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Pensions for the poor; a case study of micro financing
Demographic transitions and the need for innovative micro pensions
Caroline E. van Dullemen, Jeanne G. M. de Bruijn
Abstract
In rapidly aging countries, the rising life expectancy associated with low productivity poses
an increasing threat on the poor – particular on the older female poor. India is such a rapidly
aging country. India has a state pension for the poor, nevertheless the majority of workers
in the informal sector, cannot rely on this provision for reasons of unawareness, corruption
or logistical barriers. This paper analyses the demographic transition and its effect on the
informal sector in India. What are the needs people face with respect to the risk of longevity
and less family support? What new types of poor people pension strategies does the
literature presents in the last decade? And can the micro finance sector in India seen as
leading to new solutions in this respect?
As an example the potential range of the microfinance program of the Dhan Foundation in
Tamil Nadu is described. Research among the foundation members, mostly women, shows
the substantial support for Dhan’s aim to provide such an additional pension program as
part of its services.
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Introduction

The subject of this paper is the relation between pension systems and the risk of longevity
for poor people. Could some innovative pension systems lower the risks for aging people in
poor segments of society? We did a literature search on this relationship and will start with
an historical flashback on the effects of the demographical transitions on the growth of old
aged people in India. To show the force of some innovative pension provisions, we focus on
a particular case study to show the need and ability for people to invest in a micro pension
program.
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The subcontinent India has known a sharp decline in mortality over the last 50 years due to a
steady macro economic development. Since 2000 the Indian economy has grown even with
an average of 7,5 % per year.1 Income per capita per year has gone up from US$ 1.875 to
US$ 2.932 in the same period. Consequently, the percentage of people living below the
poverty line (persons living of less than US $ 2 a day= 750 per year) decreased obviously.2
These figures indicate the improvement in the living standard of at least part of the poor and
it did raise the expectations with respect to consumption and savings. India went through
the first and second demographic transition in a relatively short period of time. The theory of
demographic transitions distinguishes two steps. The first phase, indicating the decline in
(mostly infant) mortality due to better life conditions, hygiene and health care) which
normally leads to a vast population growth – in Europe among 1900, in India after 1961.
After some time, the fertility starts to decline (due to introduction of contraceptives) Europe after 1960, India after 1971 - till mortality and fertility reach a new equilibrium. This
is the second demographic transition. The population pyramids become pillars.

Besides the theory of the two demographic transitions, demographers consider two
processes to be responsible for the aging of a population (Drèze, Murthi, 2000):
1. aging at the base of the pyramid – result of a declining fertility
2. aging at the top of the generations – result of mortality reduction i.e. longevity
amongst older people.
In India the sequence of high birth rates followed by high death rates until 1951, kept the
proportion of persons aged over 60 at a very low level. Since 1961, when the first
demographic transitions started, a sharp decline in death rates – especially infant mortality 1

The GDP US$ 669.4 billion in 2004 to US$ 1242,6 billion in 2009 www.dfat.gov.au/GEO/fs/india.pdf
Nevertheless India still contains the largest number of poor people in the world and the highest malnutrition rate among
children under three (47% in 2007) in the world. World Economic Outlook Database, April 2009
2
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accompanied by an increasing life expectation at age 60 set in motion the process of aging in
India; furthermore, a steady decline in the birth rate since 1971 accelerated that process.
In India, the share of the aged (60+) in the total population will almost double in 40 years of
time: from 6.4% in 1991 to 12 percent in 2031 and rise to 17 percent in 2051 (Irudaya Rajan,
2007). Compared to the general population growth of 1,8 % per year, the growth rate of the
older population is 3,8 % per year (Sadak, 2009). The 76.6 million aged Indians of today will
be more than doubled to almost 198 million in 2030.3
Therefore, the development of a comprehensive pension strategy is high on the Indian
political agenda. The focus is on comprehensive pension strategies for the vast majority of
people working in the secondary economy, the unorganized sectors, being estimated as
85% of the workers of the total labour force of the 450 million people. This is not only a
serious concern to the politicians and policy makers, but also for the individual Indian
citizens and their communities. India’s poor - 42% of Indians fall below the international
poverty line of $1.25 a day, (World Bank, 2005) or 2100/2400 calories a day 4 -, currently
have little access to formal financial sources.
Since 2007, the Indian government introduced a new social protection policy, The Indira
Gandhi National Old Age Pension Scheme. Citizens of 65 years or above and belonging to a
household living below the poverty line are eligible to this scheme. They will receive 200
rupees per month (4.37 USD) . In theory, this provision increases the funding of cash
transfer programs targeted to the poor older people. Nevertheless, the percentage of the
older poor who actually benefit from a social pension is still below 5%. (HelpAge India,
2009). One of the demographic advantages India has over other countries in the region, in
that the average age of its population is still only 26 years. This implicates that the second
demographic transitions takes time and an equilibrium will not be reached in the near
future. However, Moneer Alam, economist at the Institute of Economic Growth in Delhi,
India, has shown evidence that consciousness and understanding of the consequences of
aging in India is rising (Alam, 2004).

