so that the effective contribution 
rate to finance pensions increases from 4 to 9 percent; (ii) guaranteeing the automatic 
indexation o f  pensions benefits; and (iii) diversifying the investment o f  the pension portfolio 
including reserves. In the case o f  the FNR the reform i s  considerably more complex as i t  
involves the creation o f  a new and independent institution the “Caisse Autonome des Retraites 
du Niger” (CARENI) - separate from the Treasury - to manage the pension system for c iv i l  
servants and the military. The legislative texts o f  CARENI have been drafted and are 
expected to be finalized and implemented during 2008/2009. 

4. In  this context, the Government o f  Niger has requested Bank technical assistance 
to: (i) evaluate the mandatory pension schemes for both private and public sector workers; 
and (ii) provide technical views on the reform options under consideration. This report is  a 
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response to this request and a follow-up to an initial work that was prepared in December 
2006. Overall the preparation o f  this analytical work has benefited from strong participation 
o f  the Ministry o f  Economy and Finance, Ministry o f  Public Function and Labor, and 
technical counterparts from “Caisse Nationale de Securite Sociale” (CNSS) and “Fonds 
Nationale de Retraite” (FNR), and other development partners (mainly EU). Given the 
ownership o f  the Government, a local task force was established in spring 2008 to help with 
the preparation o f  this report. The outline and objectives o f  this report were discussed with 
the task force, composed o f  representatives from the relevant ministries, and their comments 
have been taken into account. 

5 .  The report has three speczjic objectives. First, to define a policy framework that can be 
used to guide the desigdassessment o f  alternative reform programs taking into account the 
very low level o f  income o f  the country, a mostly informal labor market, and limited 
institutional capacity to implement reforms. These features o f  the Nigerien economy put 
important constraints on the objectives and mandate o f  a contributory pension system. Thus, 
any reform would need to look at the role o f  the social protection system as a whole, aiming at 
a more efficient and equitable use o f  very limited public resources and a l o w  tax-wedge. The 
second objective i s  to use the policy framework to update the assessment o f  the situation o f  
the two pension plans, analyze the current reform proposals, identify areas where they could 
be improved, and assess their potential fiscal and welfare implications. The final objective i s  
to outline a road map towards implementation that identifies (i) policy measures that could be 
considered in the short and medium term, and (ii) needs in terms o f  technical assistance that 
could be provided and financed by various development partners. 

6. The organization of the report is aligned with these objectives. Chapter 2 develops the 
policy framework and presents an updated assessment o f  the mandatory pension system 
(CNSS and FNR). In addition to updating the analysis o f  the financial situation o f  the funds, 
the chapter analyzes other dimensions that had been previously overlooked in terms o f  the 
adequacy o f  benefits; the type o f  redistribution; as wel l  as issues related to incentives. 
Chapter 3, reviews the Government’s ongoing reform initiatives, summarizes other 
international experiences with pension reform that can be relevant for Niger, and presents 
recommendations to strengthen the reform strategy while estimating their fiscal and welfare 
implications. It also outlines a multi-year work program to fine-tune and implement reform 
plans. 

7.  This report indicates that it is necessary to provide technical assistance to those 
Nigeriens who are in charge o f  implementing political reforms for a comprehensive pension 
system. This technical assistance, based on the priorities described in this report, could focus 
on (i) the reinforcement o f  competencies among the policy makers, in order to improve their 
understanding o f  the importance o f  a pension system reform in the context o f  Niger, and (ii) 
the reinforcement o f  the institutional capacity through training o f  the technical personnel 
(PROST training). 
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CHAPTER 2: REVIEW OF THE NIGEFUEN PENSION SYSTEM 

The core objectives of a mandatory public pension system is to ensure that individuals are able to 
replace a certain level of income when they retire and this income is adequate so the elderG do not 
fall into poverty. The pension system in Niger, for both private (CNSS) and public (FNR) sector 
workers, is failing to achieve these objectives in a financially sustainable, equitable, and efficient 
way. According to the available information, the pension system only covers around 3 percent of 
the labor, reflecting the economic characteristics of the country, where about 85 percent of the 
labor force is in the informal sector. The two schemes are notflnancial sustainable given an ad- 
hoc determination of benefit formulas, eligibility conditions, and the contribution rate. Moreover, 
these parameters are subject to discretionary adjustments that create uncertainty for retirees, 
employees and employers. There are also problems in terms of redistribution and incentives. The 
current arrangements might benefit more high than low income workers. The system also rewards 
early retirement, late enrollment, and the strategic manipulation of wages and promotions. I n  
addition, the high level of the tax wedge and separate schemes for public andprivate sector workers 
afSect the labor market in terms of employment levels, informal employment, and labor force 
mobility. Finally, weak governance arrangements and administrative systems aggravate all these 
problems. This chapter starts with a general discussion about the objectives of a mandatory public 
pension system in a country such as Niger and proposes a set of principles to guide discussions 
about pension reform. Using this framework the chapter updates the assessment of the main 
problems facing the CNSS and the FNR. 

1 DESCRIPTION OF THE CURRENT PENSION SYSTEM 

8. As discussed earlier, Niger has a contributive Pension system that provides income 
protection to a small group o f  the population. The two different pension schemes provide 
pensions to workers o f  the public and private sector. “Caisse Nationale de Securite Sociale” 
(CNSS) manages pensions for the private sector and “Fonds Nationale de Retraite” (FNR) 
those o f  the public sector. This section highlights the main differences between the two 
systems. CNSS-was created in 1965, but some rules have been modified since then. On  the 
other hand, was created earlier, in 1961, and since then there have not been any 
significant changes o f  its rules and regulations. 

9. The institution o f  CNSS manages three social security branches: family allowances, 
work injuries, and pensions (old-age, invalidity, and survivors). I t  also manages a “social and 
health fund”’ O n  the other hand, FNR pays only old-age pensions, invalidity, survivorship, 
plus family allowances. FNR i s  not an autonomous body, but completely linked to Treasury. 

10. The contribution rate in CNSS i s  17 percent (15.4 from employer, and 1.6 from 
employee) o f  individual’s covered earnings, however only 4 percent i s  for the pension branch 
(see Table 1). The contribution rate for family allowances i s  11 percent and 2 percent i s  for 
work injury. In April 2009, the council o f  Ministers have assessed and adopted some decrees, 

” The objective o f  this fund i s  to provide health benefits to the members and their families, however it has also covered a 
larger population through various social-medical centers o f  CNSS. 
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by the Minister o f  (( Fonction Publique D, proposing few modifications to the pension system 
administrated by the CNSS. These modifications wi l l  increase the contribution rate from 17 
percent to 20.65 percent (the contribution rate for the pension branch will increase from 4 
percent to 10.5 percent o f  the gross salary) and the contribution ceiling will increase from 
250,000 FCFA to 425,000 FCFA for the CNSS12. FNR i s  also supposed to collect 
contributions fiom both employees (6 percent o f  payroll), and the government-employer (1 4 
percent), however i t  does not receive the mandatory employer’s contribution on a regular 
basis. 

11. The pension branch in CNSS has been in deficit for a few years already (see Tablel), 
while the other two branches (family allowance, and work injury) have been having surplus. 
Indeed expenditures in CNSS have been higher than revenues for a while, basically due to the 
pension branch where expenditures have been considerably increasing while revenues have 
only slightly increased during the last few years. The branch o f  family allowances, on the 
other hand, i s  in the best shape due to the fact that the contribution rate for such branch i s  the 
highest, and expenditures are lower than in the pension branch. 

12. The legal retirement age in CNSS i s  60, however individuals with 20 years o f  being 
registered (and 60 months o f  coverage in the last 10 years), can retire earlier. On the other 
hand, the average retirement age in FNR i s  lower than in CNSS, 50 i s  actually the actual 
retirement age in FNR (although the statutory retirement age i s  55, there are various 
conditions that allowed employees to retire earlier, even with “full pen~ion”)’~. However, it i s  
important to highlight that the retirement age for civil servants has been increased to 60 years 
o f  age in 2009, and i t  wi l l  be effective in 2010. Likewise, the retirement age for other 
Government employees (“auxilliaires de l’Etat”), which i s  currently 58 years o f  age, i s  
planned to increase to 60 years, and for the army and military personnel the retirement age 
can vary from 45 to 60 depending on the grade. 

13. Old-age pension in CNSS i s  20 percent o f  the insured’s average covered earnings in the 
last 3 or 5 years (whichever i s  higher), plus 1.33 percent o f  average covered earnings for each 
year o f  coverage exceeding 15, up to a maximum o f  80 percent. The benefit formula for 
pension calculation in FNR i s  more generous. The wage base i s  the last earnings o f  the 
individual, and the accrual rate i s  2 percent. The maximum number o f  years considered for 
pension calculation i s  40, which supposes a maximum replacement rate o f  80 percent. Hence, 
with 40 years o f  service in CNSS the replacement rate i s  only 53 percent while in FNR for the 
same number o f  years o f  service the replacement rate i s  80 percent. 

The projections in this report do not take into consideration these recent reforms which are not going to take place until 
January Ist, 2010.. 
l3  Until recently, in order to qualify for a full pension there was a double condition o f  age 55 and 30 years o f  service. 
However since 2002 this ru le  was changed and any o f  both conditions separately are valid in order to obtain a regular full 
pensions. In addition, these conditions are reduced to 50 years o f  age and 25 years o f  service for certain categories o f  civil 
servants. Other circumstances where individuals can retire before the age o f  55, are mainly due to invalidity and layoffs. 
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Table 1: Financial situation of CNSS (2002-2006) 

Contribution rates 

For pensions: 

employer 

employee 

For family allowances: 

employer 

employee 

For work injury: 

employer 

employee 

Total 

employer 

employee 

14. 

2002 

2.4 

1.6 

11 

2 

15.4 

1.6 

Total 

REVENUES (in h4n. Of FCFA): 

From pension contributions 

From family allowances 
contributions 

From work injury contributions 

17 

7060.99 

1661.41 

4568.88 

830.70 

7649.04 
EXPENDITURES(in Mn. of 
FCFA): 

Total balance CNSS 

3621.56 

3529.80 

597.68 For work inju 

-588.05 

2003 

2.4 

1.6 

1 1  

2 

15.4 

1.6 

17 

6406.28 

1507.36 

4 145.24 

753.68 

6728.38 

3047.28 

3047.28 

633.83 

-322.10 

2004 

2.4 

1.6 

11 

2 

15.4 

1.6 

17 

6984.67 

1643.45 

45 19.49 

821.73 

7687.84 

4263.00 

2761.86 

662.99 

-703.17 

2005 

2.4 

1.6 

11 

2 

15.4 

1.6 

17 

7204.92 

1698.49 

4659.25 

847.18 

8356.41 

4593.34 

3101.10 

661.97 

-1 151.49 

2006 

2.4 

1.6 

11 

2 

15.4 

1.6 

17 

8565.64 

2015.44 

5542.47 

1007.72 

8702.65 

4735.41 

3217.62 

749.62 

-137.02 

As earlier mentioned the pension branch in CNSS, as well as FNR, provide both 
disability and survivorship pensions. In CNSS the disability pension is equal to 20 percent o f  
the insured’s average covered earnings in the last 3 or 5 years (whichever i s  higher), plus 1.33 
percent o f  average covered earnings for every 12-month periods o f  coverage exceeding 180 
months, up to a maximum o f  80 percent. A 6-month coverage period i s  credited for each year 
that a claim i s  made before age 60 (age 58 for covered public-sector workers) and it is 
replaced by an old age pension o f  the same value. In order to receive a,disability pension, the 
employee has to have been registered with the CNSS for at least 5 years, and have at least 6 
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months o f  coverage in the 12 months before the disability began. In FNR, members have the 
right to  invalidity pensions at any time and those are calculated as proportional old-age 
pension. 

15. To qualify for a survivorship pension, in both CNSS and FNR, the deceased should have 
qualified for the old age pension or disability pension (either was a pensioner at the time of 
the death, or had at least 180 months o f  coverage in the case o f  CNSS, or one year o f  service 
in the case o f  FNR). Eligible widow(er) receives 50 percent o f  the deceased’s pensions. If 
there is more than one widow, the pension i s  split equally among them. The widow(er) 
pension ceases on remarriage, and separated or divorced women do not have pension rights. 
Each eligible orphan in CNSS receives 25 percent o f  the deceased’s pension; 40 percent for 
each full orphan, on the other hand in FNR orphans receive 10 percent o f  the old-age or 
proportional pension o f  their father (but the payments are limited for 6 children). In both 
systems, al l  survivor benefits combined must not exceed 100 percent o f  the deceased’s 
pension otherwise the pensions are reduced proportionately. If survivors do not qualify for a 
pension, they only receive a lump-sum payment (survivor settlement). Table 2 presents the 
main indicators o f  the pension system in Niger, as well as the proposal o f  CARENI. 
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Table 2:Main indicators of the pension system in Niger (2006) 

lOld Age Replacement Rate 
Source : Official data from CNSS and FNR and estimates 

Indicators 

22.9% 
from the World 

D E S I G N  

Retirement Age and/or qualifymg conditions 

Contribution Rates f rom Employers & Employees: 
(as O/O o f  covered wage) 

Required Length o f  Service for Basic Replacement Rate 

Basic Replacement Rate 

Incremental Replacement Rate 

Max imum Replacement Rate 

Number  o f  Last Years for Wage Base Calculation 

Post-retirement Indexation 

Survivors Pensions (with respect to  Old Age Pensions) 

DEMOGRAPHICS 

Number  o f  Contributors (total) 
M e r  

Womer 

Number  o f  Beneficiaries (total) : 
Old Agc 

Invalidit. 
Survivor 

System Dependency Ratio: 
PERFORMANCE 

IAverage Wage 
M e r  

Womer 

Old Agc 
Invalidit! 
Survivor! 
Orphanr 

60 

4% 

15 

20% 

1.33% 

80.00% 

3 o r  5 *  

N o n e  

50% 

39,511 
30,423 
9,088 

18,912 
7,093 

27 
11,792 
0.48 

1,370,803 
1,015,345 
1,482,096 

313,438 
330,276 
74,536 
53,354 

55 

20% 

15 

30% 

2.00% 

1 

Adhoc 

50% 

43,633 

17,683 

0.41 

1,229,618 

510,895 

41.5% 
Ink 

CARENI 

60 

22% 

15 

30% 

2.00% 

1 

Adhoc 

*The number o f  years depends on which i s  the higher average salary. 
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2 OBJECTIVES OF THE PENSION SYSTEM AND PRINCIPLES TO GUIDE REFORM 

16. I n  a country such as Niger the core objectives of the pension system should focus on 
insurance and adequacy functions. The insurance function consists in mandating a 
minimum level o f  savings so that, upon retirement, individuals are able to replace a certain 
level o f  income. The adequacy function, on the other hand, i s  to ensure that al l  individuals 
after a certain age are able to finance a minimum level o f  consumption to avoid poverty. 
Other objectives such as using the pension system to develop capital markets or finance social 
development projects are, at best, secondary. At worse, these can overwhelm limited 
institutional capacity and preclude the achievement o f  the core objectives in an efficient way. 

Box 1: Principles o f  a mandatory public pension system 

Adequacy of benefits and universality. The benefits provided by the pension system need to be sufficient to 
maintain a certain standard of living after retirement and be designed taking into account the needs of different 
population groups. There i s  no absolute in terms o f  what should be considered an adequate benefit. Countries 
make different choices that reflect, in part, social and cultural preferences. In all cases, however, it i s  important 
that these choices are explicit and that their financiayfiscal consequences are well understood. 

Financial sustainability and affordability. Sustainability implies that the benefits offered by the pension 
system can be covered out o f  future revenues. Affordability means that the tax-burden necessary to mobilize 
these revenues can be supported by the economy. A pension system that offers 100 percent net replacement 
rates on pensions can be sustainable if the tax-wedge i s  high enough, but it i s  unlikely to be affordable. The 
pension system does not have to be financed exclusively out of payroll taxes and social security contributions. 
General revenues can have an important role financing non-contributory arrangements. Proiected Dublic 
spending. however, needs to be consistent with the fiscal framework and the broader Objectives o f  the 
government regardine the allocation of Dublic expenditures across sectors. 

