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Section 1

General Observations




Generally provision for old age retirement, death and disability in
employment and health care financing not well integrated

Government sector Social Security needs are usually provrded for
separately from that of the private sector. Usual to have defined

-benefit pensions for the government sector and Iump sum for
“others. - :

The generally large informal sector (self employed) and unemployed
(including housewives) are usually not rncluded under the formal
Social Security umbrelia.

Mlxture of funding arrangements are evident, from funded through ;
direct taxation, employees and employers contribution.

Mercer’
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.Deflned Benefit arrangements are probably berng mainly funded

through a Pay as you go arrangements

Defined Contribution arrangements generally mcludes some form of
members choice and prior retlrement Ilfecycle withdrawals

Approach to Social Secunty provision seem to have developed
through reactions to needs as it arises, this has resulted in

 unintegrated/silo approaches to provision of old age, ‘health care;

invalidity and dependents benefit. This-can result in overlaps or:
gaps in benefits and inefficient use of resources.

Generally underdeveloped prrvate sector third prllar in most
countries. :

ture of Social Securlty set up in the e
' " &)




Is there a problem brewing... @

ASSA

@ Current demographic and family structure in most ASEAN countries
have shielded governments from having to deal with old age
problems currently faced by more developed countries

@ Defined Benefit schemes are basically funded on a pay as you go
basis and again due to existing demographic structure, has yet to be
tested.

@ Current health provision structure in many ASEAN countries are
geared towards curing/preventing infectious diseases. As changes
in lifestyle which comes with modernisation advances, are we
prepared to deal with degenerative diseases resulting in prolonged
and serious illness?

Mercer

Section 2

Asean: A Special Region




@ Covers an areas of 4.48 million km2, approxlmately 3. 3% of
the total size of the world :

@ Total population of 537. 11 million (data of 2003),
: approxnmately 8.6% of the world population

' Nommal GDP of USDGBG 3 bllllon, approxnmately 1.9% of the
world GDP i S o

“\ y

o

P GDP er caii a of USD1,278 appro lmately 22% of the
vwo_rl ’s; average GDP per cap|ta

Soﬁrce:‘ ! Asean-Japan Centre ’

an
NN

oerit

&>

FASSA'

NommaIGJP(USDbllllon) . P “ » GJPperCapna g

L » [E ASEAN 8 MERCOSUR DEU25 OEU1S @ NAFU EASEAN » MERCOSUR U EU25 DEU1S ® NAFTA

ASEAN : 1‘0 countries

EU15 : Austria, Belgi D rk, Finland, France, Germany, Greece, lreland, ltaly,
Luxembourg, Netherlands, Portugal, Spaln, 5wedon, U.K. :

EU25 : the above EU15 and Cyprus, Czech E tonia, Hungary, Latvia, Lith ia, Malta,
Poland, Slovak, S . .

MERCOSUR :Argentina, Brazil, Paraguay, Uruguay
Source: - Asean - Japan Centre .
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ASEAN: A diverse Group @
SEA

Population | |ife Expectancy | GDP per | GDP per capita Average annual
(million) at Birth (years) capita growth rate change in CPI
2003 2003 PPP US$ 1990-2003 1990-2003
Brunei 0.4 76.4 19,210 - -
Cambodia 13.5 56.2 2,078 4.0 4.3
Indonesia 2174 66.8 3,361 20 13.9
Lao PDR 57 54.7 1,759 37 29.7
v Malaysia 24.4 73.2 9,512 34 3.1
Myanmar 495 60.2 - 5.7 259
Philippines | 80.2 70.4 4,321 1.2 7.3
Singapore 42 78.7 24,481 35 1.3
Thaitand 63.1 70.0 7,595 2.8 4.1
Viet Nam 82.0 70.5 2,490 59 28
Source: Human Development Report 2005, United Nations Development Programme
Mercer 9