3
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US Census Bureau, International Data Base (IDB) http://www.census.gov/ipc/www/idb/country.php

Poverty is currently defined on the basis of the Lakdawala Committee’s recommendations in 1993, which linked poverty to
calorie consumption levels in 1973-74. Those consuming less than 2400 calories in rural India, and 2100 calories in urban
areas, are considered poor.
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The following questions rise:
1. What new types of poor people pension strategies does the literature presents in the last
decade, particular in emerging economies like India?
2. Can the micro finance sector seen as leading in this respect?
The paper is structured as follows: In section 2 we describe the literature and methodology
with respect to the process of aging in India. In section 3 a case study is analyzed: the micro
pension program of the DHAN (Development of Humane Action) Foundation, a nongovernmental based in Madurai, South India. Finally, in section 4 we present our
conclusions.

2.

Literature review

We start with the classic demographic theories. Second, we search for literature on the
relation between demographic transitions and economic growth . And third, we look for
literature on the relationship between (changes in) family structures and the quality of the
lives of old aged people. All 3 steps intend to contribute our conceptual framework on
pension systems and risks of aging of poor people.

2.1

Theories of demographic transitions

Inhabitants in India at age 60 today, expect to become more than 75. Therefore, an Indian
worker could need adequate resources to support him/herself for approximately another 15
years on average, provided that the ability to perform paid labor is almost zero (Table 1).
Table 1

Crude birth rates (CBR), crude death rates (CDR), and expectation

of life at age e=60 in census years
Census year

CBR

CDR

Expectation of life at 60
Males

Females

1961*

41.7

22.8

11.8

13.0

1971*

41.2

19.0

13.6

13.8

1981+

33.9

12.5

13.8

14.7

1991++

29.7

10.7

14.5

15.5

2001++

23.7

8.4

15.2

16.4

Source: OASIS-report, 1999
Notes: * =Census; + = sample registration scheme; and ++ = Expert Committee
on Population Projections. 5
5

see 1.
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However, there is a vast discrepancy in life-expectancy between the poorest percentile and
the highest percentile in India, like in all countries worldwide (Mathers, Ritu e.a. 1999;
Cutler, Deaton, Lleras Muney, 2006).

2.1.2. Definitions of First and Second Dividend
By definition aging refers to the rise of the average age of a population. The first dividend
refers to the reduced infant mortality, mostly due to better hygiene and maternity care. The
second dividend refers to the rising life expectancy due to improved health care.

With these two concepts in mind, we introduce the demographic transition theory which
explains the main demographic trend called, the “rectangularization of the survival curve”.
Three phases could be distinguished in the survival curve (Cheung, Robine, Paccaud , 2005).
(i) the horizontalization of the survival curve due to a fall in infant mortality - in India
this is an ongoing process for the last fifty years
(ii) the verticalization corresponding to a higher concentration of death at a specific high
age, e.g. around the age of 80 almost everybody dies. This phenomenon is
relatively new to India and will probably increase in the next decade, and
(iii) the longevity extension which corresponds to a possible increase in human age. this
will probably happen as soon as the socio-economic conditions develop and the
Indian poor get better access to health care.
The growth of the working-age population was higher than the growth of the total
population. Therefore it artificially looked like that changes in age structures come along
with a more rapid economic growth in per capita output. (Mason and Lee, 2004). This effect,
called the ‘’first dividend’’ by demographers, lasts for several decades in most countries.
Eventually population aging has become the dominant change in age structures. This seems
to be the situation in India today. In terms of pension provisions, the informal family
transfer system is still dominant, but there is a growing need for formal alternatives. (Sin,
2003).
As soon as the Indian population is going to anticipate to the importance of retirement the
so called second dividend, will start. This means that once the engagement of people with
pensions begins, it provides a powerful incentive for the accumulation of wealth. According
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to Mason and Lee (2004), those countries that respond by increasing capital accumulation
will experience more rapid economic growth - a ‘’second dividend’’. The direction of this
causal relationship is still debated though and more research is favored. However, those
countries relying only on transfer programs, either public (pay-as-you-go) or family based,
are not experiencing fast economic growth.
Does the second dividend effects the aging poor Indians as well? It is not obvious that the
second dividend will reap fruit for them as well. Not much research is done in this era. So far
results show a large gap between the access to health of the middle class and the poor.
(Marmot, 2005, Chatterjee, C. Sheoran G.,2007). There is also evidence that health and
productivity of older people will be lower in poor countries (Palacios, R., Sluchynsky, O.,
2007). And the most recent old age security provisions in most middle and lower income
countries will not reach more than 25% of the older population (Holzmann,R., Robalino, D.
A., Takayama, N., 2009). These findings suggests that old-age poverty might be a growing
problem.
Pal & Palacios (2008) focussed on the complex relation between poverty and longevity.
Whereby they were focusing on multi-generational households. They found that households
with older members today do not have higher poverty rates than ‘’non-elderly’’ households.
That result was robust under various measures, taking into account the size and
composition of households (Pal & Palacios 2008).
Separate evidence suggested that part of the explanation for this phenomenon is that the
poor have higher mortality rates (see par.2.1.)6 and are therefore under-represented in the
research sample. This explanation has important implications for social pension policy in
India, i.e. if the effect of the policy is that also poor people enhance longevity then actually it
may increase on macro level the percentage of older people living in poverty.

