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A STUDY ON SOCIAL SECURITY

1 Introduction: The Need For Social Protection
In a world of stupendous technologicd and medical advances, socid protection has become
mankind's pre-occupation due to the vagaries of life. Well before the advent of Europeans, and
the rise of modern dates, traditional African societies redlized the need to put in place measures
to cater for the mgor contingencies through collective security and mutua help to one another.
Until recently, the extended family was the inditution in Ghanaian communities that provided
social and economic support to various family members a the appropriate times of need.
Treditiondly, the family was the criticd focus in the provison of support when members
become old and are threstened by economic deprivation, disability, and socid isolation. In
appropriate cases, the community as a whole provided the socid net for those aged without a
family.
In fact, it was legend that traditiond extended family practices transcended socio-economic
protection to offering psychologicd ability and mord upliftment. In contemporary times and
epecidly with the dedline of the extended family, there is a gradud shift away from primary
reliance on the extended family towards dependence on more semi-formdly inditutiondized
socid security systems. The pressures crested by the promotion of economic growth and socid
mobility together with the severe resource condraints confronting traditional systems, ae dl
putting srains on the extended family as an effective cohesive unit that provides income security
for the aged and the disabled, care for the sck and unemployed members of the family, the new
born child and the mother, the orphan and even the complete stranger.
The breskdown in traditiond socia protection schemes has been compounded by the new
economic order in the 1980s based on market-led drategies to economic growth. The main
thrusts of the new economic order that have affected the level of socid protection include the
following:
. Minimdig dae intevention in economic activity with policies of deregulation and
divedtiture of state-owned enterprises,
. Stabilization and structura adjustment policies,
. Liberdization of both domestic and foreign trade that entailed removal of price and



digtribution controls by franchise,

. Removd of subgdies under incomes reform to reward performance consgent with
dlocative efficency policies and cod-effectiveness in the production and deivery of
goods and services, especialy those produced by the public sector,

. Exit policies such as redeployment/retrenchment in the public sector, wage redrant,
revison and transfer payments.

2 M acr oeconomic Environment And The Engendered Social Protection Needs

The implementation of the economic policy reforms outlined above have undoubtedly reversed

the earlier years of economic decay. Although the economy sruggled with chronic inflation over

the 1996-2001 period, economic growth was podtive through out. However, when population
increase of 2.6% per annum is netted againgt the average 4.3% GDP growth rate, per cpita GDP
growth becomes margina. Table 1 shows the trends in GDP growth, inflation and exchange rate

between 1996 and 2001.

Tablel Trends In Red GDP Growth Rates, Inflation And Exchange Rate: 1996-2001
Y ear Projected Redlized Inflation | Actud Rate | Cedi/Dollar Rate of
Red GDP GDP Target% Inflation % Exch. Rate | Depreciation

1996 | 5 46 20 266 1740.00 20.33
1997 55 4.2 15 27.9 2250.00 22.70
1998 5.6 4.6 9.5 15.7 2346.00 4.10
1999 55 4.6 9.5 13.8 3500.7 49.22
2000 5 3.7 125 40.5 6886.8 96.73
2001 4 4.2 25 21.3 7100 3.1

Source: Government Budget Statements And Statistical Service Monthly Newdetter, Various
| ssues.

The inadequacy of incomes was compounded by intractable high rates of inflation and exchange
rate depreciation so that those on fixed incomes, particularly pensoners, have become worse off.
For example, dthough inflation was brought down from its highest ever leved of 123% in 1983 to
10% by end of 1992, it neverthdess remaned intractable. Indeed, inflation, coupled with the
deady decline of the cedi/dollar rate, which reverberates through the economy, has ever since
been the bane of workers. Thus, the duggish per capita growth tends to cause Ghanaian workers

to fed less wel off as time goes by. This is worse for retired workers. Consequently, the



emergent economic order has brought with it new socia demands.

Although the economic reforms appeared to have yielded postive results as the declining trends
observed in key macroeconomic varigbles prior to its inception have been arrested, indications
are that poverty levels, whether by means test or needs test, are ill a mgor problem. In Ghana
Poverty Reduction Strategy 2002 - 2004, it is reported that though overdl poverty level has
continued to fdl snce 1992 from 51.7% to 39.5% with extreme poverty faling from 36.5% to
26.8% by the end of 1999, “these figures mask incidents of growing and deepening poverty and
evidence of intengfication of vulnerability and excluson among some groups and in some aress,
epecidly in the north of the country and the Centra Region”. This is moreso when we note that
market principles are the over-riding thrust of Ghana's growth drategy. Indeed, the actions of
the socid matrix and poverty sudies tend to suggest that, paradoxicaly, while the economy is
sad to be growing, the high level of poverty is due to the socid cods of adjusment and failure
of the anticipated trickle-down effect of the redlized economic growth. The reduction of human
employment in the public sector and the privatized industries under the exit policy of SAP has
meant that income security has become a mgor concern of Ghanaians. Moreover, there is no
clear cut expogtion of policy as to what Government proposes to do with the large amount of
labour that has become unemployed and the large number of young people who are hopeful of
employment and on the threshold from the point of view of age The current Government's
declaration of the Golden Age Of Business with the private sector as the engine of growth to
absorb the retrenched and the maturing labour lacks conviction as it is not backed by pragmatic
programmes. The private sector is not growing to accommodate the exit policy of market-based
programmes. Paradoxicaly, the informa sector, the most vulnerable sector with dedlining socid
protection capacity, isthe only growing sector of the economy asthe outlet for survival.

Indicetions are that, with the economic reforms, especidly under the exit policies in privatization
of State-Owned Enterprises and retrenchment in the public sector, some breadwinners of the
family log ther income-generating activities, and as a result, their income security. Moreover,
subsdies, which hitheto could be regaded as socid protection measures, are being
progressvely removed on dl goods and sarvices including utilities. Indeed, in some ingtances,
taxes have been levied on commodities. The notable ones are the taxes on petroleum products.
Thesg, invariably, have led to very high cods of living for mogt Ghanaians.

Consequently, the policies under the new economic order have increased the need for socid
protection both indirectly by ther effects, and directly by the withdrawa of socid protection



measures such as subsdies, and price controls. It must be emphasized that whilg the traditiond
socid protection schemes were fagt breaking down, those in the forma sector who could provide
the sop gap messures were increasingly threatened by the new economic order with
retrenchment/downsizing or right szing policies. In an editoria captioned STANDING UP FOR
THE FAMILY, The Mirror of November 16, 2002 hasthis to say:

In recent times a lot has been reported in both the print and eectronic media about

the increesng fragmentation of the Ghanaian family...Undenadly, the family in

al societies and cultures plays a key role in the development of individuas who

conditute the human resource base of the country. It provides the necessary

environment where children can be nurtured in love, friendship and discipline.

Admittedly, current economic pressures are making it imperative for both parents

to work outside their homes from dawn to dusk, thereby leaving children to their

own devices with virtudly no adult supervison.... In days gone by parents, grand

parents, aunts and other extended family members provided good childcare

practices but today even grandmothers are trying to eke out aliving.
It must be emphasized tha family and community arangements that traditionaly provided for
old people and the poor are under threat as well. These traditiona support networks appear to be
weskening with the contemporary market- based approach to economic development world-wide
0 that forma retirement programs will become increasngly important. Any economic System
that relies heavily on markets needs ways of providing for the people that cannot participate in
the markets, especidly labour market. In this case, Ghana has to evolve suitable socia security
schemes to protect the unmarketable people of the nation. But the question is what is aready
available by way of socid protection? The chalenge is to try to make SSNIT more responsive to
its mandate and aso to develop other forma systems of retirement income without accelerating
the decline in informa support systems and without shifting more responghility to government
than it can handle.
Some of the socid protection needs engendered are those of unemployment contingencies,
housng, hedth care and the disruption of the traditiond collective socid protection €£hemes that
could take care of the aged, disabled, the sick, new born babies and their mothers, the orphan and
the unemployed. Indeed, indications are that, even in the cases where some formad socid
insurance schemes exis, benefits provided are grosdy inadequate. For ingtance, it is lamentable
that the pension provided by SSNIT to a large number of beneficiaries is only ¢50,000 per month



per beneficiary. Consequently, the emergent economic order has aggravated the socid protection
needs.

The socid protection issues raised ae not peculiar to Ghana, dthough they have been
compounded by macroeconomic indability. World trends suggest that socid indability is
noticeable in dl developing countries pursuing structurd adjusment policies and dl societies in
trangtion generdly. Indeed, the world trend has shown that there is consderable concern about
socid protection, especidly penson and retirement issues, even in the developed countries. It is
generdly known that old age security systems are n trouble around the world due, in large part,
to declining birth rates and increased longevity. This means fewer potentid contributors and
greater numbers of beneficiaries will be dependent over longer periods on the benefits. This
problem is particularly acute for unfunded programmes such as Ghana's CAP 30 and the defunct
End of Service Benefits. As the population ages, forma pension programmes come under srain
that can lead to increased cods, higher taxes and contribution rates. These pressures can limit
private sector growth as the engine of growth in the market-led paradigm to development.
Another way of deding with the demogrephic pressure is to reduce benefits, an implicit
recognition that penson sysems ability to protect the old is declining. The trend seems to be
accderating everywhere.  In indudrialised countries, those over- 60 years of age aready account
for 20% of the population, compared with around 10% only fifty years ago. The 2000
population Census shows that Ghand's percentage of over-60s is just around 5% but as in other
countries, it is steedily growing.