ASEAN: A fast growing region @
ASSA
. Annual population growth rate (%) Medium Age
1975-2003 2003-15b (source : CIA world
Factbook)
Brunei 29 2.0 274
Cambodia 23 19 206
Indonesia 17 1.1 26.8
Lao, PDR 22 21 18.9
Malaysia 25 1.6 241
Myanmar 18 0.9 27.0
Philippines 23 16 225
Singapore 22 1.1 373
Thailand 1.5 0.7 3t.9
Viet Nam 19 1.2 259
United States 1.0 0.9 36.5
Source: Human Development Report 2005, United Nations Development
Programme
United Kingdom 1985 - 1990 1990 - 1995 1995 - 2000
(% p.a. growth) 0.3 05 04
Source: UNECE Statistical Division
Mercer 10




%

Unit of measurement : number of children per women

Country | 1990 | 1991 | 1992 | 1993 | 1994 |.1995

41,99'7' 1’98 ‘ 199? .200077 2001
Bruriel 29| 3 3 3 w7 | 27| 24| 24| 22
‘Cambodia | R R P T sa| | Al
Inde }fr?"“: 29 | 126
Lao, POR DRt & ‘ v
Malaysia 3+ 31 :
Myanmor 3 29
Phitppines Taa| a3 ‘
Singajiore. . e 14

Thalland

Viet Nam

Source: htfg://wwmaseansec.om/ASﬂN-Ih-Figure-Zﬂl).?/Chagter-1.gdf

‘Mercer ) ) ) o : .‘ R SN

: n’s Inc. Financial Indicators o @@%9

\ ~ A

. Inflation rate -
Country (year—o’n-ye?r)
- (%)

Fiscal balance ‘Gov Bond Yield? | .~ . ) R
(% of GDP). . %) .

Brunei Darussalam 14.6 . 3.5

‘ ‘ ‘(';ambo‘dia eyt 468 |
plbL e R Q22005
R ,“Indonesi'a LT

. 95"
Q22005

| ThePhilippinés <

9.2 .
| singapore 35 |
Thailand 5.4
. Viet Nam 9.0
' Source: 'Asealll Fi and Macr o i shrveillanée Unit (FMSU) Database
: (compiled/computed from data submission and/or web of Asean Member
R ies’ nati 1} istical offices, centrat banks, and other relevant
government agencies) B v e e
Notes: ’
A ondsonline.adb.org . D
' *Interest rate,A 3-month time deposit
Mercer BN 12




Asean Inflation Rate @

ASSA

—a— Malaysia

—e— Philippines
—+— Singapore
—— Thailand

inflation rate (%)

Source: A Fi and Macr ic Surveillance Unit (FMSU) Database
(compiled/computed from data submission and/or websites of Asean
Member Countries’ national statistical offices, central banks, and other
i )

1 Py ¢
r gover

9 )
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Section 3

Social Security: A preferred approach




@ The last 30 years have seen a trend
away from state monopolistic
provision of traditional pensions on a
pay-as-you-go basis .

@ There is a growing recognition today of .
- the importance of a multi pillared
pension structure

@ Where traditional pensions have been
restructured, it is still common to
mandate that the basic benefits be
paid as an income benefit

~ @ The issue is not only of providing

~ appropriate benefits but the importance
of sharmg the risk when providing -
pension, disability income, and other
social benefit systems. Such risks are
shared between government and the
economy, plan sponsor employers and

“individuals and families :

Mercer
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In

ternational Best Practice

@ Pension and social security system roles in society

+ protection of the population against poverty inold age

+ protection agalnst fi nancnal devastation due to ill health and dlsablllty at all ages

$ encourage certam behawours such as savmg, employment mobility and takmg

individual responsibility

@ Each country places different weights on these factors

é The decision should always reflect |oca| realities

> Ultlmately what is fea3|ble depends on how developed and stable the economy is E




Definition

The Three Pillars X
| ©

Individual initiative Voluntary

Tax incentives/regulated PILLAR I Employer sponsored

Contributory m Funded

Mandatory
I O L T L
Government sponsored Pay-as-you-Go

Basic income for all

Universal coverage

17

Section 4

Retirement Age: When should we retire?




people stop working.

" the individual can save for his

Mercer

retirement. Official retirement age is' . 7 =t

's an appropriate retirement age?