2.2. Changing family structures and changing dependency rates
How do the macro demographic transitions of potentially more dependent poor older
people, look on the meso level of the family? Are there changes in the family structures on
this meso level? The shrinking of families is now a prominent demographic transition in

6

Life Expectancy and Mortality in India - http://www.country-data.com/cgi-bin/query/r-6000.html
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India: 86,4% of the women who have 2 living children do not want more children (National
Family Health Survey, NFHS-37, October 2007).
As noted by Rajan and Kumar (2003), demographic changes as well as socioeconomic
changes affect strongly intra-family support structures. Decrease in fertility rates and
increase in life expectancies do in principal increase the dependency ratio. Relating the
macro process (demographic and economic) to the meso-situation shows that the extended
household with three generations, has a smaller fundament with small numbers of children
in the youngest generation. In cases of only informal family pensions transfers this means a
relatively greater strain on family resources, which is felt by all members of the household.
Related to the transition from extended family (3 generations) to nuclear family (2
generations, parents and fewer children) is the most prominent change that Indians no
longer see procreation as an old age provision. They rather invest in their – fewer- children.
The view turned from having children to be sure of care and income after 50, into the
modernistic view that you have to invest in your children for their own future. In this
modern setting parents take care of their own pensions to be independent of their grownup
children.
The change from extended family to nuclear family also leads to the increase of old age
homes, which are predominantly situated in states with the lowest fertility rates. In the late
nineties, India had over seven hundred old age homes taking care of the needs of the aged
poor, destitute widows, the sick and the handicapped. More than half of the old age homes
are located in South India where the economic development is the highest and fertility the
lowest of India. The State of Kerala has the highest number of old age homes. Such homes
are increasingly common, according to the 2006 India National Sample Survey, but
traditional support and co-residence rates are still high. Only 1 in 20 (5,1 %) of India’s older
people live alone compared to for instance the Netherlands where 1 in 3 above 70 lives
alone (33%), other countries mention 10 to 30 % living alone, more older women live alone
because of widow-ship.
Changing family structures are also the consequence of urbanization and migration.
According to the United Nations’ ‘State of the World Population 2007’ report, urbanization
of India is taking place at a faster pace than in the rest of the world. By 2030, 40.76 per cent
of India’s population will be living in urban areas compared to about 28.4 percent in 2007.

7

detailed survey can be viewed in the following website http://www.nfhsindia.org/
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(UN , 2007). The young migrant workers who are leaving the rural areas, are leaving behind
their older relatives, often with the care of young children.
While families continue to support their older relatives, the extent and adequacy of that
support is discussed. Intra-household resource allocation may not always favor the older
dependants (Alam, 2007). Dreze & Srinivasa, (1997) show that certain groups among the
older generation are particularly vulnerable, especially widows. 8
In the informal economic sector family members realize more and more that financial
protection afforded by their families is constrained.On one hand adults in poor households
themselves face insecurity of work and income in the informal sector to lead a life of security
and some dignity, and on the other hand the presence of the unproductive (or chronically ill)
poor aged often adds to their burden and further deprivation of the family as a whole.

2.3. Decline of intergenerational transfers: risks and opportunities
The intergenerational transfers within families, especially from adult children to aging
parents is declining because of a number of factors, including lower fertility, urbanisation
and migration, loss of children as adults due to HIV/aids or traffic accidents. From 1994 untill
2007 the number of persons killed or injured as result of a road accident almost doubled.9
Most of the victims are labourers with little education (Nilambar Jhan e.a. 2004).
In the informal economy therefore a large majority of the workers face the risk of
‘deficiency’ or capability deprivation of basic needs as well as the problem of ‘adversity’,
overcoming the hardship of serious illness or accidents (NCEUS official Documents
2006/2007). Most frequent risks for financial emergency are serious illness or death of
family members, not having received expected income, fire or loss of property (house), loss
of crop or cattle and fraud or loss of cash (Financial Access Initiative, 2009).
An extra risk for decline of intergenerational transfers is the epidemic illnesses HIV/aids that
threatens kinship in India deeply. Although there is a relatively low prevalence, the absolute
numbers of people living with HIV/aids are higher than in any other country in the world. In
2007 UNAIDS estimated that there were between 2 million and 3.1 million people living with
HIV in India. (UNAIDS, 2007). Every 0.1% increase in HIV prevalence in India counts for
another half a million more people living with HIV (UNAIDS, 2008). The Indian government
8

See for example, Dreze & Srinivasan (1997)