Progressive and explicit redistribution. Redistribution i s  an important function of the pension system. The 
form of redistribution, however, matters both in terms of equity and incentives. Redistribution should be 
progressive and focus transfers on the most vulnerable individuals. It should also be explicit in the sense that the 
beneficiaries, the costs, and the financing mechanisms are identified up front. 

Predictability and robustness. Benefit formulas and eligibility conditions should not be subject to sudden and 
discretionary changes. Plan members (and employers) should be able to foresee what their obligations with the 
system are and the level of benefits that they can expect to receive. Retirees should not face uncertainty in terms 
o f  how their pensions are adjusted each year. At the same time, the system needs to be able to adapt to 
demographic and macroeconomic shocks. This requires having in place transparent rules to adjust certain 
parameters of the system when these shocks materialize. . 
Economic and administrative efficiency. This principle states that the objectives of the pension system should 
be implemented at the lowest possible social cost. At the level of the economy, this implies paying attention to 
how the pension system affects incentives to work, save, invest, and create jobs - particularly in the formal 
sector. How the system i s  governed and administered i s  also important. Governance and administrative 
structures affect the incentives facing managers and employees in the pension find, and therefore their 
performance and ultimately the cost o f  the system and the quality of services provided. Governance structures 
are, for instance, central to the performance of investment policies. 

Source HOlZmaM, R, and R. Hinz (2005). 

17. There are several alternatives in terms of how pension systems can be structured to 
achieve the core objectives. Designs differ on the choices o f  benefit formulas, financing 
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mechanisms, and management/administrative arrangements. Countries make choices that 
better respond to local conditions and thus pension systems around the world vary widely. In 
al l  cases, however, choices cannot be arbitrary and need to take into consideration five 
standard principles need to be respected: (i) the adequacy o f  benefits; (ii) financial 
sustainability; (iii) progressive and explicit redistribution; (iv) predictability and robustness; 
and (v) economic and administrative efficiency. (see Box  1). As discussed in this chapter, 
these principles are severely compromised in Niger, and while the government and the 
pension institutions are aware o f  the need to take some urgent decisions to revert the 
problems, there is not an integrated approach to the different policy options and their possible 
implications. 

3. COVERAGE AND ADEQUACY OF BENEFITS IN THE CNSS AND FNR 

18. Coverage in Niger is very low although aligned with the country’s level of income. 
Only 3 percent o f  the labor force (and 4 percent o f  the elderly) are covered by either the 
CNSS or the FNR. But other countries in the Africa region with similar income per capita 
such as Burundi, Guinea Bissau, Tanzania, Malawi, and Democratic Republic o f  Congo, have 
coverage rates below 3 percent o f  the labor force. A few African countries have slightly 
higher coverage rates, but overall the average for the region is about 10 percent o f  the labor 
force.14 The average coverage rate in the world i s  around 25 percent. 

19. The number of contributors has been falling in both pension schemes increasing 
system dependency ratios. I n  the CNSS, there were 39.5 thousand contributors in 2006, 
relative to 55.6 thousand in 200215. They represent around 1 percent o f  the labor force. The 
number o f  beneficiaries on the other hand has increased from 14.7 in 2002 to 18.9 thousand in 
2006 because the system i s  maturing (Le., there are many old people retiring). They represent 
around 2 percent o f  the population o f  age 65 and above16. So while de endency ratios remain 
favorable in the population, they have deteriorated within the CNSS (see Table 3). I n  the 
m, the number o f  contributors has also fallen from 44.7 thousand in 2003 to 43.5 thousand 
in 2006. This i s  as a consequence o f  a policy o f  freeze-hiring in the c iv i l  service, and the 
possibility to retire without an age condition. Today, around 1 percent o f  the labor force is in 
the civil service. The number o f  beneficiaries increased from 14.3 thousand in 2002 to 17.6 in 
2006 - a 23 percent increase. 

IF 

20. Low coverage rates can be largely explained by the structure of the economy and the 
labor market.I8 According to 2005 household survey, around 85 percent o f  the labor force in 
Niger i s  working in the informal sector and/or is self-empl~yment. ’~ At the same time, the 

14 Cape Verde and, particularly, Mauritius have the highest coverage rates in the region. In Cape Verde 27 o f  the labor force are active members ofthe pension 

system, while in Mauritius around 50 percent of  the labor force are currently active members o f  its pension system. 

15 This large drop in contributors i s  mainly due to the increase of  informal sector as well as some improvement in record-keeping 

16 More than half of  18.9 thousand beneficiaries are younger than 65 years old, hence not included in this rate 

17 The number of  beneficiaries over contributors is  only increasing in CNSS, because of  the increase in life expectancy and the fact that there are only very few 

young people joining the system 

18 Ministere de I’Economie et des Finances (2006) is  the source of  information on rurahrban population. The informal sector in Niamey was estimated as 

equivalent to 82.7 percentage o f  total employment in Niamey in 2002 (Direction de la Statistique et des Comptes Nationaux,2003), and the proportion is  

presumably higher nationwide. 

19 Accuracy of  the informal sector size needs to be checked with the authorities. 
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agricultural and service sectors, which are mainly o f  informal nature, represent 40 percent and 
43 percent o f  total value added respectively. According to administrative records o f  CNSS 
and FNR, the evolution o f  contributors and beneficiaries i s  presented in Table 3 below. 

Indicators 
CNSS 

Active Contributors 
Beneficiaries 

CNSS system dependency ratio 
FNR 

Active Contributors 
Beneficiaries 

FNR system dependency ratio 

2002 2003 2004 2005 2006 

55,670 5 1,850 44,007 36,258 39,5 1 1 
14,729 15,023 16,216 17,179 18,912 

0.26 0.39 0.37 0.47 0.48 

44,705 43,533 
14,3 70 17,683 

0.32 0.41 

21. I t  is very unlikely that coverage will be expanded substantially through the 
contributory system in the years to come. Evidence at the international level suggests that 
coverage i s  strongly correlated with income per capita (see Figure 1). As economies grow, 
their productive structure changes, institutional and enforcement capacity increase, formal 
employment expands, and so does coverage. But even when countries approach income 
levels o f  USD 10,000 per capita, the informal sector remains an important source o f  jobs and 
the coverage o f  the pension system does not go over 50 percent o f  the labor force. In Brazil, 
for instance, income per capita is USD 8,730 and the coverage o f  the social security i s  only 44 
percent o f  the labor force. In this context, ensuring access to old-age income protection to a 
majority o f  the population requires special interventions to target the long te rm poor and 
individuals with limited savings capacity. Section 3 will discuss some policy options and 
their viability in a county such as Niger. 

Figure 1: Coverage of the Pension System in Niger 

Source: Him, and Pallares-Miralles (2008) 
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22. I n  terms of the level of benefits, the CNSS offers relatively modest replacement rates. 
Full-career workers (ie., individuals joining the system at age o f  20 and contributing 
continuously until the statutory retirement age) receive a gross replacement rate o f  45 percent 
if they retire at age 60 or close to 50 percent if they retire at age 65 (see left panel Figure 2). 
Partial career workers, who jo in  the system after age o f  20 and who do not contribute 
continuously can, receive replacement rates below 30 percent. The minimum pension i s  also 
on the low-end o f  the internal distribution; it represents around 16 percent o f  average earnings 
(compared to an international average o f  25 percent) and only individuals with incomes below 
30 percent o f  the average are likely to benefit. In principle, this relatively restrained mandate 
o f  the CNSS provides incentives to diversity savings for retirement through voluntary 
arrangements. The extent to which individuals in Niger save outside the CNSS, however, i s  
unclear. N o  data are available at this time to assess how the net earnings o f  workers change 
upon retirement and whether low-income workers could be exposed to poverty. Data from 
the 2008 Household Budget Survey, which will be available before end o f  2008, could 
provide valuable information on the characteristics o f  the retirees. 

23. On the contrary, replacement rates for civil servants are considerably high. Full- 
career c iv i l  servants can receive gross replacement rates between 70 and 80 percent depending 
on the timing o f  the retirement (net replacement rates are higher). As discussed in the next 
chapter, these are high replacement rates by international standards. Indeed, in a sample o f  56 
countries for which data i s  available, the average gross replacement rate for the average full 
career worker at the statutory retirement age is close to 60 percent. In the FNR this i s  the 
replacement rate received by individual who retires at age 50. In practice, FNR does not offer 
a minimum pension and there are no ceilings on covered earnings. As a result, replacement 
rates do not vary by level o f  income (see right panel Figure 2). In other words, the level of 
the pension only depends on the number o f  years o f  contributions. 

Figure 2: Gross Replacement Rates in the CNSS and the FNR 

4. PREDICTABILITY AND SECUFUTY 

24. There are two dimensions that are important in terms o f  predictability and security: 
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> First, the parameters of the system -contribution rates, benefit formulas and 
eligibility conditions- should not be subject to sudden ad-hoc changes. 
Unfortunately, often in the case o f  Defined Benefit (DB) systems financial problems 
tend to be resolved by sudden changes in the contribution rate, the ceiling on covered 
earnings, cuts in benefits, or changes in retirement conditions. The main reason i s  
that, from the start, the pension system is not designed taking into account future, 
uncertain, changes in labor markets and demographic conditions - including l i f e  
expectancy. The consequence i s  that both employers and employees have less 
capacity to plan and that the credibility o f  the system i s  eroded. Sudden changes in 
contribution rates, for instance, affect the cost o f  labor and can harm employers, 
particularly in the case o f  small/low productivity firms. Employees, on the other hand, 
might discount the value o f  future pension promises and have fewer incentives to 
enroll and contribute. 

> Second benefits in payment should not be indexed in a discretionary way. 
Unfortunately, this is another common feature o f  DB plans. Pensions are either kept 
constant in absolute terms for long periods o f  time - in part, for financial reasons, or 
they are adjusted erratically as a function o f  the growth rate o f  wages and/or prices. 
The implication i s  that retirees face uncertainty about the purchasing power o f  their 
pensions. To the extreme, minimum pension guarantees can become insufficient to 
ensure that l o w  income individuals do not fal l  into poverty during old-age. 
Discretionary adjustments can also negatively affect the finances o f  the system since 
they are typically not budgeted or planned. 

25. I n  Niger the rules of the pension system (in both the CNSS and FNR) are not 
designed to face future changes in macroeconomic and demographic conditions in a 
transparent and explicit manner. Currently there are no mechanisms in place that define 
how retirement ages would be adjusted if l i fe expectancy increases. Or, how benefits would 
be adjusted if coverage expands and labor productivity (and therefore the growth rate o f  
wages) accelerates. These issues will be discussed in more detail below and in the next 
chapter when assessing the financial sustainability o f  the system and when discussing options 
for reform. 

26. Pensions are not adjusted to reflect changes in standards of living and the cost of 
living. In the CNSS, the minimum pension guarantee is defined in absolute terms. As 
average earnings in the economy increase, the role o f  the minimum pension becomes less and 
less important and can ultimately become irrelevant. At the same time, none the funds adjusts 
pensions in payment systematically and responsible to protect retirees f rom inflation while 
ensuring the financial sustainability o f  the system. In the case o f  the CNSS pensions have not 
been adjusted since 198 1. Thus, for those who retired in 1995 the real value o f  their pensions 
has decreased by  25 percent. On  the other hand, the FNR has a discretionary adjustment o f  
pensions with wage growth, which contributes to worsen the financial problems o f  the system. 
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5. FINANCIAL SUSTAIN ABILITY 

27. Like the majority o f  countries, CNSS and the FNR are expected to finance 
pensions out of pay-roll taxes and social security contributions, which today seem high 
for a country with Niger’s level o f  income. For the CNSS, the total contribution rate is 17 
percent (1 5.4 percent financed by employers and 1.6 percent by  employees). The contribution 
rate to finance pensions i s  4 percent, while 11 percent i s  used to finance family allowances, 
and 2 percent i s  for work injury. The FNR was also designed as a contributory system with a 
total contribution rate o f  20 percent (1 4 percentage points paid, notionally by the government 
and 6 percentage points paid by the employee). In practice, however, there are no 
contributions that accumulate in a given fund and the pensions are simply paid directly from 
the general budget. In the Government recurrent expenditures, pension payments to the c iv i l  
servant represent roughly 15 percent o f  the total public sector wage bill. The resulting tax- 
wedge can be considered high and, as discussed in the next section, there are serious concerns 
about potential effects on employment levels and the size o f  the informal sector. 

Table 4:Contribution Rates in the CNSS (as percentage o f  gross wage bill) 

Contribution rates 
For pensions: 

employer 
employee 

employer 
employee 

For family allowances: 

For work injury: 
employer 
employee 

Total 
employer 
employee 

2006 

2.4 
1.6 

11 

2 

15.4 
1.6 

Source: CNSS, 2008. 

28. At 0.7percent o f  GDP, total pension expenditures (including CNSS and FNR) are 
also at the high end of  the distribution for countries with the same income level and 
demographic structures. Indeed, among countries with a similar GDP per capita, pension 
expenditures range between 0.1 percent and 1 percent o f  GDP (see Figure 3). The average in 
Sub-Saharan Africa is 0.7 percent. Clearly, when comparing with the rest o f  the world, the 
level o f  pension expenditures is low. The average pension expenditure in OECD countries i s  
10.5 percent, in the E C A  region 7.3, in L A C  3.6, in the MENA region 3.2, and in Asia 2.0. 
But these are countrieshegions with much higher incomes per capita, larger coverage, and 
also older populations. Niger, on the other hand, is a very young country, with only 3.2 
percent o f  i t s  population being over 65 years old. Various countries with similar percentage o f  
elderly have higher coverage rates and yet expenditures are below 0.5 percent o f  GDP 
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(See Figure 3). The explanation i s  that the average pension in Niger i s  high relative to GDP 
per capita - this i s  despite the fact that average replacement rates are low in the CNSS.*' 

29. Despite low coverage, pension expenditures have been growing and the overall 
deficit o f  the pension system (CNSS and FNR) is around 0.3 percent of  GDP or 37 
percent o f  the government primary deficit. In the CNSS expenditures have been growing 
by around 10 percent per year and are now at FCFA 4.7 billion (almost 0.3 percent o f  GDP). 
With revenues o f  only FCFA 2 billion, the CNSS i s  displaying a deficit o f  around 0.15 
percent o f  GDP (see Table 3). This deficit o f  the pension branch i s  currently financed by the 
surplus o f  the family allowance one. In the FNR, the expenditures have increased at a faster 
pace (around 14 percent per year) and in 2006 these reached FCFA 9.8 billion (0.5 percent o f  
GDP). The deficit o f  the system i s  estimated at 0.19 o f  GDP. So the overall deficit o f  the 
mandatory pension system i s  close to 0.3 percent o f  GDP or almost 40 percent o f  the 
aggregated primary deficit o f  the government which accounts for almost 1 percent o f  GDP. 

Figure 3: Pension Expenditures and Percentage of Elderly Population around the World 

b :  1 8  

2 

0 
0 
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Source: Hinz, and Pallares-Miralles (2008) 

20 Pension expenditures as a share of GDP can be decomposed into the product of: (i) the average pension relative to GDP per capita; (ii) the share o f  the elderly 

population that receive a pension (say population over 60); and (iii) the share o f  the population over 60 in the total population. In Niger (ii) and (iii) are lower 

than in other countries. Higher pensions expenditures as a share o f  GDP can then only be explained by a higher average pension relative to GDP peicapita 
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Indicators 2002 2003 2004 2005 2006 
CNSS 
(In M n  FCFA): 

Revenues 1661.41 1507.36 1643.45 1698.49 2015.44 
Expenditures 3521.56 3047.28 4263.00 4593.34 4735.41 

CNSS deficit (as % of GDP) 0.12 0.10 0.17 0.16 0.15 
FNR 

I (In Mn FCFA): Revenues 

30. The future evolution of the finances of the system will depend, in part, on how the 
ratio of retires to contributors (system dependency ratio) evolves over time, the growth rate 
of wages, as well as pensions indexation policies, 2 '  These three factors will affect the future 
revenues and expenditures o f  the two systems. Some preliminary projections are presented 
below. These projections are based on the model PROST22 which follows single age/gender 
cohorts over time and. generates population projections, which, combined with labor market 
assumptions, are used to forecast future numbers o f  contributors and beneficiaries. These in 
turn generate flows o f  revenues and expenditure. The model then projects fiscal balances. 