The trend in Ghana is therefore no exception. Table 2 shows payments and receipts associated
with SSNIT's pensoners and contributors.  While the number of persons and the amount of
payments has grown in each category over the years in the Table, there are some dgns for
concan.  The number of pensoners is Hill rdaivey smdl but its reaion to the number of
contributors is changing: in 1996, there were 31 contributors for every pensioner; in 2000 that
raio has declined to 21 contributors for each pensoner. This is worrisome partticularly since
SSNIT may be reaching its limit of contribution in the forma sector. How many more workers
ae there in the forma sector without SSNIT coverage? Meanwhile, the number of pensoners
deadily increases. There is much talk about the informa sector; SSNIT has managed to cover
about 5000 persons but they are a hard sdl. The pension payments reported in the Table are not
purdy retirement payments, they include invdidity payments as wdl, reflecting SSNIT's
multiple rolesin the areaof Socid Security.



Table 2 Contributions And Payments To SSNIT Fund

Thousands Of Persons At Year End Billions Of Cedis Recaived/Paid In The Y ear

Pensioners Contributors Contributions Received** Pensions Paid*
1996 22 677 170 13
1997 27 722 211 22
1998 31 767 235 31
1999 36 808 373 44
2000 41 851 459 68

Source: SSNIT, Annua Reports

* These payment totals include invdidity payments but do not include death and survivors
payments

** The amounts listed represent cash payments received, not including contributionsin arrears
Furthermore, in low-income adjusting countries such as Ghana, where forma employment
growth has been dower than the growth of the labour force, generd retirement problems are
magnified because of the limited means of the economy to provide for the aged. The 2000
Population Census and SSNIT data suggest that dthough Ghand's population is increesing, more
and more people are deprived of socid protection.  While the increasing trend in the labour force
continued into the new millennium, forma sector employment and the contribution to SSNIT has
declined persgtently from 10.7% of the economicaly active population in 1997 to 9.3% in 2001.
If the present mediocre performance of the economy continues with an annua average red GDP
growth rate of about 4%, then contributions to SSNIT Fund are a a peril with disastrous
consequences for socid protection, both in the forma sector and adso with traditiona extended
families. Table3 shows trends in the population, active labour force and contributors to SSNIT
Fund.

Table3 Trends In Population, Economicaly Active Population And Contributors To SSNIT

Year | Population Economicdly SSNIT Active | Percentage Of SSNIT's

1997 17087037 7754295 726167 10
1998 17525042 7953067 767155 10.4
1999 17980693 8159847 788540 9.7
2000 18845265 8552200 790778 9.3
2001 19335242 8774557 794220 9.3

Source: SSNIT, 2002, Medium Term Strategic Plan: 2002 -2006, Accra, May 2002
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3 The Resear ch Issues And Resear ch Method

As a now, there are three main retirement schemes namely the recently resurrected End of
Service Benefits, CAP 30 and the SSNIT Fund. As we demondtrate shortly, besides the SSNIT
Fund, the other two are virtudly unfunded schemes with implications for sudanability. The
Government of Ghana does not have the means to take on pension obligations thet are not funded
for its ctizens. Nether have long-term savings pools developed because of persstent macro-
economic ingability. Within the framework of the new economic order, these weaknesses and
increedng privatization contributed to the freezing of ESB in 1990. The macroeconomic
conditions that caused this payment criss continued, and in some cases have worsened. Other
key economic indicators, like total debt compared to GDP, the fiscal deficit, and the current
account deficit, make it clear that the government lacks the means to commit funds for pension
purposes. A fiscd deficit in 2001 of 28 trillion Cedis increased tota national debt to
goproximately 62 trillion Cedis which is about 160% of 2001's GDP of 38 trillion Cedis, clearly
a ratio that cannot be prudently sustained, let aone increased. Moreover, around 40% of the
current revenue budget relies on funds from donors.

Accordingly, efforts have to be made to provide effective socid security to a larger number of
people than presently exists. But there is a long way to go to make SSNIT a true nationd
penson provider and an effective source of long-term capita for productive investment in the
economy. It is againg this background tha this study, a the instance of the Trades Union
Congress of Ghana with assstance provided by Friedrich Ebert Stiftung, seeks to provide insght
into socid security and pensions ddlivery in Ghana. In particular, TUC has expressed concern at
the apparent mis-management of contribution to the Socid Security and Nationa Insurance Trust
and has noted that this does not only make the benefits under the Scheme inadequate but more
importantly, puts the sudtainability of the SSNIT Scheme into question. Consequently, the
purpose of this study is to asss TUC make an informed contribution to the nationd didogue on
penson reforms towards the review of the Socid Security Law to edtablishing an effective
framework for the development of socid insurance long-term savings plans in Ghana  The man

activities under review according to our Terms of Reference are:

. Conduct a compadive asessment of vaious socid security systems  highlighting
particularly best practices
. Investigate the law and practice of socid security in Ghana in reldion to best practices



elsawhere s0 asto bring to the fore the following issues:
-Ownership and control of SSNIT
-Membership of SSNIT Board
-Impact of the Oath of Secrecy sworn by workers representatives on SSNIT Board
-Investment Standards of SSNIT
. Determine whether there could be additiona benefits under the SSNIT Scheme
. Make recommendations for a revised sysem of socid security in Ghana, which is

supported by legidation, collective bargaining and trade union policy.

Officid information and figures as published and provided by SSNIT are used to do the andysis.
This is supplemented by informa interviews hed with members of the SSNIT Boad, key
officids of SSNIT and officids of the TUC. Secondary information on best practices is dso
examined with emphasis on the Chilean experience as the acclaimed model in town.
4 The Social Security and National Insurance Trust - SSNIT
For purposes of completeness, we examine the mgor provisons of the legidation that were in
force before the passage of PNDC Law 247 that has made the SSNIT Scheme a pension scheme.
We think this is necessary if we are to find best practices over the years as a way of blending
these with best practices across countries.
Although severd atempts were made a providing socid security to the Ghanaian worker, the
first encompassing scheme was to be found in the passage of NRCD 127 in November 1972 to
rectify some of the shortcomings of the 1965 Parliamentary Act 279. NRCD 127 edtablished a
body corporate, the Socid Security and Nationa Insurance Trust (SSNIT) as an independent
body to administer socia security schemes in Ghana.  The socid security scheme that emerged
with SSNIT was essentidly a Provident Fund Scheme under which lump sum benefits were pad
to beneficiaries. In terms of coverage, Act 279 of 1965 and as amended by NRCD 127 of 1972
provided for compulsory coverage for workers in establishments that employ a least five
workers. An establishment with less than five employees had the option to join the scheme, but
there was no compuson. However, the following categories of workers, dthough they
employed more than five persons, were exempt by law from joining the scheme;

a). members of the Armed Forces, the Police Service and the Prison Service,

b). foregnersin the diplomatic missons, and

C). senior members of the universties and research inditutions.



The Provident Fund Scheme operated by SSNIT had a superannuation benefit and five direct
benefits to cater for the following contingencies:

1. sickness,

2. invdidity;

3. death/survivor's

4. emigration; and

5. unemployment.
Although ILO Convention 102 of 1952 required that countries provide nine minimum standards
of socia security or contingencies, Ghana's provident fund scheme provided only five, as listed
above. Indeed, the ILO’s concept of socia security has as its working definition,

the protection which society provides its members, through a series of public measures,
againg the economic and socia distress that otherwise would be caused by the stoppage
or subgantid reduction of eanings resulting from dckness maternity, employment
injury, unemployment, invaidity, old-age, and degth; the provison of medicd care; and
the provison of subsidies for families with children.

Thus, four other contingencies mentioned among the nine ILO Convention 102 as minimum

dandards of socid protection are not provided for by the Provident Fund Socid Security

Scheme. These are:

. medica care (of acurative or preventive nature)

. employment injury benefit

. family benefit, and

. maternity benefit.

It is important to emphasize a fundamentad point here that gpat from sckness and
unemployment benefits, in the cases of dl other contingencies that were provided under the
defunct provident fund scheme, beneficiaries receved a lump sum payment made up of ther
actud contributions plus 3% compound interest rete.

4.1  TheThrust of the Social Security Law, 1991: PNDC Law 247
In February 1991, the PNDC Government repealed NRCD 127, and replaced it with PNDC Law
247, captioned "Socid Security Law, 1991". PNDC Law 247 was an atempt to redress some of
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the mgjor defects of the defunct Provident Fund Scheme. In this respect, the main thrugt of Law
247 is that the socid security system in Ghana has been converted from the payment of lump
sum benefits into a pensgon scheme under which periodic monthly payments are to be made to
members until their death. Unlike its antecedent scheme', the 1991 Sociad Security Scheme is
founded on insurance principles by which there is an dement of socid solidarity with pooling of

resources to meet certain contingencies. It dso involves inter-generationd transfer of resources.

4.2  Coverage Under PNDC Law 247

Under Law 247, coverage is more encompassing than obtained under the NRCD 127. Law 247
provides that the scheme is open to al classes of employees, both in the formd and informd
sectors of the economy. Unlike provisons in NRCD 127, which exempted enterprises with less
than 5 employees from coverage, the scheme under Law 247 covers even the "sdf-employed
persons, who opt to join the scheme'. Workers and employers who were members of the defunct
Provident Fund Scheme became automatic members of the 1991 Socia Security Scheme.
Smilaly, beneficiaries bedow 60 years who recaved lump sum amounts under the Provident
Fund Scheme were dso given the option to pay back these amounts plus some interest to quaify
for benefits under the new penson scheme. The scheme does not, however, cover "officers and
men of the Armed Forces and other officers as are expresdy exempted by Law". As we will see
later, these categories are provided for under the 1946 Pensons Ordinance, popularly known as
CAP 30. Others have equaly been exempted as per the Police Service Penson Law 1985
(PNDCL 126); the Lega Service Public Oficer Pensons Amendment Law 1986 (PNDCL 165)
and Prisons Service Penson Law, 1987 (PNDCL 168). To these categories of public sector
workers, pension is non-contributory with defined benefits under CAP 30.

