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Foreword

Section 39 d the S. Christopher and Nevis Social Security Act, 1977, requires that an
actuarial review of the Social Security Fund be conducted at |east every three years. Thisis
the seventh such review and it has been performed as at 31 December 2002, three years
after the sixth review.

In 1999, the International Labour Organisation (ILO) and six Caribbean countries,
including St. Kitts & Nevis, entered into bilatera agreements under which the socia
security scheme of each country will receive two actuarial reviews and training for its in-
house actuaria and datistical personnel. This five-year programme is known as the ILO
Umbrella Programme for Actuarial Reviews to Selected Countries of the Caribbean.

The main objectives of this review are to determine the long-term financial condition of the
Social Security Fund (SSF) and to review contribution and benefit provisions, making
recommendations where appropriate. During discussions in St. Kitts & Nevis requests for
specific issues to be dealt with in the report were made including:

— using wages over on€'s career when calculating age pensions,

— dlowing persons receiving invalidity pensions to aso receive some employment
income,

— the large number of persons who fal to qudify for an age penson and only
receive the age grant,

— increasing the funeral grant,

— Increasing the normal retirement age,

—  dudying the impact of HIV/AIDS,

—  broadly addressing the feasibility of introducing unemployment benefits, and

—  preparing for social security reform.

These and other matters that arose during discussions are discussed in Section 4.

This report is divided into two parts — the main report and the appendices. The main report
contains an analyss of historica experience, the results of population, economic and
Social Security Fund projections up to 2062 and the assessment of the financia
sustainability of the SSF. This is followed by a brief discusson of severa policy and
operational issues and investments. A discusson on the feashility of introducing
unemployment benefits is presented.

The appendices that follow contain a summary of key Social Security contribution and
benefit provisons, a description of the methodology used for the valuation and detailed
tables of the Socia Security finances for 2000 to 2002, key data inputs, assumptions and
projection results. They aso provide additiona information on unemployment benefits as
found in other countries.
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Executive summary

Chart ES.1.

Some of the benefits that current Socia Security contributors anticipate receiving will be
paid more than fifty years from today. Therefore, to determine whether or not St. Kitts &
Nevis's socia security system is sustainable over the long term, periodic actuaria reviews
are conducted. In these reviews an examination of the Fund's current and projected future
financia status is made. The actuary is aso expected to recommend steps that may be
taken to help ensure that the scheme remains solvent for future generations, while
providing meaningful benefits to current workers and pensioners.

During its first twenty-five years, the Social Security Board (SSB) has experienced steady
growth in contribution and investment income, benefit expenditure and reserves. However,
in recent years, the number of contributors has remained around 22,000 while the number
of pensioners continues to increase. At the end of 2002, Sociad Security Fund (SSF)
reserves stood at EC$542 miillion or 21.5 times tota expenditure in 2002 or equivaent to
67 per cent of GDP. While this is a reatively high level of funding and the Fund is large
relative to the local economy, total assets are less than the present value of total benefits
aready earned by past and present contributors, in line with the partidly-funded approach
followed by the SSF.

With birth rates declining and increased longevity among the ederly, future Socid
Security finances will show a different pattern from those of its first twenty years. While
reserves are expected to continue growing for some time, the consequences of a declining
contributor-pensioner ratio and a contribution rate that is below the long-term cost of al
benefits will gradually emerge as the scheme matures.

Along with a review of the SSF's financia podition as of 31 December 2002, this report
includes projections of income, expenditure and reserves through 2062. Since the
estimation of future experience is uncertain and depends on many demographic and
financia assumptions, three scenarios are presented to show the plausible range of likely
outcomes. These scenarios have been dubbed Pessimistic, Intermediate and Optimistic, and
differ with respect to future population, economic and Socia Security-specific
assumptions.

Chart ES.1 below shows the projected trend for Socid Security reserves under the three
scenarios, assuming that the contribution rate and benefit provisions remain unchanged.

Projected reserves of St. Kitts & Nevis’ Social Security Fund (miliions of EC$)

5,500 A

4,500 4 Optimistic

3,500 -

2,500 A Intermediate

Pessimistic
1,500 A

2903 2008 2013 2018 2023 2028 2033 2038 2043 2048 2053 2058 2063
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The key results of the Intermediate scenario projections based on the contribution and
benefit provisons in place as of the vauation date on 31 December 2002 may be
summarised as follows:

— The population should increase from 46,111 in 2001 to aound 56,000 in mid-
2040, remaining relatively constant theresfter.

— The ageing of the generd population will have a maor impact on the ratio of
workers to retirees. For Socia Security, it is projected that the number of
contributors for each pensioner will fal from 7.7 in 2002 to only 1.7 in 2062.

—  Contribution income is expected to be sufficient to meet total expenditure through
2020.

— Resarves are expected to begin decreasing in 2036 when total expenditure will
exceed total income for the first time. Reserves are projected to be depleted by
2053.

— The pay-as-you-go (PAYG) cost rate, or the contribution rate that would be
required to produce just enough income each year to meet expenditure, will
increase gradually from 5.9 per cent in 2002 to 27.9 per cent in 2062.

— The congtant contribution rate beginning in 2003 that would make the present
vaue of contributions equal to the present value of expenditure through 2062 is
15.7 per cent (also referred to as the genera average premium-GAP). To secure a
reasonable reserve level of a least five times expenditure in 2062, four rate
increases of 1 per cent every five years from 2006 to 2021 would be required. This
would bring the ultimate contribution rate to agpproximately 15 per cent of
insurable earnings.

Under the Pessimistic scenario, the first cash flow deficit is expected in 2028 with Fund
depletion in 2046, while under Optimistic assumptions expenditure is projected to exceed
income beginning in 2047 with Fund depletion in 2063.

Based on the conclusions of the actuarial projections, a decision should be made as to what
is the acceptable ultimate level of the contribution rate in view of the projected cost if
benefit provisions remain unchanged. Accordingly, measures should be adopted to
eventualy reduce projected expenditure by dtering benefit levels within acceptable limits
(cf. ILO C.102). At the same time, a number of simple measures to improve benefit
provisions, a a low cost to the scheme, could be introduced immediately as these could
significantly improve the income security of the concerned beneficiaries. A set of specific
recommendations is formulated as follows:

() Beginning in 2006, wage-ceiling increases should occur annualy in line with
changes in average wages in St. Kitts & Nevis with the rules governing such
increases placed in Regulations. To estimate changes in average national wages,
the government’s Planning Unit should investigate how to create a wage index.
Until such an index is avalable, Socid Security data may be used as a proxy.
(Section 4.11)

(2 Pensions-in-payment should be increased annually in future in line with average
inflation over the previous three years, with the rules that govern the timing and
the amount of each adjustment placed in Regulations. Smilarly, the Maternity
and Funerd grants and minimum pension dollar amounts should be adjusted
automatically each year on a coherent basis adopted to reflect increases in the
cogt of living. Accordingly, the set level of the minimum age and invaidity

Xii
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(10)

(11)

(12)

pension should be increased annually to represent at least 15 per cent of average
insurable wages. (Sections 4.1.2 and 4.14)

The pension formula for age pensions could be modified from the current basis
using the best three years wages in the last 15 years, to one that uses re-valued
or indexed insurable wages over a longer period, such as the ten years (up to
entire career possible) with equal weight awarded to each year used in reference
period. In addition, it is recommended to consider adopting a flat benefit accrual
rate for every year of contributions paid to the SSB. Such changes to the
pension formula should only be adopted once a thorough discusson on the
income replacement objective of the SSB and the affordability of the scheme is
conducted and follows an in-depth policy review of the winners and losers.
(Section 4.1.3)

Careful consideration should be given to the possibility of paying more that just
the higher of the two pensions for persons who would otherwise qualify for an
age pension in their own right and a survivors pension if their spouse has
deceased. There are severa reasonable alternatives to paying both pensions so
that the total amount is not excessive yet ensures that the surviving spouse is not
made worse off following the death of their partner. (Section 4.17)

For survivors pension, a review of the minimum pension rate as well as the
payment duration — now only one year — for spouses who are under 45 but who
have dependant children could be made. (Sections 4.1.7 and 4.1.8)

Congderation could be given to increasing gradually the norma pension age
from 62 to 65 over at least a nine-year period. Reduced pensions would be
offered from as early as age 62 so that insured persons have the flexibility to
choose the age at which they wish their penson to begin whilst not causing
additional financia burden to the scheme. (Section 4.1.5)

Participation among the self-employed should be significantly improved through
increased education, linkages with government departments that issue prmits
and/or licenses to sdlf-employed persons, and a simplified approach to the way
sdf-employed persons are required to contribute, the level of their benefits, etc.
(Section 4.3.1)

Consideration should be given to alowing persons receiving an invalidity
penson and who wish to return to work with the possibility of receiving a
portion of the pension or the whole pension for alimited period. (Section 4.1.6)

A review should be undertaken of al claims processed under the CARICOM
Social Security Agreement so as to ensure the correct type and amount of
benefit, pension or grant, is paid. (Section 4.4.1)

For the Assstance pension, specific criteria should be introduced to clearly
determine whether the applicant is “in need” and if this adequately reflects the
socid welfare objective attributed to the SSF. (Section 4.2)

Board members should be appointed in accordance with the provisions set out in
the Social Security Act and consderation should be given to including one or
two skilled investment prafessionals on the Investment Committee (Sections
4.4.2 and 45.3)

Annual financia statements and reports of operations as well as actuaria reports
should be widdy publicized and disseminated so that key stakeholders and the
genera public are fully aware of the current and projected states of the St. Kitts
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& Nevis socid security system and appreciate better the protection received.
(Section 4.4.3)

(13) Government should amend the pension arrangement for public officers so that
combined Socid Security and civil service pensions cannot exceed pre-
retirement pay while at the same time being equitable to low- and high-income
retired officers. (Section 4.3.2)

(14) Consderation could be given to introducing a modest unemployment insurance
benefit that can be enhanced once experience unfolds with the objective of not
only providing income to unemployed individuds but dso of sabilising the
economy in times of recession. The Barbados experience is referred to. The ILO
Convention 168 or 1988 on Employment Promotion and Protection Against
Unemployment should be referred to. (Section 6)

(15) Gradud improvement of the diversification in the asset dlocation of the Socid
Security investments could be emphasized to minimize risks to the SFF. Such
changes relate to reducing the amount held in fixed deposits, especidly the
amount held in one bank, investing in longer-term securities and placing up to
15 per cent of the portfolio in regiona and internationa investments. (Section

4.5)

(16) While no contribution rate increase is being recommended at this time, changes
to the dlocation rates for contribution income to the three benefit branches could
be made as outlined in Section 6.4. Transferring reserves out of the Short-term
and Employment Injury Benefit branches and into the Long-term benefits
branch should also take place. While these changes do not affect the overall
funding of Socia Security benefits, the changes would bring consistency to the
financing method chosen for each benefit branch. (Section 1.5.4)

Although St. Kitts & Nevis is not yet a party to any socid security instrument of the ILO,
when reforms are considered, the ILO encourages policy makers to refer to the ILO
Convention 102 of 1952 on Minimum Standards of Sociad Security reflecting still general
accepted principles of socia security at the internationa level. (Section 4.1)

Throughout the world, the financid implications of population ageing are forcing
governments to review the promises being made by their national pension schemes so that
the benefits being offered are adequate and affordable, both today and well into the future.
In many countries, including some in the Caribbean, projected insolvency for socia
security funds is less than 40 years away and the contribution rates required to avoid this
will be more than twice what they are today. With St. Kitts & Nevis having a reatively
young socid security system, the projected depletion of the Fund in the next 40 to 50 years
may seem very distant. But while Social Security cannot be categorised at this time as
being in crigis, the longer changes aimed at bringing long-term sustainability to the Fund
are deferred, the more drastic future reforms will have to be.*

The Socia Security Board is therefore encouraged to share the findings, projections and
recommendations of this actuarial review through extensive public consultation to obtain
support for the changes that are acceptable and to ensure benefit expectations are in line
with contributory capecities. The two main focus areas should be the strengthening of the
Fund for future generations and making maor improvements in the participation of self-

! See Oshorne, Derek (2004): State of Social Security in the CARICOM Single Market and
Economy.

Xiv
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employed persons. It is not too early to make meaningful changes that will lessen the
burden on future generations of Kittitian and Nevisian workers and employers. It is aso
extremely important that the security of a lifetime social security pension will be a redity
for the growing number of sdlf-employed persons. For the Government, leadership and
support for changes that will bring equity and long-term sustainability to the Socid
Security Fund are paramount. The conseguences of inaction could lead to high contribution
rates, reduced pensions and/or higher required government subsidies.

When reforms are considered, the ILO encourages the socia security policymakers of St.
Kitts & Nevis to refer to Convention No. 102 concerning minimum standards on socia
security and other conventions and recommendations on social security as adopted by ILO
member States.
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1. Review of SSF experience, 2000-2002

The SSB began operations in February 1978 by introducing a defined-benefit system of
socia security that replaced a provident fund pension system. Two main types of social
security benefits were initialy offered — long-term benefits or pensions and short-term
benefits. Employment injury benefits were introduced in 1986.

1.1 Recent amendments to the Social Security Act
and Regulations

In 2002, several amendments to the Act and Regulations aimed a consolidating previous
Regulations and introducing several new policies were made as follows;

—  The Second Schedule of the Social Security Act was amended to permit the Board,
subject to the approval of the Minister, to invest up to 1 per cent of the Fund
within certain guidelines as follows. oversess, in loca corporate bonds or equities,
in domestic or regiona corporations or funds that are endorsed by the Government
and established for the execution of specific mandate.

— The Socid Security (Benefit) Regulations, 1978, was replaced by the Socid
Security (Benefit) Regulations, 2002.

—  The Sdf Employment Regulations, 2002, was introduced.

— Amendments were made to the Financid and Accounting Regulations,
Classfication Regulations, Regidration, Regulations and  Contributions
Regulations.

The following amendments each with direct financid implications took effect in July 2002:

— All age, invdidity and survivors pensons-in-payment awarded before January
2000 were increased by 6 per cent. Those awarded in 2001 were increased by 5
per cent.

—  The minimum monthly age and invaidity pension was increased from EC$200 to
EC$250.

— The minimum monthly survivors penson for spouses was increased from
EC$100 to EC$125 and for children from EC$50 to EC$60.

—  The assistance pension rate was increased from EC$40 per week to EC$100 twice
per month.

— The funeral grant (under employment-related death) was increased from
EC$2,500 to EC$4,000.

ILO/TF/St. Kitts & Nevis/R.3/November 2004 1



1.2.

Financial experience

The following charts illustrate various aspects of the Socid Security Boards (SSB)
financial experience between 1984 and 2002.> These charts compare annual contribution
and expenditure rates and illustrate changes in the relative funding level over time, the
changes in the relative size of each benefit type as a proportion of total benefit expenditure,
the yield on reserves and administrative costs. The trends noted in the first three charts are
consgtent with this type of scheme and the financing method adopted, and they confirm
the gradual maturing of St. Kitts & Nevis social security system.

12%

10%

8%

6%

4%

2%

0%

Chart1.1.

Contribution Rate

Expenditure Rate

1984 1986 1988 1990 1992 1994 1996 1998 2000 2002

Contributions and expenditure (as % of insurable wages)

When expenditure is expressed as a
percentage of insurable earnings, it can be
readily compared with the contribution
rate. While the contribution rate has
remained constant since 1986,
expenditure has trended upwards, with
continued upward movement expected.

With the contribution rate higher than the
expenditure rate by over 5% in 2002,
contributions aone ae more than
sufficient to meet expenditure.

Chart1.2.  Reserve-to-expenditure ratio

30

| — A

10 1

1984 1986 19838 1990 1992 1994 1996 1998 2000 2002

The reserve-expenditure (RER) ratio
reflects the size of the year-end reserve
relative to that year's expenditure and is a
useful measure of how well a socid
security scheme is funded at any time.
Until 1999, this ratio gradualy declined
but has since increased due to the higher
returns on investments and lower
administrative costs over the past few
years. At the end of 2002 the RER ratio
stood at 21.5.