I 5851.11 1 5920.36 1 6033.12 I 6386.34 

31. Contrary to what happens in many countries, in Niger demographics are likely to 
improve as opposed to strain thefinances of the CNSS. The system dependency ratio in the 
CNSS is likely to remain more or less stable over the medium term. Given the population 
growth rate o f  above 3 percent, and assuming that the percentage o f  people contributing to the 
CNSS by age and sex i s  constant over time, the system dependency ratio is projected to 
slightly decline over the next few years and then increase steadily going from 48 percent 
today to 56 percent by the end o f  the simulation period (see left panel Figure 4). Thus, due to 
favorable demographics, if coverage does not deteriorate further, the cash-balance o f  the 
CNSS could improve over the coming years. Even over the long-term when system 
dependency ratios increase and pension expenditure start to grow faster than revenues, the 

Expenditures 
FNR deficit (as % of GDP) 

~~ 

21 Dependency ratio (d) is defined as the ratio of  beneficiaries to contributors. Replacement ratio (I) is the ratio o f  benefits to contributory wages, and can also be 

expressed as the product of the accrual ratio (a) times the years o f  contribution (y) : r=a.y. each period of time, equilibrium of  revenues and expenditures 

requires: c.w.A=r.w.B, where A is the number o f  contributors and B is the number of beneficiaries. Simplifying w and defining d=B/A results the equilibrium 

condition c=r.d. 

22 See appendix 4 and 5 for more details 

8230.65 7727.82 8142.58 9822.60 - 0.15 - 0.19 
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deficit o f  the system could remain below 0.5 percent o f  GDP (see top le f t  panel o f  Figure 5).23 
Nonetheless, to restore the financial balance of the system without changes to benefit 
formulas and eligibility conditions the contribution rate would need to increase from the 
current 4 percent to 8 percent.24 (see bottom lef t  panel o f  Figure 5). 

32. The situation is different in the case o f  the FNR where the system dependency ratio 
i s  increasing rapidly. There are two factors explaining the increase in the system 
dependency ratio o f  the FNR: (i) recruitment in the public sector i s  frozen to  control the wage 
bill; and (ii) the number o f  new retirees in the public sector has been growing exponentially 
since 1998, in part, as a result o f  qualifying conditions that allow individuals to retire before 
the legal retirement age if their length o f  service reaches 30 years. Thus, if the number o f  c iv i l  
servants remains constant at the current level the system dependency ratio o f  FNR could 
increase from 40 to more than 100 percent over the next 20 years, putting considerably strain 
on the finances o f  the system. Even under the assumption that the number o f  c iv i l  servants 
increases so that the size o f  the civ i l  service remains constants in relation to  the total 
population, the system dependency rate could increase rapidly to 100 percent (see right panel 
Figure 4). 

Figure 4: Projected System Dependency Ratios in the CNSS and FNR 

CNSS FNR 
o m  , 

Source: PROST output files 

33. As a result, in the FNR, the current deficit is  likely to continue to deteriorate 
reaching 0.7 percent o f  GDP by year 2020. Assuming that the FNR operates as an 
independent contributory system, i t s  equilibrium contribution rate could range between 1 5 
and more than 40 percent depending on the assumption regarding the size o f  the c iv i l  service. 
I t  i s  important to emphasize that having more civ i l  servants today does not address the 
financial problem. Even if the FNR was an autonomous fund and more c iv i l  servants could 
effectively bring more contributions today, and thus reduce the deficit slightly, future pension 
liabilities would also increase. Thus, in the scenario where the number o f  c iv i l  servants grows 
in l ine with the total population, the long-term deficit reaches 1.2 percent o f  GDP instead o f  

23 The main assumption driving this result is  that the coverage ofthe system will remain low., Coverage is assumed to be constant by age group during the entire 

simulation period. 

24 That is  the equilibrium contribution rate, the one that equals revenues and expenditures . 
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0.5 percent in the scenario where the number o f  civil servants remains constant (see bottom 
right panel Figure 5). 

34. I t  is very importance to realize that net wages and pensions of civil servants are 
ultimately paid by the government and thus creating a new institution such as the CARENI 
does not address the financial problem. For all practical purposes, today, the government 
pays net wages to civil servants (that depend on their category) and the pensions o f  those 
retired - the contributions from employees and the contributions from the government are 
only registered for accounting purposes. If a new institution such as the CARENI was created 
to manage the scheme for civil servants things would not change from the point o f  view o f  the 
government. It would st i l l  pay the same net wages and now, instead o f  paying pensions 
directly, it would have to transfer "collected contributions" to the CARENI. The larger the 
number o f  civil servants the higher the level o f  expenditures on wages and contributions 
transferred to the CARENI. So bringing more civil servants only aggravates the fiscal 
problem today and in the future. And, solving the financial problem o f  the pension fund i s  not 
a good reason to bring more civil servants in the f i rst  place. 

Figure 5: Projected Cash-Balance and Equilibrium Contributions in the CNSS and FNR 

CNSS FNR 

Q.UU 4.4% 1 

3 5 .  The financial imbalances in both systems simply reflect the ad-hoc determination 
o f  contribution rates, benefits, and eligibiilify conditions. As discussed in Chapter 3, a DB- 
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PAYG can be financially self-sustainable as long as the accrual rate, the retirement age, and 
the contribution rate are properly aligned. There are specific formulas that link these three 
parameters and when these are not respected the result i s  a system that sooner or latter will not 
have enough revenues to pay pensions. For a given contribution rate and a given accrual rate 
there i s  only one retirement age that can guarantee the financial sustainability o f  the system. 
Over time, as life-expectancy increases, maintaining the financial equilibrium without 
reducing benefits and without increasing the contribution rate would require increasing the 
retirement age. 

6. INCENTIVES AND REDISTRIBUTION 

36. Defined benefit pension systems affect both the redistribution of  income and 
incentives to contribute/retire. Income is redistributed because not al l  individuals receive 
the same level o f  benefits relative to their contributions. Depending on their level o f  income, 
careers histories and decisions about enrollment and retirement, some individuals can receive 
higher benefits relative to their contributions. This implies that redistribution i s  not 
transparent and that, in some cases, it can even be regressive (i.e., going from l o w  to high 
income workers). Also, because redistribution depends on career histories and contribution 
densities, the pension system might implicitly reward some behaviors over others. For 
instance, individuals might have incentives to retire early or to keep l o w  contribution 
densities.25 

37. In  the case o f  both the CNSS and the FNR there is  a large variation in internal rate 
o f  return ~ R 8 s s )  that can imply adverse redistribution. The I R R s  26 vary depending on 
the age o f  enrollment in the system, the retirement age, the level o f  income, and the growth 
rate o f  wages (Figure 6). In the CNSS, for instance, for the same level o f  income, an 
individual who joins the system at age 30 and retires at age 60 would receive a higher IRR 
than an individual who joins at age 20 (10.5 percent Vs 9 percent). Also, individuals earning 
50 percent o f  the average wage receive the same I R R s  than individuals earning the average 
wage as long as wages growth at the same rate. But if the wages o f  high income workers 
grow faster than those o f  l o w  income workers, they will receive higher IRRs. For instance, an 
individual with wages growing at 4.5 percent per year would receive IRRs which are 2 
percentage points higher than those received by an individual whose wage grows at 3 percent 
per year. Similar patterns are observed in the FNR, although IRRs there are lower, mainly 
due to a higher contribution rate. The main reason for this is that the benefit formulas do not 
include life-time earnings in the calculation o f  the pension. The implication i s  that 
considerable redistribution takes place within both systems, but it likely going from low  to 
high income workers. 

25 The contribution density is  the share of active-life that individuals contribute to the social security. For instance, 50 percent o f  the time over a period o f  40 

years (between age 20 and 40) would imply, on average, 20 years of contributions. 

26 To calculate Internal Rate o f  Return (IRR) on contributions, the pension system can be assimilated to a bank account. Individuals “deposit” contributions 

while active and then “withdraw” pensions when they retire. I t  is therefore possible to calculate the implicit interest rate on these contributions or IRR. Income 

is  redistributed within and across cohorts when different individuals receive different IRRs. Also, individuals might have incentives to retire early, under declare 

wages, or keep short contribution densities if by doing so they receive higher JRRs. 
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38. The results also show that the two systems provide incentives for early retirement. 
Indeed, in both systems (CNSS and FNR) individuals who retire early receive higher internal 
rates o f  return on contribution than individuals who retire late. In practice, 20 percent o f  
individuals in the CNSS retire before the age o f  60, although only around 2 percent before the 
age o f  55. In FNR more than 25 percent retire before the age o f  55  and almost 100 percent 
retire already at this age. In both cases, IRR for those retiring earlier are higher because the 
accrual rates do not change as a function of the retirement age. 

Figure 6: Internal Rates o f  Return on Contributions 

CNSS FNR 
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Source: author's calculations 
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39. I n  the case of CNSS, given that only the last three to jive years of salaries count 
towards the pension, the system might also be providing incentive to under-declare wages. 
This is simply because salaries received during most o f  the career do not affect the value o f  
the pension. Thus, individuals might have incentives to declare only part o f  their salaries and 
thus pay lower contribution rates. This i s  a common problem with DB systems around the 
world. In the case o f  Niger, the extent o f  the problem i s  not knoivn, since there i s  no 
mechanism to monitor/audit the balance sheet o f  employers. Back o f  the envelop 
calculations, however, suggest that the revenues o f  the CNSS represent around 60 percent o f  
the potential revenues. 

40. I n  the FNR salaries cannot be manipulated but promotions can. Indeed, for c iv i l  
servants, only the last salary counts towards the pension. It i s  quite common in these cases to 
observe that promotions are granted prior to retirement. This increases the salary o f  the 
individual and the pension in the same proportion. For instance, if the promotion increases 
the wage by 30 percent the pension will increase by as much. On  the contrary, when al l  
salaries are included in the calculation o f  the pension a 30 percent increase in the salary might 
increase the pension by only 1 percent if the person contributed for 3 years (0.3%/30  year^).^' 
Incentives for arbitrary promotions are therefore much lower. 

27 Assumes past salaries are indexed with the growth rate of the average wage and that the new salary resulting from the promotion if proportion to the average 

life-time salary excluding the promotion. 
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4 1. Finally, the pension system might be providing incentives to reduce employment 
levels and create more informal jobs. There i s  strong evidence at the international level that 
the gap between the cost o f  labor and the net wage that workers takes home (the so called tax- 
wedge) increases employment levels. It is estimated that a 10 percent increase in the tax- 
wedge reduces employment levels by around 4 percentage points. In the case o f  Niger there 
is no data for an exact estimation o f  the tax-wedge, but it could range between 15 and 20 
percent. This i s  a very high level (close to the United States, Korea and Vietnam) for the 
country level o f  income. The high tax wedge raises two issues. First, if employers are not 
able to pass the cost o f  higher contribution rates to employees (through lower salaries) they 
are likely to reduce the demand for labor. Second, and more relevant in the case o f  Niger, 
both employers and employees might have incentives to evade the social security and prefer 
to operate in the informal sector. Among l o w  productivity f i r m s  this can be simply an issue 
o f  not being able to afford the pay-roll tax if output per worker i s  below the minimum cost o f  
labor. Among workers, the higher the tax-wedge, the lower the gap in net earnings between 
formal and informal sectors jobs and, therefore, the lower the incentives to contribute to the 
pension system. Thus, based on experience in other countries, any reform o f  the pension 
system in Niger should aim at reducing -- or at least not increasing -- the tax-wedge. 

7. ADMINISTRATION AND GOVERNANCE 

42. Both pension plans suffer from important administrative problems. K e y  processes 
related to the collection o f  contributions, reconciliation, record keeping, and benefit payments 
are compromised by the lack o f  appropriate information technology (IT), inadequate 
procedures, systems and weak institutional capacity. 

43. The costs o f  administration o f  the CNSS are exorbitant when compared to similar 
PA YG pension systems. Currently, the administrative costs o f  the CNSS are absorbing 
about 45 percent o f  i t s  revenues. In other countries in the region, such as in Ghana, 
administrative costs represent between 22 and 25 percent o f  the total revenues. In Senegal, 
and Cape Verde administrative costs are less than 15 percent. In the richest countries, as well  
as in the ECA region, administrative cost usually represents less than 8 percent of  revenues. 
In the most effective systems the cost o f  administration can be as l o w  as 4 percent o f  
revenues. High administrative costs in the CNSS reflect, in part, outdated administrative 
processes, limited access to technology and scarcity o f  well  trained and motivated personnel. 
Administrative costs could be highly reduced, because o f  economies o f  scale, if al l  processes 
related to collection o f  contributions, recordkeeping, etc. could be centralized in one 
institution 

44. The CNSS also faces problems related to governance and investment policies. The 
portfolio o f  investments o f  CNSS shows scarce diversification and strong reliance o n  fixed 
rent (particularly treasury deposits), loans to plan members and real estate. Deposits at the 
Treasury are not negotiable instruments. As in many other countries worldwide, CNSS plays 
the role o f  direct creditor to the government. This i s  largely explained by inappropriate 
governance structures and lack o f  proper accountability. The CNSS i s  managed by a 
traditional tri-partite board with representatives from government, employers, and employees. 
The Director o f  the CNSS i s  appointed and removed by the Executive Power. Thus, current 
arrangements fail to shield the fund from political pressure and do not provide incentives to i t s  
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managers to invest the reserves o f  the system in the best interest o f  plan members. A policy 
question i s  thus whether the CNSS should be allowed to accumulate reserves beyond a 
minimum buffer stock that would be deposited in Banks. 

45. The administrative probJems o f  FNR are not Jess challenging than those o f  the 
CNSS. At 30 percent o f  contributions, adminjstration costs are lower than in the CNSS -- 
although the FNR also manages a narrower set o f  benefits. At the moment, FNR i s  managed 
by two different departments o f  the Ministry o f  Economy. The General Budget Direction i s  
responsible for budgetary allocation o f  c iv i l  servants’ pension, and the Treasury i s  responsible 
of pension payments. This particular organizational structure produces an internal 
fragmentation that is inefficient. Moreover, given the lack o f  adequate information system, 
financial monitoring and managerial decision making are severely limited. Overall, the 
system faces enormous difficulties to deal with the most basic administrative processes such 
as record keeping. The administrative circuits are incomplete or not defined; there i s  no 
central coordination; procedures are manual; and records do not satisfy minimum security 
standards. The main challenge i s  to eliminate administrative internal fragmentation and 
consolidate systems and processes. 
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CHAPTER 3: STRATEGIES FOR REFORM 

Given the structural problems facing the two pension plans for private and public sector (CNSS and 
FNR) as discussed in the previous chapter, the Government has initiated various assessments since 
early 2000 and certain reform proposals are now under consideration for both CNSS and FNR. 
However, these proposals are not addressing issues of equity, security, efficiency and affordability. 
They may reduce temporarily the deficit of the funds by addressing short-termfiscal issues, but they 
will deteriorate the financial sustainability of the system in over the long term. Of particular 
concern is the FNR reform program, which is focusing on the creation of a new and independent 
institution (the Caisse Autonome des Retraites du Niger - CARENI), that will only add to 
administrative costs and deteriorate the financial situation of the public sector. This chapter makes 
the following recommendations: (I) Niger should maintain a defined benefit system with pay-as- 
you-go financing, but benefit formulas and eligibility conditions need to be reformed to improve 
jinancial sustainability, security, incentives, and equity (e.g., by gradually moving to career wages 
in the calculation of the pension; aligning retirement ages with the accrual rate, the contribution 
rate, and life expectancy; and indexing pensions with inflation); (2) Ideally, Niger should consider 
an integrated system for public and private sector workers. This could be achieved gradually by 
closing the FNR to new entrants and probably transferring the younger generations of civil servants 
to the CNSS But even if a dual system persists, current replacement rates for civil servants would 
need to be reviewed while preserving the administration of the system under the FNR; and (3) I n  
terms of increasing the coverage of the pension system, policies need to mainly focus on improving 
incentives to enroll in the contributory system and reduce evasion. Given the substantial challenges 
to improve human development, reallocating limited public resources to finance retirement income 
transfers might not be werfare increasing. Nonetheless, over the medium term, options to expand 
the pension to the informal sector and the long term poor could be investigated 

1. GOVERNMENT REFORM INITIATIVES 

46. The Government has been studying options for reforming the pension system for 
some time. In the case o f  the CNSS, an actuarial report was produced by ILO in 2003.28 The 
report flagged the financial problems o f  the system and recommend to address through a 
number o f  measures, including: (i) adjustment o f  contribution rates, explicitly transferring 
incomes o f  other branches to  pension^;^' (ii) gradual increases o f  contribution rates in 
subsequent years, eventually reaching 15 percent to the pension branch in 2035; (iii) 
automatic indexation o f  pensions; and (iv) portfolio diversification, including foreign 
investment options. The resentation o f  the report was followed by the creation o f  an ad hoc 
“Validation Commission. . 3%, 

47. The Validation Commission adopted some of  the recommendation o f  the ILO and 
proposed alternatives but without looking at their fiscal implications. In essence, the 
proposal o f  the Commission i s  more permissive and thus fails to address the financial 

28 See : Bureau International du Travail (2005) *’ The proposal o f  ILO (2005) i s  to increase the initial contribution rate to pensions from the current 4 percent to 9 percent, 
and reducing contributions to family allowances from the current 11 percent to 6.2 percent, and those o f  workers’ 
compensation from 2 percent to 1.8 percent. 
30 See : Ministtre de la  Fonction Publique et du Travail (2006) 
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problem. It reflects preferences o f  the members o f  the Commission and the not a rigorous 
analysis o f  the financial and welfare implications o f  the proposals. The main differences with 
the proposal o f  the ILO are highlighted in Table 6. 

