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Provident Funds around the globe 
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The role of provident funds is changing – from  wealth accumulation to income generation. 
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Multipillar pension systems allow for diversification of risks and 

retirement income sources  

Pension pillars Function Risks Design options 

  Redistribution 

 Insurance   

• Political  

• Inflation 

• Demography 

• Pay-as-you-go 

• Tax-financed 

 Accumulation of 

savings  

 Capital 

accumulation& 

financial market 

development 

• Behavioral 

biases 

• Inflation 

• Employer 

insolvency 

• Longevity 

• Investment 

• Mandatory/voluntary 

• Defined Benefit/ 

    Defined Contribution 

  Additional savings for 

financial security 

• Behavioral 

biases 

• Inflation 

• Investment 

• Longevity 

• Tax advantages 

• Guaranteed/not 

guaranteed products 
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Personal 

pillar 

Stable and reliable pension systems need several pillars to balance out risks of the respective  

and arrive at an acceptable level of overall risk 
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Provident Funds and their objectives 

Retirement Health Housing Education Other 

Singapore 
X X X X 

Dependant insurance, Asset 

enhancement 

Malaysia 
X X X 

Hadj 

India 
X (X) X X 

Marriage 

Hong Kong 
X 
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Asias mandatory Provident Fund institutions have a social security rather than an sole 

retirement savings objective. 
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Demographic Change is happening faster in Asia 
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Demographic change in Asia will be faster and stronger in magnitude than in developed     

countries  

Asian countries will have a shorter time period to adapt social security institution to the 

challenges of demographic change 
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Funded pension systems result in fiscal sustainability 

 Asian funded pension are fiscally sound 
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 In constrast to most developed countries, fiscal sustainability is not a major concern 

Source: OECD 
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Informal workforce – informal pensions? 

 Accounting for self-employed, civil servants and expatriates, pension system coverage approaches 

universal levels in Singapore, Malaysia and Hong Kong 

 Coverage of formal pension provison remains a problem in developing countries  
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 Formal pension coverage via Social Security Saving Systems 

Source: ADB, own calculations 
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Are retirement savings sufficient for an adeuate 

retirement income? 

 Singapore: 50% of CPF participants at age 55 do not have the required minimum sum (SGD 148,000) 

 Malaysia: Only 23.4% of EPF members at age 54 fulfill the basic savings target (RM 173,000) 
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 Gross Theoretical Replacement Rates 

Generating an adequate retirement income remains a major issue. 

 The OECD considers rule of 

thumb  replacement level of 

60-70% adequate for 

retirement. 

Source: OECD 
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Family support is a major source of old age income in Singapore 

and Asia 
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Importance of retirement income sources in % of retirement income; around 2010 

Sources: National statistics, Allianz International Pensions 2012 

state pensions occupational pensions Investment income Work Family 

Singapore 21.6 12.7 60 

Thailand 

Korea 

2 3.7 

11.6 16.5 53.8 18.1 

6.5 37.4 29.3 24.3 2.5 
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Singapore – Will the CPF deliver an adequate 

retirement income?  

 If only the minimum sum is annuitized, people run a considerable risk to have a too low income later in 

live 

 Although Singapore was the first provident fund to move from a wealth to a consumption frame, longevity 

risk is still a major source of risk. 
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 TRR for full and Minimum Sum annuitization, male by income group 

Source: C. Choon, A. Tsui; Adequacy of Singapore‘s Central Provident Fund;  

Low , Mid, high refers to 30-,50 and 70-percentile of the income distribution 
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Singapore: Asset rich – cash poor? 

 Potential ways to monetize housing assets: Subletting, downsizing, reverse mortgages, lease and buy-

back 
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Home ownership rates across countries 

Source: Koh, Ministry of National Development 
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Impact of housing on retirement income 
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Net TRR, given different housing choices, by income group 

Housing is a retirement decision 

Source: C. Choon, A. Tsui; Adequacy of Singapore‘s Central Provident Fund 

Upsize: Low: from 2 to 3 rooms; Mid: from 3 to 4 rooms, High from 5 to executive 
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Working longer, saving more for an adequate retirement 

 Under the current framework, providing an adequate replacement rate from EPF savings alone seems 

unattainable 

  An EPF replacement rate of 50% LDS could be achieved by increasing the retirement withdrawal option 

to 60 years 

 Additional savings would then increase retirement income to replacement levels of 50% plus 
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Potential private retirement savings needed 

Missing longevity protection remains an issue 

Case Study Malaysia 

Source: Own Calculations 
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Multipillar pension systems allow for diversification of risks and 

retirement income sources  

Pension pillars Function Risks Design options 
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Stable and reliable pension systems need several pillars to balance out risks of the respective  

and arrive at an acceptable level of overall risk 
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Summary 

15   

 Ageing and resulting socio-economic developments are happening fast in Singapore 

 Demographic change will not lead to fiscal strains but put the family as a traditional old age income source 

under pressure. 

 In contrast to other Provident Funds system, where considerable non-parametric reforms were introduced, 

Singapore relies on reforms within ist established pillar.  

 Among Asia‘s Provident Funds, Singpore was the first to gradually introduce decumulation measures and 

to partially shift its focus fo lifelong retirement income 

 Nevertheless, longevity and inflation remain an obstacle to retirement income adequacy 

 In addition, the high share of illiquid housing wealth in the retirement portfolio, further increases the risk 

that spending needs cannot be met during retirement. 

 In face of increasing longevity, Singaporeans have to prepare to work longer or to save more     

 



Thank you 

Richard Wolf 

Economist 

 

Allianz Asset Management AG 

Seidlstr. 24-24a 

80335 Munich, Germany 

Phone +49 89 1220-7473 

Fax +49 89 1220-7569 

Richard.Wolf@AllianzAM.com 

www.projectm-online.com 



© Copyright Allianz Asset Management AG 2014  - 

Disclaimer 

These assessments are, as always, subject to the disclaimer provided below. 

Cautionary Note Regarding Forward-Looking Statements 

The statements contained herein may include statements of future 

expectations and other forward-looking statements that are based 

on management’s current views and assumptions and involve known 

and unknown risks and uncertainties that could cause actual results, 

performance or events to differ materially from those expressed or 

implied in such statements. In addition to statements which are forward-

looking by reason of context, the words “may”, “will”, “should”, “expects”, 

“plans”, “intends”, “anticipates”, “believes”, “estimates”, “predicts”, 

“potential”, or “continue” and similar expressions identify forward-looking 

statements. Actual results, performance or events may differ materially 

from those in such statements due to, without limitation, (i) general economic 

conditions, including in particular economic conditions in the Allianz Group’s 

core business and core markets, (ii) performance of financial markets, 

including emerging markets, and including market volatility, liquidity and credit 

events (iii) the frequency and severity of insured loss events, 

including from natural catastrophes and including the development of loss 

expenses, (iv) mortality and morbidity levels and trends, (v) persistency 

levels, (vi) the extent of credit defaults, (vii) interest rate levels, (viii) currency 

exchange rates including the Euro/U.S. Dollar exchange rate, (ix) changing 

levels of competition, (x) changes in laws and regulations, including monetary 

convergence and the European Monetary Union, (xi) changes in the policies 

of central banks and/or foreign governments, (xii) the impact of acquisitions, 

including related integration issues, (xiii) reorganization measures, and (xiv) 

general competitive factors, in each case on a local, regional, national and/or 

global basis. Many of these factors may be more likely to occur, or more 

pronounced, as a result of terrorist activities and their consequences. 

 

 

 

 

 

No duty to update. 

The company assumes no obligation to update any 

information contained herein. 
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