Although a ratio of over 21 indicates a
high level of funding, total assets are less
than the total value of benefits aready
earned by past and present contributors.

2 Financial statements prior to 1984 were not available.
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Chart 1.3. Distribution of benefit expenditure (as % of total)

Long-term Benefits

Employment Injury Benefits

Short-term Benefits

T T T T T T T
1984 1986 1988 1990

T T T T T T T
1996 1998 2000 2002

As illustrated, long-term benefits or
pensions make up the magjority of SSB
benefit expenditure — 71% in 2002. In
that year, short-term benefits
represented 24% and employment
injury benefits 5%.

As the scheme matures and more
persons qualify for larger pensions,
long-term benefits will make up an even
higher percentage of expenditure.

8%

Chart1.4. Yield on reserves (as % p.a.)
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%
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With reserves approaching EC$600
million, the rate of return on these
reserves is avery important factor in the
long-term sustainability of the Fund. In
recent years, returns have generaly
increased.

Nominal rates of return (% p.a.)
—2002

—Last 5years 6.1
—Last 10 years 5.9
Real ratesof return (% p.a.)
— 2002 43
—Last 5years 35
—Last 10 years 2.8

25%

20% A
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10% A

5% A

0%
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Chart1.5. Administrative expenditure (as % of contribution income)

Between 1992 and 1999 operating costs
as a percentage of contribution income
increased from 8% to 20%. Since 2000,
though, there have been reductions in
administrative costs both in absolute
ECS$ and relative to contributions.

Although the current level of operating
costs relative to contributions is
acceptable, partly because of the high
wage ceiling and 11% contribution rate,
there appears to be room for further cost
reductions, especialy as it relates to
staff strength.

After a decade of relatively high economic growth in St. Kitts & Nevis, expansion dowed
in 2002. While inflation has remained low, it is estimated that the unemployment rate has
risen over the past few years from 5 per cent to nearly 10 per cent in 2003. For Socid
Security, the rate of growth of contribution income has dowed and the number of active
contributors has remained between 21,500 and 22,500 for 1999 to 2002. Although benefit
expenditure increases were in line with expectations, the higher-than-expected growth of
investment income offset smaller increases in contributions, dlowing the SSB to redise

growing surpluses each year.
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Table 1.1.

In the Sxth Actuarial Review, dallar-vaue projections were only presented for the Long-
term Benefits (LTB) branch. Overdl, 2002 year-end LTB branch reserves were EC$4
million higher than projected and the reserve-expenditure ratio was aso higher — 23.7
instead of 20.7, due mainly to lower administrative expenses in 2002. For the short-term
and employment injury benefit branches, where expenditure was estimated as a percent of
insurable earnings, costs were lower than projected.

Summary of SSF finances, 2000 - 2002 (millions of EC$)

2000 2001 2002
Income
Contributions 435 455 46.9
Investment 243 28.8 30.7
Other 0.7 0.4 1.2
Total 68.5 74.7 78.8
Expenditure
Benefits 15.9 16.7 18.6
Administrative 8.3 8.0 6.6
Total 24.2 24.7 25.2
Annual surplus (Income minus Expenditure) 44.3 50.0 53.6
Year-end reserves 438.5 488.5 542.1

1.3. Design and performance indicators

Given the broad range of objectives of a socia security scheme, evaluating its performance
could be rather difficult. Such an assessment should consider the achievement of the
scheme's overall gods as they pertain to the level of coverage and the provision of

adequate and reasonable benefits and pensions, as well as how efficiently it is administered
and how prepared it may be to meet rising costs over time. Table 1.2 provides a summary
of severa key indicators of coverage and benefit levels provided by the SSB and its
operationa performance, highlighting changes between 1999 and 2002.
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Table 1.2. SSB performance indicators, 1999-2002

14

1999 2002 Comments
Ratio of ceiling to average insurable wage 35 31 Qelllng stil at a high level. No major
increase needed.
- . Minimum increased in 2002 but still low
0,
Minimum pension as % of average wage 11 12 relative o wages.
Average old-age pension as % of average 25 28 Increase expected as more people with
insurable wage larger pensions are added.
L More contributors than permanent jobs
0,
Active n sured persons as % of employed NOI 105 due to transient labour. Does not mean
population available ;
100% compliance.
% of self-employed persons to number of Not 15 Very low.
contributing insured memberst available
Number of contributors per pensioner 8.2 1.7 Gradual decline expected as scheme
matures.
% of persons over-62 in general N/A 56 Adequate.
population receiving a SSB pension
SSB benefits and pensions as % of GDP 2.2 2.3 ggﬂg increase expected as scheme
SSB reserves as % of GDP 57 67 High. Gradual increase expected.
- . Increased only once from 10% in 1986
0,
Contribution rate as % of insurable wages 11 11 when EIB's2 were added.
. . Decrease due to a fall in administrative
0,
Expenditure rate as % of insurable wages 6.3 5.9 expenses in 2002.
Investment income expressed as % of 59 79 Higher yields and bigger Fund over last
insurable earnings ' ‘ few years.
Three-year average annual nominal yield 59 6.2 Higher yields over last few years.
on reserves (%) ' '
Three-year average real annual yield on 0.7 42 Low inflation in recent years.
reserves (net of inflation) (%) ' '
Administrative expenses as % of 99 15 Significant fall in operating costs in
insurable wages ' ' 2002.
% of assets held in government securities 21 19 Acceptable.
. . Too high as assets not consistent with
0, a
% of assets held in short-term deposits 65 65 long-term liabiliies
Reserve-to-expenitire ratio 171 215 Decrease expected but increase due to

higher investment returns.

1 Number of selfemployed persons in population taken from 2001 Population Census.

2 Employment injury benefits

Investment performance

Reative to the economy, the Social Security Fund® is large — 67 per cent of GDP. At the
end of 2002, SSB investments stood a EC$512 million, up from EC$367 million a the
end of 1999. During this period the average yield on reserves was 6.2 per cent. With
inflation averaging 2 per cent, the rea return over the three-year period was 4.2 per cent.
While these rates of return are reasonable given the limited goportunities available, the
overdl portfolio remains poorly diversfied and heavily concentrated in a single ingtitution.
Table 1.3 provides a summary of the investment mix of the Social Security Fund at year-

end 2002 and 1999.

3 National Provident Fund not included.
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Table 1.3.

Summary of investments, year-end 2002 and 1999

2002 1999
Investment category EC$ % of total EC$ % of total
Government securities and loans 98.0 19.1 76.2 20.8
Fixed deposits 332.1 64.9 239.2 65.1
Loans 64.3 12.6 44.8 12.2
Local equities 6.8 1.3 0.5 0.1
Regional bonds and equities 6.2 1.2 2.4 0.7
International 4.7 0.9 3.9 11
Total 512.1 100.0 367.1 100.0

The Sixth Actuarial Review highlighted the poor diversfication of the Fund in terms of the
type and the location of assets. As seen from the above table, there has been little changein
portfolio alocations between 1999 and 2002 with dmost two-thirds gill held in short-term
fixed deposits. A detailed andlysis of the portfolio reveals the following:

19 per cent is held directly in government securities (loans and bonds).

11 per cent is held in loans to Statutory Bodies, most of which are backed by
government guarantees.

81 per cent of fixed deposits or 53 per cent of the portfolio is held a one
commercia bank which is 51 per cent owned by Government.

83 per cent of the portfolio is held in government securities or backed by
government agencies if the National Bank is classified as a government agency.

97.9 per cent of the portfolio isinvested within &t. Kitts & Nevis.

To gradudly achieve a more prudent asset mix with improved diversfication and better
asset-liability matching, the Board may consider the following actions:

Gradudly reduce the proportion of the Fund’s investments held with the National
Bank of S. Kitts & Nevis and Anguilla.

Seek long-term investments instead of placing more funds in short-term fixed
deposits.

Given government’s high indebtedness, limit future lending to Government and
datutory bodies.

Gradualy increase the portion of the Fund held in regiona and internationa
investments.

More details on the discussion of investments and crucial recommendations are presented
in section 4.5.
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1.5 Experience by benefit branch

The SSB administers three mgjor types of social security benefits — long-term or pensions,
short-term benefits and employment injury benefits. While the projections presented in
Section 3 combined al benefit expenditure, internal accounting procedures separate them
into three branches. This alows for better monitoring of experience and separate financing
methods as each benefit type has different characteristics and funding objectives. Each
branch is also expected to meet its expenditure from its income and accumul ated reserves.

1.5.1 Long-term benefits branch

Table 1.4.

The Long-term benefits (LTB) branch presently receives the largest share of contribution
income, 8 per cent of insurable wages or approximately 73 per cent of contribution income.
Benefits payable from this branch are age, invalidity and survivors pensions and the age
grant. Since most pensions are payable for life, LTB branch expenditure will continue to
increase as more pensioners with larger pensions are added.

At 31 December 2002, the LTB branch reserves stood at EC$425 million or 23.7 times
expenditure in 2002. (The amount of reserves relative to annua expenditure is a useful
measure of how well benefits are funded.)

Expenditure for each pension for 2000 to 2002, expressed as a percentage of insurable
wages, is shown n Table 1.4, along with total branch expenditure. (Actua amounts paid
by benefit type are provided in Appendix 1V.)

Long-term benefits branch expenditure, 2000 - 2002 (as % of insurable wages)

2000 2001 2002
Age pensions 1.88 1.93 2.15
Invalidity pensions 0.13 0.14 0.16
Survivors’ pensions 0.23 0.24 0.25
Assistance pensions 0.46 0.42 0.44
Age grants 0.07 0.11 0.08
Administrative expenses 1.49 1.40 1.12
Total 4.26 4.24 4.20
Total benefits (millions of EC$) 10.7 11.8 13.2

As shown, branch expenditure as a percentage of insurable earnings increased in 2001 but
decreased in 2002 due to lower administrative expenses.

Table 1.5 highlights changes in the number of pensioners and increases in average
pensions for each of the four pension categories. Details of long-term projections of both
the number of pensioners and expenditure are presented in Section 3. Given the long-term
nature of pension benefits, expenditure will continue to increase, eventualy surpassing
income if the contribution rate is not changed. Since it is expected that the STB and
Employment Injury benefits (EIB) branches will hold only smal reserves, if the LTB
branch becomes exhausted, depletion of the entire SSF would follow shortly thereafter.
Therefore, future contribution rate increases will be required, with most of the increased
revenue alocated to the LTB branch.
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Table 1.5.

Pensions-in-payment, numbers awarded and terminated, 2000 - 2002

Average weekly pension
Paid in Awarded Terminated Paid in (in EC$)

Dec. 1999  2000-2002 2000-2002  Dec. 2002

Dec. 1999 Dec. 2002

Age pensions 1,193 333 131 1,395 476 587
Invalidity pensions 84 113 68 129 415 480
Survivors’ pensions 437 276 205 508 130 168
Assistance pensions 885 155 210 830 173 200

1.5.2 Short-term benefits branch

Unlike the LTB branch, the Short-term benefits (STB) Branch is financed on a pay-as-you-
go (PAYG) basis. That is, current income is expected to meet current expenditure, with
only a smal reserve required to cover fluctuations in income and/or expenditure. Over
time, the cost of benefits in this branch is not expected to increase significantly, and if it
does, small adjustments to the alocation of contribution income between branches may be
made.

Analysis of the STB branch is limited to determining whether or not the present portion of
contribution income alocated is sufficient to meet projected payouts until the next
actuaria review. By comparing total branch expenditure in recent years as a percentage of
insurable earnings to the proportion of insurable wages alocated to that branch, the
adequacy of the present alocation is assessed. If the percentage of contribution and
investment income allocated is expected to meet the projected cost of benefits for the next
three, the allocation rate is considered adequate.

The benefits covered under the STB branch are Sickness benefit, Maternity Allowance
(benefit and grant), and Funeral grant. Each year, 2 per cent of insurable wages or 18.2 per
cent of contribution income and investment income on branch reserves are alocated to this
branch. Costs for the benefits listed above and a portion of administrative expenditure are
charged to the STB branch. On 31 December 2002, branch reserves stood at EC$50.3
million, or 8.6 times branch expenditure in 2002.

A summary of STB branch experience for 2000 to 2002 is provided in Tables 1.6 to 1.9.
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Table 1.6.  Sickness benefit experience, 2000 - 2002

Year  No. of claims awarded per ~ Average benefit ~ Average weekly Cost as % of
ended 1,000 insured persons duration (days) benefit insurable wages
2000 198 11.9 228.66 0.51

2001 206 10.7 246.46 0.49

2002 214 11.1 270.27 0.56

Table 1.7.  Maternity benefit experience, 2000 - 2002

Year  No. of claims awarded per Average benefit Average weekly Cost as % of

ended 1,000 insured persons duration (days) benefit insurable wages
2000 28 73 188.37 0.37
2001 27 73 211.86 0.37
2002 22 75 241.60 0.35

Table 1.8.  Maternity grant and funeral grant experience, 2000 - 2002

No. of No. of Cost as % of No. of Cost as % of

) No. of .
Year ; grants insurable grants insurable
births deaths
awarded wages awarded wages
2000 838 615 011 357 162 0.12
2001 803 582 0.06 352 160 0.09
2002 758 531 0.06 335 168 0.09

Table 1.9. Total expenditure of STB branch, including administrative expenditure, 2000 - 2002
(as % of insurable wages)

Administrative and other

Year expenditure Total STB expenditure
2000 0.43 1.54
2001 0.39 1.41
2002 0.31 1.37

With an allocation of 2 per cent of insurable earnings plus investment returns, the STB
branch incurred growing surpluses each year.

Estimates of STB branch annua expenditure for the next three years are shown in Table
1.10. This serves as the basis for future projections of STB expenditure (Section 3.1).
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Table 1.10. Projected annual STB expenditure, 2003-2005 (as % of insurable earnings)

Benefit expenditure Projected expenditure
Sickness benefits 0.60
Maternity benefits 0.35
Maternity grants 0.07
Funeral grants 0.10
STB administrative expenses 0.35
Total 1.47

1.5.3 Employment injury benefits branch

Similar to the approach used for the STB Branch, the analysis of the EIB branch adopts a
short-term perspective. Employment injury benefits are those payable following on-the-job
accidents and illnesses that arise due to employment. Benefits include injury benefit,
medica care, travel expenses, disablement grant, death and disablement pensions.

Each year this branch receives 1 per cent of insurable wages or 9.1 per cent of contribution
income, plus investment income on its reserves, while benefit costs and a portion of SSB
administrative expenditure are deducted. On 31 December 2002, Branch reserves stood at
EC$63.9 million, or 46 times branch expenditure in 2002.

The following tables highlight EIB branch experience for 2000 to 2002.

Table 1.11. Injury benefit experience, 2000 - 2002

No. claims awarded

Average benefit

Average weekly Cost as % of

Year ended B:;slo'r?go insured duration (days) benefit insurable wages
2000 16 14.2 441.66 0.07
2001 14 14.9 504.13 0.09
2002 18 11.8 485.43 0.08

Table 1.12. Medical and travel expenses and disablement grant experience, 2000 - 2002

Medical expenses Travel expenses Disablement grant
vear No. claims C.OSt as b of No. claims CQSt as % of No. claims CQSt as % of
awarded mvig;aebsle awarded mviggaebsle awarded m\;:ga;bsle
2000 170 0.04 49 0.02 4 0.01
2001 193 0.02 41 0.01 2 0.00
2002 219 0.03 36 0.01 6 0.01

10
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Table 1.13. Disablement and death benefit awards and pensions-in-payment, 2000 - 2002

Disablement benefit Death benefit
Year No. of Pensions-in- Payments as No. of Pensions-in-  Payments as %
pensions payment % of insurable pensions payment of insurable
awarded (December) wages awarded (December) wages
2000 6 14 0.02 - 33 0.04
2001 5 19 0.02 - 30 0.04
2002 4 21 0.03 - 30 0.04

Table 1.14. Administrative and total expenditure — EIB branch, 2000 - 2002 (as % of insurable wages)

Administrative

Year and other expenditure Total EIB expenditure
2000 0.17 0.39
2001 0.15 0.32
2002 0.12 0.32

@ Included in administrative expenses in 2001 were termination expenses related to a staff voluntary separation plan.