Table 6:Comparison of parametric reform proposals of the ILO for CNSS 

reate mvestment 

Source: Staff estimates based on information from Min is t t re  de la  Fonction Publique et du travail (2006) and 
Bureau International du travail (2005). 

48. A study tour to Mali was also organized to learn from the reform experiences in 
that country. The mission was composed by six members representing different government 
agencies (including FNR and CNSS), and the labor unions as well. The report produced by 
the mission3’ highlighted the achievements o f  the neighbor country in addressing critical 
reform issues including: changes in asset valuation and accounting procedures, actuarial 
audits, manuals o f  procedures, improvement o f  record systems and statistical information, 
development o f  an IT plan, and training program for staff o f  the pension administrations. 
W h i l e  these recommendations are in the right direction, there i s  not a clear articulation with 
the reform proposal supported by the Validation Commission. 

49. For FNR, the Government is also contemplating reform options. In 2003, the 
Government o f  Niger created an inter-ministerial committee in charge o f  administering and 
supervising the preparation o f  an actuarial study for the FNR. The committee was composed 
o f  c iv i l  servants, magistrates, military and other representatives from plan members. The 
group elected a local consultant to conduct the study. The objectives were to review the 
financial situation o f  FNR and propose some eventual changes to guarantee the financial 
sustainability o f  the system over the medium term. The study was prepared in three phases: 
1) revision o f  the data files o f  the FNR, 2) production o f  the actuarial evaluation, and 3) 
design and assessment o f  reform alternatives. The study highlighted issues related to: (i) the 

31 See : Ministere de I’Econornie et des Finances (2006b) 
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unequal treatment o f  public sector employees;32 (ii) the problem o f  a contribution rate that has 
been frozen since 196 1 while benefits provided by FNR have considerably increased;33 and 
the issue o f  very lax retirement conditions. 34. However, the study ignored impacts on the 
wage bill when assessing the fiscal implications o f  alternative policies 

50. The main recommendations of  the study on FNR were the creation o f  an 
independent agency. The proposal o f  the committee was to  revise the legislation o f  the FNR 
in order to create a new pension fund, the “Caisse Autonome des Retraites du Niger” 
(CARENI) for military and c iv i l  servants. More specifically, the recommendations were as 
follows: (i) separation o f  FNR from Treasury and creation o f  an autonomous social security 
agency; (ii) establishment o f  a transition period where Treasury will s t i l l  be responsible for 
pension payments and arrears (due contributions, etc); (iii) enforcement o f  the law that 
mandates the’government to pay as an employer contributions to the new agency; (iv) 
improve the collection mechanisms o f  FNR particularly from the “detached” c iv i l  servants; 
(v) creation o f  a C N R I  account that the Treasury cannot access to; (vi) creation o f  a partially 
funded regime with specific administration conditions; (vii) redefinition o f  the role o f  the 
Treasury in the management o f  potential pension assets; and (vii) revisions o f  the qualifying 
conditions for retirement (taking into account both age and years o f  services) The legislative 
texts o f  the CARENI  have been already revised and the implementation i s  planned for 
2008/2009. However, the Government recognized that further in-depth analyses are needed 
to assess the sustainability o f  the proposed reforms. With the support o f  donors, starting in 
2009, i t  i s  planned to implement a reliable database o f  c iv i l  service and military beneficiaries 
that will help the establishment o f  CARENI. 

5 1. Additional studies and evahations were also launched to assess impact o f  various 
reforms under consideration for FNR. Based on the 2003 actuarial study o f  FNR, the main 
recommendation to improve the financial sustainability o f  the system was to increase the 
retirement age from 55  to 60, and to recruit more c iv i l  servants (eliminate the policy o f  
‘frozen recruitment’). The Ministry o f  Labor was then asked to assess the impact o f  the 
proposed reforms based on a new census o f  FNR civ i l  servants and military beneficiaries in 
July 2006. The final recommendations were as follows: (i) retirement age set at 60; (ii) 
recruitment o f  military and para-military personnel and additional 1,500 c iv i l  servants3’; (iii) 
increase contribution rates o f  employees from 6 to 8 percent and ensure that the 14 percent o f  
the employer is effectively paid; and (iv) implementation o f  a one year transitory phase 
(2008) where Treasury will ensure the payment o f  pensions (plus contributions). This period 
would be used to create the administration departments o f  CARENI (Administration board, 
general director, and technical services) and to create a partially-funded regime. The 
legislative texts o f  CARENI  have been drafted but they are not yet finalized and implemented. 
Further work is needed to  ensure the technical soundness o f  the policy recommendations and 

32 Some public sector employees are covered by FRN, others (employees of  public enterprises) are covered by CNSS. The central government does not 

contribute to the treasury as it should, as employer of civil servants, however the employers o f  other public sector employees (public enterprises) pay instead 

contributions for pensions to CNSS. 

33 Including family allowances and ‘bonifications’ 

34 The study recognized that the change in qualifying conditions in FNR that took place four years ago allowing individuals to retire with 30 years of  

contribution regardless of  the age was very costly. As a result the average retirement age decreased from 55 to 50.7. 

35 That would only represent a small temporary fix 
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particularly better information and actuarial studies are needed to assess the short and long 
term viability o f  the FNR. 

2. INTERNATIONAL PERSPECTIVESJ6 

52. Countries around the world have adopted different designs for their pension 
systems. In general it i s  possible to distinguish two broad categories: (i) earnings related 
(ER) systems that are financed, at least partially, on a pay-as-you basis; and (ii) defined- 
contribution (DC) systems which are fully-funded. The first category includes defined- 
benefit (DB) systems; point systems; and Notional Defined Contribution (NDC) systems. 
Many countries combine both ER and D C  systems. In addition, several countries incorporate 
non-contributory arrangements that aim at ensuring that all individuals have access to a 
minimum level o f  income during old-age. 

53. Pension systems also differ in terms o f  institutional organization. Many countries 
that have introduced structural reforms have also integrated schemes for various occupational 
categories (e.g., Civ i l  Servants and private sector workers) to generate economies o f  scale, 
improve labor mobility, and also improve equity (since al l  workers are then treated in the 
same way by the public system). There are also differences in the extent o f  involvement of 
the private sector. In countries like Argentina, Chile, Colombia, and Mexico pension funds 
are managed by the private sector - both in terms o f  administration and the investment of 
assets. In Chile the systems i s  fully decentralized with various Pensions Administration 
Funds (AFPs) in charge o f  directly collecting contributions. In Mexico, on the other hand, 
collection i s  centralized in a private agency created by the AFPs and in Argentina it is 
implemented by the Tax-Authority. , Countries such as Sweden have maintained public 
administration o f  the system but funds are invested by private asset managers. Appendix 5 
provides information about the design o f  pensions systems in various countries. Clearly, there 
is a large variation in terms o f  structure. In al l  cases, however, it is necessary to ensure that 
the pension system i s  consistent with the general principles outlined in Chapter 2. 

54. Pension reform in Sub Saharan countries is only gradually becoming an important 
part o f  Government’s policy agenda. The region reflects a colonial legacy o f  defined- 
benefit schemes and provident funds and, in a few countries, there i s  some presence o f  private 
pension funds organized along occupational lines. Non-contributory schemes, financed by 
general revenues that reach most o f  the elderly, including the poor, are only found in Southern 
Africa (Botswana, Mauritius, Namibia, and South Africa). With the exception o f  
occupational schemes in Namibia, South Africa, and to a lesser extent Kenya, pension 
promises in the region are largely unfunded. This i s  clearly the case for the c iv i l  service 
schemes but i s  also true for the partially funded defined-benefit schemes that cover the 
relatively small proportion o f  formal private sector workers. The main problems are similar 
to those o f  Niger: (i) l o w  coverage; (ii) weak administration; (iii) unsustainable mandates; 
(iv) poor management o f  reserves; and (v) separate schemes for c iv i l  servants and private 
sector workers. 

36 See appendix 5 for more details on international patterns and reforms 
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5 5 .  To date reforms have been few and often motivated by the problems of the schemes 
for civil servants. Although the problems o f  the schemes that cover private sector workers 
have become increasingly evident, the motivation for reform in Sub-Saharan Afr ica region 
has come more frequently f rom the fiscal pressures o f  c iv i l  service pensions. In several 
countries, the need to address this short-term fiscal issue has led policy makers to reconsider 
overall pension policy. Some countries have moved to integrated pension systems. Ghana, 
for instance, unified i t s  schemes decades ago, and Cape Verde did it two years ago. In other 
countries in the region, such as Gambia, discussions toward integration are also taking place. 
In general, however, most reform initiatives under way retain a dual system. Also, with the 
exception o f  Nigeria, Ghana, and South Africa reforms have preserved DB-PAYG 
arrangements. Nigeria i s  the only country that has adopted a mandatory defined contribution 
funded system;37 in Ghana and South Afr ica the pro osal for a second pillar with privately 
managed individual accounts is under consideration?’ Kenya approved an integrated DC-FF 
system in 2007 but it is voluntary. The other reform initiatives have focused on the expansion 
o f  coverage. In Namibia, for instance, in 2005 the government launched the “Namibia 
Agricultural Retirement Fund” to cover specifically agricultural laborers, service providers, 
and people employed by agricultural training institutions, which i s  a funded defined 
contribution system. 39 

3. GENERAL POLICY RECOMMENDATIONS FOR REFORMING NIGER’S PENSION SYSTEM 

56. The first question that the Nigerien socieiy needs to address is “What should be the 
role and mandate o f  the public pension system?” In most middle-income countries (e.g. 
most OECD countries) the focus i s  on replacing income for low-income workers and in this 
context the gross replacement rates are reduced as income increases. The choices about 
income replacement patterns ultimately reflect social preferences and cultural factors (e.g., the 
role o f  the family in providing support during old age). These choices, however, need to be 
affordable for both CNSS and FNR. For a country l ike Niger, where over 80 percent o f  the 
labor force i s  outside o f  the formal sector, replacement rates that need to be financed by a 17 
percent contribution rate or transfers from the central budget are not affordable. The high 
level o f  taxation will negatively affect labor markets and the competitiveness o f  the economy. 
Large public expenditures on pensions for a minority o f  the labor force, on the other hand, 
compromises the efficient production o f  public good, reduces necessary investments in human 
capital, and i s  inequitable. 

57. In  terms o f  system design defined benefit systems with pay-as-you-go financing 
should be‘preserved but it i s  necessary to change benefit formulas and eligibi-iv 
conditions. In the case o f  Niger there is little rationale at this stage to consider more 

37 Nigeria implemented a new compulsory system o f  fully funded retirement savings account. The pension reform act o f  2004 went into effect for public-sector 

employees, and it was implemented for private-sector workers in 2005. The new system replaced the earnings-related but non-contributory PAYG, DB in the 

public sector (including the military); the National Social Insurance Trust Fund OJSITF), a shared contributory private-sector system for companies with five or 

more employees; and voluntary employer-sponsored retirement plans (both DC and DB). Taken together these plans cover roughly I O  percent o f  the population. 

38 For more details see appendix 5 

39 The fund i s  supplementing the country’s existing social pension, which pays an identical flat monthly benefit to all Namibians at age 60, regardless of  need. 

That benefit i s  noncontributory and financed from general government revenues. Namibia’s agricultural sector makes up 47 percent o f  the country’s total labor 

force. Before the launch of  the agricultural fund, only 20 percent o f  economically active Namibians had access to a retirement fund. 

26 



structural reforms. For instance, with the current level o f  development o f  the financial sector, 
the introduction of a DC-FF component i s  likely to bring more costs than benefits. There is 
also l i t t le  institutional capacity to implement complex reforms. So the focus should be instead 
on improving current arrangements so that the pension system i s  able to meet the principles 
discussed in Chapter 2. The necessary changes are discussed below. These are technical 
recommendations that should be subject to l i t t le  debate. Various stakeholders can have 
different views on what the mandate o f  the pension system should be. But once there is an 
agreement at that level, the implementation o f  the mandate should respect the rules o f  DB 
systems with pay-as-you-go financing (see Table 7). N o t  respecting these rules simply 
compromises the financial sustainability o f  the scheme, economic efficiency, and/or equity. It 
can be argued that mandatory pension schemes do not need to be self-sufficient and that 
budget transfers to finance part o f  the pensions are a perfectly defensible policy. This may 
well be a social choice, but the costs in terms o f  lost efficiency and the equity implications 
need to be acknowledged. The resources used to finance the pensions o f  a few, usually well- 
off, formal-sector workers, are necessarily diverted from the production o f  public goods that 
bring higher social and economic benefits while affecting a larger share o f  the population 
(e.g., education, health, and well-targeted assistance programs). 

PARAMETER 

Table 7: Best Practices in the Design of a DB-PAYG System 

BEST PRACTICE 

Income Measure 

Accrual Rate 

“Minimum Pension” 

Index For Pensions 

Normal Retirement Age and Basic 
Contribution Rate 

Vesting Period 

ource: World Bank 2005. 

BENEFIT FORMULAS 
All salaries included in the calculation of  the pension indexed by the growth 
rate of  the average covered wage. 

Set in relation to the replacement rate targeted to a full-career worker retiring 
at the normal retirement age (see below). 
Adjusted downward for individuals retiring before the normal age and upward 
for individuals retiring afterward. 

Could range between 15% and 25% o f  economy wide average earnings. Cost 
o f  this minimum pensions and financing mechanism should be explicit. 
Inflation. 

ELIGIBILITY CONDITIONS 
Given the targeted accrual rate, the expected growth rate of  wages, and 
mortality rates, the choice o f  one of  these parameters implies the level o f  the 
other. 
Preferably, the contribution rate should be fixed. In  this case, the normal 
retirement age needs to increase gradually to take into account changes in l i fe  
expectancy (Le., survival probabilities in equation 1). 

N o  vesting period if accrual rate i s  properly set except for the minimum 
pension. Around 20 years could be considered. 

58. I n  terms of institutional organization, on the other hand, it is important to carefully 
analyze whether maintaining a dual system is the best strategy to follow. Ideally, Niger 
would aim to an integrated pension system that covers civil servants and private sector 
workers alike. This could be achieved gradually, for instance, by  closing the FNR to new 
entrants who would then enroll in the CNSS (after the necessary reforms have been 
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introduced to make the fund solvent and more efficient). In this case the government would 
continue to pay the pensions o f  current retirees and in addition would transfer contributions 
for new civil servants to the CNSS - which initially would be a relatively small amount. 
Having a single mandatory pension fund would not only reduce administration costs, but it 
would also contribute to facilitate the movement o f  workers between the public and the 
private sector. If in the context o f  i t s  human resource management policies the Government, 
as an employer, would like to provide additional pension benefits to civil servants that could 
be done through complementary (probably voluntary) occupational plans. 