The Socid Security Scheme under PNDC Law 247 is to be sdf-financding and sdf-sudtaning
through the contributions of members. The rates of contribution remained as was under the
defunct scheme, i.e, employee and employer contributing 5% and 12.5% respectively of the
employegs basc monthly sdary. In the case of a sdf-employed person, such a member must
contribute 17.5% of his or her monthly earnings. Whereas the employer was enjoined by law to

! Literdly, as it exiged, the Provident Fund Scheme was nothing but a compulsory savings
account with a 3% compound rate of interest that did not give red rates of returns b the funds
saved. By this, payments made out by the Fund were essantidly from the beneficiaries own
savings This and other factors engendered disstisfaction among the rank and file of unionized
labour to call for the eventud conversion of the Scheme into a pension schemein 1991.

1



remit within fourteen days a the end of each month the contributions of workers, flexibility is
provided for the sdf-employed to determine the period or periods of payment. This is
paticulaly s0 in the case of sdf-employed persons with seasond incomes. A pendty sum equd
to 3% per month of the "contribution payable' is levied when contributions are not paid within
the prescribed or conceded period.
Whilst the defunct Provident Fund Scheme made provisons for 5 contingencies, the benefits to
be provided under PNDC Law 247 are only three. These are:

1. superannuation pension;

2. desth/survivors benefits, and

3. invdidity benfits.
Essentidly, despite the fact that market mechanism as growth milieu poses more thrests to socid
security, Law 247 has fdlen short not only of ILO Convention 102 on minimum standards of
socid protection, but more fundamentaly, it has reduced the number of benefits provided for
under the defunct Provident Fund Scheme from 5to 3.
The important question, which we shdl return to in due course, is whether a sdf-financing socid
security scheme, with inter-generational contracts such as is being operated by SSNIT, can cater
for other contingencies including housng without deraling the scheme In the interim, we
examine the qudifying conditions of the benefits dipulated under old age, desth/survivors and
invaidity.
OLD AGE
To qudify for old age full penson payment, a worker should have contributed to the scheme for
a leest 240 months, i.e. 20 years, and should have attained ether the voluntary age of 55 or
compulsory retiring age of 60. However, any person who has worked as an underground mine
worker or in sed works or in such hazardous employment for an aggregate period of 240
months or more qudifiesfor full penson a age 55.
The minimum pengon payable is 50% of the average of the 3 best years dary for a minimum
contribution period of 240 months. For any additiond month served after the 240 months, a
worker earns a pension right of 0.125%, i.e. 1.5% for every 12 months in addition to the 50%
dat off. Thus, a worker can theoreticdly earn up to 80% pension when he shal have worked
and contributed to the scheme for 40 years.
All other persons who opt to retire at age 55 or before 60 years are entitled to a reduced pension.
That is, voluntary retirement is possble from age 55, with a reduced penson computed as a



percentage of the full pension, depending on the age of the beneficiary as follows. age 55, 60%;
56, 67.5%; 57, 75.0%; 58, 82.5%; 59, 90.0%. Thus, a reduced pension is caculated as 60% of a
full penson plus 7.75% for any additiond year served until the age 59 when the reduced pension
would have worked out to 90% of the full penson. While the pension is pad monthly, one may
opt to collect an advance payment, 25% of his 12 years penson in a lump sum and subsequently
be on a reduced penson. However, if a contributor were not able to work up to 240 months
before he retires ether voluntarily or compulsorily, he would be entitted to receive his actud
contribution plus interest a hdf the prevalling Government Treasury Bill Rate. In this latter case,
the scheme reverts to a compulsory saving mechanism without the capacity to earn the full rate
of return as persons who by themsdves have invested in treasury hbills or other high yidding
assets.

DEATH/ SURVIVORS

With regard to survivors bendfit, if a contributor dies while ill a member, his dependants
qudify for a lump sum of the earned penson. When a member contributes to the Fund for 240
months before dying, a lump sum equa to the vaue of his penson for 12 years shdl be pad to
his survivors. If a member dies without having contributed to the fund for 240 months, the
payment to his survivors will be his proportiond pension for a period of twelve years. Where a
member who has retired dies before he is 72, his survivors will be pad in lump sum the
unexpired pension up to age 72.

INVALIDITY PENSION

To qudify for invalidity penson, a member shdl have contributed to the Fund for 12 months
within the last 36 months before becoming invdid. In addition, the member should have been
catified permanently invaid and incgpable of gainful employment by a medicd board induding
amedica practitioner appointed by SSNIT.

5 The National Pension Scheme- CAP 30

Although the SSNIT scheme is the basc Nationd penson scheme for dl Ghanaans, it is only so
in name as there is a pardld penson scheme that applies to some public sector employees.
Known as CAP 30, it pre-dates any exising socid security scheme and derives its name from
Chapter 30 of the Penson Ordinance of 1946. This Pension Ordinance served & the * pension
right” for pensonable officers in the Civil Service and the Armed Forces until the promulgation
and coming into force of the Penson and Socid Security Amendment Decree 1975 (SMCD 8),
and the subsequently PNDC Law 247. CAP 30 has presumably been closed to new entrants from
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1 January 1972. However, the Decree provided an option to persons who, on January 1, 1972
became members of the Socid Security Fund and who immediately before that date had a
pensonable office in the Public Service to either remain under the national penson of Cap 30 or
join the SSNIT Provident Fund as it was before conversion to a penson scheme under PNDC
Law 247. Indeed, the 1975 Decree provided that should persons fail to exercise the option within
the time dlowed under the enactment, they would be deemed to have opted to remain under the
Socid Security Scheme. Once the option was exercised, it could not be revoked.

While this provison meant that fewer people would remain on Cap 30 as the years go by, laer
events indicated that more people reverted to CAP 30 and this scheme runs alongside the SSNIT
Scheme. This was made possble when the Pensons and Socid Security (Amendment) Decree,
1978 (SMCD 178) was passed. In addition, the Police Service and Prison Service have reverted
to the Cap 30 Scheme with the promulgation of the Police Service (Pension) Law, 1985 (PNDCL
126) and the Prison Service (Pensions) Law, 1987 (PNDCL 168). Both enactments require that
al amounts paid by members as contributions toward the SSNIT Social Security Fund should be
refunded to the contributors concerned.

Although CAP 30 Penson Scheme was edtablished as noncontributory with defined benefits,
subsequent amendments have made it contributory to civil servants and teachers who are dill
covered by it. Such members contribute 5% of their pre-tax sday, which is nevertheess not
saved but recycled into the Consolidated Fund. However, it is sill a non-contributory plan for
the armed forces, the police, and the prisons services. These employees take home dl of ther
earnings, no deductions for penson coverage. Other features of CAP 30 that are superior to
those of SSNIT and are very contentious are:

. 10 yearsfor full retirement vs. 20 at SSNIT;

. 70% of final salary compared to 50% of average of three highest years sdlary at SSNIT

. CAP 30 pension payments are indexed annually to current sdlary scales.

In the SSNIT scheme, there is the theoreticad possibility that the pension right can be increased to
80% since any additional year served after 20 years earns a pension right of 1.5%. At this rate, a
person must work for 40 years or 480 months to earn an 80% penson right. That is, such a
beneficiary must have dtarted contributing to the Fund at age 20, until he retires compulsorily at
age 60. Appendix One shows the main features of CAP 30 and the SSNIT Scheme. Clearly,
retirement benefits under CAP 30 are undoubtedly better than those under the SSNIT scheme,

which is why those who can keep themselves in the plan do so, and others outside it are
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fighting to get on it. The problem is not only that there is great dissatisfaction among those
workers who do not enjoy the superior coverage of CAP 30; it is dso that the largely unfunded
nature of the plan is a drain on generd revenue. This is more so when it is noted that even for
those who make the 5% contribution, the funds are not available as long term saving for further
productive purpose that would promote employment to increasing union membership. On a
cautionary note, dthough the conditions under the CAP 30 Penson Scheme are more relaxed
than those of SSNIT, it must be emphasized that a worker who is dismissed from the Public
Sarvice loses dl penson rights. On the other hand, contributions to SSNIT are portable, unlike
the regtrictive character of CAP 30.

The generd scenario is that, socia security as it exidts today in Ghana, had been developed on a
piece med bass for different target groups. It lacks coheson or overdl design. Not surprisngly,
those who are not under CAP 30 are fighting to get on it or trying to make SSNIT conditions
identifigble with the largely advantageous benefits of CAP 30. As a matter of policy, it is
advissble that dl these different schemes should be rationdized and subdituted by a
comprehensive sysem of socid security, which provides protection againgt socid risks to dl the
people according to their datus. There is no judification for two teachers to have gone through
the immiserizing process of life with one having to enjoy better after service conditions. Injustice
prevails when equas are treated unequaly. What is prudent is that the disadvantaged person
should be brought up but not for the advantaged person to be brought down: it is not
acceptable in Pareto optimal relations or labour relations that conditions of service could be

made worse.

6 SSNIT Ownership Status and Policy Formulation

In an attempt to establish the ownership status of SSNIT, we look at the persons who provide the
funds and who are eventudly held liable or who would suffer losses in the event of collgpse of
the SSNIT Fund. Ultimately, the true owners of the SSNIT Fund are workers of al categories on
whose behaf money is paid as under Section 20 of PNDC Law 2472, For these workers, Section
19 of PNDC Law 247 provides that, “ The Board shdl cause to be maintained for each member
an account to which shal be credited al contributions” In fact, in antecedent legidation to
PNDC Law 247, the Socid Security Regulations, 1973 (L.I. 818), Regulations 20 and 21

2 In redity, the funds belong to the employers who contribute 1249 and the workers who
contribute 5%
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expliatly provide that;

The Trug shdl mantan in respect of each member a record of
contributions paid by or on behdf of the member plus interest and less any
benefits and other authorized deductions’ and that “The Trugt a the end
of each year, shdl furnish to the employer of each member and the
employer shdl tranamit to the member an annud daiement showing the
accumulation in the Fund at the credit of the member.
Consequently, there is both financid and legd basis for asserting that the SSNIT Fund is a
private fund with Government implictly assuming cudtodid responghility. All - expenditures
incurred in “the direction of the day-to-day business of the Trugt and of its adminidration” are
charged to members contributions as provided in Section 18 of PNDC Law 247 Emphéticdly,
the workers whose money is held in the SSNIT Fund are responsble for the total costs of
adminigering the scheme. Government resources or public funds are not used to administer the
Fund; whatever money Government pays to the Fund is in its capacity as employer of specified
employees just as any employer such as Ashanti Gold fields, Volta Aluminium Company, Volta
River Authority, Lever Brothers or indeed any of the 20-odd companies lised on the Ghana
Stock Exchange as wdl as dl unliged enterprises and the informa sector sdlf-employed. The
Law even indemnifies the members of the Board under Section 33 of Law 247, which states that;
No suit or other legd proceedings shdl be againgt any member of the Board, or
any officer or employee of the Trug in respect of anything, which is done in good
faith in pursuit of the objectives of this Law.