)

VASSA

not necessarily the age at which A

With increasing life expectancy, a
low retirement age means a longer
period during which the retiree will
have to survive without a regular
income from employment. increasing
the retirement age has a dual impact,
increasing the period during which

e

o

& Official
B Actaal

retirement thus increasing the
amount saved, and shortening the
period for which he-needs to live off
his retirement savings. This is one
solution being used to correct the
pension crises in some Western
countries. -

g ‘n:’
8 - ®
o3

Aoy s

19
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) vs Life Expectancy

0

=
~...._Life Expectancy L
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Normal Retirement Age vs Life Expectancy @

ASSAS )

Expecfanéy
Brunei 76.4 55
Cambodia 56.2 55 » Cambodia
Indonesia 66.8 55 Indonesia
Laos
Ltao PDR 54.7 55 | x Malaysia
Malaysia 73.2 55 ® Myanmar
+ Philippines
Myanmar 60.2 55 Singapore
Philippines 70.4 60 Thailand
Vietnam
Singapore 78.7 62
Thailand 70 60
Viet Nam 70.5 55
Mercer
Section 5
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rov
Approach

SSA

vision for old age, the Provident Fund @%ﬁ;‘@

@ Malaysia (the EPF) and Singapore (the CPF) have well established” .
provident funds for employees. These schemes h_a"védevel/"d;)ed e
from providing purely for old age retirement to provision of lifecycle
benefits. ' 5 SR '/,g{/' S e 8

@ The CPF perhaps has a better integrated, Soc

than the EPF as the latter is only one leg of th

: ‘qaa;nket. o o »

/; D /f

L= ] 25 4 :
Q@ ltis mstru,ctn}e t0'revfew selected experience
Lo L /71/// 7 /_/('L}"Wz‘\-.;,}‘"“ Sy e e ]
in their quest/to Q{r}gvnde better benefits for.th
— e f s T A

!

The Employees Pro_viden’t Fund @@%@

ASSHN

= The amount available at retirement is dependent on the following;
- The EPF contribution rate during the period of erhploymenf
- The EPF dividend rate over the périod of erhployment
- Any amouht withdrawn prior to retirement for houSihg medical etc

. »The average amount withdrawn on r‘etireﬁient at age 55 by recently
retired EPF members has been reported to be RM100,000 only.

= Comparing with the US, a survey by the Employee Benefit Research -
Institute reveals that only 21% of household have. accumulated more
‘than US$100,000 in retirement savings while 35% has nothing saved
- for retirement. : . ‘ :

The sufficiency of any amount saved at retirement depends\':t/nﬂ—,_——__t]—]- :

retirement age, longevity, the retiree’s lifestyle and most impgortantly/
the interplay between investment income and inflation.- . @

Y
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Malaysia Inflation vs EPF Dividend ‘UG'))
SSA
EPF Dividend Rate
Year Inflation Rate (%) ¥
(average) (%) - *
1961 - 1970 0.9 5.2
1971 - 1980 60. 6.7
1981 - 1990 32 8.3
1991 — 1995 43 7.9
1996 - 2000 3.1 6.8
2001 - 2005 1.8 47
0.09
0.08 |
0.07 -
0.06 -
0.05 -
0.04 -
0.03 -
0.02
0.01
(] , ; . .
19611970 1971-1980 1981-1990 1991-1995 1996-2000 2001-2005
—«— Inflation Rate —s— EPF Dividend Rate (average)

How long savings will last )
assuming different inflation rates? @
If inflation is (p.a.) Life span of nest egg is

3% 12.6 years

5% 11.5 years
8.6 years g
Assumptions: RM100,000 capital k / .
Withdraws RM10,000 in 2006 ringgit every year :
6% per return on invest t:

A {x L
! N }, \/ v |
ot o ST e B
Mercer ' ’ @E{f"’\ : .
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ASSA

EPF Members SPA Scheme =~ @@@

- @ Since. November 1996, the EPF ‘allows those EPF contnbutors with
: more than RM50,000 in: their Account 1 to withdraw 20% of the . -

amount in excess of this amount (subject to a minimum RM1,000)

and invest this in an approved Unit Trust/ Asset Manager at every 3
- months mterval To date in- excess of RM8 b|l||on have been

ASSH

ice facing eligible EPF Members @@%@

Keep Savings in the EPFF  Members Choice
- CollectiveRisk - =~ Individual
Sharing . Risk-Taking
* Smoothingof Volatile
""" Dividend Return
Guaranteed = i
Rate 2.5%p.a. N° guarantee