9

Department of Road Transport and Highways, government of India. Auto Accident Statistics.
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puts it on the agenda takes it now as a serious social-economic peril. HIV/Aids directly
hampers the intergenerational transfer; the older relatives of the people living with HIV/aids
cannot rely on financial sources and support of their grownup children because they die at a
young age. Often as grandparents of passed away Hiv/aids children, they have to take care
and financial responsibility for their raising grandchildren as well. Concluding, a palette of
reasons could lead to a decline of intergenerational transfer to the next younger
generations. Therefore the need for more social security in different generations grows. Our
search shows few studies that analyze the need for social security for informal sector
workers in the Indian context. A study of 2005 in Karnataka used a participatory method to
derive the perceived social security needs of unorganized sector workers themselves, mainly
agricultural labourers and construction workers. According to the United Nations
(Raveendran, G. Murthy SVR, Kumar Naik, A.) this informal sector is characterized by:


ease of entry,



reliance on indigenous resources, family ownership, small scale operations,



use of labour intensive, local and adapted technology and unregulated
market.

In this study, 92.3 % of the workers indicate social security benefits towards old age,
unemployment, death, sickness and employment injury as relevant for them. (Rajasekhar,
et. al., 2005). Another Indian study showed how absence of adequate public healthcare
facilities and increasing costs of private healthcare facilities for the aged, can throw the
household into a major crisis (Alam, 2006).
With the expected decline of family related intergenerational transfers, based on the
demographic transition theories, consciousness is raising about the risk of longevity and the
need for about the need for alternative mechanisms to provide economic security. We
described some risks. New opportunities will we shown in the next part.

2.4

The provision of old-age pensions leads to a reduction in fertility

Elaborating on the association between pension provisions and decline of birth rates, it is
not that people get less children in order to invest in own pension provisions, but
interestingly the other way around. An increase in governmental provided old-age pension,
Pillar I (see 3.1), seem to be strongly correlated with a reduction in fertility (Boldrin, de
Nardi, Jones, 2005). The authors adhere other scholars who have shown that the welfare
state, and the public pension system in particular, have been important factors behind the
drop in fertility to the bare (or even below) replacement levels as most western countries
have experienced over the last decades.
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Controlling for infant mortality, income level, and female labor force participation,
almost all regression exercises, including those of Boldrin, de Nardi and Jones, point to a
strong negative correlation between the size of the Social Security system and the Total
Fertility Rate, both across countries and over time. Some of the empirical studies have found
evidence for a strong correlation between social pensions - Pillar I- and fertility as well and
they even report a strong correlation between saving for retirement - Pillar III - and fertility
(e.g., Cigno and Rosati (1992), Attanasio and Brugiavini (2006). 10
In sum, these findings rise to acknowledge of the ’old age security’ motive for incline of
fertility (Billari and Galasso, 2009). Nevertheless still children are perceived by part of the
parents as a component of their optimal retirement portfolio. Any social or institutional
change that affects the economic value of other components of the retirement portfolio will
have a direct impact on fertility choices.
In order to answer our main questions: what are the needs people face with respect to the
risk of longevity and less family support? What new types of poor people pension strategies
exist and can the micro finance sector in India seen as leading to new solutions in this
respect, the following research methodology is applied:
1. context analysis and desk research to describe the macro developments in which
longevity is seen as a risk, developments in governmental and private initiatives incl.
NGO and micro finance institutes (par. 3.1, 3.2). Herewith one of the interesting
issues contains the shift for microcredit to microsavings.
2. Does the case study of Dhan Foundation show the leading role of the micro finance
sector in pension innovation? The research for this question is based on analyses of
available data on economic situations of households with members in a micro
finance program (par. 4 case study).

2.5

Policy developments on old age pensions and private initiatives

The context in which the need for pensions arises, is a rapidly aging society, where the rising
life expectancy associated with low productivity poses an increasing threat on the poor.
Traditionally, the safest and most cost-effective way for people to improve their net
economic position and prepare for their old age, is through asset accumulation (land,
habitat, property) and diversification. The poor take opportunities to invest in real assets,