With 1 per cent of insurable wages allocated from contribution income plus investment
returns, the EIB branch incurred large surpluses each year.

Estimates of EIB annual expenditure as a percentage of insurable earnings for the next
three years are shown in Table 1.15. This serves as the basis for future projections of EIB
expenditure (Section 3.1)

Table 1.15. Projected EIB expenditure, 2003-2005 (as % of insurable wages)

Projected expenditure

Injury benefits 0.10
Medical care 0.03
Travel expenses 0.02
Disablement benefits and grants 0.05
Death benefits 0.05
EIB administrative expenses 0.15
Total 0.40

1.5.4 Branch accounting allocations and transfer of
reserves

At the end of 2002, the STB and EIB branches were both over funded — STB branch by
EC$50.2 million or 8.6 times year 2002 expenditure and EIB branch by EC$63.9 million
or 46 times branch expenditure in 2002. Adequate funding levels for the STB and EIB
branches are one and two times annual expenditure, respectively. Therefore, transfers of
reserves out of both branches and into the LTB branch are recommended as follows:
EC$45 million from the STB branch and EC$60 million from the EIB branch.
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The large surpluses that have accumulated over time are a result of the investment of the
portion of annual contribution income exceeding annua expenditure. As indicated in Table
1.10, expenditure in the coming years is expected to be around 1.47 per cent of insurable
wages, which is less than the present 2 per cent of the alocation to the STB branch.
Therefore, a reduction in the alocation of contribution income to the STB branch is
recommended. The same is true for the EIB branch where projected costs are estimated at
0.4 per cent of insurable wages (Table 1.15), which is well below the 1 per cent presently
collected and allocated. Therefore, it is recommended that alocations of contribution
income between the three benefit branches be changed as follows:

—  STB branch: 1.5% of insurable earnings or 13.6% of contribution income.

—  EIB branch: 0.5% of insurable earnings or 4.5% of contribution income.

— LTB branch: 9.0% of insurable earnings or 81.9% of contribution income.
These adjustments are for internal accounting purposes and are consistent with the manner
in which the SSB has elected to finance the various types of benefits. It is important that
the reserve of the LTB remains available only for the payment of lifetime pensions in

future as the LTB scheme matures. Annual or triennia actuaria valuations should ensure
the STB and EIB remain in financial balance.

12
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2. Projections of the general population
and economic variables

Future Socid Security Scheme (SSB) income and expenditure will be closdly linked to
changes in the size and age structure of the population, employment levels, economic and
wage growth, inflation, and rates of return on investments. Therefore, to best estimate
future SSB finances, projections of St. Kitts & Nevis total populatiion and economic
activity are required.

Population projections provide estimates of the size and composition of the labour force,
while projections of gross domestic product (GDP) and worker productivity growth
indicate how many workers are needed in the economy and what their likely incomes will
be. Since these factors are both directly and indirectly interrelated — for example, changes
in population directly affect the economy and economic performance impacts persona
behaviour such as migration — population and economic projections are performed together
to ensure that consistent assumptions are used throughout.

For this review 60-year projections of the population, economy and SSB finances have
been performed. Given the significant uncertainty inherent in forecasting such a long
period, projections have been performed using three sets of baseline demographic and
economic assumptions. These assumptions have been developed following considerations
of historical trends and reasonable future expectations. A summary of assumptions and
projection results are discussed in this Section. See Appendix Il for further details.

2.1 Demographic assumptions

The determinants of future population changes are fertility, mortality and net migration.
Fertility rates determine the number of births while mortdity rates determine how many,
and at what ages, people are expected to die. Net migration represents the difference
between the number of persons who permanently enter and leave St. Kitts & Nevisand is
the most volatile of the three factors.

The last official population census took place in 2001. At the time of writing this report
only preliminary results were available.* Between 1991 and 2001 the population increased
from 40,618 to 46,111, or some 5,500 people for an average annua growth rate of 1.3 per
cent. With the number of births exceeding the number of deaths over the same period by
over 4,500, there was net in-migration of approximately 900 persons, an average of 90 per
year.

The total fertility rate (TFR) represents the average number of children each woman of
childbearing age would have if she had al her children in a particular year. If there is no
migration, a TFR of 2.1 is required for each generation to replace itsdlf. The St. Kitts &
Nevis TFR is estimated at just over 2.0 in 2002, having fallen from 2.71 in 1991.

Life expectancy at birth in 2003 has been estimated at 68.6 for males and 74.9 for females.
While further improvements in life expectancy are expected, the increasing prevaence of
HIV and AIDS in St. Kitts & Nevis may retard the rate of previousy expected
improvements. For these projections improvements in mortality are assumed to occur in
accordance with UN estimates. While deaths due to HIV and AIDS have not been
explicitly accounted for, the rate of mortality improvements chosen considers the effects of

“ Totals by parish only but no details by age and sex.
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Table 2.1.

the HIV/AIDS pandemic. With the above assumptions, life expectancy at birth in 2062 for
the Intermediate scenario is estimated to be 76 for males and 83 for females. At age 62, life
expectancy is projected to increase from 16.2 to 19.5 years and from 18.8 to 24.5 years for
males and females, respectively. Table 2.1 summarizes the main general demographic
assumptions used for this actuarial valuation. Further details may be found in Appendix I1.

Main general demographic assumptions under the three baseline scenarios

Pessimistic Intermediate Optimistic
Ultimate fertility rate (from 2.0t 1.7 in 2021 1.851in 2021 2.0in 2021
Mortality improvement patternz2 ~ Very slow Slow Medium

Decrease from 300 in .
2001t0200in 2021, ~ Decreasefrom200in - po oo from 100 in

then 10 50 in 2041, then 2001101002021, 5449 46 6 i 2021

. . then to 0 in 2041;
to 0in 2061; constant constant thereafter constant thereafter
thereafter

Net outward migration (no.
persons)

INumber of children per woman of child-bearing age.
2UN mortality improvement rates.

2.2 Economic variables

Table 2.2.

The economic projections prepared for this report assume stable and positive economic
growth and labour productivity in dl years. Although smplitic, they approximate usua
economic cycles and volatility that encompass periods of expansion and recession. They
also account for projected changes in the population and labour force that will provide the
capacity for additiona output through more workers and increased productivity.

Table 2.2 indicates the principal economic assumptions of the three projection scenarios.
Further details may be found in Appendix I1.

Main macro-economic assumptions under the three baseline scenarios (as % per annum)

Pessimistic Intermediate Optimistic
Real GDP " Short-term 1.50 2.50 3.50
Real COPOOM Mg term 1.00 1.75 250
Long-term 0.50 1.00 1.50
Inflation rate 2.50 2.50 2.50

2.2.1 General demographic and macro-economic
projections

Chart 2.1 shows how . Kitts & Nevis population has changed since 1871 along with
projected populations for each of the three assumption sets. For SSB, where pension
payments to the ederly aready represent around two-thirds of benefit payments, the
projected change in the population’s age structure has significant long-term financial
consequences (Table 2.3). Population ageing will also create mgor chalenges for the St.
Kitts & Nevis Government, as a larger and older society will place increased and different
demands on physica infrastructure, health and other social programmes. Therefore,
proactive measures by both Government and the SSB are required to ensure that the needs
of future generations will be sufficiently met.

14
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Table 2.3.  Projected St. Kitts & Nevis population by age group (Intermediate scenario)

Age Ratio of
Year Total 62+ persons 16-
0-15 16-59 61 to 62+
2002 46,111 14,634 27,511 3,966 6.9
2003 46,327 14,416 27,988 3,923 7.1
2004 46,557 14,184 28,490 3,883 7.3
2005 46,801 13,936 29,016 3,849 75
2006 47,057 13,686 29,549 3,822 7.7
2007 47,320 13,457 30,061 3,802 79
2012 48,994 12,650 32,328 4,016 8.0
2022 51,876 11,825 33,366 6,685 5.0
2032 54,428 11,389 33,209 9,830 34
2042 55,903 10,750 33,539 11,614 2.9
2052 56,261 10,398 32,386 13,477 2.4
2062 55,875 10,153 31,084 14,638 2.1

For the projections under the Intermediate scenario, the age digtribution of the tota
population is shown in Chart 2.2. The changes in the relative size of each age group —
fewer children and many more pension-age persons — illustrate the forecasted ageing of St.
Kitts & Nevis populatiion. Such ageing is a direct result of reducing birth rates,
improvements in longevity and the migration of mainly working-age persons.

Highlights of Intermediate scenario population projections are:

— The totd population will increase to just over 56,000 in the 2040’'s, remaning
relatively constant thereafter.

—  The number of children will fall by more than 25 per cent over the next 60 years
while there will be amost four times as many residents aged 62 and over.

— By 2040, St. Kitts & Neviswill have more pension-age residents than children.

— The number of working-age persons for each pension-age resident will fal from
6.9t02.1.
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Chart 2.1.

Chart2.2.

Historical and projected St. Kitts & Nevis population (no. of persons)
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3.

3.1

Actuarial projections and financing
requirements under present provisions

This Section presents and analyses projections of Socia Security finances up to 2062. The
purpose of these projections is twofold. First, they are used to identify long-term trends for
contributions, benefits and the reserve, so that the financia viability of the Socid Security
Fund (SSF) may be assessed. Secondly, by using these projections as a base, the sengitivity
of the results to changes in the assumptions, and/or contribution and benefit provisions,

may be identified.

Consigtent with the population and economic projections presented in the previous Section,
three sets of financia projections have been modelled.

Scheme specific assumptions under SSB
provisions as of December 2002

These projections are based on results of the population and economic projections
presented in Section 2, on Socia Security specific assumptions and the contribution and
benefit provisions in place on 1 January 2003. While increases to the contribution ceiling
and pensons-in-payment are not legidated, periodic adjustments are expected, and thus
have been assumed.

The main assumptions that have been made are:

— The insurable wage celing will increase annudly in line with the change in
average wages beginning in 2006.

—  Short-term benefits branch expenditure will increase from 1.14 per cent to 1.4 per
cent of insurable wages between 2003 and 2062 (Section 1.5.2, Table 1.10).

— Employment Injury benefits branch expenditure, excluding Disablement and
Death benefits, increases from 0.11 per cent to 0.2 per cent of insurable wages
between 2003 and 2062. This assumption is based on the limited exposure
observed (Section 1.5.3, Table 1.15).

—  The number of newly awarded Assistance pensions will be 50 each year and dl
Assistance pensions will be adjusted at the same rate as for contributory pensions.

—  The minimum monthly age and invalidity pensions will increase from EC$250 to
EC$400 in 2006 and other pensions-in-payment will increase by an average of 5
per cent in 2006 and annualy thereafter by the annua pension increase rates
shown in Table 3.1.

— The projected number of active insured persons each year is determined by
applying coverage rates (active insured persons as a per cent of employed persons)
to the number of projected employed persons each year. Future coverage rates
have been assumed to increase annualy by 5 per cent for females and 15 per cent
for males over the 60-year projection period.

The main scheme-specific assumptions that vary for each of the three scenarios are
summarized in Table 3.1.
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Table 3.1.

Scheme-specific assumptions under each population-economic scenario
(as percentage per annum)

Pessimistic Intermediate Optimistic
Annual pension increases 3.00 2.50 2.00
Long-term yield on reserves 4.50 5.00 5.50

Administrative expenses as % of

- o )
insurable wages Decreasing linearly over 20 years from 1.58% in 2003 to:

125 1.00 0.75

3.2 Demographic projections

Table 3.2.

The ageing of the genera population is projected to affect Socia Security demographic
projections. The number of contributors is only expected to increase from around 22,000 to
30,000 and then decrease dightly, while the number of pensioners is projected to increase
more than five times, to over 16,000 by 2062. As shown in the last column of the Table
3.2, the support ratio will fal dramatically from 7.4 contributors for each pensioner in
2003 to 1.7 in 2062. This dependency ratio is illustrated in Chart 3.1 at ten-year intervals
from 2002 to 2062.

Projected contributors and pensioners at year-end—Intermediate scenario, 2002 - 2062

Year MO e Death and Total no. Sggt(;ibutors/
contributors ~ Age Invalidity ~ Survivors  Assistance disablement pensioners ensioners
p
2002 22349  13% 129 508 831 56 2919 7.7
2003 22,410 1,458 133 580 817 53 3,041 7.4
2004 22,880 1,503 140 632 807 64 3,146 7.3
2005 23305 1576 153 679 798 71 3277 7.1
2006 23,735 1,651 168 717 789 T 3,402 7.0
2007 24,167 1,731 187 748 780 84 3,530 6.8
2008 24599 1818 204 773 771 91 3,657 6.7
2012 26,233 2,256 272 831 740 116 4,215 6.2
2022 28804 5,050 387 1,030 699 177 7,343 39
2032 29,466 8,363 440 1,300 712 237 11,052 2.7
2042 30,036 10,188 501 1,525 731 304 13,249 2.3
2052 29440 12,077 504 1,594 734 343 15,252 1.9
2062 28,710 13,428 487 1,592 730 367 16,604 1.7
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Chart 3.1. Projected number of contributors per pensioner, 2002 - 2062
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As Socid Security benefits are only partially funded, contributors in future generations
will help meet the benefit costs of previous generations. With the projected decline in the
number of contributors to pensioners, and the expected trends for income and expenditure,
future smaller generations of workers will be required to pay higher contribution rates for
the same benefits.

3.3 Financial projections

For accounting purposes, Social Security finances are separated into the Short-term,
Employment Injury and Long-term Benefit branches, representing the three major benefit
types that are offered. However, provisions exist for transferring reserves between
branches and changing contribution income allocations. Therefore, shortfalls in one branch
may be met from surplus reserves of another as long as the LTB remains in long-term
financial equilibrium. For this report, the projections for the three benefit branches have
been consolidated so that the complete financia picture may be shown. More details on the
projections pertaining to the LTB are provided.

Projected total Sociad Security reserves under the three scenarios are illustrated in Chart
3.2; they are projected to continue growing through at least 2028 (Pessimistic scenario),
possibly reaching more than eight times their current level under the Optimistic scenario.

If the contribution rate is not increased periodically, reserves will eventudly reach their
maximum level when total expenditure first exceeds total income. Thereafter, assets will
have to be sold to meet expenditure and reserves will decrease quickly as the liquidation of
investments continues. In partialy-funded defined-benefit social security schemes the
trend for reserves illustrated in Chart 3.2 is norma if the contribution rate remains below
the PAY G cost rate of benefits while the number of contributors per pensioner fals.
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Chart 3.2.

Table 3.3

Projected reserves under present provisions, 2002 - 2062 (millions of EC$)
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The following table summarises the years in which key financia events are expected to
occur.

Main actuarial projection results under present provisions

Pessimistic Intermediate Optimistic

Year when expenditure first

T 2018 2020 2022
exceeds contribution income

Year when expenditure first

) 2028 2036 2047
exceeds total income

Year when reserves are

depleted 2046 2053 2063

While total reserves are projected to continue increasing for many more years, Socid
Security’s relative level of funding is expected to decrease over time. As Chart 3.3
illustrates, the reserve-expenditure ratio has recently inclined significantly after generaly
declining over Social Security’s first 20 years. Slight increases are forecast for afew more
years, but as the scheme matures and expenditure growth outpaces the growth of reserves,
Socia Security’s relative funding level will once again decline if the contribution rate is
not increased or benefit reforms made.

