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Indian pension system: How
Indian companies can do better
Experts revealed that there is very little in terms of pension systems for the

unorganised sector that makes up over 90 per cent of the workforce. To add to

that, there is very low coverage under private pension arrangements in India –

about 6 per cent.

HRTech Payroll and Benefits workforce unorganised sector Retirement Benefits

Indian pension system Global Pension Index Financial wellbeing employment data

Editor's Pick

Abhishek Sahu ETHRWorld Updated: February 12, 2022, 14:19 IST



Chandrashekhar of Mercer India believes the proposed labour

reforms should bring about significant changes in India from

the perspective of a better pensionable society.

Experts say pension systems

around the world, including

social security systems and

private sector arrangements,

are now under more pressure

than ever before. 

Mercer recently released the

2021 Global Pension Index

Report where India ranks 40th

on the overall index ranking

out of 43 systems, which

indicates that India’s pension

system needs impetus to ensure adequate retirement income.

“The issue gets further accentuated in India since we do not have any social

security system for the most part; except for the poorer sections, we have to

take care of ourselves,” said Preeti Chandrashekhar, Business Leader -

Retirement, Health & Benefits, Mercer India.

She revealed that there is very little in terms of pension systems for the

unorganised sector that makes up over 90 per cent of the workforce. To add

to that, there is very low coverage under private pension arrangements in

India – about 6 per cent.

The issue

Citing the employment data, RP Yadav, Chairman & MD of Genius

Consultants Ltd, highlighted that India has a population of around 140 crore,

of that, 40 crore people are employed and out of that number, only five crore

people have got a permanent job and 32 lakh people are in government jobs.

“Those 32 lakh people have a good scheme and at the end of their working

career, when they retire, they usually lead a good life with the help of their

post-retirement benefits and pension schemes,” he said.

Coming to the private sector, the employees get their pension scheme

through their provident fund which means the money gets accumulated in

the provident fund through which they get the lump sum money which they

can put into the bank as a fixed deposit, and they can get the interest,

making a certain investment.

Yadav believes India needs an upgraded pension scheme that is not available

now. “The pension amount basis the provident fund is meagre, just 5 per

cent - 10 per cent of the basic salary which an employee gets,” he said. 

Further, he highlighted fixed deposit interest has come down to almost 6.35

per cent and Yadav feels it is going to go further down in the future.

“There are not many investment avenues and the investment benefit which

is given by the government in the Senior Citizens Savings Scheme (SCSS) is

about Rs 15 lakh deposit and you get the interest of 8.5 per cent, which is also

very meagre. Thus, India’s pension scheme is very weak and needs to be

strengthened,” Yadav added.

Importance of ‘Adequacy’ 

Subramanyam Sreenivasaiah, Founder & CEO of HR consulting firm

AscentHR, highlighted that PF/Pension fund allowing withdrawal during the

Covid-19 period helped quite a few of the people in enduring the tough time

and brought to the forefront the importance of savings or pension for

retirement or unforeseen times.

“But the early saving habits and building assets like gold or real estate

helped tide over such times for several people, including mid-level

managers,” he said. 

The Mercer report compares 43 retirement income systems from around the

world and compares each system in respect of adequacy, sustainability and

integrity. Or, to put it another way:

What benefits are future retirees likely to receive?

Can the existing systems continue to deliver, notwithstanding the

demographic and economic pressures?

Are the systems well-governed to encourage long-term community

confidence?

Chandrashekhar of Mercer India believes the proposed labour reforms should

bring about significant changes in India from the perspective of a better

pensionable society.

The adequacy sub-index includes state pension, employer-sponsored and

employee-sponsored. Since the state-sponsored pension is limited and

aimed at only some sections of the population, Chandrashekhar suggested

India needs to improve the employer and employee-sponsored systems. 

“With most companies having de-risked themselves by moving to a Defined

Contribution arrangement, the onus is really on the individual to save for

retirement,” she said. 

Further, Chandrashekhar highlighted that the current mandatory retirement

plans of Gratuity and Superannuation are grossly insufficient from a Net

Replacement Rate perspective and would perhaps take care of 30 per cent of

post-retirement income – that too if one has not changed jobs/cashed out

on Gratuity or Provident Fund.

“Early access to funds also erodes the adequacy since the retirement corpus

gets reduced to that extent. And we love flexibility, especially in terms of

access to money before retirement, not realising that flexibility has to be

accompanied by a certain amount of responsibility,” she added. 

Financial wellbeing has an important role

Experts say employers can and should facilitate the financial wellbeing of

employees so that the participation in private pension plans improves.

Yadav has a case in point. He said during the pandemic, the provident fund

amount that employees had accumulated, they had withdrawn that money

on the pretext of not having a job or money required to take care of the

family. 

“The system is weak,” he said, adding, “Such withdrawal of money has not

taken place in the last 10 to 12 years. That means, the people did not have

adequate money for their basic needs in life. That is why the withdrawal was

so huge and frequent.” 

As per the findings of a survey conducted by digital wealth management

service Scripbox in late 2020 amid Covid, Indians had been most stressed

about their physical health (54 per cent), followed by financial health (46 per

cent), much ahead of the family (28 per cent) and relationships (23 per cent).