59. Even if Niger preserves a dual system, it i s  not advisable to create a new institution 
(CARENI) from scratch. Creating a new independent organization from scratch to manage 
the scheme for civil servants can be a very complex and expensive undertaken and one that i s  
difficult to justify. As previously discussed, the creation o f  CARENI would not address the 
fiscal problems the government i s  concerned about. On the contrary, there would be 
potentially large costs related to the set-up o f  the new institution (office space, information 
systems, and personnel). For the operation to be worthwhile (i.e., to be able to generate long- 
term benefits that compensate for the costs o f  setting-up the new institution) the CARENI 
would need to be able to pay higher pensions relative to current net wages than the FNR. 
However, this could only happen if the CARENI finances part o f  i t s  liabilities (Le., has a 
sizable portion o f  i ts  liabilities backed-up by financial assets) and if it i s  able to invest those 
funds efficiently. Even assuming that the government i s  able to afford the cost o f  increasing 
the level o f  funding o f  the CARENI (which implies continuing to pay pensions and in 
addition paying contributions that would accumulate in the CARENI fund), nothing 
guarantees that proper governance structures and investments opportunities wi l l  be there to 
maximize the risk adjusted rate o f  return on investments. It could be a very risky operation. 

Box 2: Pros and caveats of an integrated I harmonized system 

There are separate pension schemes for civil servants in about half o f  the world’s countries, including some o f  
the largest developing economies, such as Brazil, China and India. However, there appear to be strong 
arguments for integration, particularly in smaller and /or low income countries. Various countries have already 
followed this path. The long-term goal thus should be a single, national scheme for reasons o f  equity, 
administrative efficiency and labor-market flexibility. This does not preclude, however, additional top-up 
schemes designed to achieve specific human resource objectives. 

The main pros of harmonizing and integrating the pension systems can be summarized as follows: 
a) Labor market distortions and inequity between formal sector workers in the same country are reduced. There 

i s  no obvious reason public policies dealing with lifetime consumption smoothing or survivor’s insurance 
should differ between public and private sectors ( except perhaps, for military personnel ). 

b) With integration, duplication of  administrative functions, such as recordkeeping, i s  not needed. To the extent 
that there are economies o f  scale in recordkeeping, payment o f  pensions and other activities o f  mandatory 
pension funds, with no integration, this duplication represents an unnecessary cost that ultimately reduces 
the financially sustainable benefit level. 
To harmonize the pension rules o f  the civil servants with the ones o f  the national pension system would 
mean a reduction o f  pension liabilities. Indeed the fiscal implications o f  harmonizing can be considerable. 
Civil servants pension schemes offer more generous terms, tend to have lower funding ratios and have 
higher per member liabilities than other schemes. In many countries, civil service pensions are becoming a 
major fiscal burden, threatening to crowd out other programs, especially in low-income countries with 
limited tax bases. With harmonization and integration fiscal liabilities decrease. 

c) 
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The main cuveuts that need to be considered with integration can be summarized as follows: 
a) Integration may involve a new budget outlay, as the government makes i t s  employer contributions to, a 

parastatal institution. I t  i s  important therefore to estimate the path o f  transition financing and determine the 
pace of  the integration accordingly. 

b) A rapid integration wi l l  imply higher transition financing needs but wil l eliminate some o f  the distortions of 
dualism more quickly. On the other hand, a slower transition, for example, one wherein only new hires were 
obliged to join the national pension scheme, would be easier to accommodate in the short run, easier to 
administer and more politically palatable. Slow transitions would, however, allow distortions to persist for 
decades and would not go as far in improving the long term fiscal situation. 

c) It i s  very important to look at the adequacy and sustainability o f  the national scheme into which civil 
servants would be integrated. 

Clearly reforms to the two schemes should be linked. Parametric reforms to the civil service scheme that are 
phased in over time can reduce the disparities between the two and make integration easier. Reforms that 
increase the solvency and credibility o f  the main national scheme increase the benefits from integration. In short, 
pension system reform should, to the extent possible, be holistic. 

60. Gradual as well as timely introduction of reforms can ease resistance. Reforming 
pension systems, particularly reducing the level o f  the accrual rate, i s  difficult politically. To 
ease resistance, reforms might preserve acquired rights and should be implemented gradually. 
Gradualism i s  only possible, however, if the reforms are not delayed. Waiting to intervene 
then requires more drastic adjustments in the future. Future adjustments are also inequitable 
as they penalize the new generations, r ich but also poor. 

4. SPECIFIC STEPS TO DESIGN A ROBUST DEFINED BENEFIT SYSTEM WITH PAY-AS- 
YOU-Go FINANCING 

61. Regardless o f  the institutional organization that is chosen at the end, th is  section (i) 
provides specific policy recommendations to  improve the performance o f  the DB schemes; 
and (ii) analyzes the fiscal and social impacts o f  the reforms. In the medium term, it will be 
also necessary to discuss some general arrangements that could be considered to ensure that, 
gradually, all individuals have access to a minimum level o f  income during old-age. Any 
reform in Niger, for both public and private sector (FNR and CNSS) would need to proceed in 
two steps. 

62. The first step would be to review the mandate of the pension systems and make 
explicit choices regarding the replacement rates offered at various levels of  income. This 
implies setting the value o f  the minimum pension guarantee, ceilings on covered wages, and 
the replacement rate for the average full-career worker. Figure 7 shows variations o f  these 
three parameters at the international level. The CNSS and FNR could proceed as follows. 

P Review the targeted replacement rate and the accrual rate: In the case o f  the 
CNSS the replacement rate for a full career worker (40 years o f  contribution) is 
around 53 percent which can be considered appropriate. Nonetheless, many workers 
are likely to have considerably shorter career and would receive lower replacement 
rates. This might call for a revision o f  the accrual rate (if affordable) and the level o f  
the minimum pension guarantee (see below). In the case o f  the FNR, however, the 
current replacement rate i s  100 percent which i s  considerably high by any norm and 
therefore should be reduced. Once the replacement rate has been set, the accrual rate 
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would be computed by simply dividing by the number o f  years o f  contributions - 40 
in the case o f  this example. The accrual rate would be constant across time. The 
system should not have accrual rates that are higher for the early years o f  the career 
and lower for the latter years. These distort incentives and redistribution. 

9 Adopt a minimum pension. Both systems should also consider the introduction o f  a 
minimum pension guarantee for individuals reaching age 65. Ideally, the minimum 
pension would be set as a function o f  economy wide or covered average earnings. A 
level o f  15 to 20 percent o f  average earnings could be considered. But, the cost o f  this 
minimum pension should be assessed carefully and it should be financed by an explicit 
- separate contribution rate (unless coverage i s  universal). It cots are too onerous 
given career histories and the growth o f  wages, and alternative would be to link the 
minimum pension to a basis consumption basket, close to the poverty line. In all 
cases, it i s  also advisable to move from a pension top-up as today, to a flat pension that 
i s  reduced as a proportion o f  the contributory pension. 

9 Introduce P ceilng on covered earning. This i s  important to contain the mandate o f  
the pension system and allow high-income individuals to diversify savings outside o f  
the mandatory system. The ceiling could be between 2 and 2.5 times economy wide 
average earnings. 

Figure 7: Replacement Rates, Minimum Pensions and Ceilings Around the World 

A " . I. 0. 

I 

C.L.... 
..I 

D - * . I  *..-I. 
L.,. 
.,.I. 

Y r r l r "  

a"..,. 
I.*) .."l. ... " I  ... "I 

LY..I"I, 
"""I." 
*.'"I 
I.,... ... I 
"I.. 

,","I 

"*I.". 

.,.."..I 

w 
I...." 
I"... .. I,...". 

o ~ z i 4 6 e 7 e o m  
C d h g  onCw-d  WqolMultlpb f f A u s . E r n l n g s 1  

Source: author's calculations 

30 



63. The second step would be to review current benefit formulas and eligibility 
conditions to address the financial problems o f  the system, improve incentives to 
contribute and work, and generate a more progressive redistribution. In terms o f  benefit 
formulas and eligibility conditions both pension funds should consider the gradual move 
towards the following three standards: 

P Usinp life-time wages in the calculation o f  the pension. This reform i s  mainly 
introduced to improve incentives to contribute and to increase equity - not to reduce 
pension expenditures. In order to allow information systems to adapt, the reform 
would be introduced gradually. For instance, each year a n  additional year o f  wages 
could be included in the calculation o f  the pension. In order to take into account 
inflation and productivity gains, past wage would be revalorized with the growth rate 
o f  the average covered wage. This is particular important for l o w  income workers 
who usually have “flat” earnings profiles. 

> Linkinp the accrual rate, the retirement age, and the contribution rate. This 
reform i s  meant to improve the financial sustainability o f  the system and to eliminate 
incentives for early retirement. In essence, given the targeted replacement rate 
actuarial calculations will indicate the possible combinations o f  the statutory 
retirement age and the contribution rate that guarantee the financial sustainability of 
the system. The lower the retirement age, the higher the contribution rate would need 
to be and vice-versa. For instance, in the case o f  the CNSS, it was estimated that to 
finance a 5 5  percent replacement rate (i.e., 1.375 accrual rate) at age 62 the 
contribution rate would need to be equal to 9 percent. But because it is very important 
not to increase the current tax-wedge, any increase in the contribution rate toJinance 
pensions should imply a reduction of the contribution rate used to finance other 
benefits. Hence, there i s  a limit to  how high the contribution rate can be. This puts 
restrictions on the generosity o f  the system in terms o f  the replacement rate and the 
retirement age. 

> Indexing! the statutorv retirement aze with life expectancy. Since the contribution 
rate i s  fixed, in order to avoid cutting benefits as l i f e  expectancy increases, the 
retirement age has to increase. This i s  normal. If individuals are going to receive the 
same pensions for longer, then they also need to work longer. The statutory retirement 
age could therefore be automatically adjusted every 7 years or so to reflect change in 
l i f e  expectancy. Clearly, this also implies developing capacity to measure l i fe 
expectancy accurately and periodically in the first place. 

> Introducinp automatic indexation o f  pensions. The goal o f  this important 
component o f  the reform i s  to reduce the exposure o f  retirees to the risks o f  inflation. 
Hence, each year, pensions would be indexed by the consumer price index as 
computed by the statistical office. Indexation would be automatic in the sense that it 
would not depend on decisions from the government or the managers o f  the pension 
fund. 

64. What happens with individuals who rehie before or after the statutory age? 
Workers retiring before the statutory age should receive lower accrual rates to take into 
account the fact that they will receive pensions for longer. The accrual rate at age 5 9  would 
be equal to the accrual rate at age 60 times the ratio between l i f e  expectancy at 5 9  and l i fe 
expectancy at 60. It i s  also possible to consider higher accrual rates for workers who retire 
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after the statutory age. Again, as l i fe expectancy increases, the penalties for early retirement 
would need to be adjusted. 

65. What happens with individuals who have short careers? I t  is very likely that only a 
minority o f  workers today are “full-career.” Most workers move in and out o f  the social 
security along their lives. Probably, on average, those who have access to the social security 
contribute hal f  o f  the time. T h i s  implies that many individuals would receive replacement 
rates below 55 percent at retirement. The only way to address this problem through the 
pension system would be to offer higher accrual rates at the statutory retirement age. But as 
discussed above, this would require increasing the contribution rate which can then negatively 
impact employment levels and the size o f  the formal sector. The problem o f  short 
contribution histories could worsen. A sustainable solution to this problem thus is outside the 
reach of pension policv: longer average careers can onlv come from structural chanaes in the 
economy and the labor market - including more -formal work,. What the pension system c8n 
do, however, i s  to ensure that al l  plan members retire with a minimum pension, which as 
indicated above could range between 15 and 20 percent o f  economy wide average earnings 
after a minimum number o f  years o f  contributions (15 to 20). The costs o f  this minimum 
guarantee would need to  be estimated separately and part o f  the contribution rate explicitly 
allocated to  i t s  financing. 

66. Can the pension system index pensions automatically without compromising its 
financial sustainability? The answer i s  year if (i) the changes to  benefit formulas and 
eligibility conditions discussed above are introduced; and (ii) that the government pursues an 
inflation target and that there i s  a mechanism to suspend indexation when inflation rates 
surpass this target. On  the first condition, the idea is that from the beginning, the calculation 
o f  the pension would need to take into account that benefits will be growing with a given 
(targeted) inflation rate. The second condition requires the government to define an explicit 
objective regarding the inflation rate (a band) that the pension fund can then use in the 
calculation o f  pension. Also, having an explicit policy to suspend automatic indexation when 
the observed inflation overshoots the upper limit o f  this band. In Egypt, for instance, the 
pension fund automatically indexes pensions as long as the inflation rate is equal or below 5 
percent per year (the government target). If the inflation rate surpasses 5 percent, the 
compensation for the “excess inflation” i s  negotiated between the government and retirees. 

Implications for the CNSS 

67. 
i s  maintained) a reform o f  the CNSS could involve: 

Assuming that the mandate o f  the system does not change (Le., the current accrual rate 

(i) 
(ii) 

(iii) 

(iv) 

an increase in the retirement age from age 60 to age 62; 
the adoption o f  actuarially fair adjustments for early retirement and actuarially fair 
compensation for delayed retirement; 
an increase in the contribution rate from 4 percent to 9 percent (but without 
increasing the total contribution rate); 
the gradual increase in the number o f  years o f  salaries used in the calculation o f  
the pensions, so that by year 2020 al l  salaries are included (salaries would be 
revalorized by the growth rate o f  the average covered wage); and 
the automatic indexation o f  pensions with inflation while setting the limits. (v) 
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68. A comprehensive parametric reform for CNSS should include a package of measures. 
In this report the following policy measures are proposed and are reflected in the projections: 
(i) the contribution rate i s  expected to remain constant after reaching 9 percent so that the 
current tax-wedge does not increase; (ii) pensions will be calculated on the basis o f  life-time 
wages and will involve actuarially fair penalties for early retirement; and (iii) the automatic 
indexation o f  pensions will be taken into account in the benefit formula thus ensuring the 
financial sustainability o f  the system. In the proposed reform the automatic indexation o f  
pensions i s  recommended but there are no specific rules to ensure that it i s  implemented 
without compromising the financial sustainability o f  the system. The marginal impact o f  each 
o f  these proposed policies on the finances o f  the system i s  presented in Figure 8. The baseline 
scenario assumes that coverage rates by age are constant and that pensions are indexed by 
inflation. It i s  also assumed that retirement patterns do not change after the reform. This is a 
conservative assumption given that, most likely, adjustments for early and delayed retirement 
would provide incentive for workers to stay longer in the labor force. 

69. The results show that the most important reform in terms of improving thefinances of 
the system is to increase the contribution rate. Only increasing the retirement age and 
having penalties for early retirement would do little at this stage to reduce the deficit. Moving 
to life-time earnings in the calculation o f  the pension could even increase expenditures - 
given that past wages are revalorized by the growth rate o f  the average covered wage. If on 
top of these reforms, however, the contribution rate increases the financial sustainability o f  
the system could be considerably improved (see Figure 8)40. 

70. Nevertheless, the Government has recently introduced some measures that imply to 
postpone the adoption of an integrated reform of the CNSS. Box 3 presents a summary o f  
the recent reforms adopted by the Government in April 2009, which: (i) increase the 
contribution rate o f  CNSS for pensions ; and (ii) introduces a new wage ceiling for CNSS 
contributions. Not  only these reforms, that will start being implemented in 2010 and 2012, do 
not face the financial problems o f  the CNSS, but in fact they also ignore and delay the real 
need for the introduction o f  structural reforms o f  the system. 