Numerical detalls of the financia and demographic projections for the Intermediate
scenario are provided in Tables 3.3 to 3.5. Similar tables for the Pessmistic and Optimistic
scenarios may be found in Appendix I11. For selected years between 2002 and 2062 these
tables show projected:

— income and expenditure, year-end reserves and the reserve-expenditure ratio;

—  benefit expenditure by major benefit type in EC$ and as a percentage of insurable
wages and GDP;

— number of contributors and pensioners by maor benefit type; and,
—  projected population.

20

ILO/TF/St. Kitts & Nevis/R.3/November 2004



Chart 3.3.

Historical and projected reserve-to-expenditure ratios, 1984 - 2062
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Table 3.4. Projected expenditure under present provisions — Intermediate scenario (millions of EC$)
All benefits Benefits as % of:
Year . S, : Short  Employment Insurable
Age Invalidity Survivors’ Assistance term injury wages GDP
2002 9.5 0.7 11 19 4.5 0.9 44 2.3
2003 10.7 0.8 1.2 1.9 5.0 0.8 4.6 25
2004 115 0.8 14 19 5.2 0.8 4.8 25
2005 12.2 0.9 16 19 5.5 0.9 4.8 25
2006 13.8 1.0 1.8 3.0 5.8 1.0 53 2.8
2007 15.0 1.2 2.0 31 6.1 11 5.4 29
2008 16.5 1.3 2.2 31 6.4 12 5.6 29
2012 24.2 1.9 3.0 3.3 7.7 16 6.4 34
2022 81.8 3.6 6.3 40 117 3.0 115 5.9
2032 1974 5.2 11.6 5.2 175 5.3 17,5 8.9
2042 344.3 8.2 19.7 6.8 263 9.2 206  10.7
2052 566.3 11.4 29.3 88 373 14.4 242 124
2062 876.6 15.2 41.2 11.2 53.1 21.5 269 139
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Table 3.5.  Projected income, expenditure and reserves under present provisions, Intermediate scenario (millions of EC$)
Cash inflows Cash outflows Reserves (1)
— . Annual

Year Contribution  Investment ~ Other Benefits & Adrr;:mtsr:ratlon Total surplus vear-end  Funding

income income income o pensions other ota (deficit) ear-en ratio @

expenses

2002 46.9 30.7 12 78.8 18.6 6.6 25.2 53.6 542.0 215
2003 48.4 345 12.0 94.9 204 7.7 28.1 66.8 609.5 22.3
2004 49.6 37.8 05 87.9 21.6 7.8 29.4 58.5 668.9 234
2005 525 40.8 05 93.8 23.0 8.1 311 62.7 7325 24.2
2006 55.0 50.5 05 106.0 26.4 8.4 34.8 71.2 804.7 238
2007 57.6 45.7 0.6 103.9 284 8.7 371 66.8 8725 24.2
2008 60.3 47.7 0.6 108.6 30.6 9.0 39.6 69.0 942.7 245
2012 72.1 58.9 0.7 131.7 41.8 10.2 52.0 79.7 1,248.3 24.8
2022 105.4 102.8 11 209.3 1104 12.9 123.3 86.0 2,151.3 17.9
2032 152.1 134.0 15 287.6 242.3 19.2 2615 26.1 2,762.1 10.8
2042 220.9 124.4 2.2 3475 4145 29.3 443.8 (96.3) 2,505.9 5.8
2052 302.9 242 3.0 330.1 667.5 41.9 709.4 (379.3) 310.2 0.4
2062 4173 (271.4) 42 150.1 1,018.8 59.4 1,078.2 (928.1) (6,018.3) (5.7)

(1) Reserves at year-end reflect adjusted figures.
(2) The funding ratio is defined here as the reserve in terms of the multiple of the current year's expenditure.




3.4 Financing requirements under present benefit
provisions

The cost of socia security benefits and administrative expenditure may be viewed from
severa perspectives. Firstly, each year’ stotal expenditure can be expressed asa percentage
of that year’s insurable earnings. This is often referred to as the pay-as-you-go (PAYG)
rate and is the answer to the question “what contribution rate is required to exactly meet
that year's expenditure?’ Since inception the PAY G rate has been well below the actua
contribution rate, but is increasing gradualy.

The second rate, caled the general average premium, is the average contribution rate
required over the next 60 years to fully cover total expenditure during that period. This rate
may be looked at as the long-term cost of the complete social security benefits package. In
Chart 3.4 the relationships between the PAY G rate and the general average premium for
the Intermediate scenario, and the present contribution rate, can be readily noted.

As shown in Chart 3.4, the current contribution rate of 11 per cent is today higher than the
PAY G cost rate by amost 5 per cent, but it is4.7 per cent below the Intermediate scenario
general average premium of 15.7 per cent. The increasing trend of the PAYG curve will
lead to deficient annua contributions to meet annua expenditure beginning in 2020.
Thereafter, investment income, and eventually proceeds from the sale of assets, will be
required to meet benefit payments and administrative costs. If the Fund becomes depleted,
there would be no investment income, and thus contribution rates gpproaching 30 per cent
will be required to meet current expenditure.

Chart 3.4. Projected contribution rate under present provisions — Intermediate scenario, 2002 - 2062

30%
Pay-as-you-go

25% T

20% T

15% /
10% —/ Current contribution

5%

General average premium

0%

2002 2012 2022 2032 2042 2052 2062

The genera average premium and PAY G rates for each scenario are shown in the table
below. As expected, the Optimistic scenario indicates the lowest contribution rates that
would be required to meet expenditure while the Pessimistic scenario produces the highest
rates.
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Table 3.6.

Projected contribution rates under present provisions (as % of insurable wages)

Pay-as-you-go cost rate

General average

Scenario premium In 2002 Whggprleeig;ves Ih 2062
Pessimistic 18.1 5.9 275 32.7
Intermediate 15.7 59 25.6 27.9
Optimistic 13.8 5.9 23.8 23.6

3.5 Actuarial balance as of valuation date

Table 3.7.

Another measure of the financiad sustainability of a socia security system is caled
“actuarial balance.” For a given period, the actuarial balance can be defined as the
difference between:

— the sum of the beginning reserves and the present value of future contributions
(money available to meet expenditure); and

— the present vaue of future expenditure,
divided by the present value of future insurable earnings.
This formula produces a rate that indicates the adequacy or insufficiency of the present

contribution rate for a given period. This deficiency can aso be expressed in East
Caribbean dollars as shown in the table below.

Actuarial balance under present provisions, 2003 - 2062 (millions of EC$)
2002 year-end reserves 542
Plus PV of future contributions 2,033
Minus PV of future expenditure (2,910)
Equals PV of surplus/(shortfall) (335)
Actuarial balance (% of insurable earnings) (1.8)
Actuarial balance (% of GDP) (41.0)

Consistent with previous discussions, the negative actuarial balance indicates that together
with reserves, the current contribution rate is insufficient to meet future expenditure for the
next 60 years. The shortfall of 1.8 per cent indicates that the contribution rate would have
to be just below 13 per cent for the entire period in order for reservesto last up to 2062. In
dollar terms, the shortfal of EC$335 million is dightly more than one-haf of current
reserves. Relative to the size of the economy, the contribution shortfall is 41 per cent of
GDP.

3.6 Sensitivity of actuarial projections under present
provisions to selected assumptions

This section analyses ®verd additiona projections of Socid Security finances, showing
the effect of different assumptions on long-term costs. For simplicity, only the
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Intermediate scenario has been used to analyse changesin cost that are expressed in terms
of the general average premium. Any change in the general average premium may be
considered the change in the long-term cost of Socia Security benefits.

3.6.1 Larger or smaller annual pension adjustments

One of the critical assumptions of these projections is the frequency and amount of pension
increases. While such adjustments are not legidated it is envisaged that from time to time
pensions will be adjusted to offset reduced purchasing power due to inflation. For the
Intermediate scenario, annual pension increases have been assumed to be equd to inflation
of 2.5 per cent. If instead, actual pension increases are dightly higher or lower, long-term
costs will be higher or lower as follows, with:

— pension increases assumed at 2 per cent instead of 2.5 per cent per annum, the
generd average premium would be 15.1 per cent instead of 15.7 per cent and the
PAY G rate in 2062 would be 1.5 per cent lower.

— pension increases of 3 per cent instead of 2.5 per cent per annum, the genera
average premium would be 16.4 per cent instead of 15.7 per cent and the PAYG
rate in 2062 would be 1.7 per cent higher.

These results indicate that future finances will be quite senditive to actual pension
increases.

3.6.2 Lower or higher rates of returns on reserves

At the end of 2002, Social Security reserves stood at EC$542, or 67 per cent of GDP. With
such alarge fund, the returns achieved on investments can help reduce future contribution
rate increases. However, with the already large Fund projected to increase in size relative
to the economy, returns may be negatively affected if suitable investments cannot be
found. If instead of the long-term return assumption of 5 per cent per annum, an average
return of 6 per cent is realised, the general average premium would be 1 per cent lower and
reserves would be postive up to 2062. On the other hand, if nominal long-term returns of
only 4 per cent per annum can be obtained, the genera average premium would be 1.2 per
cent higher and reserves would be exhausted in 2048 instead of 2053.

3.6.3 HIV/AIDS

The growing prevaence of HIV/AIDS in the Caribbean, and indeed St. Kitts & Nevis, has
severa implications for Socia Security. The most direct effects will be through
contributions, which may be lower as skilled individuas are no longer able to work and
overall economic growth is retarded. On the benefit side, incidence rates of Invalidity
pensions would be expected to increase as well as the number of spouses and children who
will be digible for survivors pensions. Also, there will be a reduction in the number of
persons qualifying for an age pension. But as the experience of sub-Saharan Africa has
shown, HIV/AIDS can have a devastating impact on an economy and in turn the social
security system.

While the assumptions for mortality improvements for the overall population and Socid
Security pensioners have been conservatively projected because of HIV/AIDS, no explicit
assumptions were made for its impact on scheme finances. If, however, HIV/AIDS
incidence increases significantly and approaches levels now being experienced in sub-
Saharan Africa, even the results of the Pessimistic scenario may show Socia Security
finances in too favourable a light. Without changing the assumptions that affect income, if
invalidity and survivor pension incidence rates are assumed to be twice as high, overdl
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Table 3.8.

Socia Security costs (general average premium) would be 0.7 per cent higher and the
PAY G rate in 2062 would be 0.5 per cent higher.

The results of these sensitivity tests show that, athough each individua change would not
have a mgjor overall impact, small positive variances in areas over which management and
policymakers have control can result in meaningful differencesin long-term costs.

Sensitivity of actuarial projections under present provisions (as % of insurable earnings)

Projection scenario General average PAY_G cost rate
premium in 2062
Intermediate scenario 15.7 27.9
Annual pension increases of 2% instead of 2%2% 15.1 26.4
Annual pension increases of 3% instead of 2%:% 16.4 29.6
6.0% long-term return on reserves instead of 5.0% p.a. 14.7 27.9
4.0% long-term return on reserves instead of 5.0% p.a. 16.8 27.9
Invalidity and survivors' incidence rates doubled - possible 16.4 28.4

result of increasing HIV/AIDS prevalence
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4.

4.1

Policy considerations and
recommendations

The St. Kitts & Nevis Social Security Board is about to embark on an exercise of
reviewing its socia security system with agoa of making reforms that will strengthen both
financial and socia aspects of the scheme. Given the projected aging of the population, the
financia projections of the SSF, the contribution rates that will be required in the future
and some of the weaknesses of current rules highlighted in previous sections, the ILO
supports the Board in this initiative. However, the Board must ensure that the changes
being considered are fair to both current and future workers and pensioners, and that
persons who are rear retirement age are not disadvantaged by the changes. In so doing
therefore, there should be an appropriate balance placed on strengthening the long-term
financial aspects of the system while ensuring that benefits and pensions are adequate,
reasonable and relevant.

Prior to making changes, the Board should embark on a process of consultation among
stakeholders and the genera public. Adequate public education will be required, especialy
given the large amount of reserves and the possible misconception many residents have
that the current Fund together with future contributions will be sufficient to indefinitely
meet future expenditure. Throughout the reform exercise, the ILO will be available to
assist the SSB in providing technica advice and actuarial projections.

The following sections deal with possible issues to be addressed in the course of reforms.

Loca authorities have made severa suggestions for changes to benefit provisions.
Recommendations are formulated in this section. For those that have mgor financia
implications, long-term projections have been made and the differences noted relative to
the overal results of the Intermediate scenario projections.

Benefit provisions

4.1.1 Maintaining a sufficiently high ceiling

on earnings

The present celing on insurable earnings is of 6,500 EC$ monthly. Following the
inception of the SSB in 1978, its initid level of 2,000 EC$ monthly was increased four
times in 1984, 1993, 1996 and 1998 such that its level today is more than three-fold its
initid level. On each occasion increases of at least 10 per cent were made (100 per cent in
the first instance) so that insurance coverage was once again adequate after several years of
no adjustments.

Since 1998, the monthly ceiling on insurable wages has been fixed at EC$6,500. Although
wages have increased by almost 15 per cent since the last increase, the ceiling presently
stands at just over three times the average insurable wage of SSB contributors, with over
98 per cent of earnings being covered. The current earnings celling is at the high end of the
acceptable range and thus no increase is recommended at this time. However, a new
method to the way future adjustments are made to the earnings ceiling is being
recommended.

It is reasonable to conclude that the celling covers the mgjority of earnings of the insured
workers. It is recommended to maintain the ceiling on earnings at this current relative level
as long as no other mandatory income replacement benefits are available in the country and
the mgjority of the population must rely on the SSB.
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Two main recommendations are formul ated:

— It would be important in future to maintain a national average wage dtatistics so
that the SSB can be in a position to evaluate the extent of its ceiling on earnings.
Since there is presently no official St. Kitts & Nevis wage index, changes in the
Consumer Price Index or an SSB wage index (that measures changes in average
insurable earnings) may temporarily serve as dternatives. The creation of a
national average wage index is encouraged.

— The leve of the ceiling on earnings should be indexed annuadly to reflect actual
increases in the nationa average wage. The timing and method of determining the
exact adjustment should be placed in Socia Security Regulations. For example,
the celling could be adjusted each July based on changes in nationa average
wages over the previous calendar year.

Frequent ceiling increases will ensure that St. Kitts & Nevis socia security programme
remains relevant to higher income earners. Also, by placing the timing and method of
determining ceiling increases in Social Security Regulations, future adjustments will be
predictable, appropriate and free of political pressures.

4.1.2 Improving the minimum pension

The minimum pension for new age and invdidity pensioners was of EC$250 monthly in
2002. This represents only 12 per cent of average insurable wages under the SSB, and thus
an effective lower percentage in terms of average real earnings (when including earnings
above the celling level). Despite the lacking nationa data on wages in the economy, it is
reasonable to beieve the minimum pension is likely lower than the prescribed leve of the
ILO Convention 102 on minimum standards of socid security defined as 40 per cent of the
average wage of unskilled male workers.

It is recommended to adopt a definition of the minimum pension accordingly and to
consder increasing the level of the minimum pension a a level close to the minimum
standard of the ILO Convention 102 and to index its level annudly in future in line with
increases in the national average wage or in the average wage of male unskilled workers —
abasis consistent with other indexation measures (Section 4.1.4).

The importance of the minimum pension could be come very significant in future f the
pension formula uses a longer reference period for earnings, especialy in the case of an
indexed career-average earnings pension formula. The most vulnerable groups of insured
persons, e.g. those with lower earnings, those having possible holes in their insured career
and those having had years of low earnings when taking care of children, may at present
greatly benefit from the decreasing benefit accrual pension rates and final average earnings
formula and may not need the minimum pension. However once a new pension formulais
introduced moving towards a career-average pension formula, the pension formula will

provide very low pensions for many of them — possibly well below acceptable minimum
standards as prescribed in the ILO C.102 — such that they will become entitled instead to a
minimum pension. This explains the importance of the minimum pension in this context.