That is, the losses made by SSNIT are borne by the contributors to the SSNIT Fund. Ownership
of the SSNIT Fund, therefore, resides solely with these contributors who carry the risk and
entrust their funds into the hands of the management of SSNIT. That the Miniser of Finance
should approve dl expenses is only a means to ensure the checks and baances implicit in
Government’s cugtodiad role and to exact accountability from the Board so that contributors
funds are protected! It is unfortunate that this custodid role has been exdted into ownership of
the funds.

However, discussons with workers, employers, and employees of SSNIT have tended to siggest
that the ownership status of the SSNIT FUND is not clear. In one vein, SSNIT management
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itsedf has professed that the SSNIT FUND s privatdy owned as it is funded by contributors who
are private persons. And yet, the operationa practices of SSNIT management have shown that
the FUND belongs more to Government than to the contributors. A clear practicd demondration
of management confusion is tha SSNIT management has regisered severd of ther vehicles as
govenment propety with GV REGISTRATION. Thus if government vehides ae
commandeered for national assgnments, SSNIT vehicles and other property would aso be
commandeered. Such was the case during national dections, when SSNIT vehicles and other
property were run down at cost to contributors. In fact, that Government has taken SSNIT as part
of Government property was shown in Government's divedtiture of the then Socid Security
Bank regigered in 1977 under the Companies Code as a private banking inditution wholly
owned by the Socia Security and National Insurance Trust.

From hindgght, one of the over-riding factors that led workers to request for change from the
Provident Fund Scheme to the PNDC Law 247 is politicd interference in the management of the
defunct fund. Under the defunct scheme, investment policy of the fund was determined by
government when it was required that funds should only be invested in government stocks a a 6
per cent rate of return. Consequently, the funds provided a chegp source of income for
government in finandng its budget deficit, to the disadvantage of the true owners of the Fund.
This conception (or is it mis-conception?) has been carried over to recent management practices
of the Fund that SSNIT FUND is part of the public purse and can be used as such. It would be
necessary for Government to clarify its podtion on this so that workers confidence can be
restored in SSNIT as a credible pension scheme.

In terms of policy formulaion, the SSNIT Board is to be in control of Genera Policy.
Specificdly, Section 8 (1) of PNDCL 247 states that;
“The Board shdl, subject to the provisons of this Law have generd control of the funds
and investments of the Scheme and the management of the Trust on maiters of policy”.
The composition of the Board is asfollows.
-a chairman and three persons gppointed by Government
-arepresentative of the Ministry of Finance
-arepresentative of the Bank of Ghana
-arepresentative of the Ministry responsible for labour
-aperson appointed by the Director-Generd of SSNIT
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-two representatives nominated by the TUC

-arepresentative nominated by the Civil Servants Association

-arepresentative nominated by GNAT

-two representatives nominated by the Employers association of Ghana
In dl, the Board of Directors, which is tripartite in nature and comprises representatives of
workers, employers and Government, is made of 14 members. Although the compostion of the
Board has taken into account the tripartite character to cater for al vested interests, the weight is
unduly asymmetric in favour of the Government. Representations from the government number
up to EIGHT, out of a totd membership of 14. That is, the BUREAUCRACY has a least
graightforward 57% strength on the Board so that in case where policy issues are to be decided
on the bass of smple mgority, Government policy designs will dways cary the day. In
practice, therefore, SSNIT FUND is a privatdy funded scheme run predominantly by
Government. This dominant postion of Government on SSNIT Board is what has generated the
erroneous impression that SSNIT is part of the Public Sector and must therefore be privatized.
By Section 8 (5) of Law 247, the Director Genera as the Chief Executive of the Trust is charged
with the direction of the day-to-day business of the Trust and of its adminigtration, subject to the
general control of the Board on matters of policy. The Director Generd is assisted by three
deputies who head three functiond areas Operations, Finance and Adminidration; these are
further subdivided into depatments that teke into condderation sSmilarities of functions.
Essentidly, however, find respongbility lies with the Director Generd as the Chief Executive of
the Trugt.

Now, what is intriguing about the office of the Director-Generd is its implied political character.
The Director-Generd is in a unique podtion as a Government representetive on a Board that is
dominated by Bureaucratic representation. Since he is appointed by the Government, he owes his
podtion and loydty to government interests.  Consequently, he would represent Bureaucratic
interests more than the interests of the Trud, especidly in 0 far as the private owners of the
FUND are under-represented on the Board and cannot make any appreciable impact on palicy if
they should decide to disagree with policies initiated by Bureaucratic representation. In fact,
discussions with former and current members of the Board reveded that government had tended
to use SSNIT Funds for dl purposes that compromised the viability of the Scheme. While some
members of the Board fdt bad about such flagrant Government abuse and misuse of SSNIT
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Funds, they fdt impotent to raise any queries to cdl Government to order. At worst, members
made excuses and absented themsdlves from Board meetings so as not to be party to such
decisons.

If Government is to gppoint the Chief Executive of the Trudt, which is a privately owned penson
scheme without government subvention or financia support of any kind, then it stands to reason
that some checks and balances must be indituted to prevent temptation by Government to use the
FUND to promote bureaucratic interests. If the Bureaucracy is to appoint the Director Generd,
then its representation on the Board should be reduced to a minority position.

In this direction, it may be necessary to take a second look at the composition of the Board and to
prune it down to ELEVEN. This will mean reducing representation from the Government.
Minigtry of Finance and Bank of Ghand's role appears to be overlapping. In any case, Bank of
Ghana is the overseer of the financid sector and has sufficient supervisory authority without
active representation on the Board of the Trust. Bank of Ghana is not represented on most other
financid inditutions, some of which even have more risky and voldile lidbilities and assets
gructure than SSNIT. Therefore, representation by the Bank of Ghana can be diminated. On the
other hand, the Bank is less paliticd than the Ministry. So the Ministry may be the one to go.
Similarly, the FOUR persons gppointed by Government, including the Chairman, can be reduced
to a Chairman and one other person. Thus, the total membership reduces to ELEVEN. It must be
emphaszed tha this will ental effidency gans in management and reduce temptatiion by
Government to use the SSNIT’ s resources as public funds.

We do not only cal for a reduction in Government representation on the SSNIT Board. We
would aso advocate for a more fundamental change in terms of cdibre of Board membership.
The Fund requires experts who can make informed decisons on invetments before they are
undertaken. This is particularly important for representations on the Board made by the various
contributors to the SSNIT Fund. Their interest is paramount and it is they who must ensure that
the funds ae managed efficiently to give maximum yied. It is therefore recommended tha
representatives from GNAT, TUC and Civil Servants Associaion should be people who have the
requiste expertise to ensure efficient management of SSNIT Funds. It should be possble for
these interest groups to engage experts to represent them on the Board if qudified personnd
could not be found amongst ther members. This will mean that gpat from coming from a
paticular condituency, additional digibility criteria; which would be sendtive to SSNIT's
business, should be introduced into qudification for Board Membership.
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7 Investment Portfolio of SSNIT

Like al funded penson schemes dsewhere, large amounts of surplus funds are accumulated that
need to be invested. With the SSNIT Scheme under Law 247, investment policy is expected to be
much more professonaly desgned and implemented as the Scheme was conceived to be sdif-
sugtaining. Two things are required to achieve the professond ethos envissged: (@) 4l
redrictions on invesments should be removed and, (b) responghility for investments should be
invested in the SSNIT Boad, largely free of direct Government interference. Theoreticaly,
invesment returns are to be above a minimum acceptable level in aggregate over the long term.
Cognisant of the long-term nature of the lidbilities, investments in long-term projects are to be
undertaken as long as short-term requirements are met. Generdly, SSNIT’s investment policy is
guided by seven generd principles, which are:

safety of invesments;

yield or rate of return;

liquidity,

maintenance of the Fund's monetary vaue;
diverdfication of portfalios,

gporead of investments by duration;
harmonization with nationd objectives’.

N o g &~ D P

With thee guiding principles, the investment portfolio of SSNIT Funds comprised investments

in fixed and non-fixed income investments made up as follows:

. Short-term government ingruments
. Government bonds

. Corporate loans

. Student Loans

. Equity

. Property

Table 5 shows the rdative share of SSNIT investment portfolio between 1997 and 2000.
Genegrdly, short-term investments make up the least share in the tota, hovering around 5%. By
the nature of SSNIT's ligbility Structure, this gppears to be dright: SSNIT is matching maturity

3 See SSNIT, (May, 1992), op.cit, p.13.



profiles. Next is followed by government bonds, which dthough of longer-term character, are
however on a declining trgectory. From 9.43% of totd investments in 1997, this declined
consstently to 7.16% in 2000. Together, short-term investments and bonds ae the most risk free
assts and tend to give SSNIT the highest rate of return.
were as high as about 24% of SSNIT’ stota investment in 1997, fell to about 11% in 2000.