10

Cigno and Rosati (1992) also use a simplified two-period version of the dynastic model claiming
that fertility decreases when a (lump-sum) social security transfer to the first generation is increased.
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most common as small plots, cattle, farm land, gold (especially women!), and tradable
goods.
Recently, the Indian government has recognized that, with rapid urbanization, breakdown
of the joint family system, growth of nuclear families and increasing longevity, older
people face more risks to fall into the poverty gap. With respect to old age arrangements
or social protection, the pension system in India is framed around three pillars:
The first pillar implies a state provision, a tax based, non contributory ‘social’ pension. In
November, 2007 the Indira Gandhi National Old Age Pension Scheme was launched. This
means-tested, first pillar scheme would provide a monthly pension to people over 65 years
and living below the poverty line. The scheme covers more than 10 million people. The
Central government offers a monthly pension of 200 rupees to each beneficiary and
expects the States to contribute an equal amount, 400 rupees in total. Kerala and Tamil
Nadu, both states with fertility rates below replacement rates 11, are two of the few states
that offer some reasonable coverage of both old age pension for the aged poor and other
protective social security schemes for unorganized workers. In 2009 the Indira Gandhi
National Widow Pension Scheme and the Indira Gandhi National Disability Pension Scheme
came into place.
The second pillar refers to formal labour related savings done by employers and employees,
a provision related to the formal sector. India has introduced a mandatory retirement
savings scheme for government workers which are also available voluntarily to all Indian
residents - this refers to a hybrid program, a combination of pillar II and pillar III. It has low
costs and access in rural areas via existing networks of post offices and banks.
In July 2010 the Governmental Pension Fund Regulatory and Development Authority
(PFRDA) has introduced NPS-Lite – National Pension Scheme - which specifically targets the
economically disadvantaged sections of society.12
NPS-Lite aims at building a corpus sufficient enough to buy an annuity for their old age. The
NPS system has failed to realize its targets due to lack of incentives for marketing. The
Government scheme grants an incentive of Rs.1000 to all NPS and NPS-Lite account holders.
This hybrid program is a co-contribution government scheme which proposes to contribute
Rs 1,000 per year for investors who join NPS during the financial year 2010-11 and invest a
minimum of R 1,000 per annum.
11

Kerala has demographic features that are more typical of a middle-income country than of a poor developing economy,
including a life expectancy at birth of 72 years, an infant mortality rate of 17 per thousand live births, a total fertility rate
(1.8 births per woman) below the replacement level, and a ratio of females to males in the population well above unity
(1.04).
12
http://frontierindia.net/pfrda-introduces-nps-lite-scheme-pension-scheme-for-poor
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Pillar III

The third pillar refers to private savings. With respect to the poor and
unorganized workers in the unorganized, informal sector, this pillar is often
centered around Micro Finance Institutes.

2.5.1. Microfinance for lifecycle needs
For the provision of financial services to unorganized sector workers, mainly low-income
clients, often the term ‘’micro finance’’ is used (Ledgerwood, 2000). It includes a wide range
of financial services, to be distinguished from the regular traditional banking industry by
several characteristic features. The amounts of money involved in the micro finance
transactions is of a much smaller size and the approach to the clients is more individualistic.
It implies particular distribution principles, different from the classical bank-customer
approach. Often there is an idealistic goal of delivering these financial services: poverty
reduction and building a sustainable system allowing access to financial resources for the
people with lower income. The focus has been mainly on providing micro credit to (groups
of) individuals or communities as an alternative for the informal money lenders.
Older forms of micro financing are found in anthropological literature with names as SAM,
Rosca’s, credit union systems, etc. (ao. Calomires&Rajaraman, 1998). A Rotating Savings and
Credit Association or ROSCA is a group of individuals who agree to meet for a defined period
of time in order to save and borrow together. It is days that ROSCAs are the poor man's
bank, where money is not idle for long but ‘’changes hands rapidly, satisfying both
consumption and production needs."
The traditional version of the micro finance practices, known through the Bangladeshi
Nobel-prize winner Mohamed Yunus, in India is called the Self Help Group movement (SHG).
This movement started in the 1980s by social-development NGOs, having group members
shown how to pool savings into loans and thus becoming more independent of informal
moneylenders. The mostly short-term small amounts of money – was seen as empowering
disadvantaged women, socially, politically as well as financially.
By 1992 the NGOs had, overcoming many constraints, persuaded government to take the
movement seriously. Legal obstacles were removed and subsidies made available so that
SHGs could take bulk loans from formal banks that could be on-lent to the self help women’s
groups to be used to start or expand their micro businesses. Growth in the numbers of Self
Help Groups and the scale of their interaction with banks is still accelerating (Seibel ,2001).
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Over the last two decades, the microfinance sector worldwide has shown that poor people
will use financial assets, such as savings accounts and insurance policies, when given access
to them. Research showed (Dowla & Baru 2006, Banerjee & Duflo 2009) that the poor can
save. They are able to frequently put aside small sums of money, but they lack vehicles to
convert these into funds large enough to support them during old age (Pillar III). By
investing in a variety of financial and non-financial assets, the poor have shown themselves
to be sensible investors: the uncorrelated fluctuations in the values of their diversified assets
reduce overall risk.
Therefore, savings and insurance – especially life insurance - schemes start to gain
some popularity among microfinance institutions (Brau &Woller, 2004).
. The reasons are:
1.

Growing demand for savings products

2.

The possibility to use collected funds to finance own credit services and in this way
reduce dependence on sponsors

3.

The consequences of demographic transitions and increasing dependency rates that
could lead to increased poverty rates for the older generations.