4.1.3 Modifying the pension formula

The present pension formula follows a three-year fina-average-earnings basis. This
implies the relationship between contributions and benefits is not gtrictly direct as found in
the case of private insurance. This is characteristic of social insurance whereby the state’s
responsibility in providing income security for the elderly must take account of \arious
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socid objectives. The extent to which income redistribution objectives are pursued may be
reflected through the age pension formula notably:

— thedefinition of the minimum pension,

— themaximum level of earnings insurable by the system — the ceiling,

the reference earnings used to determine the pension, and

— the schedule of benefit accrua rates according to the contributory record.

Recommendations concerning the first two eements on the minimum pension and the
ceiling are discussed in the prior sections 4.1.1 and 4.1.2 whilst the review of the other two
elements of the pension formula in the context of St Kitts and Nevis and recommendations
are provided below.

Although St Kitts & Nevis is not yet a party to any socia security instrument of the ILO,
when reforms are considered, the ILO encourages policy makers to refer to the ILO
Convention 102 of 1952 on Minimum Standards of Socia Security reflecting till genera
accepted principles of socia security at the internationa level. With regard to pension
reform, the following minimum standards should serve as guiddines:

— The normal retirement age should not exceed 65 unless there is evidence that life
expectancy at older ages has significantly increased.

— The old age pension shdl amount to at least 40 per cent of former earnings after
completing a contributory service (employment) of 30 years.

— Insured workers accumulating less than 30 years of contributory service
(employment) but more than 15 years should be entitled to a prorate pension in
relation to the above point.

— A pension may be suspended in case a pensioner is engaged in a gainful activity
or receiving another pension.

Extending the reference period for past insurable earnings

The public socia security system normally defines reference earnings to account for the
following factors, which can sometimes become contradictory:

— the need to ensure there is a minimum link between earnings used in the past to
collect contributions and earnings used to determine future pensions; and

— the need to provide meaningful income replacement in relation to the living
standards enjoyed in the later years of active life prior to retirement.

At present the pension formula in St Kitts & Nevis is based on the average of the best
threes years of insurable earnings aut of the 15 years preceding retirement. Whilst this can
help insured workers obtain a penson more closely related to their find living standard
preceding retirement, this provides a limited link between the pension definition and the
contributory earnings over someone's career. It aso provides more possibility for the
abuses where employers and workers agree to declare higher insurable earnings in the
years immediately preceding retirement so that a higher pension can be obtained. In
addition, some people may argue that it is not possible to control on€'s career earnings and
it becomes unfair if two persons with completely different earnings patterns throughout
their respective careers but with similar earnings in the final three years would obtain the
same pengion. This latter Stuation is most unlikely but possible on the basis of a fina-
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average earnings pension formula. It is also noted that ad hoc wage-ceiling increases that
occur irregularly, as in the past, unfairly benefit to some higher income earners who
happen to retire immediately after one such ad hoc increases is enforced — as opposed to
insured persons with a smilar earnings profile who happen to retire before such an ad hoc
increase in the wage-ceiling and hence obtaining a lower lifetime pension when compared
to the luckier ones.

It is recommended to consider the possibility of gradually extending the reference period to
approximately 10 years. Consideration may be given to the desirability and feasibility of
later introducing an indexed career-average earnings pension formula. This later approach
may nhot be so desirable if it is shown that nearly al income groups end up receiving a
lower pension in the end — unless the primary objective of the SSB is to maintain a very
low contribution rate (see below).

The proposed approach takes into account the actua insurable earnings upon which
contributions were collected throughout someone's ten year reference period in the past
and re-valued to reflect their real value at the time of calculating the pension.

Most countries in Latin America and The Caribbean use a final-average earnings pension
formula at present whilst most OECD countries, where national statistics databases are
well developed, provide some form of average indexed career-earnings pensions. The
extension of the reference period for past insurable earnings should be achieved over a
gradual period to account for the lack of past time series on national average wage data. A
gradua phasing-in of the extenson would adso diminish the potential impact of a sudden
increase in the ceiling on reference earnings if occurring just before entitlement to a
pension. The extension of the reference period would require the establishment of an
officia nationa average wage statistic.

In most OECD countries, specia provisions exist to account for the years during which a
worker may receive lower earnings due to irregular employment (part-time and temporary
work), spells of unemployment or child-rearing.

Reviewing the schedule of pension accrual rates

Table 4.1

The present pension formula in St. Kitts & Nevis provides a higher income replacement
rate for the first ten years of insurance, the minimum required to qualify for an age
pension, compared to the following years of credited service. This implies that an insured
person retiring with a record of ten years of service would receive a pension representing
30 per cent of fina three-year average-insurable earnings, implying an annua pension
accrua rate of 3.0 per cent on average. The insured person retiring with a record of 40
years of insurable service would receive a pension equivalent to 60 per cent of fina three-
year average insurable earnings, implying an annua pension accrual rate of 1.5 per cent on
average.

Benefit accrual rates per year of credited contributory service (as % of 3-year final-average-
earnings)

Years of credited contributory service Benefit accrual rate
per year of credited contributory service
1-10 3
11-15 2
16 and above 1

The present schedule of pension accrua rates favours careers with shorter service. Asthe
SSB was only introduced in 1978, it provides a minimum income replacement protection
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for those who could only accumulate a limited number of years of insurable service. It
satisfies the minimum standards d the ILO Convention no. 102 recommending, in broad
terms, that a worker with a 15-year record should receive a pension equivaent to 40 per
cent of his/her average insurable earnings.

Some countries mostly found in OECD countries use a flat benefit accrual rate for each
year of credited service instead of a schedule of decreasing rates.

Income replacement objective of the Social Security programme of St. Kitts & Nevis

It is recommended to review in further depth the objective of the SSB in terms of what is
the target career length and income replacement level.

The ILO Convention 102 of 1952 on Minimum Standards of Socid Security States the
principles of solidarity and pooling of risks. The present fina average penson formula
satisfies these principles whereas a pension formula moving towards a pure career-average
earnings basis would move away from these basic socia security principles and more
towards individualistic approaches as found in private insurance.

At present, the SSB seems to focus its income replacement objective on workers
accumulating a 35-year career so they receive a pension representing 60 per cent of their
three-year fina-average insurable earnings. The target career length expected to be
protected by the SSB may be verified against actua average employment profiles found in
St. Kitts & Nevis to ensure most people work on average for 35 yearsin St. Kitts & Nevis.
In the event where migrant working practices are widespread, account should be taken of
the typica profiles to be pratected by the SSB when defining the income replacement
objective of the system.

The agreed upon income replacement objective of the SSB should take into account the
future cost implication on the overal scheme and overal desired affordability. If the
estimated present SSB benefit provisons are considered too expensive with a genera
average premium of 157 percent of insurable earnings, then policy makers should
determine what is an acceptable contribution rate in the long term. On the basis of this
affordable contribution rate and a better idea of the main design parameters of the pension
formula, it is possible to define more redigtic expectations in terms of income replacement
in old age and to determine accordingly a new pension formula meeting the ntended
objective.

Utmost care must be taken in comparing the present pension accrud rates with possible
future ones by taking into account the impact of the possible extension in the reference
period for past insurable earnings. Hence, it is important © determine for all career
profiles what a pension of today equivalent to 60 per cent of the three-year final-average
insurable earnings, for example, would be on the basis of alonger reference period used to
caculate pensions - much likely requiring a higher flat benefit accrual rate to remain
equivaent.

Not only higher income earners but aso middle and lower income classes will be affected
by such changes in the method of caculating pensions. If the main aim is to reduce the
overd! long-term cost of the scheme, benefit reductions should be carefully assessed to
ensure they do not fall below the replacement rate for old-age pensions as prescribed by C.
102. According to Articles 28 and 29 in conjunction with the Schedule to part X of C. 102:
the old-age pension shall amount to at least 40 per cent of the former earnings of the
beneficiary whereas the former earnings have to be equal to the earnings of a skilled
manua male employee at the moment of retirement. As employees usualy earn less at the
beginning of their working life, the pension will be much lower when using the indexed
carrier earnings formula Under the present formula, a pension after 30 years of
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contributions amounts to 55 per cent of the average earnings of the three best years (page
23), however, using the proposed formula, the average pension would be 15 per cent below
the present pension and would therefore just reach the 40 per cent as prescribed by the ILO
C.102.

It should also be mentioned that the adoption of an indexed career-average earnings
penson formula requires an elaborate administration system able to adjust al pad
contributions during the whole career.

4.1.4 Automatic annual indexing of pensions-in-

payment, grants and the minimum pension

Along with frequent and legidated ceiling increases, there should also be automatic annua
increases to pensions-in-payment and al fixed-EC dollar payment rates. Such adjustments
will ensure that pensioners will be able to enjoy the same standard of living that they did
when the pension was first awarded and that grants maintain their real value.

Effective July 2002, most pensions-in-payment were increased — those that were awarded
before 2001 receiving a 6 per cent adjustment; those awarded in 2001, 5 per cent; with no
adjustment to those with a pension start date in 2002. The minimum pension was increased
by 25 per cent from EC$200 to EC$250. The prior pension increase took place in January
1998 and cumulative inflation between January 1998 and July 2002 was 12.5 per cent — an
average of 2.7 per cent per annum. Therefore, for persons whose pensions are higher than
the minimum pension, the 2002 adjustment did not fully account for the impact of inflation
on those whose pensions were awarded before 2000.

Under the present system of ad hoc pension increases, the Government decides when to
adjust pensions and by how much they should be adjusted. The current method, therefore,
may be less predictable, thus reducing the level of income security that pensioners have
that their penson will keep pace with cost of living increases. Therefore, it is
recommended that a policy of annual adjustments be introduced. The amount of each
increase could be actua inflation over a recent 12-month period or the average rate of
inflation over the most recent three years. This latter approach will result in less volatile
increases. For example, if annual increases were awarded based on average inflation in the
previous three years, the 2004 adjustment would be 2.1 per cent.

To avoid large adjustments should inflation be high for an extended period, thus potentialy
impacting negatively SSB’s finances, a maximum of say 5 per cent may be placed on any
single adjustment. Government can then decide whether or not to grant a larger increase
based on actuarial advice. Similar provisions for annua increases to pensions and grants
were recently enacted in Barbados.

The method of adjusting pensions described above should also be applied to al SSB fixed
EC dollar rates such as the funeral and maternity grants, the minimum pension and the
social assistance pension.

4.1.5 Increasing the normal retirement age

When the SSB was established in 1978, the normd retirement age was set at 62 in
comparison to the norma retirement age of 60 that used to prevail under the former
National Provident Fund. Over the years since 1978, the life expectancy of persons
reaching the age of 62 has increased in line with improvements in the general standard of
living. Today, Kittitians and Nevisans are living longer; they are entering the workforce
later and are generally in good hedth at age 62. Therefore, consideration should be given
to gradually increasing the normal pension age to 65. If this change is implemented over a
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aufficiently long period, it could be possble to provide early retirement provisions starting
a the age of 62 subject to an actuarial equivalence reduction. An appropriate actuarial
reduction factor is of one-half of 1-percentage point for each month below norma
retirement age.

Increases in pension age are presently occurring in Barbados — from 65 to 67, and in St.
Lucia where it is moving from 60 to 65 over 15 years. In the region, normal retirement
ages above 62 dready exist in Anguilla, Bahamas, Belize, British Virgin Idands, Jamaica
and the Turks and Caicos Idands.

Increasing the SSB norma pension age should not be done in isolation. Presently,
government employees retire at age 55 and practice varies in the private sector, where in
many cases there is no mandatory retirement age. For Socia Security, increasing the age at
which full pensions are payable would result in a significant reduction in long-term costs
as people will contribute for a few additiona years and possibly receive a dightly bigger
benefit, but for a shorter period.

Projections of the financial effect of increasing the retirement age from 62 to 65 over a
nine-year period beginning in 2007 indicate that the long-term savings would be 2.7 per
cent of insurable wages. That is, the general average premium would fal from 15.7 per
cent to 13.0 per cent and depletion of reserves would not occur before 2062.

4.1.6 Allowing employment income while in receipt of
an ordinary invalidity pension

Under current rules, an invdidity pension is payable to someone who has been rendered
uncble to work as a result of a specific disease or medica condition that has existed for at
least 26 weeks and is likely to be permanent. In most cases, an “own occupation’
definition or one that consders “occupations for which one is suited by reason of skill or
gualifications’ is used. In some cases, though, persons are able to return to limited types of
economic activity that may or may not be related to their usua occupation. Oftentimes, this
re-employment produces very low earnings but the satisfaction gined from working is
more persona and self-fulfilling (due to being productive again) than it is financid.

Allowing persons who are recelving Invaidity penson to receive some employment
income is possible. For example, rules may be changed to alow persons to make up to say
50 per cent of their pre-invalidity earnings and keep their penson or dternatively, the
pension amount could be reduced for every EC dollar earned over a certain threshold. Both
options though may be difficult to administer and @uld create avenues for abuse and
fraud.

Another approach that may be considered is to alow persons receiving an ordinary
invalidity pension to accept employment for a limited period, such as sx months, so that
they may test their ability to work. Once this period has expired, a decison to keep
working will result in the suspension of the benefit. In either case, the definition of an
invalid or what congtitutes invalidity may have to be revised.

4.1.7 Allowing the payment of combined old-age and
survivors’ pensions

When the Social Security Board was first established, the concept of survivors benefit was
predominantly geared towards the non-working widow of a contributor. Today, women
make up a significant part of the workforce and thus are often entitled to their own old-age
pension. Should her husband die and the widow be in receipt of, or later qudify for, an old-
age pension, she will only receive the larger of her age pension or the survivors pension.
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As a consequence of present rules, it is possible for household income to fall by more than
50 per cent should one pensioner die. For example, if the husband's weekly pension is
EC$400 and the wife's EC$250, tota household income would fal from EC$650 to
EC$250 after the husband' s death. (EC$250 is the greater of 50 per cent of EC$400 and
EC$250) Therefore, there would be a strong argument that in such a case more than just
the greater benefit be paid as household income does not fall by as much as 50 per cent
following the death of one person.®

Also, if both spouses are receiving old-age pensions, the pension to the surviving spouse
upon death of one party may be different depending on who dies first. Using the above
example, if the wife had died first, the husband’s pension would have been EC$400.
(EC$400 is the greater of EC$400 and 50 per cent of EC$250) Therefore, if both spouses
shared equaly household income — regardless of whose pension is bigger — the current
survivors pension discriminates against the spouse with the lower pension.

There are aso instances where current rules may result in the surviving spouse of a
household in which only the husband worked, receiving a larger pension than the surviving
spouse of a household where both spouses worked and both households had the same
income.

To diminate such anomalies and possible financia hardship that the present survivors
pension provisions may create, it is recommend that one of the following payment options
for paying survivors pensions be adopted:

— both age, and up to a maximum combined weekly pension;
— full age pension plus a portion (say, one-half) of the survivors pension; or
— the higher of the two age pensions.’®

If any of the above options is adopted, persons who have aready claimed survivors
pensions and who are now receiving only the greater of two benefits would have their
pensions reworked under the new laws and would receive larger pensions going forward
only. It is not possible to determine how many persons fal into this category or how many
additional pensions would have to be paid. Therefore, an estimate of the financia impact
of these changes has been made assuming that survivor pensions-in-payment to those
above age 61 are increased by 50 per cent and that the average new age pension is 5 per
cent higher. Under these assumptions, the increase in generd average premium is 0.6 per
cent, from 15.7 per cent of insurable wages under status quo provisions to 16.3 per cent.
The ultimate PAY G cost rate in 2062 would likewise increase from 27.9 per cent to 29.0
per cent. Prior to selecting one of the above or any other options, interna calculations
could be made to see how current pensioners will be affected and thus the impact on long-
term costs.

While reviewing survivors pension provisions, a change in the way the minimum pension
is defined should be considered. Presently, the minimum pension to a widow(er) is 50 per
cent of the minimum pension to an old-age pensioner — EC$125 per month. This rate is
rather low. Also, if the minimum pension for old age is designed to provide income to
support a basic standard of living, then a smilar objective should exist for survivors,
especialy where this pension is the only reliable source of income for an elderly person.
Therefore, the Board may wish to consider setting the minimum pension payable to any

® The US poverty line for an individual is only 20 per cent less than that for acouple.