Of ggnificance is SSNIT's equity holdings, both in liged and unlised companies on the Ghana
Stock Exchange. The equity portfolio has increased dgnificantly to more than hadf a trillion
Cedis, and from about 13% of total investments in 1997, SSNIT's equity shares now stand
amog 30% of the portfolio. In fact, SSNIT is the single largest holder of shares on the Ghana
Stock Exchange and there is no stock on the Ghana Stock Exchange that SSNIT is not a mgor
shareholder. SSNIT is the largest indtitutional investor in Ghana and is as such badly exposed in

Investments in corporate loans, which

the capital market.

Table5 SSNIT Investment Portfolio: Relative Structure (Percentage of Tota)

Investment Type December 1997 | December 1998 | December 1999 | December 2000

Short-Term 5.29 5.39 8.23 5.8
Bonds 9.43 8.98 7.32 7.16
Corporate Loans* 23.91 13.89 14.5 10.95
Student Loans 8.42 11.32 12.97 15.24
Equity 12.91 22.55 19.6 27.49
Property** 40 37.42 37.38 33.35
Totd Investment 100 100 100 100

Source: Calculated from SSNIT Annua Reports, Various | ssues

*Caculated from amounts that are net d provisons. Figures may not add up to 100 because of
rounding.

** Property includes completed projects and work in progress

Poor returns have resulted from bad experience with corporate loans, unsuccessful investments
in unlisted securities and property invesments with inadequate cash flow. Property investment
has declined as a percentage of the totd over the years but it is ill the Sngle largest investment
category a about one-third of the total. This is in spite of the fact that the property market is very
undeveloped in Ghana. It is therefore surprisng that over a third of SSNIT’s invesment portfolio
is in red edtate and landed property. Indeed, in 1997, SSNIT’s property investment was as high
as 40% of its totd investment. This has declined margindly in 1998 and 1999 until it stood at

21



33.35% in 2000. In the same vein, SSNIT appears to be winding down its corporate loan
portfolio, which were as high as about 24% of totd investments in 1997 but declined to 11% by
2000. The basic problem with this portfolio is thet, its quality is doubtful.

Of further concern is the contentious student loans category of SSNIT's investments. This grows
each year both absolutely and as a percentage of the total. From about 8% in 1997, student loans
currently represent about 15% of SSNIT's totd portfolio. Although the Students Loans scheme
is a laudable idea as a socid protection measure for students who would otherwise have been
denied access to tertiary educetion for want of funds, the scheme as it operates raises some
concerns. The firs mgor concern is the use of SSNIT resources for that purpose againgt the
background of increesng number of Students in recent times. Indications are that the Student
numbers would increese as not only the polytechnics but dso al private sector tertiary
educationd inditutions admits more students. Invariably, these students are under the impression
that the SSNIT is part of Government Bureaucracy and the funds are public funds that could be
used for meritorious public services. Consequently, students demand, rather erroneoudy as a
matter of right, increesing loan amounts from SSNIT. Any delays in the payments of the loans
are met with student protests largely directed at SSNIT.

Unfortunatdy however, the interest payments on the loans are not timely. Indications are that not
only ae the loans not market-determined but interest payments due are aso not pad by
Government. Accordingly, SSNIT treats such interest payments as accruds. Word ill is the
loan repayment rates by the students themsalves. SSNIT is not making any conscious attempts to
compel repayment. This is not surprising because the loans are secured to the benefits of
guarantors of the loans. When students fail to repay the loan, which is commonplace, pensioners
lose ther entittements. Thus for those contributors who guarantee student loans, the SSNIT
scheme ceases to be the socid protection scheme that was envisoned in its conception to be as
gpecified in Section 3 (b) of PNDC Law 247 namely “to provide socid protection for the
working population for various contingencies such as old age, invdidity, and such other
contingencies as may be specified by law”.

The financing of dudent education is necessary not only for ultimate benefits of education but
because better education itsdf increases the level of productivity, employment and consequently



higher levds of socid protection. However, the financing of education is the fundamentd
responsibility of Government or parents or the consumers of the fruits of education. Private
resources such as SSNIT funds should not be used for such purposes as if they were public
funds. Government mugt discipline itsdf to make the necessary didinction between SSNIT
contributions as private funds and taxes or government revenue. The contributors
disenchantment with SSNIT can mainly be repared when people know that government would
keep its hands off SSNIT funds and would not use it indiscriminately. Especidly, if SSNIT is
going to be the nationd vehicle of social protection that it is envisaged to be and to rope in the
sdf-employed and other informa sector individuas, SSNIT must not be seen to be playing
politics with members contributions. If Government requires additiona revenue for other
purposes, some of which may have socid insurance connotetions, then transparency demands
that this must be raised through taxation of if it must borrow from SSNIT, it must be on market
terms.

It is suggested that the SSNIT legidation be reviewed and purged of dl inconsstencies such as
the law tagging the Students Loan Scheme to SSNIT. SSNIT should be able to devise a product
on its own initiative to meet sudents needs if the SSNIT Board does a feashility sudies and is
accordingly interested in such an invesment. Forcing SSNIT to finance students loans without
proper appraisa of such investments tends to compromise the viability of SSNIT and jeopardises
the future of the scheme.

8 Structure Of Investment Incomes

SSNIT has a large pool of funds that it can manage efficiently to provide an effective firg tier
sociad protection for a grester number of Ghanaians. The investment portfolio of SSNIT is
gpproaching two trillion Cedis but has ongoing problems with return, liquidity and asset qudlity,
paticulaly with nontlisted equity, property and corporate loans. As we noted earlier,
investments in property and equity take 33.35% and 27.49% of SNNIT's totd investment.
However, rent incomes to SSNIT from property investments averaged about 2.27% between
1997 and 1999. It increesed magindly to 363% of totd invesment income Similarly,
dividends accounted for 4.92% of tota investment incomes in 1997. It then increased to 6.11%
in 1998 and then to 9.54% in 1999. It was only in 2000 that dividend incomes as a percentage of
totd investment income was greater than 10% athough its investment share was about 28%.
Table 6 shows the investment incomes from the various assets held by SSNIT between 1997 and



2000.At a strategy plan launching in June2002, SSNIT reported that in dl, it recorded a
negative 7.42% average return on its total investments over the past five years (emphasis
ours). Asthereport itsdf putsit,
After dlowing for inflation the Trud's invesment portfolio yidded -25.9%, -
11.1% and -3.1% in 1996, 19997, and 1998 respectively. It recovered in 1999
posting a red return of 4.4% and declined to -1.4% at the close of 2000 in line
with the unfavourable macroeconomic environment that prevailed during the year
(SSNIT, Medium Term Strategic Plan 2002 - 20006, page 5).
To sy the leadt, this is unacceptable and must not be countenanced under any circumstances.
Accordingly, it is recommended that SSNIT should restructure its assets portfolio so as to
maximise returns and protect the qudity of its investments to emsure sugtainability of the scheme

asasocid insurance fund.

Table 6 Investment Income: Relative Shares in Percentages

Invesment 1997 1998 1999 2000
Govt Registered Bonds 5.62 0.25 0.12 4.47
Term Deposits/Treasury Bills 1154 15.06 17.28 15.66
Student Loans 12.16 15.29 15.69 28.53
Corporate Loans 38.32 60.78 51.28 25.74
Rent 2.20 2.52 2.10 3.63
Dividends 4,92 6.11 9.54 11.51
Profit On Disposd of shares 24.84 0.00 1.36 0.69
Miscellaneous 0.39 0.00 2.63 9.77
Total 100.00 100.00 100.00 100.00

SSNIT, Annua Report, Various Issues. Cdculated from data reported in the annua accounts.

9 General and Administrative Costs of SSNIT

One other mgor concern about the management of the SSNIT fund is the reatively high
adminigrative cods incurred. Indeed, not only ae the costs of adminisering the fund high but
they are on the ascendancy, reaching as high as 30.1% in 1998. The experience of SSNIT,
especidly snce 1997, is redly worrisome. Between 1997 and 2000, SSNIT was using, on the
average, about 26% of total contributions to adminigter the Fund. More disturbing is the fact that
such generd and adminigrative costs exceeded the amounts paid out in benefits. For example, in
2000, the adminigtrative cost was ¢123172m compared to total benefits payment of ¢95462m.
These adminigtrative expenses of SSNIT are undoubtedly a mgor area of concern, especidly if
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SSNIT is to be made efficient so that resources can be sretched for improved benefits to
members. Table 7 shows the trends in generd and administrative expenses of SSNIT between
1991 and 2000

Tabler Trends in Contributions and Adminigtrative Expenses: 1991 - 2000

Year | Adminigrative | Contributions | Benefit Pad | Adminidrative Adminigrative
1991 | 4998.9 20657 786.6 24.2 635.5
1992 | 6992.4 32361 1448.8 21.6 482.6
1993 | 9933.1 86100 3321.3 11.5 299.1
1994 | 17758.9 83352 8123.9 21.3 218.6
1995 | 20299.5 115685 13544.8 175 149.9
1996 | 30500 170000 20800 179 146.6
1997 | 49479 211371 33384 23.4 148.2
1998 | 70846 235146 45369 30.1 156.2
1999 | 86788 372782 62347 23.3 139.2
2000 | 123172 458838 95462 26.8 129

Source: SSNIT, Annua Reports, Various Issues
Percentages cdculated usng SSNIT data on contributions and genera and adminidtrative
expenses.
Although the experiences of other developing countries suggest that many funds are in trouble
because of high costs of adminigering the fund, Ghand's experience as described in Table 7 is
legend compared to what Mesa-Lago (1989, p.254)* reports on as follows:
“The percentage of adminidrative expenditure over totd expenditure in the system is
vey high for Latiin America, fluctuating from 7 percent in Costa Rica, Chile and Uruguay
to 10 percent in Peru and 18 per cent in Mexico, percentages far above those in the
developed countries. The magority of adminidrative expenditures relate to the
remuneration of personnd, which is excessive in practicdly dl of the countries’
SONIT data suggest that serious adminidrative inefficiencies are driving up costs and absorbing
an inordinate amount of incoming revenue. Launching its Medium -Term Strategic Plan for
2002-2006, SSNIT Management reported that the total staff strength of the Trugt as a 31%
December 2001 was 2650. This was made up of 2151 permanent staff and 499 contract staff. Out
of this, management and senior staff made up 49.7%, while junior staff was 50.3%. Thus it was

* C. Mesa- Lago, ed. (1985), The Crisis of Socia Security and Hedlth Care: Latin American
Experiences and Lessons, University of Pittsburgh Press.
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concluded in the drategic plan that®:

The dructure shows an even plit between junior and senior/managerial grades.

