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Stop generational theft

The unfunded government pension liability is an off-balance sheet debt that must
be extinguished by asset sales; otherwise, it will be left to haunt future generations

l I ntil the adoption of the National Pen-
sion Scheme (nps) this May, India’s
civil servants received an indexed,

defined pension benefit, which was not

accounted for as a liability in the government
books. This generous, but unfunded ‘pay-as-
you-go’ pension liability, payable to approxi-
mately 23 million Central and state
government employees, is estimated at over
$150 billion (almost equal to India’s foreign

debt). Some state governments report that 40

per cent of their employee costs are pension

payments and this will only grow as the
cohort that arose from the recruiting binge by
the government in the 1970s and 1980s
begins to retire.

Unfunded, indexed pen-

ment and handing back the proceeds to its cit-
izens through a public pension fund. The Cen-
tral Pension Fund (cpF), as this fund can be
called, can merely be obligated to invest its
entire corpus in Central and state government
debt, which will ensure that the government is
still able to spend this money. This CPF can be
overseen by a combination of government
and trade union nominees.

The benefits of this scheme are too many.
By acting as the antidote to all intellectual
debates on this subject, the cprr will help the
government move towards real privatisation,
as opposed to merely piecemeal disinvest-
ment. We all know that the government has
better things to do than run hotels and airlines.
More importantly, the cpr
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through asset sales.

The government may not actually have a
choice in this matter. As recent figures suggest,
it can no longer fund its fiscal deficit by merely
usurping public savings. Public deposits con-
tinue to grow, but the government’s debt sales
are growing faster. The inability of the govern-
ment to reduce real lending rates to compa-
nies is a symptom of this deeper malaise.

The message is clear — the government
needs to sell its family silver. However, opposi-
tion to disinvestment, let alone privatisation,
from trade unions, Left parties and a faction
within the Congress, makes asset sales diffi-
cult, if not impossible. After endless debates,
the amount of disinvestment allowed is like a
drop in the ocean. This year’s target of
Rs25,000 crore is around 6 per cent of the esti-
mated government deficit of Rs400,000 crore.

The government can kill the privatisation
debate and fund the pension liability in one
stroke by increasing the amount of disinvest-

in the country. However, all
attempts to sell land run into
opposition over ethical and procedural issues.

The government can end all opposition
to land sales by offering to consign all pro-
ceeds to the crr. This will, in turn, unlock
unproductive land assets and drive down
land prices. The cpr can ensure that retirees
will indeed be paid a pension, but it may
also provide the common man with the
opportunity to live in a decent house, as
opposed to a jhuggi.

Asset sales earmarked for pension assets not
only have good optics (because most of the
opposition of state divestment comes from
state employees), but genuinely represent an
unbeatable ‘value for money’ asset liability
swap (because unproductive assets are used to
extinguish a liability and create a captive
buyer of government debt). But whatever the
government decides, it must do so soon,
because pension liabilities are like ice cream;
the more you wait, the more it melts. N