® Payment of two pensions should also be allowed for invalidity and survivors.
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adult for age, invalidity, survivors, disablement or death pensions at the current minimum
rate for age/invalidity pensions.

4.1.8 Extending the duration of spouse survivors’
pensions

Under current rules, widow(er)s who are under the age of 45 when their insured spouse
dies will receive a survivors pension for only one year. A survivors pension in respect of
dependant children will continue to be paid as long as they are under 16 or under 18 and
attending school or college.

The loss of regular income following the death of one spouse often creates financia
hardship, especialy in the case of young families, and thus suspending the widow(er)'s
portion of the pension after only one year could affect the spouse’s ability to provide for
dependant children. Therefore, consideration should be given to continue paying survivors
pensions to widow(er)s as long as the widow(er) cares for dependant (under age 16 or
under age 18 if in schooal) children.

The financid impact of this recommended improvement to benefit provisons is very small
in terms of the contribution rate whilst it would significantly improve the life of the
concerned unfortunate survivors beneficiaries.

4.1.9 Funeral grant

At present, the funeral grant for a non-employment injury related death is of EC$2,500. It's
level was last increased in 1998 at the same time as when the ceiling on earnings was
updated as well.

Information gathered suggests that the cost of a basic funerd in St. Kitts is around
EC$6,000. This indicates that the grant of EC$2,500 now covers about 40 per cent of basic
funera costs. The SSB should reconsider the objective of its social security system in
relation to protection in case of death. Whilst it is desirable that the funeral grant covers the
entire cost of the funeral, especially as families of the deceased insured person may not
have sufficient savings to cover such sudden cogts, it is important that the SSB monitors
the behaviour of funeral homes so that they do not increase their costs as a reaction to the
SSB.

Funeral grants, which are paid for just under 50 per cent of the reported deaths in St. Kitts
& Nevis, account for about 0.1 per cent of insurable wages or 2.1 per cent of total benefit
expenditure. Therefore, the increasing of the funeral grant should have a minimal impact
on the long-term financia cost whilst providing significant protection to the concerned
unfortunate families. If the funeral grant would be increased by 20 per cent to EC$3,000,
the overall additional cost to the SSB would be of approximately EC$85,000 annudly. If it
would be increased to EC$4,000, the overall additional costs to the SSB would increase to
around EC$250,000 annually.

In addition, it is recommended that the regular adjustment/indexation of the level of the
funera grant should follow the same basis as mentioned under section 4.1.4.

4.2 Considerations concerning the Social Assistance
pensions

Since 1989, the Socid Security Board has financed and paid non-contributory Socia
Assgtance pensions to ederly and persons with invaidities who are not gainfully
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4.3

employed and deemed to be in need. There is, however, no specific definition or criteria
use to determine whether or not someone isin need.

While there is a genuine need in St. Kitts & Nevis for some form of financial assistance to
the ederly and persons with disabilities who otherwise may be unable to enjoy basic
necessities, it should be provided through government general revenues whilst its
administration can rely on the SSB in view of the small size of St. Kitts & Nevis. The SSB
may continue financing these Socia Assistance payments whilst the SSB should serioudy
consider introducing a clearer criteria aimed a ensuring that only persons who are
genuingly in need qualify and that persons who had previoudy worked but faled to
contribute may be denied the Assistance pension upon attaining age 62. Specific items that
should be factored into a needs test include cash, fixed and financial assets and real estate
for which the claimant is beneficial owner. (Residence, persona property and tools of trade
should be excluded.) An appropriate threshold for the needs test may be in the order of
assets that are worth five times the annual amount of the Assistance pension. Also, there
should be a larger differentia between the level of the monthly minimum contributory
pension (EC$250) and the Assistance pension ($200).

It has aso been observed that severa persons who are awarded the age grant aso
eventualy are awarded an Assistance pension. As mentioned above, the Assistance
pension should be payable to persons who are truly in need and, if this is the case, it is
acceptable for one to receive both a grant and an Assistance pension. However, if it can be
proven that while employed or saf-employed the individud faled to contribute due to
hisher negligence, then the pension should be denied. If poor, thenthey can get financia
assistance from the government’ s social welfare department.

Extension of SSB coverage

4.3.1 Self-employed persons

Results from the 2001 nationa census indicate that the number of self-employed personsin
St. Kitts was 1,925. Assuming that a similar proportion of the workforce in Nevis is self-
employed, a fair estimate of the number within the Federation is 2,500. In 2002, only 424
sdf-employed persons made SSB contributions, with dmost equal numbers in St. Kitts &
Nevis.

Although Socia Security coverage for the self-employed is mandatory, participation is
extremely low — less than 20 per cent. While the attitudes of self-employed persons vary
and the reasons for not contributing many, the consequence of not securing higher
participation by the salf-employed will manifest itself in the future when a large percentage
of the elderly population is left without a reliable source of income in old-age. Therefore,
to avoid high levels of poverty among the elderly and/or expensive government assistance
programs in the future, specid initiatives are required to raise the level of coverage among
both high and low-income sdlf-employed persons.

For the self-employed category, SSB should not only view compliance smply from the
perspective of collecting contributions but instead from that of “people and pensions.” This
implies that the focus of inspectors and public relations campaigns should be on the
benefits that being covered will bring and the long-term consequences of not providing for
old-age in a changing society where there will be fewer children to personally support their
parents. Additionaly, a review of the contribution and benefit structure that presently
exists for al workers — employed and sdf-employed — should be made. The income
patterns of self-employment are different from those of regular employment. Also, the
record keeping and support that an employer provides is non-existent for many self-
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employed. Therefore, a structure that is more attractive and consistent with their types of
employment is required.

In arecent report on the state of socia security in the CSME conducted by the CARICOM
Secretariat, a possible contribution and benefit structure to alow the required flexibility for
the case of self-employed persons was presented. This approach encompasses the use of a
pension formula based on indexed career-earnings pensions as discussed in section 4.1.3.
In addition, it provides flexibility to contribute as often as and as much as desred.
Sustained educational campaigns aimed at increasing the awareness of the need for self-
employed persons to provide for their retirement years should be conducted.

Since the current contribution system works well for the mgority of insured persons
(employees) and some people may switch between being employed and self-employed,
maintaining one system for al insured persons should be a vitd component of any
revisions to the current structure. A summary of the presented provisions to be considered
is as follows:

— Provide coverage for dl basic benefits including short-term, long-term and
employment injury benefits;

— Edablish several income classes that will provide contribution targets to be used
only to determine the amount of any short-term benefits payable. While no
selection of one particular class is required, having specific income targets will
dlow sdf-employed persons to have a fair idea of what short-term benefits would
be paid if awarded;

— Allow full flexbility to pay contributions as often as and as much as possible
without having to pay for a particular month and without having to complete any
forms;

— Internally, based on the dollar value of contributions made during the past 12
months, the effective number of contribution weeks made in those 12 months can
be determined, such that the highest possible income class is achieved. Together,
this will dlow for the determination of benefit igibility and the amount of any
short-term benefits. At the end of each year, the number of contribution weeks (or
months) made for that year will be determined and stored for the purpose of
determining future digibility for pensions;

— Provide for the payment for short-term benefits a the applicable benefit
percentage times the implied wage for the highest possible income class for which
actual contributions allow;

— Cadculate pensions based on an indexed career earnings approach where tota
“earnings’ in each year are determined from the amount contributed and the
goplicable contribution rate for each year. Eligibility for pensons will be based on
the number of “effective” contribution weeks in each year.

Table 4.2 illustrates how the number of “effective’ contribution weeks made in a year and
the income level a which short-term benefits will be paid would be determined. For this
example, the sdaf-employed person is assumed to have made contributions totalling
EC$2,000 during the year and the contribution rate is assumed to be 10 per cent.

ILO/TF/St. Kitts & Nevis/R.3/November 2004 37



Table 4.2.

Determination of number of “effective” contribution weeks for self-employed

Weekly insurable wage ~ Weekly contribution Effective no. of weeks

Income class (EC3) amount (EC$) paid
| 200 20 100
I 300 30 66
i 400 40 50
v 500 50 40
v 600 60 33

By dividing the amount contributed (EC$2,000) by the contribution amount due each
week, the “ effective’” number of contribution weeks paid is determined.

If for sickness benefit, the contribution requirement for self-employed personsis at least 40
weekly “effective” contributions in the last 12 months, then this condition would be
satisfied for al but income class V (c.f. last column of Table 4.2). Therefore, for payment
of the benefit, the highest income class for which the conditions are met would be used —
EC$500 per week. Thus if the benefit rate is 60 per cent, the weekly Sickness benefit
would be of EC$300.

If instead of EC$2,000 only EC$1,000 was contributed in the previous 12 months, then the
“effective’ number of contributions made would be half of the number shown in the last
column of Table 4.3. Therefore, a minimum of 40 “effective” contributions would only
have been made for Class | (50 effective weeks for Class | and 337 for Class|1) and the
weekly sickness benefit would be 60 per cent of EC$200 or EC$120.

If the indexed career earnings approach is adopted for pension purposes, the number of
contributions made is only used for digibility purposes. Therefore, in the above example
where EC$2,000 was contributed, 52 weeks will be awarded for the year given that
sufficient contributions were made for at least one class. If only EC$1,000 was paid, then a
maximum of 50 weeks would be awarded. This approach is fair and acceptable as the
pension eventually payable will be directly related to the amount of money contributed, not
the number of weeks paid for.

Under this approach, payment of contributions is made easier and more flexible. While the
main thrust for a new approach for the self-employed is to alow then to secure a pension
in their retirement years, this system would provide for the payment of short-term benefits
that are not too dissimilar from those paid to employed persons who have an actua average
wage on which the benefit would be paid. Also, seasona workers would be treated fairly
as wages over a 12-month period would be considered. And, with the indexed career
earnings approach to age/retirement pensions, there is no advantage derived from paying
on the highest earnings in the last few years before retirement.

If adopted, this proposed approach would require afew changes to present internal systems
and require dightly different qudifying rules for employed and sdlf-employed persons.
There will also have to be specia provisions to deal with claims that are made shortly after
one moves from being employed to self-employed or vice versa. But for the self-employed
person, social security may then be sold more like a savings scheme where people set their
target and make whatever contributions they wish.
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4.3.2 Public servants

Established civil servants are currently entitled to two pensions — one from Socia Security
and the other from their employment pension paid out of the Consolidated Fund. When
combined, these two pensions can exceed 100 per cent of pre-retirement income, as the
Social Security pension may be as high as 60 per cent of wages and the Public Service
Pension up to 66 2/3 per cent. The payment of pensions to retired public servants that
exceed pre-retirement salary is both costly and inefficient. Therefore, government should
take immediate steps to limit the amount payable to former public officers in retirement.
Other Caribbean governments have dealt with thisin various ways:

— Public officers who were confirmed after the Socia Security scheme was
established are not covered for the public service pension;

— A lower Socid Security ceiling and thus a lower pension is paid to pensionable
civil servants,

—  The maximum combined Sociad Security and public service pensions for a career
civil servant will be 80 per cent of pre-retirement salary.

In addition to investigating the ways that Socia Security and civil service pensions may be
harmonised, Government should have an actuarid study conducted on the long-term costs
of its non-contributory and unfunded pension scheme for civil servants.

44 Administration considerations

4.4.1 Observing alarge number of age grants awarded

In 2002 and 2003, 32 per cent of the persons awarded an age benefit were awarded the
one-time grant as opposed to a lifetime pension. In each case, the applicant failed to make
the required 500 weekly contributions. While the tenyear contribution requirement is
considered appropriate, the percentage qudifying for a pension is lower than is expected
given that the SSB has existed for 26 years and is reason for concern. Upon review of these
claims, such a high proportion of grants may be attributable to two factors:

— the large number of transient workers in the St. Kitts & Nevis labour force who
may have spent fewer than ten years in the Federation; and

— an incorrect application of the CARICOM Social Security Agreement (CSSA)
under which severa persons have applied and been awarded a grant instead of a

pension.

Regarding the CARICOM Social Security Agreement, once the total number of
contributions made in participating countries exceeds the minimum required in any one
country, the social security scheme in each country in which contributions were made must
pay a pension, even though the minimum in that particular country was not met. The
following two examples of Table 4.3 illustrate how the CARICOM Socid Security
Agreement should be applied if the clamant has made only 200 contributions in St. Kitts
& Nevis and 1,000 weekly contributions elsewhere. In the first example, the applicant does
not qualify in any country while in the second he/she quaifies in Country A only.
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Table 4.3  Application of CSSA where an applicant fails to qualify for a pension in any country

National scheme Contributions Benefit rate applied to
Made Required average insurable wages
450/1200 * benefit % for 1,200 contributions
A 450 500 (A's rules)
400/1200 * benefit % for 1,200 contributions
B 400 500 (B's rules)
St Kitts & Nevis 350 400 350/1200 * benefit % for 1,200 contributions
. Ki Vi )
(St Ktts & Nevis' rules)
Total 1,200

Table 4.4 Application of CSSA where qualify in only one country

Contributions

National scheme Rate applied to average insurable wages
Made Required
A 700 500 Benefit % for 700 contributions (A’s rules)
* 1t 0, ihuti !
B 300 500 300/500 * benefit % for 500 contributions (B's
rules)
. . 200/400 * benefit % for 400 contributions
St. Kitts & Nevis 200 400 . .
(St. Kitts & Nevis 's rules)
Total 1,200

Given that the insured person failed to qudify in any of the three countries worked, dl
contributions are summed. Since the total number of contributions exceeds the amount
necessary in al dates, the pension paid by each state is a proportion of the pension that
would have been paid had all 1,200 contributions been made there. As indicated above, the
proportion is the number of contributions made in that state divided by the number made in
al states.

Because sufficient contributions were made in Country A, the CARICOM Social Security
Agreement does not apply there and Country A thus pays a pension based on its rules.
However, given that insufficient contributions were made in Country B and in &. Kitts &
Nevis, proportionate pensions are paid. In this case the proportion is the number of actua
contributions divided by the number required to qualify for a pension.

Given that severa recent age benefit applicants who had made contributions in other
CARICOM territories were awarded a grant instead of a pension, the SSB should
immediately review each of these clams and award the pension with appropriate
adjustments made for the time since the award should have been made and the lump sum
payment that was actually made.

4.4.2 Appointment of members for a tripartite board

During the Actuary’s visit to St. Kitts & Nevis, it was brought to his attention that Board
members were not being appointed in accordance with the Act. Section 4 of the Act states
that:
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— the Board shall consist of not less than six nor more than nine members;

— one of the members shal be appointed to be Chairman and one shdl be appointed
to be Deputy Chairman,

— the Board shdl be appointed by the Minister;

— two members representing employers shall be appointed after consultation with
such association of employers or persons or bodies as are likely to produce
representation for employers generally throughout the State; and

— two members representing employees shall be appointed after consultation with
such association of trade unions or individua trade unions as appear to the
Minister to be representative of workers generaly throughout the State.

Although the Act requires that two members shall be appointed by each of the employer
and labour associations after consultation by the Minister, both employer and labour
associations have claimed that they have nominated only one member each.

The tripartite composition of the Board is considered a critical component for good
governance of socia security schemes. Therefore, Government is encouraged to
immediately consult with the employer and worker associations, so that the Board may be
congtituted in accordance with the Act.

4.4.3 More public information on St. Kitts & Nevis
social security system

Although the St. Kitts & Nevis SSB has an active public information department, there is
very little information provided on the current or future financia state of the scheme. For
example, representatives of employers indicated in November 2003 that they had not seen
SSB financia statements for at least five years and neither did they see the report of the
Sxth Actuarial Review.

As a public entity that manages funds on behalf of the workers of St. Kitts & Nevis, it is
very important that timely and accurate information on the performance of the SSB be
provided in a format that is easily understood. Also, given the projected future finances of
the scheme, the general public should be made aware of the challenges that lie ahead so
that they can be active participants in the formulation of steps to strengthen their socia
security system.

