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This report by David A. Robalinat al. on Pensions in the Middle East and
North Africa: Time for Change evaluates the current mandatory pension systems
formulated in the 1970s in the region. Since tlublipation of Boersch-Supan
Palacios and Tumbarello (1999), cited in the volutie Word Bank has been
providing technical assistance to the countrieshefregion in the area of pension
reforms. According to Schwarz and Demirguc-Kunt9@p also cited in the volume,
more than 60 countries have introduced pensiorrmefan the last 20 years. The
financial problems and the fiscal burden of theseegous schemes was the common
motivation for the reforms undertaken. The presmtk by David Robalino and his
co-authors is the extension of those previous wpthdished five years ago.

The book is divided into six chapters. Chapter fisists of a comprehensive
overview of the book. Chapter 2 discusses theainitbnditions for pension reforms.
Chapter 3 takes stock of pension systems in th@nmegnd identifies the main
problems. Chapter 4 introduces a general frameworkpension reforms and
describes minimum conditions that any reform agemitlshave to meet. Chapter 5
distinguishes the issue of how to improve the manant of public funds in the best
interests of members. Finally, Chapter 6 ranks tts of the region
comprehensively based upon their reforms procedsdi&tusses the prospects for
the future.

The background and salient features of the dembgrapsituation,
macroeconomic transitions, and further critical rapation of the financial sector in
the region are discussed in detail. Demographictily Middle East and North Africa
are endowed with relatively large young populati@rith high growth rates, but the
transition and structure of population is differeamhong countries of the region.
However, aging of the population is not the maaso: behind the financial problems
faced by the pension system. Chapter 2 provideseisting figures on the dynamics
and its linkages with dependence ratio, labour etaplarticipation, and subsequently
the pension issue. The chapter further indicatelsraming situation in the near future
regarding the payment of a very high implicit ratke return on contributions. It
provides the basis of reforms in the present peridéinally, the importance of
macroeconomic stability for the proper functioniafythe financial sector and the
pension system is empirically explained. So fahadinancial sector is concerned, the
chapter classifies the countries on the basis afiptete and incomplete financial
markets. The policy suggestions pertaining topiiesion systems have been provided
according to the stage of the development in aadiidual country.

Chapter 3 contains the findings of more than 30sjmenschemes across 13
countries. It is important to note that none of toeintries surveyed has a national
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pension scheme that covers all types of workersJdrdan, self-employed and
agriculture workers are excluded whereas Egypt,iSfanand Morocco have the
largest number of schemes. This fragmentation cainstthe mobility of the labour
force across and within sectors. The coverage ratedargely varied among the
countries, between 10 to 70 percent. Generallyptbspects for expanded coverage
rates are limited.

Two important questions are raised in Chapter 4es€hare: (a) questions
regarding the objectives of pension reform andnté®me replacement mandate, and
(b) questions regarding mechanisms with which tplément this mandate.

There are no formal rules to define an adequatel lefvbasic pension or the
average replacement rate. It depends on the fastilyctures, and cultural and
economic factors. These schemes can be classifed ¢hree dimensions (i) how
the system is financed, (ii) how the risks are diifeed, and (iii) how the system is
managed. The choices have been dictated by locahoenic, social, political, and
cultural conditions. The chapter provides extemsinternational experiences in
terms of designing the pension system whether basedidequacy or income
replacement criteria. In this chapter, the follogvistandards have been formulated
to achieve the desired objectives of a prudent ipansystem: indexation of all
wages by covering all the salaries, choice of amuat rate reflecting the mandate of
the pension system regarding income replacementaandffordable contribution
rate, taking into account all of its componentse Tdhapter speaks in favour of a
virtual account system, which is considered as @ ¥eansparent link between
contributions and benefits. In addition, variousys/#o increase funding and its cost
and benefits are discussed. The authors are o¥idw that the success of any
attempt to reform the national pension programmk dépend on administrative
capacity and planning.

Chapter 5 discusses alternate policies and optaralable globally to
manage pension funds more efficiently. The chaptEses the question of
accumulated pension reserves ranging between 4@nge(Djibouti) and 52.2
percent (Bahrain) of GDP. The regional averagehefrhandatory pension systems
stands at 14.4 percent of GDP which stands asitgies$t in the world after South
Asia. Nevertheless, some policy formulations hagen suggested which are quite
relevant to the overall environment of the regibhese are:

() building technical capacity to design investingolicies, as countries
need to invest in terms of qualified human resousese capable of
managing pension funds.

(b) outsourcing the management of part of the $uridr which public bids
may be utilised for outsourcing based on clearstiwent strategies;

(c) improving transparency includes mandating flikclosure of pension
fund operations.



Book Reviews 329

The final chapter evaluates the performance of ipanseforms across
countries in the non-Gulf countries of the Middlas and North Africa. It also
explains the socioeconomic factors responsiblettier observed differences. The
countries can be classified into three groups. firkegroup includes Algeria, Libya,
and Syria, where the reform process is in its iojaif he second includes the Islamic
Republic of Iran, Iraq, Tunisia, and the Republi¢cremen, where policy discussions
are at a more advanced stage. Djibouti, Egypt,ailgrdebanon, Morocco, and the
West Bank and Gaza are placed in the third grouqerevthere are leading pension
reforms.

(&) In the third group where there are leadingnref efforts, the motivation
for reforms is the civil servants crisis and militgpension schemes.

(b) In the second group of countries, the publicabf reports pertaining to
pension schemes-related problems initiated theigputiblogue. Good
analysis and diagnoses were the driving forcesnethie motivation.

(c) A high-level policy-maker or a think-tank hasen driving the reform
process in the third group of countries, wherecallntries have leading
pension reform systems. But, definitely, the chajks for the future are
necessarily different in all three groups of coigstr

The report intends to raise awareness about thel riee immediate
intervention in the pension systems. It recommethésgovernments to initiate a
gradual reform process now. Besides, the repariitadthat it could not discuss
several important areas vital for the proper fuwrdtig of a pension system,
including (a) the institutional organisation, typEprogrammes, and the institutions
in charge of managing them, (b) the way in whiclmeustration is designed and
implemented, and (c) the way in which pension fusidsregulated.

The drawbacks in the pension systems in the Miftdigt and North Africa, as
indicated in this report, are quite relevant to¢hee of Pakistar.he pension system
is fragmented and mostly covers public servantkisimn lacks the technical
expertise for proper investment of pension fundsrtiermore, the investment
opportunities can be numbered as low, which makessky in the absence of
diversification. This report may serve as a sproaghl for further research in this
growing area, leading possibly to more equitabld &inancially viable pension
reforms.
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