The effect of a minimum pension guarantee and different ceilings has not been modeled at this stage given the lack o f  data 40 

about the distribution o f  earnings. These two, however, are very important parameters in the reformed system. 
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Box 3 : Recent reforms introduced for  the CNSS 

In April 2009 the Government o f  Niger adopted the following reforms: 

0 Increase of contribution rules : the proposed increase of contributions from 17 percent to 20,65 percent 
will allow an increase, in the short term, o f  the revenues for the CNSS, however it could also have the 
negative impact on the labor market, encouraging the informality of the economy. I t  i s  certain that 
given the current level o f  pensions, the increase o f  contributions for employees i s  indeed necessary. 
According to the implemented reforms in April 2009, the contributions for the social security branches 
will be the following : 10.5 percent for pensions (instead o f  4 percent), 1.75 percent for work injuries 
(instead o f  2 percent), and 8.4 percent for family allowances (instead of 11 percent). However the 
Government should consider a more ((integrated)) package of reforms in order to assess the 
methodology o f  the benefit formula for pension calculation, the qualifying conditions for pensions., 
with the objective to increase the pension system sustainability in the long-term, and improve equity 
and economic efficiency. In more detail, the package o f  reforms could include: (i) gradual consideration 
of the wages of the entire career of the individual when calculating hisher pension ; (ii) link the 
retirement age to the l i f e  expectancy, the contribution rate, and the accrual ; (iii) gradual elimination of 
the minimum length of service and the maximum replacement rate; (iv) implementing an automatic 
mechanism of indexation for the retirees; and (v) revision of the mechanism for minimum pensions in 
order to improve the incentives to work and contribute at the same time that the financial sustainability 
of the system i s  assured. 

0 Increase of wage ceiling for contriburion: I t  i s  also important to highlight that the increase o f  the 
ceiling that has been recently introduced will only have a minor impact on the financial situation of the 
CNSS. Indeed the current average annual salary i s  1.4 million FCFA. With such an average salary, 
very few individuals will be affected by the new ceiling. Moreover, the proposed ceiling of 5.1 million 
FCFA i s  quite above the international norms. In the context o f  structural reforms, it i s  recommended 
that the ceiling should not be above 2 or 2.5 times the average salary of the economy -hence, allowing 
the individuals with high salaries to diversify their sources o f  savings for retirement. 

71. The reform of the pension branch of the CNSS, however, needs to be comprehensive 
and take into account other benefits - in particular the family allowances branch. Indeed, 
the recommendation here is to  increase the contribution rate to the pension branch without 
increasing the total contribution rate o f  the NSSF. Like in the current government proposal 
this could be achieved by reducing the contribution rate to the family allowance branch and 
therefore the value o f  the allowance. This benefit i s  a transfer that does not constitute a 
function o f  a social insurance system - there are no risks involved. Depending on whether 
employers are able to pass the full cost o f  the program to employees two extreme cases could 
be observed. If the full cost o f  the program is passed to employees, then the program would 
simply imply lower wages. Meaning, workers are not better o f f  as a result o f  the program. If 
employers, on the other hand, cannot pass the cost o f  the program, then that would mean 
higher net wages (after the transfer) but also lower levels o f  employment in the formal sector. 
In essence, the current system could penalize workers who are outside the system. Therefore, 
the government needs to reconsider whether the family allowance branch should be preserved 
as part o f  the insurance system or whether it can be gradually phased out. In al l  cases, the 
CNSS should maintain separate accounts for each o f  the benefits. 
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Figure 8: Balance of  the CNSS under various reform scenarios 
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Imdications for the F N R  

72. I n  the case of the FNR there is room to review the mandate of the system given its 
generosity. As discussed in Chapter 2, today a full-career workers contributing continuously 
for 40 years would receive a gross replacement rate o f  100 percent. This i s  a very large 
mandate by international standards. The FNR could consider instead converging to a mandate 
similar to that o f  the CNSS. This  could be done gradually, initially targeting a more modest 
replacement rate o f  around 60 to 70 percent. This would imply reducing gradually the accrual 
rate from 2 percent today to 1.5 percent by year 201 0. This reduction, however, would only 
affect new contributions. The accrued rights o f  plan members would be maintained. 

73. In summary, he following measures could be considered: 
(i) The statutory retirement age i s  gradually increased from 55 (starting in 2009) to 60 

years for both men and women by 20 13 with actuarially fair adjustments for early 
retirement; 
Pensions are indexed by inflation with a limit; 
The base wage for pension calculation i s  gradually increased from the last salary to 
the entire career by the year 2015 indexed by the growth rate o f  the covered wage 
bill. 
If the FNR i s  treated as a contributory system, the contribution rate would need to 
increase from 20 to 22 percent starting in 2009. What matters in the case o f  the 
FNR, however, i s  that benefits and the retirement age are set implicitly as a 
function o f  this “symbolic” contribution rate. Even if the contribution rate i s  not 
paid in practice (pensions are paid directly), pension expenditures would be 
bounded: pension expenditures would not be allowed to grow faster than the 

(ii) 
(iii) 

(iv) 
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growth rate o f  the wage bill. L ike in the case o f  the CNSS, retirement ages would 
need to increase when l i fe expectancy increases. 

74. The results show that if all these policies are implemented pension expenditures 
would be contained and reduce fiscal pressure. As previously discussed, creating a new 
institution does not solve the fiscal problem. If the FNR remains a department within the 
Treasury what matters is the value o f  total pensions paid. If the CARENI  i s  created what 
matters are the transfers o f  the government, which at least would need to be equal to the total 
pension expenditures but could be higher. The results o f  the above pol icy reforms show that 
only with the entire reform package the balance o f  the FNR would become positive over the 
long-term (see Figure 9). I t  i s  important to notice that in the baseline scenario pensions are 
indexed to wages. The effect o f  indexing pensions with inflation is considerable; the deficit 
o f  the system can be reduced from 0.5 percent to 0.3 around year 2020. The reduction o f  the 
accrual rate can also, not surprisingly, have an important effect on the knances o f  the system, 
particularly around year 2027 when a higher number o f  members start to retire. 

Figure 9:  Balance of  the FNR Under Various Reform Scenarios 
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5 OPTIONS TO EXPAND PENSION COVERAGE IN NIGER 

75. As discussed earlier, the low feveI o f  coverage is to be expected given the country's 
fevef ofincome. In large part, l o w  coverage rates reflect the structure o f  the economy and the 
labor market. A sustainable expansion o f  the contributory pension system can only take place 
as the economy develops and diversifies; the share o f  the agricultural sector in valued added 
falls; and formal employment expands. Nevertheless, over the short-medium term, there are 
some interventions that the government could consider to expand coverage: First, in terms o f  
building capacity and improving incentives within the CNSS; and second, by developing non- 
contributory arrangements. The benefits, costs and limitations o f  these policies are discussed 
next. 
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76. Introducing interventions involving better incentives to contribute and better 
institutional capacity to enforce enrollment in the CNSS. Better incentives to contribute 
will fol low naturally from the reforms discussed above. First, because these reforms improve 
the financial sustainability o f  the system and thus the perceptions that individuals have about 
the capacity o f  the system to deliver on i t s  promises. Second, because vesting periods are 
reduced or eliminated and thus individuals have fewer concerns in terms o f  contributing and 
not being able to benefit from a pension. Finally, because reforms will strengthen links 
between contributions and benefits: more contributions bring higher pensions benefits. 

77. Improving and strengthening the enforcement capacity o f  the funds. Coverage can 
be expanded through better enforcement capacity. At this stage, it i s  unclear, what is the level 
o f  resource that the CNSS invests in enforcing collection. Most likely, there is room to 
improve, and probably expand, the current system. Three interventions are usually considered 
to strengthen enforcement capacities: (i) higher penalties for non-compliance; (ii) more 
efficient mechanisms to detect fraudevasion; and (iii) more administrative capacity to deal 
with fraud and enforce penalties. Collection costs, however, tend to increase as coverage 
expands (i.e., getting the marginal employer to contribute becomes more costly). Hence, 
there i s  a limit to how many more employers/employees can be enrolled through better 
administrative systems. In general, the effects o f  these policies are l ikely to be modest. Even 
if the coverage rates doubles, it will remain below 6 percent o f  the labor force. 

78. Facilitating enrollment o f  individuals working in the informal sector. The idea here 
i s  to allow individuals in the informal sector who have some savings capacity to enroll and 
contribute on a voluntary basis. To accommodate lower and more irregular earnings patterns, 
the CNSS would need to allow for l o w  flat contributions (say the equivalent o f  5 percent o f  
the minimum wage or perhaps less) and intermittent contributions. Indeed, taxing a given 
percentage o f  earnings (which are difficult to determine) and/or requiring regular payments 
will most likely discourage enrollment. The CNSS would also need to be able to carefully 
track contributions. As.important, the CNSS would need to be able to pay fair pensions for 
the contributions received. The pension in this case, would be equal to the accrual rate times 
the total contributions deposited (the sum o f  the flat payments) revalorized with the growth 
rate o f  the average covered wage. Clearly, the demands in terms o f  institutional capacity are 
considerable. This type o f  system therefore can only be realistically envisioned over the 
medium term. 

79. An issue to consider is also that individuals with short contribution densities and low 
earnings might not be able to finance a pension that is at least equal to the minimum. 
Allowing these individuals to automatically benefit from the minimum pension guarantee 
could be expensive. With proper restrictions in terms o f  the minimum amount of total 
contributions necessary to be eligible for the minimum pension, however, costs could be 
reduced and financed explicitly with part o f  the total contribution rate to the CNSS. Some 
countries are also considering matching contributions through government subsidies to  
provide stronger incentives to ~ontr ibute.~ '  This policy, however, can be expensive and most 
likely not affordable in the case o f  Niger. 

4 1  See, Also Robalino et ai. (forthcoming) for a discussion o f  the issues. Countries like Dominican Republic (Law Passed), India (implemented in West 

Bengal), Mexico (implemented), and Vietnam (Law under consideration) have considered this type of system. 
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80. Even with these arrangements, a large part of  the labor force, mainly individuals 
with no savings capaciq, will not enroll in the CNSS; this raises the question of  whether 
non-contributory arrangements should be considered in Niger. Several middle and high 
income countries have implemented so called social pensions to ensure that al l  individuals 
have access to a minimum level o f  income during old-age. These social pensions differ in 
terms o f  benefit levels and eligibility conditions (see Appendix 5). In countries l ike N e w  
Zealand the benefit i s  flat, provided to everybody old and resident o f  the country, In other 
countries l ike Australia, the benefit i s  means-tested. In Niger the decision to adopt a non- 
contributory system will depend in part o f  the socioeconomic situation o f  the elderly. If the 
elderly are not poorer than the rest o f  the population, there i s  little rationale for considering 
specific programs that target them, instead o f  investing in a general safety net that targets poor 
households (with or without the elderly). At this stage there are no data to conduct this type 
o f  analysis and therefore it would be premature to advance policies. In general, however, it i s  
important to note that the opportunity cost o f  developing non-contributory programs i s  l ikely 
to be higher in Niger -- as in other l o w  income countries facing important challenges to 
improve human development indicators through investments in education, health, and 
in f ra~ t ruc tu re .~~  

6 LOOKING FORWARD FOR A SUSTAINABLE PENSION SYSTEM 

81. The review o f  the pension schemes in Niger confirms that there i s  an urgent need for 
addressing financial sustainability, efficiency and equity o f  the system (both CNSS and FNR). 
Based on the best practices, as discussed in this chapter, the government needs to  focus al l  
efforts in an integrated reform program; it i s  advisable to maintain the pay-as-you-go 
financing and defined benefit formulas and aim to harmonize the system and avoid creation o f  
a new institution (CARENI). Moreover, the actions o f  groups such as the Validation 
Commissions set up for launching reforms in the CNSS and FNR require 
professional/technical support in order to ensure the technical soundness o f  the policy 
recommendations. Thus, the reform agenda for both CNSS and FNR needs to focus on: 

(i) 

(ii) 

(iii) 

Developing adequate and reliable information system and records keeping (IT 
development) on contributors, beneficiaries and financial flows; 
Evaluating alternative scenarios to assess cost o f  various scenarios and address 
the problems o f  financial sustainability, equitability and affordability; 
Reaching agreement to chose the institutional configuration that reduces 
fragmentation and evaluate alternatives to consolidate the pension schemes o f  
FNR and CNSS; 
Addressing regulation and governance issues in both systems. (iv) 

82. Developing a reliable information system. Currently the CNSS has the institutional 
capacity to collect reliable information on plan members and assess the revenues and 
expenditures. Nevertheless further improvement in record keeping i s  required. For FNR, 
given poor existing member records, accurate assessment o f  liabilities and a pre-funding 
exercise may require something like a c iv i l  service census. Experiences with such an exercise 

42 See Palacios and Sluchynskyy, 2006 and Robalino et al. 2008 for a discussion on the criteria lo allocate public resources to finance social pensions 
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internationally are mixed - partially, due to resistance to disclose ghost workers on the 
payroll. Thus strong political will and leadership is required to improve the information 
system of the FNR. Government has already initiated some work to improve the information 
system of the FNR. This effort could be complemented by payroll automation or a human 
resource management information system (HRMIS) in order to develop a transparent record- 
management system for the civ i l  servants. 

83. Analyzing cost of transition to new benefit formulas and eligibility conditions. Both 
the CNSS and FNR need to develop technical capacity to evaluate alternative scenarios for 
reform. The recommendations o f  technical studies, such as the actuarial study conducted by 
I L O  in 2003 and the FNR study are in the right direction, but the reforms are incomplete. The 
situation o f  FNR needs closer attention from the government. In the absence o f  a contributory 
scheme, the financial situation o f  the system i s  more difficult to state and the causes of 
disequilibria are less evident, but they s t i l l  exist. The staff o f  CNSS and FNR would benefit 
from training in the use o f  tools o f  financial projections, such as the World Bank’s PROST 
model. 

84. Choosing adequate institutional configuration. This report strongly recommends 
aiming for a unique mandatory pension scheme over the medium term in order to facilitate 
labor mobility, create economies o f  scale in management, and eliminate variations in pension 
benefits across sectors (private and public). This can be achieved gradually by  having all new 
entrants jo in  the “integrating” scheme (integrating CNSS and FNR). If for political reasons 
this i s  not a viable option, it i s  advisable to consider gradually consolidation o f  various 
functions. For instance, at least the benefit design could be harmonized. 

85. Improving governance and administration. The investment process deserves 
particular attention both from the administrative and from the governance perspectives. The 
government needs to improve the governance o f  pension fund management, shielding 
management as much as possible from political influence, while improving accountability and 
transparency. The mandate o f  the governing body should be to manage the reserves for the 
sole benefit o f  plan members. For better accountability, transparency i s  key. The operations 
o f  the finds, including the results o f  investment policies, should be fully disclosed with 
publications o f  annual reports, including the complete reports from external auditors. The 
governing body would report regularly to the parliament. Investment strategies would need 
to be designed and executed by investment committees constituted by qualified professionals. 
In addition more analytical work i s  required to address the administrative costs o f  both 
systems. A technical study could be conducted in order to identify critical areas where costs 
could be reduced and re-engineering o f  processes to achieve the same goal. 

86. I n  the medium term, consider extending social protection coverage to the informal 
sector. While the contributory system has to evaluate actions to reduce evasion, the broad 
problem o f  income protection for the elderly in a country with the socioeconomic and 
demographic structure o f  Niger requires the concurrence o f  different instruments and involves 
other social partners. In any foreseeable scenario, the con tributary pension system o f  Niger 
will benefit a small segment o f  the population. At minimum, consistency o f  social policy 
objectives requires that the contributory schemes are financially self-sustainable so that they 
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do not compete for fiscal resources with programs with a higher redistributive impact. 
However, over the medium term, taking into account its financial constraints, the Government 
could begin reviewing various options for extending social protection to  the informal sector. 

87. The government o f  Niger may seek international cooperation for technical 
assistance and development, Some priority areas in which the World Bank as wel l  as other 
development partners could support the reform process for both the CNSS and FNR are the 
following: 

> Technical assistance to further explore the fiscal and welfare impacts o f  alternative 
changes to benefits and eligibility conditions, which would include training o f  PROST 
(Pension Reform Options Simulation Toolkit) targeted to the members o f  technical 
un i t s  o f  CNSS and FNR, and the Steering Committees. 

> Technical assistance on administration, management, and governance o f  pension 
funds: Various training activities could be provided related to the design and 
operations o f  mandatory pension schemes, as well as technical assistance on policy 
analysis. 

> Capacity building programs targeted to technical staff in various areas related to 
pensions: Various training activities could be provided related to data registration, 
auditing, and business processes in insurance systems. 