It is therefore recommended that annual reports that contain a summary of operations and
financial statements be provided regularly and that this report be made public as soon as it
is laid before Parliament. To increase readership of these reports, the Board may wish to
produce simple and condensed versions for wider dissemination. Also, this actuarid review
report should be widdy disseminated both in its complete form as well as in summary
form.

45 Investment considerations

451 Asset mix

At the end of 2003, Sociad Security investments stood at EC$578.2 million (EC$512.0
million a end of 2002). The following charts highlight portfolio diversfication by asset
type, by who issued the securities and the location of these investments as at December
2003.
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Chart4.1.

Distribution of SSF investments, December 2003 (as % of total portfolio)
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As illustrated in Chart 4.1, fixed deposits account for nearly two-thirds of the portfolio
with other fixed income securities accounting for al but 1 per cent of the remainder, which
is held in equities. Of the amount held in fixed deposits, 82 per cent is deposited with the
National Bank of St. Kitts, Nevis and Anguilla, a maority-owned government bank, which
is categorised as a Statutory body. With Government of St. Kitts & Nevis loans, bonds and
T-bills accounting for 18 per cent of the portfolio, 84 per cent of the investments are either
fully or partialy backed by the Government.

The investments of the Social Security Fund are poorly diversified as they are heavily
concentrated in four different ways:

— fixed deposits. 64 per cent,
— government or government-backed securities. 84 per cent,
— any oneingitution: 53 per cent, and
— local investments. 98 per cent.
The following table shows a comparison of the target asset allocations stated in the

recently created Investment Policy Statement and the actual allocations as at December
2003. As shown, most of the actual alocations are well outside the desired range.

4.5.2 General guidelines for investing social security
funds

In October 2001, the ILO hosted a two-day tripartite meeting in Barbados on ‘ Socid
Security Financing and Investment Policies For Pension Funds that was attended by
representatives of Caribbean governments, socia security schemes, employers and
workers. During the meeting, participants were placed in groups and asked to discuss
severa topics from which ideas and recommendations were presented. One such topic
related to the investment of social security funds. The recommendations emerging from
these working groups have been summarized and reviewed by the ILO and formed the
basis for a paper entitled ILO guidelinesfor the investment of social security fundsin the
Caribbean of which the following table is a summary.
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Table 4.5

Actual and target asset allocation (as % of total portfolio)

Asset class Target policy allocation De c@r(:g:: ;003
Treasury bills 5-10 2.2
Term deposits 20-30 64.2
Government securities? 20-30 29.3
Corporate securities 5-15
10- 30 1.3
Real estate 3-7
5-10 31

1 Actual allocation % includes statutory bodies other than National Bank

Generd guiddines relating to investments include:

Socia security boards should, in consultation with Government, establish an
Investment Policy Statement, which should be revised at least once every three
years.

A target rate of return for the entire investment portfolio should be established.
Depending on the level of risk accepted the real-rate-of -return objective should be
in the order of 3 per cent to 5 per cent.

The Investment Policy Statement should aso include an asset allocation, selected
in order to achieve the target rate of return of the Fund, with maximum and
minimum limits for each mgjor category.

Asset dlocation rebalancing must be done in relaion to the investment portfolio at
the time of determination of the Investment Policy. A transition period before
reaching the desired target asset dlocation is desirable. And,

Funds should be invested with consideration of the liquidity needs to meet cash
flow requirements.

Guideines concerning specific types of investments include:

Government or government-backed securities should not exceed 50 per cent of the
investment portfolio. The ability of the scheme to redeem government bonds must
be measured againg liquidity needs. Governments should pay interest and face
amounts of maturing bonds in cash instead of rolling over the principa and
interest. Where applicable, Government should also pay market rates for the rental
of properties owned by the Socia Security Fund.

Overseas investments represent a measure of diversification and a way to reduce
currency risk. For these particular types of investments, there is need for training
of in-house investment managers and/or the hiring of international fund managers.
And,

Socia investments, or those considered to enhance economic and socid utility,
could make up a smal portion of the socia security asset portfolio. Such
investments include participation in private-sector initiatives, state enterprises,
student loans, low-cost housing, old-age facility, culture, health infrastructure,
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tourism, recreation, sport, and human resource enhancement. Before each
investment is made, however, a study must be done showing the potentia
profitability and socia benefits of the project. Once made, there should be regular
monitoring of experience.

4.5.3 Specific SSF investment guidelines

As the projection results presented in Section 3 illustrate, the Socid Security Fund is
projected to grow both in absolute terms as well as relative to the overall economy. From
EC$542 million at the end of 2002, or 67 per cent of GDP, the Fund is expected to grow to
over EC$1.9 billion and over 110 per cent of GDP within the next twenty years. With
Socia Security assets growing at a faster rate than the local economy, the challenges that
aready exist to find suitable loca investments that are consistent with the Fund’s ligbilities
will be compounded. Therefore, dlocating a greater portion of the Fund to overseas
investments will be required to ensure that reasonable rates of return are realised.

The Investment Policy Statement (IPS) for the Social Security Fund that was prepared in
late 2002 recommends appropriate and prudent levels of diversification for the Fund. To
achieve these asset alocations as well as broader diversification to the Fund, the Board is
encouraged to:

— gradually reduce the overal holdings of fixed deposits to no more than 30 per cent
of the portfolio,

— maintain the amount invested in either Government of St. Kitts & Nevis securities
or Statutory Bodies, excluding the National Bank, a below 30 per cent of the
portfolio,

— gradually reduce the amount held in the National Bank to no more than 20 per cent
of the portfolio (this applies to any single investment or ingtitution),

— wherever possble, invest in long-term securities instead of short-term securities,
and

— gradually increase the proportion of the fund held outside St. Kitts & Nevis, both
regiondly and internationdly, to around 10 per cent to 15 per cent.

As indicated above the recommended changes should occur gradually over a period of
around ten years. To assist in achieving this target and monitoring progress, specific asset
alocation objectives for shorter periods — one year, three, five and seven years — should
also be established at the outset.

To achieve a more diversfied and balanced portfolio as recommended above, some
amendments might be necessary to the Second Schedule of the Act, which outlines the
‘Powers d the Board to Invest’. What may also be considered when the Second Schedule
is amended, is the inclusion of al guidelines for investments in the IPS and then have the
appropriate section in the Act refer to the IPS. By so doing, whenever the IPS is updated to
reflect changing circumstances, no further changes will be required to the Act in order to
implement new investments being considered.

The Investment Committee, like the Board, is tripartite in composition, and also includes
the Director, Investment Manager and Chief Accounting Officer. Given the technica
nature of investments and the importance of ensuring that the Fund is prudently invested,
well diversified with assets that are consistent with the nature of the Fund’s liabilities, the
Board should consider including on the Investment Committee at least one, but possibly
two, persons skilled in the area of investments. The inclusion of such persons could greatly
enhance the ability of the Fund to achieve its long-term objectives.
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5.

5.1

5.2

Implications for SSB in case of secession
of Nevis from Federation

During the actuary’s visit to St. Kitts & Nevis in November 2003, a question was asked
surrounding the implications for Socia Security if Nevis were to secede from the
Federation following a referendum being planned for 2004. In short, it concerned two basic
options. two separate schemes may be created with each idand’ s government managing the
scheme that serves its residents and secondly, the current scheme could be maintained as a
single entity with a different approach adopted to its operation.

There is precedence for both of these options. In Canada, for example, Quebec has a
separate pension system (Quebec Pension Plan) from that of the other nine provinces and
three territories (Canada Pension Plan). In the United States, on the other hand, one
national pension system covers al states while other government income-replacement
programs such as unemployment and employment injury benefit schemes are operated at a
state level. The key difference, though, between the United States, Canada and St. Kitts &
Nevisissize.

To obtain a complete picture of immediate and longer-term implications should Nevis

secede from the Federation, the three main aspects of socia security — poalicy,
adminigtration and investments — would need to be considered.

While the central or federal government conducts the affairs of St. Kitts, the Nevis Idand
Adminigtration (NIA) handles most of the day-to-day government functions. For socia
security matters, government oversight rests with the Federal government but there is a
NIA representative on the Board.

Policy

In this context, policy refers to the entire set of coverage, contribution and benefit
provisions that make up the basic structure of socia security coverage in St. Kitts & Nevis.
These include the rules that govern who is covered and required to contribute, how much
they must contribute, the benefits available to different categories of insured persons, the
qudifying conditions, how benefits are caculated and adjusted, etc. Presently, the Federal
government deals with these matters. With two separate schemes, each would be
responsible for setting the policy for its workers and residents. If there are two separate
countries but a single scheme is retained, then a more consultative approach between the
<. Kitts & Nevis governments in making decisions that impact both countries would be
required.

Administration

If upon secession a decision is made to keep a single operation, then no changes to the way
contributions and benefits are administered would be necessary. Greater autonomy could,
however, be considered for Nevis with regards to certain aspects. However, as the cost of
administering social security in St Kitts & Nevis is dready relatively high, the smal size
of the joint operation should be a key deciding factor on what functions are duplicated.

Two separate and smaller schemes would likely make each operation even more costly
than it is now, especidly for Nevis given its fewer than 12,000 people. Therefore, even
with two separate entities, the Nevis operation may wish to buy certain services from the
larger St. Kitts operation, such as computer support. Otherwise, each operation would have
to hire staff that are underemployed and purchase expensive equipment that would be
under utilised.
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Given the level of worker mobility between the two idands that would likely continue if
the Federation is dissolved and two separate systems were created, a reciproca
arrangement between the two countries would be required. This agreement would be
additional to the CARICOM Socia Security Agreement .

Investments

Probably the mogt difficult single aspect of separating schemes would be splitting the
Social Security Fund and deciding which assets are alocated to each country. Although
assets are not allocated to individuals given the defined-benefit structure of the SSB, it
would be possible to separate the Fund based on the contributions made and benefits paid
by idand. However, for persons already receiving pensions it may be wise to set aside
sufficient funds to cover payments for the rest of their lives so that there is no conflict asto
who congtitutes a Nevis liability or a St. Kitts liability, given that someone may have
worked in one idand but retired in another.

If one fund is maintained, greater influence over investment decisions could be given to the
Nevis government. Alternatively, certain portions of the Fund may be allocated to each
idand so that each government has full authority to invest its portion as it chooses. In each
case, a Board or Investment Committee should be established to determine whether or not
certain investments should be made.

The decison to separate or not should aso consder the high level of worker mobility
between St. Kitts and Nevis as well as the practical implications for employers that have
operations in both St. Kitts and Nevis. In summary therefore, while separating the St. Kitts
& Nevis socia security system into two entities may provide greater comfort to both
countries should the Federation be dissolved, the ILO strongly recommends that one
scheme be retained with appropriate accommodations made to both countries re issues of
governance, the setting of policy, human resources, operations and investment of funds.
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6. Considerations concerning
unemployment insurance

While dmost al industrialised countries have some form of unemployment insurance (Ul),
Barbados remains the only Caribbean country with an unemployment insurance benefit,
having introduced it in 1981. Such a benefit provides partiad income replacement to
eligible covered workers for short periods following involuntary unemployment. Like
other contributory socia security benefits, unemployment benefits are paid as a matter of
right with no demonstration of need required.

A detailed assessment of whether or not to introduce an unemployment benefit scheme is
beyond the scope of this review. However, a brief discussion of the issues that must be
considered prior to implementing such a programme is presented. An historical review and
summary of recent experience of the Barbados Unemployment scheme and a comparative
summary of the key provisions of schemes in Barbados, Canada, Cyprus, and Venezuda
may be found in Appendix V.

Although S. Kitts & Nevis is not yet a party to any socia security instrument of the ILO,
when reforms are considered the ILO encourages policy makers to refer to the ILO C.102
on Minimum Standards of Social Security and C.168 on Employment Promotion and
Protection Against Unemployment.

Unemployment insurance programmes have both primary and secondary objectives.” The
primary ones involve assding individud workers during periods of involuntary
unemployment while the secondary ones stress the promotion of economic efficiency and
sability.

In designing an unemployment insurance benefit, the following issues have to be
considered:

Who would be covered?

What would be the digibility requirements for benefit?
What level of benefit would be paid?

How long would benefits be payable for?

How would benefits be financed?

Who would administer the scheme?

Unless unemployment is at an al-time low, it may never be the ideal time to introduce an
unemployment benefit that requires contributions from employers and workers. With
unemployment having fallen in the past few years and now estimated at between 5 per cent
and 7 per cent, the introduction of such a scheme at this time appears quite feasible. With a
properly structured benefits package that is well promoted and sold as another means of
providing additiona security for workers, such a benefit could well serve workers,
employers and the overal economy of St. Kitts & Nevis. It is estimated that a modest
unemployment benefit could be introduced with a contribution rate of 1.5 per cent.

The decison on whether or not an Ul benefit would be introduced should therefore be
made following a close look at the entire spectrum of socia benefits and the areas that

" From: Reida, George E. 1994. Social Insurance and Economic Security, 5" edition
(Prentice Hall, USA)
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require most urgent attention at this time. It should also take account of the presert
economic environment, and the effect that additiona deductions from wages and
contributions by employers would have on employment, and individuds. Broad
consultations should a so be had with stakeholders.

Apart from the financing aspect, the most important element to consider before introducing
an unemployment insurance benefit is the administrative capacity of the SSB. To
complement the work of the SSB, there should also be a properly organised and efficient
employment service whose establishment should precede the first benefit payment.

In addition to paying a weekly benefit, the scheme should focus on aspects of training and
retraining unemployed persons. A hands-on review of the operations of the Barbados
Unemployment programme should aso be conducted. This would highlight some of the
practical aspects of operating such a scheme and enable those who would be responsible
for administering the St. Kitts & Nevis scheme to see first hand the areas requiring special
attention.
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Appendix | Summary of contribution and
benefit provisions

.1 Benefits, insured persons and contribution rates
The S. Kitts & Nevis Social Security Board provides for the following benefits:
— Long-term benefits: Age, invalidity and survivors benefits.

—  Short-term benefits: Sickness benefit, Maternity alowance and grant, Funeral
grant.

— Employment Injury benefits: Injury benefit, Disablement benefit, Medica
Expenses, Death benefit and Funera grant.

Employed, sdf-employed and voluntary insured persons aged 16-61 are covered for the
above contingencies as follows:

— Employed persons: All contingencies.
— Sdf-employed persons: All contingencies except employment injury benefits.
— Voluntary insured persons. Covered for age and survivors benefits only.

— Employed persons under age 16 or over age 61: Covered for employment injury
benefits only.

As per the following table, earnings used for determining contributions and benefits are
limited to EC$6,500 per month. Earnings include basic sdlary and al other earnings paid in
cash.

Table Al.1 Increase in ceiling on insurable wages since 1978

Period EC$p.a.
1978-1983 24,000
1984-1992 48,000
1993-1995 62,400
1996-1997 70,200

1998-present 78,000

Contributions are computed as a percentage of insurable earnings. The contribution rate is
11 per cent, 5 per cent paid by the employee and 6 per cent by the employer. Before
Employment Injury Benefits were introduced in 1986, the contribution rate was 10 per
cent. Self-employed persons pay a 10 per cent contribution rate and voluntary contributors
pay at 5 per cent of insurable earnings. Contributions at 1 per cent of insurable earnings are
payable for those less than age or over age 61.
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1.2 Summary of benefit provisions

[.2.1. Long-term benefits
€) Old-age contributory pension

Contribution requirement:

500 paid or credited weekly contributions of which 150 must be paid.

—  For those whose 62 birthday falls between February 1991 and February
2002, aged 36 and over on 1978, clamants will recaeive 25 specid age
credits for each year of age over 37 on February 1, 1978.

Age requirement:
62. The pension is not dependent on retirement from the workforce.
Amount of benefit:

16 per cent of average insurable earnings over the best three yearsin the last 15, plus 2
per cent for every 50 weeks credited between 150 and 750, plus 1 per cent for every 50
weeks credited over 750.