This amply demonstrates that the structure is top heavy and may be an

indication of inefficient use of personnel (emphasis ours).
The above <Hf-indictment could not be better put about inefficient resource usage with
extremdy high adminigraive costs. Although this phenomenon is not peculiar to Ghana, the
increasing trend in the costs shows that drastic measures must be taken to curtail costs to make
some dfidency gans The contanment of these adminidrative expenses can  Sgnificantly
influence the amount of benefits that SSNIT can ultimatdy pay out. The choice is not to
“privatize’ SSNIT or dismember it into smdler penson schemes. There are sufficient bases of
both economies of scade and economies of scope in SSNIT's operation. Once SSNIT can
demondrate that the cost of adminigering the Fund declines with increasing operations, then it
would be much more cost effective to alow SSNIT to operate as the first tier of socid security
for dl Ghanaians. Much as the operations of socid insurance are fairly routine as gppears to be
the case with SSNIT, the case for a unified scheme is sronger than where operaions involve
great difficulties of definitions of rights. Indeed, it must be emphasized that privatization and
competition in practice do not guarantee that there will be no dishonesty in economic st ups.
History has taught us that both private and public pensons can be problematic and mismanaged
for private gain. Robet Maxwell® who sphoned a least £400 million from various employee
funds in the UK is a classc example of private dishonesty in penson management. Smilarly,
various scams have affected private pensions in the United States to the extent that Government
was forced to use between $200-500 hillion of taxpayers money to bal out these private
companies and to ensure that depositors receive their pensions’.
10 The Way Forward
To be able to make recommendations for overhauling SSNIT and aso of improving the pensons
system in genera we look a what has become known as the Swiss Chilanpore, the touted best
practices in the pensgons reform literature. We do this againgt the background of problems

asociated with SSNIT management in generd. For emphads, we recapitulate the core problems

> SSNIT, May 2002, Medium-Term Strategic Plan (2002-2006), Page 16.

& “An Honour System Without Honour”, Economist (December 14, 1991) and dso “The
Maxwel Mess - Worsening”, Economigt (February 1, 1992)

" For further details on private inefficiency of pension funds, see Robert Kuttner, “Privatization
IsNot A Cure-All”, Wall Street Journd, April 30, 1992 .
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that face SSNIT asfollows:

. Poor Investments

. Negative Rates of returns on overdl investment portfolio

. Excessvey high adminidrative costs

. Low coverage with margindization of informa sector

. Inadequate level and amounts of benefits actudly pad

. Excessve government control and interference in the activities of SSNIT
. | nadequate products

The experiences of other countries suggest tha Ghana is not the only country with such
problems in the running of socid insurance schemes. However, when these problems are
identified, it is important to devise an effective st of mechanisms for reviewing the generd
operations of the socid insurance scheme and especidly for assessng the financid integrity of
the budgetary operations. This is done in different ways in different countries through a variety
of boards, committees, advisory groups, actuarid reviews and parliamentary oversight
committees. The answer to the poor performance of SSNIT does not lie in the example of anyone
country’s experience. It is our firm conviction that we can draw from the experiences of what has
become known as the Swiss Chilanpore standing for the socid insurance programmes for
Switzerland, Chile and Singapore. We review the essentid features of these schemes for any
useful lessons for Ghana This is done bearing in mind that no one approach is perfect as each
country has its own unique culture, hisory and level of development to cope with. We need to

fashion out the appropriate mix of socid insurance suitable for Ghana.

10.1 SwissFirst Pillar

The essentid features of the Swiss sysem are based on the three-pillar sysem. The fird pillar is
a socid insurance scheme that pays defined basic benefits or pay as you go system and financed
with a tota contribution rate of 8.4% equaly divided between employers and employees.
Government makes an additiond contribution to the firs pillar from generd revenue to cover
20% of penson payments S0 as to facilitate a redistributive scheme in favour of low-income
workers. While the firg pillar has useful lessons for developing countries, it must be emphasized
that the Swiss economy is a first world economy that has the capacity to generate the required
revenue to support the penson sysem. We must be mindful of the fact that in Ghana, at least for
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the moment, well over 40% of the nationa budget is funded from donor sources. Indeed, the
total revenue is just enough to finance recurrent expenditures. Consequently, it is not pragmatic
to recommend unfunded schemes for implementation in Ghana at the moment.

The Swiss second pillar conssts of compulsory based plans that pay complementary pensions
amed a achieving a satidactory replacement rate. The third pillar comprises voluntary savings
induding fiscdly supported penson plans for sdf-employed people and other workers not
covered by company schemes. These two pillars are replicated by the Chilean and Singaporean
examples vividly. Consequently, we shdl discuss these as bases for finding useful lessons for
Ghana

10.2 The Singaporean System

The pengon sysem of Singgpore is organized on nationd provident fund principles. The scheme
is designated as the Centra Provident fund (CPF). All workers, except sdf-employed people, are
required to participate in this Centrd Provident fund (CPF). The CPF is a public board that
adminigters the system, collects contributions, keeps records, pays out benefits, and invests the
accumulated funds. The invesment aspect of the fund is a smple draightforward function for
the CPF dnce, practicdly, dl the funds are invested in government indruments. The investment
decisons that metter are taken by two other very important government inditutions the
monetary authority of Singapore and the Government of Singapore Investment Corporation.

The sysem was a pure mandatory retirement savings scheme, forcing workers to save for ther
old age and alowing lump sum withdrawas on reaching age 55. Contributions, which were 10%
and divided equdly between employers and employees during the inception of the scheme in
1955, were raised to 13 % in 1968, when a decison was dso made to dlow interim, but
controlled, withdrawals for the purchase of houses. Since then, there have been severa increases
in contribution rates, which reached a staggering tota 50 % in 1984. Subsequently, however,
because of the negative impact on employment creation during the recesson of 1985/6, the totd
contribution rate was lowered to 35% by setting the employer’s rate to 10%. More recently the
contribution rate has dabilized a the dill very high levd of 40 %, with a long teem am of
dividing this equdly between employers and employees. An innovation of recent years is the
inditution of lower contribution rates for people aged over 55, while, from the very beginning,
workers earning less than a specified minimum were exempt from making contributions.

Over the years, additiond investment opportunities for invesment in gpproved securities and for
goending for education were dlowed, while hedth insurance was dso included among the
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benefits of the system. Also sincel987, workers are required to keep a minimum sum in ther
account after reaching 55. This is fixed by CPF and is adequate to purchase on retirement a age
60 a minimum life annuity equal to about 25 % of average earnings.

The CPF is a ddined contribution sysem with no intentiond redigribution. Its primary
objective is a forced saving for old age. These days it is not a purely retirement savings
scheme since it allows use of funds for several other purposes. Thus, its secondary objective
is to encourage spending on merit goods (health, housing, education®). Although
redigribution is not among its objectives, it is often argued that the CPF creates perverse
redistribution because of the low rate of interest credited on account baances. This is particularly
0 because only high-income workers can avall themselves of the opportunities to invest in other
approved but high yidding assts.

Although the CPF is a mono-pillar system, the Government of Singapore operates a public
assgtance penson scheme that offers to detitute old people a smdl pension tha is haf the sze
of the minimum pension imposed under the CPF and amounts to about 12 % of average earnings.

One of the gsrengths of the CPF is its high efficiency and very low operating costs. In 1990, tota
operating codts, including depreciation provisons, amounted to 0.53 % of annuad contributions,
0.21 % of wages and 0.10 % of accumulated assets (CPF1990). These ratios are very bw by
international dandards and compare very favourably with those achieved by large employer-
based company scheme in Britain and the US. For indance, Pogtel, the company managing the
penson funds for the employees of British Telecom and British Post Office, has tota operating
and investment management costs of 0.1 % or 10 bads points of total assats. This is divided
between 6 basis points for operating costs and 4 basis points for investment management cost.

Apat from the lack of redigributive objectives, two fundamenta weaknesses of the CPF are its
very high tota contribution rate and the low rate of interest credited on account balances.