Stuart Rutherford defines in his book "The Poor and Their Money” several types of so called
lifecycle needs, such as weddings, funerals, childbirth, education, home-building,
widowhood and old age. Brett Matthews, microfinance specialist and engaged in
community-based microfinance, distinguishes different types of microfinance used by poor
people; short and long term Micro Finance Institutes (MFI’s) .
Most MFIs are still focused on short or medium term products; microcredit for a microenterprise or transportation and micro insurance as loan protection – life insurance-, for
sickness, crop failure, floods, droughts, etc. Retirement and old age pension savings are long
term products. MFIs or their partners involved in long term products should be able to
provide
 a reasonable interest,
 to cover inflation,
 to invest in stocks and bonds,
 to get income from investments and


to minimize the risks, not only for their poor clients, but also for the MFIs
themselves.
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In the volume ‘’The poor always pay back’’ (Dowla, A. & Barua, D., 2006), the
evolution of the first group lending into individualized microfinance is explained. At
the very beginning women, using the group support and pressure as their collateral,
where given the opportunity to access small amounts of credit. It seemed that almost
99% of the borrowed funds where paid back on the agreed dates. More experienced
clients then where invited to access individual credit schemes with higher amounts of
credit in order to develop their business without being dependent on the weakest
link (in the group). An example of successful attracting of saving deposits from the
poor people is the Grameen bank in Bangladesh. That institute, which during the first
years after introducing the savings products, has collected much more deposits than
the total sum of the outstanding loans (Dowla & Barua 2006).
Around 2000, MFI’s and NGO’s noted the need for wealth building facilities,
especially for women, and began to probe the product offerings of leading regulated
financial institutions that provide microfinance services.

2.5.2

Micropensions as social security for the unorganized sector

Microfinance institutions MFI’s already familiar with insurance products, started to
introduce pension programs for the poor from 2005 onwards. The term micro pensions, in
this context refers to Pillar III. Micro pensions could be considered as a smart form of savings
and insurance. Pensions generate capital growth by enabling poor people to invest in various
assets through institutionalized programs. The (micro)pensions spectrum runs from:
contractual savings on the one hand to a longevity risk sharing insurance.
Microfinance institutions, realizing the growing urge for institutionalized saving
arrangements for their members , saw soon a market for diversification of financial/ saving
products. The Grameen Bank in Bangladesh was amongst the first and introduced in their
program called ‘’Grameen II’’ its link to a pension scheme. Dipal and Barua (2006) describe
the Banks’ motivation for adding this, basically long term saving scheme, to a loan scheme.
The principle is that Grameen-members mandatory participate in this pension scheme
during paying back their loans.
One of the main differences between micro pensions and pension provisions in more
developed economies is the absence of reliable mortality tables. This is a major stumbling
block to develop appropriate micro-pension products. However, one of the mayor concerns
is the turmoil in financial markets that can generate pension fund losses which are
unaffordable for the poor. Other differences between the traditional pension products
available for organized workers and micro pensions are to be found in the institutional
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organization. For instance the fund management is much closer to the customer, the
financial literacy, basic knowledge on financial products and institutes is often lower because
the clientele is poor and low skilled. And the transaction costs are higher which is a mayor
disadvantage. 13
Gianadda (2007) and Uthira and Manohar (2009) reviewed the savings schemes in India
most similar to pension principles that could be clustered as micro pension schemes.
Remarkable is that , these saving schemes do not yet comprise any compulsory annuity of
the accumulated funds as are know in more developed financial markets because of lack of
mortality information about the unorganized and rural sector.
Ivanova has given theoretical evidence that mapping for different ages of real age of death
and expected age of death demonstrates that the choice of annuity is preferable for the vast
majority of people, except for a small group of those possessing a terminal illness and
knowing about it. (Ivanova, 2010). This implicates room for innovative micro pension
programs.
Pension experts suggest that the replacement rate (ratio of retirement payments to preretirement income) of roughly about two-thirds is required for financial security in the oldage, protected against longevity and inflation risks (in addition risk protection against health
care needs is also required) (Asher, 2006). A micro pension cannot fulfill this requirements
only when starting to contribute to a scheme at very early age. However, generally a micro
pension can contribute significantly to the autonomy of older people and more in particular
to women, to the household and therefore to positive intergenerational developments. For
instance, micro-pension schemes could also have a fundamental role in reducing the “old
age security-reason-for-fertility’’ hypothesis, allowing families to have less children (and
even less boys!) and thus freeing resources that can be invested in human capital, i.e.
education. Uthira and Manobar (2009) researched the economic implications and
sustainability of micropensions in the era of pension reforms in India. They concluded if
strategically and judiciously used, micro-pensions will go a long way in lending a helping
hand in poverty alleviation.

3.