28
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Cost of investing in Unit Trusts in Malaysia ==
,, S

ASSA

Bid/Offer spread | Annual Management Fees
% p.a. % of NAV -
Equities 165-6.2 15
Balanced V 0-6.3 15
Bond 0- 53

30

15




Mercer

,

ASSA

ge No. of Funds Per SPA Participant @@@

Average No. of funds per SPA Participant

-8 No of fund/member

1999 © 2000 2001 . 2002 - 2003

31

g,

Mercer -

‘D strlbutlon of Investment of EPF members (@

&)

Acc rdlng to Mandate

'SPA Scheme (Conventional)

ASSA

Distribution of conventional investements according
to mandate

4%

® Equities
& Balanced
O Bond

T32




Y. Distribution of Investment of EPF members c.. .

in the SPA Scheme (Islamic) @_}))

/ According to Mandate AsS A

Distribution of Islamic investments according to

) o}nandate
(]

13%

® ISLEquities
m ISLBal
OfStBond |

Mercer 33

EPF SPA Scheme - The experience fo date
i (Dec 2003) @

ASSA

* The best performing fund was not the fund with the most amount
invested.

* The more successful unit trusts funds (in terms of amount under
investment) are those with the more extensive and well organised
agency/distribution network. Distribution cost are met from the
bid/offer spread and annual management fee.

= The best fund in any category could not maintain their position over all
period under observation.

= Current basis of choice of funds mainly dependent on historical
investment performance rather than expected future performance.

= Lack of investors education as to how to choose and mix between the
various available category of funds (equity, balanced, bonds etc)

* Investors expectation of absolute return has led some funds to stray
away from being “true to label”.

Mercer 34
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"_Tt‘ u1tyufynds

)

ASSA

astiont Date: Rateo of Return | EPF l})i’vid‘e‘n‘d |
ol ave A - % p.a.
April 1997 k 57
October 1997 24 56
January 1998 6.1 55
August 1998 74 5.4
Marchi 1999 537 5.2
o a4

35

&
by the
numbers
Mercer’ 56
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Interest Rates

Singapore Annuity Premium growth vs

" 2000+ " 2002 © 2003
; S L e
Annuity (USDm) 1486 3459 132.8 1402 156.7
Gov Bond Yield (%) | 4.4% 3.4% 28% 29% 2.8%

Singapore: Annuity Premium vs Interest

Rates
400

5.0%

350
300
250 4 4

& 200l
150
100
50

)

Year

Mercer

2000 2001 2002 2003 2004 2005

S8 Annuity (USDm)
—e— Gov Bond yield (%)

L 4.5%
4.0%
3.5%
1 3.0%
2.5%
-+ 20%

1 1.5%
- 1.0%
0.5%
0.0%

37

Section 6

Old Age pension comparison
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s a sufficient income replacement e
SSAV

The answer to this question depends on several factors, among them:

+ The level of pay. A low wage earner will have to have a higher
income replacement level as he is spending a large proportion of
his pay on the basic essentlals of life eg. food and Iodgmg

. The cost of post retlrement medlcal care

In the West, conventional W|sdom would mdlcate that the minimum -
income replacement level is 2/3rds last drawn salary. The civil servants
pension schemie in Malaysia provides an income replacement level of '

- 50% but retired civil servants enjoy free post- retlrement medlca[ care
for themselves and their spouse. —

Mercer

i A .
jected Pension at Retirement Age (@%@)
IR ) PASSA
Malaysia Singapore Ind iz Philippines " Thailand
Termination
. . private sec . - Indemnity
EPF CPF Jamsostek additional = | . additional -Soc Sec Aew-
input . PR y
Pillar * - 2 2 E T ‘ : .
. Ageatstart : 25 - 250 % %5 25 .25 25 25
Normal Retirement Age ) 55 R : 7 55. 55 T80 60 :: 60 » 60,
Investment return net of expenses 5% - 12% 12% 5% 5% . 5% 5% -
"Salary increment _ % 2% 0 10% 10% 8% - 8% . 5% 5%
Revalued salary . 2% 2% 2% 2% 2% 2% L 2% 2%
Rate of Pension increase 2% 2%. 2% . 2% 2% 2% 2% 2%
Monthly Salary at start  * 510 1,306 . 298 299 . 263 263 - 459 . 459
Age Rate Up/Down - - [C) 2 2 1 1 1 1
Contribution Factor (% of salary) 23.0% 33.0% . 57% nfa nfa nfa na- - ‘nfa
Output . . e . . .
Projected Salary at Retirement 1,591 2,664 . 4.738 L 4738 4,084 4,084 2413 . 2413
* Projected Pension at Retirement 759 © 23410 0 7280 1320 . 597 727 - 768 T 136
Penision as a % of final salary . 47.1% 87.9% 154% . 279% . 146% ' 17.8% U 31.8% O 66%
Mercer ) o R . . 40 |
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100.0%