> Financial assistance for the implementation o f  administrative reforms, once the needs 
have been assessed, and the authorities have adopted the decision to move towards a 
more efficient and sustainable pension system for Niger. Upgrading core 
administrative and IT systems in both FNR, and CNSS i s  extremely important. The 
main goal is  to optimize the various business processes. These would include 
registration, collection o f  contributions, reconciliation o f  information and cash-flows, 
record keeping, and payment o f  benefits. The scope o f  the activity could be defined in 
detail depending on the costs o f  developinghmplementing the various components o f  
the administrative system. At the minimum, this activity could cover the registration 
processes, paying also attention to the interactions between FNR and CNSS. The 
activities should involve the development o f  new IT  systems, including a new 
platform (both in terms o f  the operating system, databases, and hardware). Ideally, the 
new IT system should be centralized. In parallel to the development o f  new 
administrative processes and IT systems (hardware and software), current databases 
need to be updated. This does not only involve entering in the system missing 
information but, as important, auditing this information. In this context the 
implementation o f  a census o f  plan members and the upgrading o f  electronic records 
could be considered. This merging the new and the old databases, entering and 
correcting data, and implementing controls on information quality and accuracy. 
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APPENDIX 2: PENSIONS GLOSSARY 

Accrual rate. The rate at which pension entitlement i s  built up relative to earnings per year o f  

Accruedpension. The value o f  the pension to a member at any point prior to  retirement, 
service in earnings-related schemes-for example, one-sixtieth o f  final salary. 

which can be calculated on the basis o f  current earnings or also include projections o f  
future increases in earnings. 

Actuarial fairness. A method o f  setting insurance premiums according to the true r isks 
involved. 

Annuity. A stream o f  payments at a specified rate, which may have some provision for 
inflation proofing, payable until some contingency occurs, usually the death o f  the 
beneficiary or a surviving dependent. 

Annuityfuctor. The net present value o f  a stream o f  pension or annuity benefits. 
Annuity rate. The value o f  the annuity payment relative to i t s  lump-sum cost. 
Average effective retirement age. The actual average retirement age, taking into account early 

Benefit rate. The ratio o f  the average pension to the average wage, which could be expressed 
retirement and special regimes. 

as relative to the economy wide average wage or to the individual’s specific average or 
final wage. 

Ceiling. A limit on the amount o f  earnings subject to contributions 
Commutation. Exchange o f  part o f  the annuity component o f  a pension for an immediate lump 

Comprehensive income tax. A tax on al l  incomes, whether from earnings or investments and 
S u m .  

whether used for savings or consumption. A pure comprehensive income tax allows the 
component o f  investment returns compensating for inflation and so only taxes real returns. 

Contracting out. The right o f  employers or employees to use private pension fund managers 
instead o f  participating in the publicly managed scheme. 

Contracting-out rebate. The amount by which employers’ and employees’ national insurance 
contributions are reduced for contracting out o f  the state earnings-related pension scheme 
and the minimum contribution to a personal pension plan. 

Deferred unnuity. A stream o f  benefits commencing at some future date. 
Defined benejt. A pension plan with a guarantee by the insurer or pension agency that a 

benefit based on a prescribed formula will be paid. Can be fully funded or unfunded and 
notional. 

Defined contribution. A pension plan in which the periodic contribution i s  prescribed and the 
benefit depends on the contribution plus the investment return. Can be fully funded or 
notional and nonfinancial. 

Demogrant. Same as a universal flat benefit, where individuals receive an amount o f  money 
based solely on age and residency. 

Demographic transition. The historical process o f  changing demographic structure that takes 
place as fertility and mortality rates decline, resulting in an increasing ratio o f  older to  
younger persons. 
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Disclosure. Statutory regulations requiring the communication o f  information regarding 

Discretionary increase. An increase in a pension payment not specified by the pension 

Early leaver. A person who leaves an occupational pension scheme without receiving an 

Early retirement. Retirement before reaching an occupational scheme’s normal retirement age 

Earnings cap (ceiling). A limit on the amount o f  earnings subject to contributions. 
Ful l  funding. The accumulation o f  pension reserves that total 100 percent o f  the present value 

Funding. Accumulation o f  assets in advance to meet future pension liabilities. 
Implicitpension debt (net). The value o f  outstanding pension claims on the public sector 

Indexation (uprating). Increases in benefits by reference to an index, usually o f  prices, 

Intergenerational distribution. Income transfers between different age cohorts o f  persons. 
Intragenerational distribution. Income transfers within a certain age cohort o f  persons. 
Legal retirement age. The normal retirement age written into pension statutes. 
Marginal pension. The change in the accrued pension between two periods. 
Means-tested benefit. A benefit that i s  paid only if the recipient’s income falls below a certain 

level. 
Minimum pension guarantee. A guarantee provided by the government to bring pensions to 

some minimum level, possibly by “topping up” the capital accumulation needed to fund 
the pensions. 

Moral hazard. A situation in which insured people do not protect themselves f i om risk as 
much as they would have if they were not insured. For example, in the case o f  old-age 
risk, people might not save sufficiently for themselves if they expect the public system to 
come to their aid. 

unfunded (except for a potential reserve fund). 

mimics the structure o f  (funded) defined-contribution plans but remains unfunded (except 
for a potential reserve fund). 

pension benefits, excluding early-retirement provisions. 

plus interest rates accrued are credited and determine the notional capital (that is, the 
liability to society). 

Notional (or nonfinancial) capital. The value o f  an individual account at a given moment that 
determines the value o f  annuity at retirement or the transfer value in case o f  mobil i ty to 
another scheme or country. 

Notional or nonfinancial interest rate. The rate at which the notional accounts o f  notional 
defined-contribution plans are annually credited. It should be consistent with the financial 
sustainability o f  the unfunded scheme (potentially the growth rate o f  the contribution 
base). 

pension schemes, funds, and benefits to pensioners and employees. 

scheme rules. 

immediate benefit. 

or, in the state scheme, before reaching the state’s pensionable age. 

o f  all pension liabilities owed to current members. 

minus accumulated pension reserves. 

although in some cases o f  average earnings. 

Nonfinancial (or notional) defined-benefit @an). A defined-benefit pension plan that i s  

Nonfinancial (or notional) defined-contribution blan). A defined-benefit pension plan that 

Normal retirement age. The usual age at which employees become eligible for occupational 

Notional (or nonfinancial) accounts. Individual accounts where the notional contributions 
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Occupational pension scheme. An arrangement by which an employer provides retirement 
benefits to employees. 

Old-age dependency ratio. The ratio o f  older persons to working-age individuals. The old-age 
dependency ratio may refer to the number o f  persons over 60 divided by, ,for example, the 
number of persons ages 15-59, the number o f  persons over 60 divided by the number o f  
persons ages 20-59, and so forth. 

Overannuitization. A situation in which a compulsory pension forces an individual to save 
more in pension than he or she would in the absence o f  the compulsory provision. 

Pay-as-you-go. In i t s  strictest sense, a method o f  financing whereby current outlays on 
pension benefits are paid out o f  current revenues from an earmarked tax, often a payroll 
tax. 

Pension coverage rate. The number o f  workers actively contributing to a publicly mandated 
contributory or retirement scheme, divided by the estimated labor force or by the working- 
age population. 

occupational pension schemes is provided in addition to an annuity. Also available from 
personal pension plans. 

Pension spending. Usually defined as old-age retirement, survivor, death, and invalidity- 
disability payments based on past contribution records plus noncontributory, flat 
universal, or means-tested programs specifically targeting the old. 

contributions are calculated. 

Pension lump sum. A cash withdrawal from a pension plan, which in the case o f  some 

Pensionable earnings. The portion o f  remuneration on which pension benefits and 

Portability. The ability to transfer accrued pension rights between plans. 
Provident fund. A fully funded, defined-contribution scheme in which funds are managed by 

the public sector. 
Replacement rate. The value o f  a pension as a proportion o f  a worker’s wage during a base 

period, such as the last year or two before retirement or more, or the entire lifetime 
average wage. Also denotes the average pension o f  a group o f  pensioners as a proportion 
o f  the average wage o f  the group. 

basis. 

to support each pensioner. 

scheme divided by the number o f  workers contributing to the same scheme in the same 
period. 

System maturation. The process by which a pension system moves from being immature, with 
young workers contributing to the system, but with few benefits being paid out since the 
initial elderly have not contributed and thus are not eligible for benefits, to being mature, 
with the proportion o f  elderly receiving pensions relatively equivalent to their proportion 
o f  the population. 

Universalflat benejt. Pensions paid solely on the basis o f  age and citizenship, without regard 
to work or contribution records. 

Valorization of earnings. A method o f  revaluing earnings by  predetermined factors such as 
total or average wage growth to adjust for changes in prices, wage levels, or economic 
growth. In pay-as-you-go systems, pensions are usually based on some percentage o f  

Supplementary pensions. Pension provision beyond the basic state pension on a voluntary 

Support ratio. The opposite o f  the system dependency ratio: the number o f  workers required 

System dependency ratio. The ratio o f  persons receiving pensions from a certain pension 
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average.wage. T h i s  average wage is calculated over some period o f  time, ranging from 
full-career average to last salary. If the period for which earnings history enters into the 
benefit formula i s  longer than the last salary, the actual wages earned are usually revalued 
to adjust for these types o f  changes. 

ownership o f  pension benefits. 
Vestingperiod. The minimum amount o f  time required to qualify for full and irrevocable 
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APPENDIX 3: PROJECTION METHODOLOGY AND KEY ASSUMPTIONS 

We utilized the computer-based actuarial model, the World Bank Pension Reform Options Simulation 
Toolkit (PROST) model, version 2006 to project both baseline and reform scenarios for the Public 
Service Pension. The model i s  designed to simulate the financial flows associated with public and 
private pension systems and assess their financial sustainability under different economic and 
demographic assumptions over a long time frame. The model has been adapted to a wide range of 
country circumstances throughout the world. 

The base year for the simulation i s  2006 (for both CNSS, and FNR) and the projection period extends 
to 2075. The reform scenarios assume that a reform i s  enacted in 2008 and implemented by the 
beginning of 2009. 

Three main groups of assumptions are important in PROST modeling: (1) macroeconomic; (2) 
demographic; and (3) pension system related variables. 

Any simulation model, the outcome from PROST depends largely on the nature and quality of data as 
well as on the set of assumptions being used for the simulations. Since PROST has been used in some 
80 countries to provide quantitative input for pension policy discussions, i t s  methodology has proven 
to be sufficiently robust and i t s  flexibility has permitted easy adaptation to specific country 
circumstances for sensitivity testing and comparisons under a wide range of economic and policy 
scenarios. 

However, projections of this nature should not be quoted in absolute terms without proper reference to 
the underlying assumptions. The purpose of the sustainability benchmarks presented here is to 
provide a comparison of the relative magnitude of the efsects of difserent pension policy measures 
under various scenarios, 

Horizon of the simulations presented: The start of the simulation horizon for both CNSS and FNR i s  
2006 (base year), the year for which the most complete documentation was found for al l  the variables 
needed for PROST. The ending year for the simulation horizon i s  2075 (end year) - a period viewed 
to be of adequate duration to demonstrate the emerging trends of the pension expenditure in most 
pension schemes. 

Table below illustrates the availability of the requested data for such analysis. 
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Table 1 appendix 3: Data availability for pension schemes analysis (base year 2006) 

Requested Annual D a t a  

Old Age Pension Expenditures 
( for men and women) 

Survivors and Orphans Pension 
Expenditures 

Invalidity Pension Expenditures 

Number of Contributors 
by age / sex 

Number of Old-Age Pensioners 
by age / sex 

Number of Survivors and 
Orphans by age/sex 

Number of Invalidity 
Pensioners by age/sex 

Length of Service at Retirement 
for New Pensioners 
by age/ sex 

Average wage 

Benefit formula for pensions 
calculations 

Earnings Profde 
(average wage by age and sex) 

Pensions Benefit Profde 
(average pension benefit 
for old-age by age and sex) 

C N S S  

Yes 

Yes 

Yes 

Individual records provided 
( 99% have age / sex information) 

Provided by age groups and sex 

Provided by age groups and sex 

Provided by age groups and sex 

Individual records of new 
. re t i rees in 2006 

Obtained from individual records 

Yes 

Individual records provided 
( 99% have age / sex information) 

Provided by age groups and sex 

FNR 

Yes 

Yes 

Individual records provided 
(only 40% have age/ sex information) 

No, data obtained from recent 
actuarial study 

No, data obtained from recent 
actuarial study 

No 

Obtained from recent actuarial studies 

Yes 

Individual records provided 
(only 40% have age/ sex information) 

No 

The following paragraphs present the general country demographic assumptions. All data and 
assumptions required by PROST for population projections were provided by the World Bank's 
Population Unit: initial population by age and gender; projections o f  age-specific fertility rates, 
mortality rates and migration flows. 

Mortal i ty Rates: Age-specific mortality rates (in five-year age groups) including projected 
improvements in mortality (in five year intervals) for the years 2006-2075 were provided by'the World 
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Bank’s Population Unit. These mortality rates were used to  calculate the probability o f  dying by age 
cohort (age 0 to age 85) for both men and women every year during the simulation horizon. Average 
l i fe expectancies at various ages as a result o f  the mortality assumptions are shown in Table below.@ 

Table 2 appendix 3: Projection of life expectancy changes in Niger 

Male 
L i f e  expectancy at birth 
At age 20 
At age 60 
At age 65 

Female 
L i f e  expectancy at birth 
At age 20 
At age 60 
At aee 65 

2006 

55.7 
44.0 
14.3 
11.5 

56.9 
44.6 
15.3 
12.2 

2007 

55.9 
44.1 
14.3 
11.5 

57.3 
44.8 
15.4 
.12.3 

2010 

56.9 
44.3 
14.4 
11.6 

58.6 
45.3 
15.5 
12.4 

2020 

59.5 
45.4 
14.8 
11.8 

61.5 
47.0 
16.2 
12.9 

Note: (Average Remaining Years o f  Life Expected at Specific Ages) 
Source: World Bank staff calculations based on PROST 

2030 

61.6 
46.8 
15.4 
12.4 

64.4 
49.0 
17.2 
13.8 

2040 

63.8 
48.3 
16.1 
13.0 

67.2 
51.1 
18.4 
14.9 

2050 

65.8 
49.7 
16.9 
13.6 

69.7 
53.2 
19.5 
15.8 

2075 

71.5 
53.8 
18.9 
15.3 

77.3 
59.4 
23.1 
18.9 

43 Mortality tables used are available upon request. 
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Figure 1 appendix 3: Current and projected age structure of  the population 

Figure 2 appendix 3: Percentage of  population over 65 in the World and Niger 
(2000-2090) 

% of 66 + in the world 

% of 66+ in Niger 
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Figure 3 appendix 3: Life expectancies in the World and Niger ( mid-2000) 

Lit. Expectancy (mid-2000) 
0 10 20 30 40 50 60 70 BO 

At birth for men 

69 At birth for women 

At 60 for men 

At 60 for women 

At 65 for men 

7 Average in the World At 65 for women 

Macroeconomic assumptions: Economic indicators (GDP growth and inflation rate) used for years 
2006-2010 were based on the information provided by the World Bank team working on Niger. The 
longer term trend was based on the assumption that Niger’s economy will converge to a steady real 
growth rate of 5 percent per year by 2015, and then gradually decrease to 4 percent from 2027 to the 
end of the simulation period. Average wage growth was adjusted to increase slightly from 2 to 3 
percent. Inflation rate was assumed to be 0 in 2006and 2007, but then increased to 2 percent in 2008 
until 2009. From 2010 to the end of simulation period, inflation i s  assumed to be 3 percent. These 
economic parameters were used in conjunction with the assumptions concerning the population .and 
the system demographics, to project the future financial conditions of the pension systems. Three 
percent real discount rate i s  used for present value calculations. Table below summarizes the key 
macroeconomic assumptions used. 

Table 3 appendix 3: Key macroeconomic assumptions ( percent per annum) 

Coverage assumptions: system demographics assumptions are presented by scheme and in 
more detailed in the next paragraphs. Coverage rate in Niger i s  very low when comparing 
with most countries in the world, including countries in the same region. This figure 
illustrates some comparative indicators o f  a sample o f  countries on active contributors to 
mandatory pension schemes. 