13

Case study: Micro pension scheme Dhan Foundation

Ramesh S. Arunachalam, Microfinance Consulting Group on http://www.solutionexchange-un.net.in/mf/cr/crse-mf-03040701.pdf
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The subject of this paper is the realm of micro financing as a risk reducer in pensions for the
poor. As an example of the potential range of the microfinance program of the Dhan
Foundation in Tamil Nadu is explored.
Research among the foundation members shows substantial support for Dhan’s aim to
provide such an additional pension program as part of its services.
The DHAN (Development of Humane Action) Foundation is a non-governmental based in
Madurai, South India. Dhan assists the poor in diversifying their range of assets and also
helps them sharing their risks. In 2009 it initiated a longevity insurance pilot for poor in India
at rural and urban areas, with different socio-economic conditions and family systems. The
Dhan Foundation realized the need to different stakeholders working together towards
innovative solutions. The Dhan Foundation is a member of the International Network of
Alternative Financial Institutes (INAFI) which is interested in the outcome and impact of the
micro pension program. In this context, the DHAN Foundation in partnership with
WordGranny, Pension Development Network and HelpAge India decided to pilot on micropension for poor. To be sure of the sustainability of the program, a baseline study was
conducted in 20 locations from which 10 were shortlisted for a feasibility study.
This baseline survey was undertaken to understand demographic composition (Peoples
Mutual, 2010), occupation pattern and income levels of the target group. A feasibility study
was set out amongst a greater number of clients, 44.000, and completed the data set for
profiling the population and analyzing the levels of ‘willing to pay’ and ‘ability to pay’. The
contribution level is the most deciding factor for designing a feasible and viable longevity
insurance product. The study was implemented in ten federations at Tamil Nadu after the
feasibility study there. 14
Our Main research question refers to the relationship between alternative pension programs
/services in India and their potential effects on the poor old aged.
Subquestions are:
 Do the poor in India express a need for longevity insurance (micro-pension)?
 Do the poor recognize the importance of savings for old age security?
 Do the poor have affordability to contribute for a longevity insurance product?
Core research objectives:
 To understand the socio economic conditions and support mechanisms for aged poor
under rural and urban contexts.
 To understand the perspectives of poor on old age social security needs.
14

The feasibility study has been undertaken by Tata DHAN Academy of DHAN Foundation during 2009 and early 2010. 44.000

members of the Dhan-Foundation participated in the research.
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 To assess the willingness of poor to save for old age security. To assess the
contribution levels of poor for a longevity insurance product.
This study was based on both primary and secondary data. The bulk of the secondary data
including the socio-economic background are collected from the households based at the
respective federations. Besides, the consumer price index for agriculture labour and
consumer price index for urban manual workers is collected to convert the family income at
current prices to constant prices. It assists in comparing the income, expenditure pattern,
savings and credit over a period of time, which will facilitate to understand the affordability
to contribute for a longevity insurance product.
Among the primary data, the following are important: number of family members, family
income, composition of family expenditure including health, savings amount and its
regularity, credit, number of dependents in the family, awareness of old age insecurity
schemes, insurance literacy especially on longevity insurance, type of family, context level
of education and gender.
the Cronback’s Alpha test indicated the reliability of data
The samples are representative through multi-stage stratified random sampling with equal
sample technique. The nature of occupation and age of the member would be the stratifying
factor. In the end a total of 3600 sample from about a total of 20000 member families were
selected for the study. 15 All the members in the selected groups were personally
interviewed through a pre-tested interview schedule. A total number of 603 households
were interviewed (total of 2468 people living in 14 locations).

3.1

Results of the study in terms of pension pillars

The average the number of older people in the sample was still very low. 2,3 % were 60
years or above and 8 % ranged between 45 and 60 years of age. The symptoms of old-age
issues (physical, economic and social) are visible starting from the 51-60 years strata. Of the
women below 31 % was married, of the >60 only 49 %, 1% unmarried and half of them were
widowed.
Pillar I
Access to existing pension schemes: on average only 6.0 % of the inhabitants of a location
had access to a form of pension provisions on national or state level.
15

Study Tata-Dhan Foundation
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Pillar III
Average annual savings per household 1347 rupees (>100 R per month) which is US $ 29,60.
The average amount of cumulative savings by the interviewed households was a total of
8439 rupees ( US $ 185,46) 16 . The value of income generating assets such as land and other
assets was an average total assets 43362 rupees (US $ 953,60).
In the second phase a feasibility study was set up, to research whether people actually were
interested in a micro pension product and how much they were prepared to contribute. 17
The earning diminished from around 765 R (<30) via more than 1200 R (30 – 50) to 730 R (50
– 60) to 490 R (>60).

16

One have to keep in mind that the variance between the locations are quite significant. In the location of Athun, the
amount of saving per household was 24,259.84 = US $ 54,09, though in the area of Kondalampatti the households savings
numbered almost threefold, with an average of US $158,72
17
Variables used: Progressive Age Composition, Household Annual Savings, Household Cumulative Savings, Household
Annual Income, Value of Income Generating Assets, Access to Existing Pension Schemes, Access to Life Insurance.
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3.2

The motivation for participating in micro pension

According to the outcome of the feasibility study, the need for micro-pension is perceived in
all these age strata and the willingness to participate is present.
Opinion

>60
years

51-60
years

41-50
years

31-40
years

<=30
years

Yes, I need

93.75

91.25

90.00

90.00

91.25

No, I don’t
need

1.25

3.75

10.00

7.50

8.75

I can’t say

5.00

5.00

-

2.50

-

Willingness

>60
years

51-60
years

41-50
years

31-40
years

<=30
years

Yes, I am
willing

58.75

45.0

42.5

33.75

36.25

No, I am not

27.5

36.25

45.0

52.5

53.75

I can’t say

13.75

18.75

12.5

13.75

10.0

•

The gap to meet individual financial needs is higher in the > 60 years category. On the
other hand, the expected benefits by the respondents are higher than the need.