Mercer’s Global Talent Trend surveys have shown that 43 per cent of

employees look towards employers for support on physical, psychological

and financial wellbeing and yet, only 29 per cent employers provide financial

education for employees.

Scripbox Founder and CEO Atul Shinghal earlier told ETHRWorld, “There is a

gap in financial awareness -- one that needs to be picked up by corporates

and financial institutions. From our survey, we learnt that, out of over 630

men and women surveyed, millennials (those under 35 years of age) were far

more likely to let their savings lie idle in their bank accounts than those over

35 years, who would rather invest it than let money lie idle, indicating the

maturity of understanding of financial planning.” 

The gender angle

The Mercer report revealed the average female pension is lower, and in some

situations much lower, than the average male pension.

Chandrashekhar asserted that macroeconomic factors like employment

patterns (with women being primary caregivers) have traditionally

contributed to the gender pay-equity gap, which in turn has got reflected in

the pension gap. 

“Having said that, Millennial and Generation Z have experienced equality of

opportunity and experience in education, sports and more, and the gap is

lesser,” she said, adding, “It would take some more years to see this reflected

in the pension gap.”

As per the Mercer report ‘When Women Thrive’, 2020, only 14 per cent of

organisations in India track financial wellness by gender, and just 12 per cent

monitor savings and deferral and investment rates by gender. Just 18 per

cent of organisations in India offer customised retirement and savings

education and training by gender.

Chandrashekhar further revealed that demographic factors like a higher life

expectancy of women as compared to men (this is a global phenomenon) –

against the backdrop of a Defined Contribution regime, it means that the

women would need the pension longer for the same corpus and hence it

would be less adequate

Nevertheless, Yadav of Genius Consultants feels there is no differentiation in

terms of getting provident funds or getting a pension in the government job

between the male and the female.

“But the point is that normally, the salary of a female is lower than the salary

of a male,” he said, adding, “The reason is that most of the female workers

in India are in backend operations.”

Overall, Yadav suggested the employment opportunity for females needs to

be increased. “Also, the way the government provides the pension, if a

similar pension scheme is initiated in the private sector, then probably it

would be a better situation for India, overall,” he said.
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Cars24 announces Rs 75 crore Esop buyback for
current, former employees
This is the fifth year in a row Cars24 has announced Esop buyback plans for both existing and former employees, the

statement added. The total value of Esop buyback announced till date is Rs.113 crore.

 Click Here to Read This Story

ETtech

IDFC FIRST Bank MD & CEO gifts shares worth
over Rs 3.95 cr to trainer, driver, support staff
V Vaidyanathan, managing director and chief executive officer, has gifted 9,00,000 equity shares of IDFC FIRST Bank held by

him on February 21, 2022, the bank said in a regulatory filing on Monday.

 Click Here to Read This Story

PTI

Haiti hikes minimum wage by up to 54% following
worker protests
The office of Prime Minister Ariel Henry on Twitter posted a sliding scale of wage hikes that vary by economic activity, with

the greatest increase going to workers in areas such as the electricity and telecommunications industries.

 Click Here to Read This Story

Reuters

Indian women freelancers' earning grew by 42%
amid pandemic
Indian women freelancers' average hourly earning rate grew by 42 per cent since 2020 -- $22 per hour (nearly Rs 1,600) in

2022 against $14 per hour (about Rs 1,050) in 2020.

 Click Here to Read This Story

IANS

EPFO mulling new pension scheme for formal
workers getting over Rs 15K basic wage
At present, all those employees in the organised sector whose basic wage (basic pay plus dearness allowance) is up to Rs

15,000 per month at the time of joining service are mandatorily covered under EPS-95.

 Click Here to Read This Story

PTI

myG gifts Mercedes-Benz to its Chief Business
Development Officer
AK Shaji, owner of myG, recently called his trusted staff CR Anish and handed over to him the key to a brand-new Benz GLA

Class 220D, an SUV worth about Rs 45 lakh.

 Click Here to Read This Story
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Hero Vired rolls out first-of-its-kind faculty
ESOPs program
At its current growth rate, Hero Vired expects its valuation to increase by 20 times from its current size over the next three

to four years, offering a lucrative wealth creation opportunity to its faculty pool, according to a statement.

 Click Here to Read This Story

ETHRWorld

B2B ecommerce platform udaan removes 1 year
ESOP cliff
In a ‘first of its kind program’, udaan has decided to remove ‘cliff’ vesting for all ESOPs. All future ESOP allocations at udaan

will vest every quarter. The one year ‘cliff’ period is a widely prevalent industry practice that requires employees to wait for

one year for their ESOPs to start vesting. udaan has done away with this waiting period.

 Click Here to Read This Story

ET Online

UK pay settlements hit highest since 2008
The median pay award in the three months to the end of January rose to 3%, a strong increase from 2% in the last three

months of 2021 and the greatest since December 2008, human resources data company XpertHR said.

 Click Here to Read This Story

Reuters

Farewell, average salary hike: Inside this
company’s NOT-so-usual reward strategy
The company conducted a market study of compensation for various positions in the industry. It mapped this output on

high performing employees who have been with the Bank for a significant amount of time through an internal

benchmarking exercise. The result: Over and above-average salary hike for its people.

 Click Here to Read This Story
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