10.3 TheChilean System

The new Chileen system was introduced in 1981. It is a mandatory fully funded retirement
savings scheme that was created to replace an insolvent socid penson system that operated on a
“pay-as-you-go” bass. The scheme requires dl employees to contribute 10 % of the first
$22,000 of earned income until their normd retirement age, which is 65 for men and 60 for
women. No contribution is imposed on employers, dthough they are required to withhold

employee contributions and trandfer them to the account holding companies. On retirement,

& Our emphasis



workers must either purchase a life annuity from an insurance company or arrange a schedule of
programmed withdrawas from their account. Lump sum payments are dlowed only if account
bal ances exceed the sum required to purchase an annuity equa to 70 % of find pay.
Like the Singaporean CPF, the Chilean sysem is a defined contribution sysem based on
individua capitdization accounts, where pension benefits depend on the contributions made over
a person’s working career and the investment income earned on accumulated balances. Workers
are required to purchase term life and disability insurance and pay an additiond commisson to
cover the premiums for these insurance policies as wdl as the operating costs of the sysem. It is
managed by the private sector. More important, Chile crested a retirement system thet, by giving
workers clearly defined property rightsin their pension contributions,

a) offers proper work and investment incentives,

b) acts as an engine of, not an impediment to, economic growth; and

C) enhances persond freedom and dignity
The Chilean sysem has some unique characteridtics. It is government mandated and regulated,
but completely privately managed by a number of authorized private sector penson management
companies, known as Adminstradoras de fondos de Pensiones or Pension Fund Adminigration
Companies Superintendency or AFPs for short. The AFPs are permitted only to administer
penson funds. As a December 2001, there were eight such AFPS. Furthermore, the number of
dfiliates including pendoners and individuds who have contributed to the system at least once
good a 6.4 million: active contributors stood a 3.4 million or 14.8% of Chile's total population
of 23 million. To ensure amplicity and trangparency, regulatiions impose a drict limit of “one
account per worker” and “one penson fund per AFP’ Affiliates recaive regular statements with
information about the credited contributions and the investment income of their fund.
To ensure the solvency of the system, the pension fund is legdly separated from the management
companies. This means that in the extreme case, an adminigrator could go bankrupt but the
individud funds of each affilite would remain unaffected, snce they belong to the worker and
not the AFPs. The dffiliate would only have to transfer his or her funds to another fund manager
or adminigtrator.  Strict rules are imposed on AFPs, regarding their cepitd reserves, the
invesment of penson fund assets, and their performance reative to the average for the AFP
industry as a whole. Invesment emphasizes safety and profitability. A cetan amount of
divergfication is required and for this purpose maximum limits are imposed on portfolio shares
in different classes of ingruments as wel as in ingruments of different issuers. No atempt is



made to direct the invesment of funds in high priority economic or socid projects. The sysem is
subject to dtrict, even draconian, regulation and to very close and effective supervision.

A very important festure of the system is the individud choice granted to dffiliates to transfer
their accounts between AFPs. Individua choice is expected to maintain pressure on AFPs to
compete and operae efficiently, though experience has shown that unlimited choice to transfer
accounts may result in very high operating costs, moslly because of publicity and marketing
expenses and the actua account switching codts. Individua choice in the purchase of annuities
has a0 given rise to high publicity and sdlling codts.

Workers have the freedom to switch between AFPs, taking with them the entire amount of ther
accumulated funds. This portability freedom was aboused in the mid-1990s when increased
competition led to unbridled campaigns by AFPs to woo entrants. Some AFPs offered bicycles
as rewards for afilistes moving ther funds to them. Some others offered cash to those who
switched from one company to another. Consequently, the system displayed a dgnificant effiliate
“rotation rate’, which had the effect of increasng adminidrative cods of the system, and by
default, the commissons of the AFPs. At its height, during 1997, the AFPs registered a total of
1.6 million affiliate transfers and employed 18,000 sdes people. In response to this Stuation, in
the late 1990s, the authorities created a series of adminigtrative procedures that must be fulfilled
when an afiliate wishes to switch between AFPs. Furthermore, the AFPs rationdized their sdes
forces, greatly reducing the number of sdes personnel. These measures led to sharp decline in
the rotation of affiliates and a szeable drop in commisson rates. During 2001, only 200,000
afiliate trandfers occurred among the AFPs and the sysem employed about 2000 sdes
personnel.

As a defined contribution system, the Chilean system is ostensbly a mono-pillar sysem with no
intentiond redigtribution. Some redidribution may take place, however, through the government
guarantee tha workers with a least 20 years of contributions will dways receive the minimum
penson. It is not clear how many workers will benefit from this guarantee. Clearly, this depends
on the future relaionship between wage growth and red returns.

In addition to the guarantee regarding minimum pensons, the authorities impose on AFPs, and
guarantee in case of AFP falure, a minimum investment return relative to the average for dl
penson funds. The government aso guarantees, subject to specified limits, the vaue of life
annuities with insurance companies. In any case, 0 far, the funds managed by AFPs have
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displayed attractive raes of return, with average annud red rates of return of 10.7%. The
profitability of the funds has, however, been reduced, principaly, due to the redively poor
showing of the loca sock exchange. The totad amount of funds managed has increased
sgnificantly since the inception of the new system from $236 million in 1981 to $35.4 billion by
December 2001.

Some feaiures of the Chileen scheme give rise 0 regressve redigribution in favour of high-
income workers. This arises from two main sources. Firs, because the sructure of commisson
charges includes both a fla fee and a per vdorem fee low-income workers are effectively
credited with a much lower rae of return than high-income workers. Data for the first ten years
of the AFP system show that low income workers obtained a red rate of return of 7.5 % against
105 % for high income workers and 13 % for the totdity of the penson fund (Vittas and
Iglesas, 1992). The difference is caused by the impostion of the fla fee, which in the initid
years of the scheme was quite high, but which has dedined sgnificantly in red terms In fact
sevard AFPs have now abolished ther flat fees dtogether. Unintentiona redidtribution may dso
aise from vaidions in returns among AFPs though these are limited by the required minimum
relative investment returns on pension funds.

The second peverse redidribution arises from the forced use of annuities. In theory, life
annuities should take account of the shorter life expectancy of poorer people or people from
particularly arduous occupations. In practice, however, it seems that low-income workers, not
only do not benefit from lower annuity prices, but may dso pay much higher commisson
charges for ther life annuities than high-income workers. The extent of perverse redistribution
through the use d life annuities is not known, but gppears to give rise to concern among Chilean
policy makers and analyds.

However, commentators have noted that, through their penson accounts, Chilean workers have
become owners of the means of production in Chile and, consequently, have grown much more
atached to the free market and to a free society. This has had the effect of reducing class
conflicts, which in turn has promoted political stability and helped to depaliticise the Chilean
economy. The only red drawback is excessve government regulation (Testimony of Mr. L.
Jacobo Rodriguez of the Cato Inditute to the Ways and Means Commiittee of the US House of
Representatives, July 31, 2001).

11 Similarities And Differences In The Swiss Chilanpor e Schemes
The badc lesson derived from the penson systems of the three countries discussed is the

hardheaded softness of the Swiss scheme, the expensve yidds of the Chilean scheme and the
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ruthless efficiency of Singgpore. These three have a number of features in common, but they

aso exhibit some important differences. Notable ones are:

. The fird gmilarity is that they dl have compulsory sysems that cover nearly every
worker, except self-employed people.

. The second smilarity is that they rdy to a substantid degree on funded schemes. The
financid resources accumulated in penson funds are large in rdation to nationad income
in al three countries.

. The third smilarity is that they represent rdaively successful economies with high levels
of nationd and household saving. This is paticulaly so in the case of Singgpore and
Switzerland. Chile has suffered from the high inflation that has long characterized the
economies of most Latin American countries. But dlowing for the negaive effect of high
and voldile inflation on nationd saving, epecdly on financd savings the financid
performance of the Chilean pension funds has been quite remarkable.

Of course, saverd other countries exhibit characterisics Smilar to those of these three countries.

For instance, Britain and the US have large funded penson schemes, though unlike Switzerland,

employers in these countries are not compelled to offer penson schemes to dl their employees.

In Britain and the US less than hdf of private sector employees are covered, by company

penson schemes, againg 100 % in Switzerland. Korea, India, China, Itay, Greece. Other

countries have high rates of household saving, but they do not have compulsory funded pension
schemes. Findly, France and, perhaps to a lesser degree, Germany, impose compulsory

participation in penson schemes on ther resdents, but these schemes are not based on funded
pension plans.

On the other hand, the three countries aso exhibit some important differences as follows.

. The Swiss system, like those d most OECD countries, is extremely complex and opague.
The complexity of the sysem makes it difficult to messure its cost or t0 asess the
investment performance of the funded components of the system

. The Singgporean system is quite smple and operationdly very efficent. However, it
auffers from lack of trangparency and produces reatively low returns and benefits to its
dfiliates

. The Chileen sysem is very ample and highly transparent and is dso supported by very
effective regulation and supervison. It has produced very high red returns but suffers
from very high operating coss. These aflict not only the pendon sysem itsdf but aso
the private annuity market on which it is partly based.

. Unlike Switzerland, neither Chile nor Singgpore incorporates in thelr penson sysems
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intentiond redidribution in favour of low-income workers. On the contrary, both may
inadvertently cause unintentiona redidribution that may be perverse by pendizing low-
income workers. Neverthel ess, both countries offer some forms of minimum pensions.

Recommendations For I mproved Retirement Schemes

From our review of the SSNIT scheme and the lessons drawn from best practices across the
world, we make the follow recommendations.

SSNIT should have the force of government legidation behind it as a First Tier Nationd
Penson Scheme. However, the heavy presence of government must be removed from its
operations. Indeed, many of the shortcomings and wesknesses of SSNIT derive from the
gructure of the Law establishing it, PNDC Law 247, and how the law is implemented. In
other words, Government’s role must be largely regulatory.

The SSNIT Board should be re-engineered: how it is condituted, its responghbilities and
associated corporate governance issues must be recast in the light of best practices and
SSNIT’sown higtory.

The Board should be reduced in number from fourteen to eeven. SSNIT must be purged
of excessve govenment presence and inteference by reducing Government
representation on the Board to about four

SSNIT lacks an effective forma oversght body. True, the Board and externa auditors
ogensbly play this role. However, the indications are that the oversght respongbility is
week, probably because of politics in the appointment of the Board. It is therefore
recommended that SSNIT must be made accountable to Parliament through annud
submission of report and/or agppearance in the House to answer questions. The Report
which should be accompanied with audited statements should be subject to the Scrutiny
of the Public Accounts Committee of Parliament. This will bring trangparency and
accountability to its operations and may protect SSNIT from excessve government
intervention.

As it is SSNIT is virtudly a private fund. However, snhce government has an intrindc
responsbility for socid protection, it must bear resdud respongbility for some minimum
pension; in other words, it should provide some form of guarantee for the Scheme.