•

There is a general hesitation to use the accumulated savings towards premium for
micro-pension.

•

On an average 100 rupees is observed as savings per month. This is the same amount
that other micro pensions schemes require as a monthly minimum, like NPS,
Shepherd, Mann Deshi Bank and ASA –Activists for Social Alternatives Trichirapalli
(Uthira and Manovar, 2009).

•

Higher annual income patterns are observed in urban locations (around 60,000
rupees per year). In rural and coastal locations the average annual income is about
half of that amount, around 30,000 rupees. However, irrespective of context the
annual savings stands to be close to 100 rupees. Asset value in rural areas is higher
than the urban and coastal areas. Ownership of land and livestock assets as major
source of livelihoods could be the reason for this.18
The average opinion on family support is positive, though it diminishes during the
life-cycle.

18

Tata-Dhan Academy research.

22

Opinion

>60
years

5160
years

4150
years

3140
years

<=30
years

Excellent

47.50

58.75

65.00

71.25

68.75

Satisfactory

18.75

28.75

26.25

23.75

28.75

Not
satisfied:
feel lonely

28.75

11.25

6.25

5.00

2.50

Can’t say

5.00

1.25

2.5

-

-

During the life-cycle, the dependency for personal financial needs is growing to such an
extent that the >60 group is for 72,5% depending on others.

Dependence for
personal financial
needs (per cent)

>60

51-60

41-50

31-40

<=30

years

years

years

years

years

Own

27.50

32.50

40.00

38.75

37.50

Spouse

26.25

37.50

50.00

58.75

58.75

35.00

23.75

6.25

1.25

3.75

10.25

6.25

3.75

1.25

-

Other family
members
Friends, relatives
and other
external sources

4.

Conclusions

In this paper the demographic transition and its effects on the poor aged in the informal
sector in India were analyzed. What new types of poor people pension strategies does the
literature presents in the last decade, particular in emerging economies like India?
And can the micro finance sector in India seen as leading in this respect?
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By following the demographic transitions theory for India it explains why the traditional
source of social security in India, the extended family system, is disintegrating due to a
combination of demographic transitions, i.e. lower fertility and rising life expectancy. Other
main demographic trends like The HIV/aids prevalence is relatively low in India in
comparison with most African countries. Nevertheless the numbers of people living with
HIV/aids in India are higher than in any other country in the world. Therefore it adds to the
weakening of the social fabric, as many grandparents have to take care of their
grandchildren without the financial support of the middle generation. As a result, there is a
growing need for social security for senior citizens due to demographic transitions.
Recent positive developments in many Indian states, especially in South India – Tamil Nadu show that enhancing longevity may actually increase the relative poverty levels. On a macro
level awareness about these socio-economic consequences of aging is raising. Therefore the
Indian government has developed new pension schemes for the poor in Pillar I provisions on
national and regional level. Also in Pillar II a voluntary saving option is introduced in National
Pension Scheme Lite version, the NPS-Lite, that particular targets the economical
disadvantaged sections of society.
However, the coverage gap in India is still very wide. Therefore, realistic calculations - taking
into account the speed of the demographic transitions and the growing longevity demonstrate that the unmet needs for additional pension provisions are significant.
Subsequently, awareness about the effects of aging is also rising in the maturing
microfinance sector in India with the professionals as well as with the clientele. The
literature review shows this awareness and pays attention to alternative pension systems or
models. One of them is micro financed saving schemes. Microfinance is by definition geared
to the poor. By introducing long term saving and insurance schemes for the poor
microfinance institutes and NGO’s try to fill the gap in old age security between state
provisions and the unorganized sector.
Among the few micro financial products designed to save for old age throughout the world,
the micro pension schemes offered in India are amongst the successful pioneers, like the
Dhan-Foundation. According to the Dhan foundation-study, a large majority of members of
micro finance organizations in all age categories (women) would like to participate in a micro
pension scheme, if offered. Concluding from the diminishing satisfaction on family support
and the growing dependency, the willingness of the members of the MFI to participate in a
micro pension is the result of the the awareness of tightening dependency ratio. It is too
early to evaluate the impact of those innovative pension schemes. More research is needed
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also between various product designs, its costs and benefits and different client groups to
measure their effects. Besides the economic side, more studies should focus on the sociopsychological aspects, i.e. the emancipated wish of older people to be independent from
their grown up children, and not to be a burden for them en their families.

5.
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