Average Replacement income level

90.0%

Singapore

80.0%

70.0%

60.0%

50.0%

40.0%
30.0%
20.0% -+
10.0%

0.0%

" Philippines

D Malaysia
I Singapore
0 Indonesia
0 Philippines
D Thailand
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Section 7

What of Pillar 3?
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D

ASSA

Pillars 1 and 2 should not “crowd out” P|I|ar 3. Cover under P|Ilars 1 and 2
should cover basic “liveable” age pensmn

Pillar 3 is usually tax driven, this could take the form of tax deductlble
contributions, tax free roll up of investments and tax free benefits at
retirement.

Asitis tax driven, there is a need to have an effectwe Pension Regulator

with safety nets in place
Pillar 3 should be funded, there should be avallable su1table assets for
mvestments

Pillar 3 could be driven by the employer or independently by the
individual

Where the mdlvndual has control over his mvestments there will need to
be appropriate investor educatlon.v

43
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1‘Malaysmn Market ; @ﬁg@

.USDm -

" iYear | 2000 |  zooz2 . zoos " 2004 2005

Equity Market Capitalizatlon 122,268 126,737 168,500 189,842 | © 182,966
EPF Total Assets . 49,215 55.204 57,937 63,253 69,425

Life Ins Fund : 11,823 13,466 " 15,841 18,362 20,701

Merce

Market cap, EPF Fund, Life Ins Fund

© 200,000

150,000 A

@ Market Capitalization
® B°F Total Assets
0 Life ins Fund

100,000

UsDm

50,000

2001 2002 - 2003 2004 2005

Source: Bursa Malaysia Berhad Annual Report 2004
r : T
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EPF Contributions vs Life Insurance Premium @

USDm _
Year 2001 2002 2003 2004 2005
EPF Annual Contributions 4,782 5,278 5,301 5,753 6,412
Life Ins Premium 2,839 3,203 4,016 4,217

7,000

EPF Contributions vs Life Ins Premiums

6,000

5,000
4,000
3,000
2,000 |
1,000 |

USDm

Mercer

B EPF Annual Contributions
0 Life Ins Premium

1
|
2001 2002 2003 2004 2005

Year

Mercer

s Asean Market Capitalization

Thailand
Singapore

osns |
Philippines b 85,966

Malaysia 189,842.

| |
Indonesia [WHNRGE—___—_G._; sol,sps.a
I

Market Capitalization (USDm) -
as of Dec 2004

112,435

266,800.3

|

Source: Asean Finance and Macroeconomic Surveillence Unit (FMSU) database

(Ass

46

23




: Sectt'oh: 8

‘Retirement with dignity, every individugl’

ASSA

= Determine an appropriate retirement age, 55 is too young to retire. The
" later the retirement age the longer the accumulation rate and the
shorter the divestment term. Thls means we can save less for
retirement. '

= Do not forget that you need to protect your savings from the effect of
mflatlon Invest in some assets whlch can keep pace with mflatlon

« Provide for some expendlture for health care. Study shows that 60% of
total health expenditure incurred by an mdnwdual is in the last year of
I|fe

. Try to convert your savings to an income stream (an annuity). Life
expectancy is still |mprovmg Long life can be a hazardous nsk'

: = Defend the famlly structure, thls is the fourth Plllar AND ONE THAT
* 1 HAS BEEN IN EXISTANCE FOR 100s OF YEARS. That could make our
retirement. “stable” both from the materlal and soclal perspective.

Mercer

2 9 a comfortable retirement - @é@@ |
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