The current objectives of SSNIT ae not explicit; they are sometimes contradictory and

indigtinct. Not surprisngly, they have engendered confuson, which has impacted negatively on

accountability and responsbility among the Board, Staff and Government. It is recommended

that this needs to be reviewed. Concise and unambiguous objectives should be clearly specified
relating to what SSNIT does and does not do. SSNIT must be purged of inconsstent laws,

typically the Students Loans Law, that compromise its true objective.

The Adminigrative costs of SSNIT ae too high compared with best practices. The
organizationd gructure of SSNIT would have to be cdearly defined, especidly as regards
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senior daff and junior gaff ratios, which is one mgor source of inefficiency. This would
entall daff rationdization as a cost reduction drategy to infuse efficiency into SSNIT
operation.

The core busness of SSNIT entals collection of contributions, investing such collected
funds and making penson payments. This can be done usng IT solutions as ways of
capturing economies of scae and scope so that these services are ddlivered accurately
and efficiently.

Stekeholders need not fill ther representation on the Board from among their
membership. In this connection, qudifications for membership of the Board should be st
taking into account the core business of SSNIT and its dlied respongbilities to guide the
stakeholdersin choosing their representatives.

Since the Board is made up of representatives, they must have the legd authority to
report back to their condituency. This will suggest that the Oah of Secrecy required
presently to be taken by Board members should be abolished because it may have a
chilling effect on members. If need be, confidentidity requirements which protect
SSNIT’ s trade secrets and competitiveness may be introduced.

The Chilean example is overdretched and cannot replace SSNIT. The Chilean example is
recommended as second tier private retirement scheme with the following festures.

CAP 30 as it exigts today should be preserved only for the following security service
personned who are dready under the scheme: Armed Forces, Police Service, Prisons
Service, and Fire Service. This conforms to best practices worldwide where these security
sarvices are under unfunded schemes. This does not however preclude them from taking
part in other schemes in 0 far as they have not exceeded the dlowable tax incentives.
They should be free to join the SSNIT scheme.

As best practices have shown, a second tier private retirement scheme with wider
objectives tends to enhance socid protection, increase naiond savings, promote
investment and facilitate economic growth for poverty reduction and wedth generdtion.
Consequently, it is recommended that Government facilitates the establishment of second
tier long term savings plan, probably designated as Private Retirement Plan

The proposed Private Retirement Plans must be employer-sponsored and must be tax
deductible.

The Funds of the Plans must be managed by approved private fund managers regulated
by the Securities and Exchange Commisson (SEC) under the Securities Industry Law,
1993 (P.N.D.C.L. 333), as amended by Act 590. Fund managers must be required to offer
an Individud Retirement Plan as a way of reaching out to persons in the informa sector.
It is recommended thet fund managers should offer Home Ownership Plans and
Education Plans.

A third tier private scheme is dso recommended to meet the needs of merit goods such as
housng and education, dong the lines of the Singaporean example. Alternativey, the
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Second ter Private Retirement Plan could be made not entirdly forced saving for old age
but to meet other socid things that workers desre to acquire before retirement.

It is recommended that any restructuring of the SSNIT Scheme should enable it to cover
dl the 9 products listed in ILO Convention 102 as noted.

The recommendations including those in respect of SSNIT, al require tax incentives. Obvioudy,
this has revenue loss implications for Government. However, consdering the enormous benefits
to be derived from these schemes and as best practices show, the tax revenue that will be logt
will be quite indgnificant. It is recommended tha there should be a contribution celling of 35%

of a contributor's annua income as tax deductible for dl long term savings plans induding

SSNIT. If this recommendation is adopted, the following tax trestments are important as tax
incentives

Contributions made by an employer to a retirement plan on behdf of an employee,
should be tax-deductible;

Contributions made by an employer to a retirement plan on behdf of an employee,
should not be treated as part of the employee' s assessable income for any tax year;

Contributions made by an employee or a sdf-employed person to a retirement plan
should be tax-deductible to the extent of such contributions,

The income (including investment income) of aretirement plan should be tax-exempt;

Withdrawds from a retirement plan on or after the statutory retirement age should be tax-
exempt. Lump sum withdrawas after 10 years of contributions and before retirement
should be subject to tax ligbility and a pendty. No withdrawas should be permitted
before 10 years of contributions.

Withdrawds from a Home-Ownership Plan or an Education Plan on or after 5 years of
contributions should be tax-exempt. Earlier withdrawas should be subject to tax liability

and a pendty.

Ealy withdrawds from a retirement plan by a member on account of proven totd
physicad or mentd disability should enjoy some leve of tax-reliefs

These recommendations would require amendments to the current tax regime under the Internd
Revenue Act 2000 (Act 592) as amended by the Internd Revenue (Amendment) Act 2002 (Act
622), and a complete overhaul of current gpplicable legidation on SSNIT.



APPENDIX 1 The Essential Thrusts of SSNIT Pension and CAP 30

Essential Thrust Social Security & National National Pension Scheme Or
Insurance Trust (SSNIT) CAP 30
Legidation Socia security Law 1991 (PNDCL 1946 Pensions Ordinance;
247) with precursors asthe Chapter 30 of Ordinance No.42,
Provident fund under the Socid 1950; Teachers Pension
Security Act, 1965; and 1972 Socid Ordinance, 1955; Pension and
Security Decree, (NRCD 127): Socid Security (Amendment)
Decree, 1975 SMCD 8.
Adminigration Management Board comprising Management respongibility
representatives of Government under the controller and
Bureaucracy, Employers and Accountant Generd’ s Dept. of
Unions. the Minidry of Finance,
Coverage Private and self- employed Civil Service, Public Sector and
Civil Service and public sector Civilian Employees of the
employees from January 1, 1972. Armed Forces who were
pensionable and non-pensionable
officers prior to January 1, 1972
and who opted to stay on cap 30;
Armed Forces, Police Service,
Prisons Service and some Staff
of the Judiciary Service.
Contribution Employee 5% Non — contributory for Armed

Employer 12.5% Forces, Police Service, Prisons
Tota 17.5% Service and Judiciary Service,
Normd Retirement | Age 60 Age 60, Compulsory
Age
Early retirement Age55 Age 45 for Voluntary, but earlier
Age retirement permissible under
“gpecia circumstances’.
Minimum 240 months of portable contributions | 10 years continuous
Higbility contributions, except under
Conditions specia circumstances’
Find Penson Average annud base sdary for the Find pensonable Emoluments:
Sdary (FPS) best 3 yearsin employees working find gross annud sdary earned

life

by officer at date of retirement
used in computing pensions.

For Reduced Pensions, i.e. on
drawing a gratuity, FPS equds
50% of minimum sdary in firg
point in the officer’ s sdary range
(effective June 1995).
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The Essentid Thrusts of SSNIT Pension and CAP 30 (continued)

Criteria Socid Security & Nationd National Pension Scheme Or
Insurance Trust (SSNIT) CAP 30

Normd Old Age Actuarid Rate: Egtablished officerswith Penson

Pension Earned Pensonable Right is defined Rights
as 50% of FPS after 240 months -Full pension; 1/480" FPS times
contribution, plus 0.125% per length of service in months:
additiona month. Reduced Pension; ¥ of Full
If the employee contributed less than Pension
240 months, alump sum benefit Gratuity: 1/4 of Full Pendon
equa to tota contributions made to times 20 as lump sum paymen.
date adjusted to prevailing Non-established Officers, i.e.
Government Treasury Bill rate. Genera Orders 400 to 410:
Optiond commutation or gratuity is Full Pension; /800" FPS times
at 25% of the employee's 12 years length of service in months:
penson as alump sum. Reduced pension; ¥ of Full
Maximum Actuarid Rate is 80%. Penson:
-Minimum Pengon varies according Pension; Fixed Annud
to prevailing minimum wage and Allowance (Adjusted Annudly):
infletion. Gratuity; Ex-Gratia Awards.

Maximum Actuarid Rateis
100% FPSi.e. 40 years
continuous service.

Minimum Pengon is 50% of
sdary range at rate of retirement

Ealy Reduced pension at age 55 is 60%, Thereis no actuarid reduction.
Retirement Age whilst age 56 is67.5%, age 57 is

75%, age 58 is82.5% and age 59 is

90%
Survivors Bendfits | If member contributed for at least Degth gratuity; Lump sum
-Desath Before 240 months then alump sum equd payment of 20 times 1/3 of
Retirement to present value of employee's officersfull penson.

pensions payableto age 72ispaidto | Widow’s Penson; pension of

survivor. 25% of FPS.

If contributions are less than 240 Each Child (maximum 6) with

then lump sum equa to 50% of the mother; Pension of ¥awidow's
employee' s pensions payable to age pension to age 21.

72. Each child (maximum 6) without
Applicable interest rate for mother; Pension of Yz of
computation is a 10% discount rate widow’ s pension per child to age
per annum 21.




The Essentid Thrusts of SSNIT Pension and CAP 30 (continued)

Survivor's Bendfit -
Death After
Retirement

Lump sum egud to the present value
of employee' s unexpired penson
payable until age 72.

No benefitsif pensoner dies after
age 72.

Lump sum equa to balance of
unpaid pensions, until 80 years.
Bdanceispaid to employee's
edtate.

Disahilities Pendon

Entitled to Earned pension if
minimum contribution is 240
months.

Treated as early retirement
pengon without limit of 10 years
service under “ specid

Entitled to 50% of Earned pension if crcumstance’.
contribution is less than 240 months.
Adjustment to Indexed annudly a January 1. Indexed annudly to 100% of
pension in payment. adjustment to Civil Service
sday scdes.
Marriage None 1/8 of monthly FPS per month of
Benefits continuous service, payableto

wives in pensonable posts who
resign or retire, having served a
minimum of 60 monthsor 5
years.
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