The distribution by,age and gender of both schemes are very different (as shown in figure below), the 
ages of active members in FNR are mainly concentrated between 30 and 50. These distributions wil l 
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also reflect very different in the finances of both systems. System demographics o f  FNR represent a 
higher burden in its finances. 

Figure 4 appendix 3: Number of  current contributors, by age and sex, CNSS, and FNR 
3500 1 

3000 1 
,- Men in FNR 

F 

500 1 
Women in CNSS 

' Women in FNR 
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APPENDIX 4: OVERVIEW OF PROST 

The model consists o f  an input workbook and five output modules. On the input side, the user 
provides country specific data on demographic, economic and pension system related parameters and 
assumptions about their behavior in the future. This information i s  entered in the input file with six 
embedded worksheets: 

General 

Population 

Labor 

Pension 

ProJiles 

Reform 

Economic variables (GDP and wage growth, inflation, interest rate), 
non age-specific pension system parameters (pension fund balance and 
benefit expenditure in the base year, retirement age, contribution rate, 
pension indexation rules, etc.) and some demographic variables; 

Base year population by age and gender along with age-specific 
fertility and mortality rates and immigration information. 

Age and gender specific labor force participation and unemployment 
rates as well as distribution o f  wages and old age pensions across age 
and gender cohorts. 

Age and gender specific information about pension system 
contributors, beneficiaries, coverage and retirement rates, average years 
o f  service at retirement and replacement rates for new beneficiaries. 

Information on representative individuals, such as gender, career path, 
individual wages, l i fe expectancy, etc. 

Parameters relevant to systemic reforms to be simulated (any 
combination o f  conventional PAYG, ful ly funded D C  and notional D C  
pillars), including switching pattern, how the acquired rights will be 
paid, contribution rates, rules for annuitization and pension payout 
under D C  schemes and replacement ratesbenefit formula in a P A Y G  
pillar, indexation, etc. 

In the most simplified way the general calculation scheme can be summarized as follows: 
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General Calculation Scheme 

Populat ion 

I n d i v i d u a l  accounts 

PROST follows single age/gender cohorts over time and generates population 
projections, which, combined with labor market assumptions, are used to forecast future 
numbers o f  contributors and beneficiaries. These in turn generate flows o f  revenues and 
expenditure. The model then projects fiscal balances and calculates the implici t  pension debt. 
The required contribution rates and affordable replacement rates for zero pension fund 
balance in each year o f  the simulation period are also calculated. Finally, PROST produces 
outputs related to individuals - what an individual would contribute to the system and what 
he/she obtain under PAYG DB and multipillar schemes. This allows both intra- and 
intergenerational analysis. 

Depending on the characteristics of the pension system and data availability, the user 
can choose the method for calculation o f  some o f  the variables. In particular, the number o f  
contributors and beneficiaries can be computed in either “Stock” or “Flow” method. With the 
“Stock” method, for each year the stocks o f  contributorsheneficiaries are calculated f i rs t  and 
then inflows (new contributorsheneficiaries) are derived as the changes o f  the stocks: 

InJow(a,t,g;) = stock(a,t,g;) - stock(a-l,t-l,g;) + outjlow(a,t,g;) 

With the “Flow” method, inflows are calculated f i rst  and then stocks are derived as 
previous year’s stocks in each agelgender cohort adjusted for the net in f low (inflow-outflow): 

Stock(a,t,g;) = stock(a-1,t-1,g;) - outjlow(a,t,a) + inJow(a,t,@ 

where a = age, t = year, g = gender 

As PROST keeps track o f  contribution years o f  service accrued by each cohort, the 
calculated number o f  new retirees - whatever method is used - is then adjusted so that the 
total length o f  service accrued by the cohort i s  equal to  the total length o f  service claimed by 
the cohort at the time o f  retirement. After the number o f  new retirees is adjusted, the stock i s  
recalculated using the “Flow” method. 
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The user can also choose how the benefit o f  new beneficiaries i s  specified - via benefit 
formula or via age and gender specific replacement rates. 

As mentioned above, output produced by PROST i s  organized in five output 
modules. Each o f  the modules contains a number o f  Excel worksheets and a graphical 
summary on key output indicators: 

Population Projection 

Demographic Structure 

Finances of Monopillar 
PA YG 

Finances of Multipillar 
System 

Individual accounts 

Population projections and pyramids, l i f e  tables, l i fe  expectancy 
changes, population dependency rates, etc. 

Labor force and employment projections, projections o f  
contributors and beneficiaries, demographic structure o f  the 
pension system, and system dependency rates. 

Macroeconomic trends, wage projections, pension benefit 
projections for the existing and new pensioners, revenue and 
expenditure o f  the pension system, required adjustments to 
contribution rates and replacement rates for zero current 
balance, and the implicit pension debt. 

Pension benefit projections for new and existing pensioners 
under each o f  the three pillars (conventional PAYG, 
notional PAYG, and funded DC), revenues and expenditure o f  
both P A Y G  and funded pillars, implici t  pension debt o f  the 
P A Y G  system after the reform, and results o f  the reform 
(compares benefit projections and financial standing under the 
monopillar P A Y G  and multipillar scenarios). 

Lifetime contributions and benefits and individual related 
summary statistics for up to six different individuals specified 
in the “Profiles” input sheet under PAYG system (statutory, 
with adjusted contribution rates and with adjusted benefits) and 
multipillar system (for those who switched to the multipillar 
system and those who remained in the P A Y G  system). 
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APPENDIX 5: PENSION SYSTEMS AROUND THE WORLD 

Systems providing financial security for the old are under increasing strain throughout the 
world. Most pension systems in the world do not deliver on their social objectives, they create 
significant distortions in the operation o f  market economies, and they are not financially 
sustainable particularly when faced with an aging population. 

Most formal systems o f  old-age security are publicly managed schemes44, financed by payroll 
taxes on a largely P A Y G  basis. Table 1 shows payroll taxes among different countries in the 
world. Pension systems can be classified by three criteria: i) how benefits are calculated, and 
the party that cover shortfalls, ii) how benefits are financed, and iii) who manages the system. 

The rate o f  reform i s  highest in countries which face the worst demographic pressures, 
however more and more countries have also been implementing various types o f  reforms. 
However, the type o f  reforms adopted by countries in different regions varies significantly. 

Sub-Saharan Afr ica has undertaken quite a significant number o f  reforms. Various countries 
shifted from provident funds to P A Y G  systems or set up completely new P A Y G  systems. 

During the last few years most o f  the reform initiatives under way in the region have retained 
the existing structure o f  the pension system. We are aware o f  only two countries-Nigerie, and 
Ghana- where a system reform has been seriously proposed. However, parametric reforms are 
under way in a handful o f  countries (such as Kenya, Senegal, Uganda, and Cape Verde). 
These involve changes to the benefit formula o f  schemes covering c iv i l '  servants, private 
sector workers, or both. Another area o f  reform within the existing structure i s  the 
management o f  pension reserves. Here again, a few efforts are under way to increase 
transparency and professionalism, but l i t t le  progress has been made to date. Meanwhile, 
proposals to integrate c iv i l  servants and private sector workers into the same scheme are rare 
and face political difficulty. In Zambia, for example, new civ i l  servants have been 
contributing to the scheme covering private sector workers since 2000. In Cape Verde, since 
2006. Ghana unified its schemes decades ago, but c iv i l  servants have recently lobbied to 
reverse the integration and reintroduce a separate scheme. 

The challenges o f  systemic reform, where there is a shift f rom unfunded to funded schemes 
and possibly the introduction o f  private management o f  assets, are particularly great in Sub- 
Saharan Africa. Reformers face three major obstacles: f i rst  and foremost, any diversion o f  
contributions to a new funded scheme will force governments to find resources to covers the 
resulting gap. Since most o f  the countries depend heavily on foreign aid to  supplement their 
budgets, there i s  little scope for financing the transition, at least not a rapid transition. Second, 
existing public pension institutions are generally not equipped to meet the record-keeping 
requirements o f  a funded individual accounts scheme. Finally, few o f  the conditions that make 

44 The number o f  formal pension systems that are privately managed are increasing. In 1981 there was only one country, and 
currently more than 20 countries have some type o f  mandatory pension systems that are privately managed. 
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a privately managed, funded system viable -investment opportunities, solid regulatory 
institutions, and potential participants in the private pension sector -are present in most o f  the 
region. 

In short, countries around the world are indeed reforming their pension systems. Most are 
reforming to reduce the fiscal costs o f  their existing pension systems. A few young countries 
are establishing new systems or are increasing the generosity o f  their current systems, 
although perhaps not always taking into account the future fiscal costs entailed in the 
increased generosity. 

The past decade o f  experience has reinforced the need in nearly every circumstance to move 
away from a single-pillar design. Experience has demonstrated that the multipillar design is 
better able to deal with the multiple objectives o f  pension systems -the most important being 
poverty reduction and income smoothing- and to address more effectively the kinds o f  
economic, political, and demographic risks facing any pension system. A multipillar design is 
much more flexible and better addresses the main target groups in the population. 

The suggested multipillar pension system by the World Bank i s  composed o f  some 
combination o f  five basic elements: a) a noncontributory or “zero pillar” ( in the form o f  a 
demogrant or social pension) that provides a minimal level o f  protection, b) a “first-pillar” 
contributory system that i s  linked to varying decrees to earnings and seeks to replace some 
portion o f  income, c) a mandatory “second pillar” that i s  essentially an individual savings 
account but can be constructed in a variety o f  ways, d) voluntary “third-pillar” arrangement 
that can take many forms (individual, employer sponsored, defined benefit, defined 
contribution) but are essentially flexible and discretionary in nature, and e) informal intra- 
family or intergenerational sources o f  both financial an nonfinancial support to the elderly, 
including access to health care and housing. 

For a variety o f  reasons, a system that incorporates as many o f  these elements as possible, 
depending on the’preferences o f  individual countries as well  as the level and incidence o f  
transaction costs, can, through diversification, deliver retirement income more effectively and 
efficiently. 

Table 1 below shows the contribution rates for social security programs in a sample o f  
countries worldwide. ‘Niger’s main pension system (CNSS) has one o f  the lowest contribution 
rate in the world, however when looking at the total contribution rates (including family 
allowances and work injury) i s  quite high, particularly when comparing with other countries 
in the region, and also considering that the total does not include contribution for a health 
branch. Table 2 presents accrual rates and indexation practices in national and c iv i l  servants 
schemes in a few countries from the region. Table 3 presents some cross-country comparison 
data on retirement ages in civ i l  servants schemes. Niger’s FNR retirement age i s  l o w  when 
comparing with similar schemes in the region. 
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Table 1 appendix 5: Contribution Rates for Social Security Programs in a 
Sample of  Countries around the World 
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Table 2 appendix 5: Accrual rates and indexation for select national pension schemes4’ 
~~ 

Civil Service National scheme 
Accrual rate (YO) Indexation Accrual rate (YO) Indexation 

Niger 2.0 , Discretionary 1.33 N o  indexation 
Benin 2.0 Discretionary 1.71 Discretionary 

Botswana Defined No contributory 
contribution 

Burkina Faso 2.0 Prices 1.33 Prices 
Burundi 1.67 Discretionary 2.0 Discretionary 

Cape Verde 2.9 Wages 2.0 Discretionary 

Gabon 2.0 Discretionary 1.57 Discretionary 
Ghana a/ 2.5 (up to 20 yrs, Discretionary 2.5 (up to 20 Discretionary 

Cote D’Ivoire 2.0 Discretionary 1.7 Wages 

1.5 after) yrs, 1.5 after) 
Kenya 2.5 Discretionary Provident Fund 

Madagascar 2.0 Discretionary 2.0 Discretionary 
Mal i  2.0 Discretionary 1.67 Prices 

Mauritius 2.0 Wages Discretionary 
Senegal 2.0 Discretionary 1 .o Discretionary 

Sierra Leone a/ 2.0 Discretionary 2.0 Discretionary 
Tanzania 2.22 Discretionary 2.0 (up to 15 Discretionary 

yrs, 1.5 after) 
Togo 2.0 Wages 1.33 Prices 

Uganda 2.4 Discretionary Provident Fund 
Zambia a/ 1.8 Discretionary 1.8, Discretionary 

a/ Civi l  service and national schemes were merged for workers entering after a given date. 
Source: Palacios and Whitehouse, Civil-service Pension Schemes around the World, 2006; and Staff estimates. 

45 As o f  2004 except for Uganda, Tanzania, Sierra Leone, Ghana which are 2006. 
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Table 3 appendix 5: Age and service requirements for select African civil service pension 
schemes 

Niger 
Burkina Faso 
Cape Verde 
Cote d'Ivoire 
Ethiopia 
The Gambia 
Ghana a/ 
Kenya 
Malawi 
Mauritius 
Senegal 
Sierra Leone a/ 
South Africa 
Tanzania 
Togo 

Uganda 
Zambia a/ 

Minimum 
Age of 

Retirement 

53 

45 
55 
50 

45 (w/20 yrs service) 

55 
50 

45 (w/20 yrs 
service 

50 

Normal 
Retirement 

Age 
55 
60 
60 

55/60 
55 
60 
60 
55 
55 
60 
60 
60 
65 
60 
55 

60 
5 5  

Minimum 
Years of  
Service 

10 
10 
20 
10 
10 
15 

30 (for fill benefit) 
15 

. 15 
15 

10 
10 

a/ Civil service and national schemes were merged for workers entering after a given date. 
Source: Palacios and Whitehouse, Civil-service Pension Schemes around the World and staff 
estimates. 

Cash transfers for the elderly with l i t t l e  or no link to previous contribution or work history are 
employed in many countries to  provide income support for the elderly. It i s  useful to  have a 
measure that compares the relative size o f  social pensions across countries. Spending on 
social pensions as a share o f  GDP would be a useful indicator if countries were at a similar 
stage in their demographic transition. However, given the difference o f  the proportion o f  
elderly in each country, a better indicator i s  to  take both coverage and benefit levels into 
account in form o f  an index ( as shown in map appendix 7 above): (SPB/ POP65+) * (SPLEV 
/YCAP), where the f i rst  term i s  social pension beneficiaries, divided by population over 65 in 
the country, and the second i s  the level o f  benefit as a share o f  income per capita. The index 
i s  the product o f  the two terms and would be equal to 1 if all elderly were covered and 
received a benefit equivalent at the income per capita o f  the country in question. The Map 
below illustrates the social pensions in the world, following this index. Table 4 presents some 
detailed information for a few countries with the highest impact o f  social pensions. 
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Map appendix 5: Social Pensions in the World 

* -  

Impact Index: recipients as % of 65+ pop, multiplied by benefit as % of income per capita 
("All others" indicates countries with non-axistent social pensions, or no information) 
0.001 to 0.021 
0.021 to 0.300 

0 All Others 

Source: Palacios and Sluchynsb, 2006 

A relatively recent study on ageing and poverty in Africa (Kakwani, and Subbarao, 2005), 
finds that, when defined by household structure, the elderly only, elderly with children, and 
the elderly-headed households are poorer than others in most o f  the sample countries o f  the 
study. The findings suggest that even in those countries where certain categories o f  the elderly 
happen to be at a higher risk o f  poverty, the case for an universal social pension for all o f  the 
elderly i s  weak both on welfare grounds, and on considerations o f  fiscal affordability. A 
universal social pension for all o f  the elderly above 65 years o f  age for a quite representative 
country in the region would cost about 2 percent o f  GDP, a level comparable to, or higher 
than, the current levels o f  spending on health care. Increasing the age cut-off to 70+ or 75+ 
might lower costs, but few would be eligible for the pension, and it would have l i t t le  impact 
on poverty reduction at the national level. The same study finds, however, that ther i s  a case 
for a non-contributory social pension to some o f  the elderly in all countries (restricting the 
eligibility to the poor among the elderly). 

The traditional safety net o f  the extended family i s  increasingly becoming ineffective and 
unreliable for the elderly, In fact, some o f  the elderly have become prime earning members 
for families andor caregivers for grandchildren, either because prime age adults have died (or 
sick or dying) or migrated. However, the economic and welfare consequences o f  the growing 
burden on the elderly in Sub Saharan countries have not been systematically analyzed from 
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the perspective of the ro le  of appropriate social protect ion instruments. Th is  i s  very  m u c h  
needed. 
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