Maximum pension:
60 per cent of average insurable earnings over the best three years.
Minimum pension:

EC$250 per month. The minimum pension also applies to Invdidity pension. It was last
increased in July 2002 from EC$200.

(b) Age grant
Contribution reguirement:
50 paid or credited weekly contributions.
Eligibility:

Other than for the contribution requirement, the applicant must be digible for age
benefit.

Amount of benefit:

Six times average weekly insurable earnings for each 50 weekly contributions paid or
credited. This amount is paid as alump sum.

(©) Invalidity pension

Contribution requirement:

150 paid weekly contributions.
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Eligibility:
The gpplicant is:
— lessthan age 62,

— medicaly declared an invalid, other than as a result of an employment
injury,

—  has exhausted the maximum period for sickness benefit.
Amount of benefit:

Calculated in the same manner as for age benefit, except that the minimum pension is
30 per cent of average insurable earnings or EC$250 per month, whichever is higher.

Duration of pension:

Payable as long as invalidity continues. A review of the person’s continuing digibility
ismade at |least every three years.

(d)  Survivors’ benefits

Contribution requirement:

The deceased, at time of death, was receiving or had paid enough contributions to
quaify for an invalidity or age pension.

Eligibility:

Widow or widower narried for at least three years (includes common-law spouse),
child(ren) under age 16; age 18 if in full-time education or invalid, parents.

Amount of benefit:
The proportion of invalidity pensgon shown below:
—  Widow or widower: 50 per cent;
—  Child: 16 2/3 per cent;

—  Child (orphan or disabled): 33 1/3 per cent;
Maximum benefit:
100 per cent of pension the deceased person would have been entitled to.
Minimum pensions:
Widow(er) — EC$125 per month

Child/parent — EC$60 per month
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Duration of benefit:

— Widow or widower aged 45 or over at time of death, or disabled: life
penson or until the beneficiary is entitled to a larger age pension in
his’her own right. The pension will cease upon remarriage or cohabitation;

—  For awidow or widower under age 45 and not disabled, or not married for
at |least three years. one year;

— For dependent children, up to age 16, or age 18 if attending school or
college.

—  For aninvdid child, for aslong as invaidity continues.
(e) Survivors’ grant

Contribution requirement:
50 contributions paid or credited by the deceased insured person.
Eligibility:

Other than for the contribution requirement of the deceased, the applicant must be
eigible for asurvivors pension.

Amount of benefit:

The survivors grant is equivalent to the age grant. Its distribution among quaifying
survivors follows the same basis as in the case of survivors pensions.

0] Assistance pension
Eligibility:
The applicant must be:

either aged 62 or over or an invalid,

not gainfully employed,
— inneed,
— ordinarily resdent in St. Kitts & Nevis,

— not previoudy awarded an age or invaidity pension.
Amount of benefit:

EC$100 per half-month.

[.2.2. Short-term benefits
€) Sickness benefit

Contribution requirements:

26 paid contribution weeks with at least eight in the last 13. The insured must be age 16
or over and under age 62, and was employed immediately before onset of the illness.
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Waiting period:

Three days. If incapacity lasts for more than three days, benefit is payable from the first
day. Two periods of illness separated by less than eight weeks are treated as one.

Amount of benefit:
65 per cent of average weekly insurable earnings during the 13 weeks prior to illness.
Duration of benefit:
Maximum of 26 weeks.
(b) Maternity allowance

Contribution requirement:

39 pad contribution weeks with at least 20 contributions in the last 39 weeks
immediately preceding the week that is six weeks before the expected week of
confinement or the week from which benefit began, if later.

Amount of benefit:
65 per cent of average weekly insurable earnings during the last 39 weeks.
Duration of benefit:

13 weeks, starting no earlier than six weeks before the expected date of confinement.

(©) Maternity grant

Contribution requirement:

Same as for Maternity Allowance. If the mother fals to qudify for Maternity
Allowance but her legaly married husband's contributions satisfy these conditions, the
Maternity Grant is payable.

Amount of grant:

EC$450.
Table Al.2 Increase in maternity grant on ad-hoc basis
Period EC$'00
1978-1983 50
1984-1998 100
1989-1992 200
1993-1995 300
1995-1998 400
1998-present 450
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(d) Funeral grant
Eligibility:

The insured person must have made at least 26 contributions. A grant is also payable in
respect of the death of the spouse or a dependant child of the insured. If death results
from employment injury, no prior contributions are required.

Amount of grant:

EC$2,500 for the insured or higher spouse. The amount for a dependant child ranges
from EC$400 to EC$1,600.

Table AL.3 Increase in funeral grant for the insured on an ad-hoc basis

Period EC$00
1978-1983 200
1984-1998 500
1989-1992 1,000
1993-1994 1,500
1995-1997 2,000
1998-present 2,500

[.2.3. Employment injury benefits
(@) Injury benefit (work-related)
Eligibility:

Incapable of wark as a result of an accident arising out of insured employment, or as a
result of an illness related to employment. There are no qualifying contribution
requirements for Employment Injury benefits.

Amount of benefit:

75 per cent of average insurable earnings in the last 13 weeks before the accident or
disease occurred (or lessif the person was insured for a shorter period.)

Duration of benefit:
26 weeks.
Waiting period:
Three days. If incapacity lasts four or more days, benefit is payable from the first day.
(b) Disablement benefit (work-related)
Eligibility:

Partial or total loss of any physical or mental faculty as aresult of ajob-related accident
or disease.
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Waiting period:
Equivaent to the period for which an employment injury benefit is paid.
Amount of benefit:

The payment of a pension or agrant is based on the percentage loss of faculty suffered:

—  If degree of disablement is less than 20 per cent, a grant equal to 365 times
the weekly benefit rate times the degree of disablement is paid.

— If degree of disablement is 20 per cent or more, a weekly benefit of the
injury benefit amount times the degree of disablement is paid.

— Inthe case of temporary disablement, the benefit is payable for as long as
the disablement lasts up to a maximum of 365 weeks.

(©) Death benefit (work-related)
Eligibility:
Dependants are defined as for survivors' benefit.
Amount of benefit:

Proportion of disablement pension, the same percentage as for survivors benefit.

(d)  Medical expenses (work-related)

Expenses covered:

Reasonable expenses for doctor's fees, medication, hospitaisation, travelling and
constant care and other specified costs incurred as a result of an employment injury or

prescribed disease.
(e) Funeral grant (work-related)
Eligibility:

Theinsured person died as a result of an employment injury: No prior contributions are
required.

Amount of grant:
EC$4,000.
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Appendix Il Methodology, data and

assumptions

This actuarid review makes use of the comprehensive methodology developed at the
International Financial and Actuarial Service of the ILO (ILO FACTS) for reviewing the
long-term actuarial and financia status of a national pension scheme. The review has been
undertaken by modifying the generic version of the ILO modelling tools to fit the specific
case of St. Kitts & Nevis and the Sociad Security Board. These modelling tools include a
population model, an economic model, a labour force modd, a wage model, a long-term
benefits model and a short-term benefits model.

The actuaria vauation begins with a projection of St. Kitts & Nevis future demographic
and economic environment. Next, projection factors specificaly related to Socia Security
are determined and used in combination with the demographic/economic framework to
estimate future cash flows and reserves. Assumption selection takes into account both
recent experience and future expectations, with emphasis placed on long-term trends rather
than giving undue weight to recent experience.

.1 Modelling the demographic and economic
developments

Table All.1.

The generd St. Kitts & Nevis population has been projected beginning with totals
obtained from the preliminary results of the 2001 national census and by applying
appropriate mortality, fertility and migration assumptions. For the Intermediate scenario,
the totd fertility rate is assumed to decrease from 2.0 to 1.85 in 2021, and remain constant
thereafter. Table All.1 shows ultimate age-specific and total fertility rates. For the
Pessmistic and Optimistic scenarios, the ultimate total fertility rates are assumed reached
in 2021.

Age-specific and total fertility rates

Ultimate rates

Age group 2002
Optimistic Intermediate Pessimistic

15-59 0.067 0.027 0.025 0.023
20-24 0.103 0.068 0.063 0.058
25-29 0.093 0.108 0.100 0.092
30-34 0.076 0.099 0.092 0.084
35-39 0.050 0.085 0.079 0.072
40-44 0.014 0.017 0.016 0.015
45-49

TFR 2.00 2.00 1.85 1.70

Mortality rates have been determined using the mortality patterns obtained from the 1999-
2001 Barbados Life Table. Life expectancy at birth in 2001 has been assumed at 70.2 and
73.6 for males and females, respectively.
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Improvements in life expectancy for the Intermediate scenario have been assumed to
follow the “dow” rate as established by the United Nations with a “very sow”® rate
assumed for the Pessimistic scenario and “medium” for the Optimistic scenario. Sample
mortality rates for the Intermediate scenario and the life expectancies at birth and at age 62

for sample years are provided in Tables All.2 and All.3.

Table All.2.  Mortality rates and life expectancy

Males Females
Age
2002 2032 2062 2002 2032 2062
0.0149 0.0092 0.0072 0.0123 0.0071 0.0053
0.0003 0.0002 0.0001 0.0002 0.0001 0.0000
15 0.0007 0.0004 0.0003 0.0003 0.0002 0.0001
25 0.0019 0.0010 0.0007 0.0011 0.0009 0.0007
35 0.0029 0.0016 0.0012 0.0017 0.0011 0.0009
45 0.0055 0.0035 0.0027 0.0027 0.0018 0.0014
55 0.0108 0.0075 0.0062 0.0058 0.0039 0.0032
65 0.0215 0.0163 0.0142 0.0114 0.0071 0.0055
75 0.0546 0.0450 0.0408 0.0321 0.0210 0.0168
85 0.1528 0.1370 0.1295 0.1015 0.0799 0.0706
95 0.3419 0.3305 0.3249 0.2690 0.2396 0.2256
Life expectancy 68.3 73.9 76.1 747 80.4 82.8
at hirth
Table All.3.  Current and projected life expectancies at age 62
2062
2002
Optimistic Intermediate Pessimistic
Male 16.1 19.5 18.8 17.9
Female 19.3 25.4 245 22.8

Net migration (in minus out) for each scenario is assumed to decline over the projection
period at varying rates and reaching different ultimate levels. The following table shows
the age distribution of net migrants for the first projection year (2001) and 2021. Age-
specific rates for other years may be obtained by using the same proportions as applicable
for the years shown below.

8 Midpoint of rates depicted by “slow” improvements and no improvements.
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Table A.11.4.

Net immigration

A 2001 2021
% Optimistic  Intermediate ~ Pessimistic Optimistic  Intermediate  Pessimistic

09 ®) (16) (25 ®) (16)
10-19 8 (16) (23) 8) (16)
20-29 @7 (93) (140) @7) (93)
30-39 27) (54) (81) 27 (54)
40-49 ] (16) (24) 8 (16)
50-59 @ @) ©) @ @
60-69 ©) @ @ ©) @
0+ ©) ©) ©) ©) ©
All ages (100) (200) (300) (100) (200)

Table AllL5.

The projection of the labour force, i.e. the number of people available for work, is obtained
by applying assumed labour force participation rates to the projected number of personsin
the total population. Between 2001 and 2062, age-specific labour force participation rates
are assumed to increase at advanced ages for males and females. The table below shows
the assumed age-specific labour force participation rates in 2002 and 2062. Between these
two years, rates are assumed to change linearly.

Age-specific and total labour force participation rates (as percentage)
Males Females
Age Year Males Females
2002 2062 2002 2062

17 42 42 38 40 2002 81 75
22 92 92 85 89

27 92 92 89 93 2012 83 77
32 94 94 91 96 2022 84 77
37 93 93 93 98 2032 85 79
42 96 96 93 98

47 93 96 84 93 2042 85 79
52 89 93 74 84 2052 85 78
57 81 89 64 74 2062 85 78

The projected real GDP divided by the projected labour productivity per worker gives the
number of employed persons required to produce tota output. Unemployment is then
measured as the difference between the projected labour force and employment.

Estimates of increases in the total wages as well as the average wage earned are required.
Annual average real wage increases are assumed equal to the increase in labour
productivity as it is expected that wages will adjust to efficiency levels over time. Such
increases are assumed to be gradual over the projection period from ¥z per cent to 1.5 per
cent. The inflation assumption affects nominal average wage increases.

1.2 Projection of social security income and
expenditure

This actuaria review addresses dl St. Kitts & Nevis Socid Security revenue and
expenditure items. For short-term and employment injury benefits, income and expenditure
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are projected as a percentage of insurable earnings. For the Long-term and Employment
Injury Benefit branches, projections of pensions are performed following a year-by-year
cohort methodology. For each year up to 2062, the number of contributors and pensioners,
and the dollar value of contributions, benefits and administrative expenditure, is estimated.

Once the projections of the insured (covered) population, as described in the previous
section, are complete, contribution income is then determined from the projected total
insurable earnings, the contribution rate, contribution density and the collection rate.
Contribution density refers to the average number of weeks of contributions persons make
during a year.

Benefit amounts are obtained through contingency factors based primarily on plan
experience and applied to the population entitled to benefits. Investment income is based
on the assumed yield on the beginning-of-year reserve and net cash flow in the year. Socid
Security’s administrative expenses are modelled as a decreasing percentage of insurable
earnings. Findly, the year-end reserve is the beginning-of-year reserve plus the net result
of cash inflow and outflow.

Social security population data and assumptions

The data required for the valuation of the Socia Security Fund is extensive. As of 31
December 2002, required data includes the insured population by active and inactive
status, the distribution of insurable wages among contributors, the distribution of paid and
credited contributions and pensions-in-payment, all segregated by age and sex.

Scheme specific assumptions such as the incidence of invaidity, the distribution of
retirement by age, density and collection of contributions, are determined with reference to
the application of the scheme's provisions and historical experience.

Projecting investment income requires information of the existing assets at the vauation
date and past performance of each class. Future expectations of changes in asset mix and
expected rates of return on each asset type together allow for long-term rate of return
expectations.

Details of Socid Security specific input data and the key assumptions used in this report
are provided in tables All.6 through All.10.
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Table All.6. 2002 active insured population, earnings and past credits
No. active insured Average monthly Average no. years of
Age persons insurable earnings past credits
Male Female Male Female Male Female
15-19 684 515 1,238 1,079 1.0 0.8
20-24 1,683 1,665 1,593 1,355 4.4 3.8
25-29 1,620 1,700 1,972 1,705 8.2 7.6
30-34 1,606 1,575 2,513 1,943 12.2 11.4
35-39 1,615 1,546 2,580 1,954 16.2 15.4
40-44 1,376 1,484 2,602 2,070 19.3 18.5
45-49 1,132 1,132 2,927 2,156 20.1 19.4
50-54 666 589 3,023 2,372 20.7 19.7
55-59 402 351 3,106 1,879 20.8 19.7
60-61 180 129 2,663 1,706 21.1 19.6
All ages 10,964 10,686 2,331 1,832 13.0 12.3
Table All.7.  Pensions-in-payment — December 2002
Old-age Invalidity Survivors’ Disablement Assistance
Age benefit benefit benefit benefit benefit
Male Female Male Female Male Female Male Female Male Female
04 13 9
59 2 25
10-14 78 76 - -
15-19 43 44 - 2 2
20-24 - - 1 - 5 6
25-29 1 3 1 2 5 6
30-34 7 2 . . 4 1 5 3
35-39 2 7 1 1 6 8 7
40-44 5 1 1 2 5 9
45-49 7 12 2 12 - - 5 10
50-54 6 12 3 14 1 1 4 8
55-59 - - 10 18 5 19 1 - 1 2
60-64 153 134 12 13 3 22 1 3 16
65-69 237 193 28 - 18 51
70-74 195 167 - 28 2 36 101
7579 129 66 2 25 60 118
80-84 79 42 1 14 40 101
85-89 34 93
90-94 6 42
95-99 2 17
No.
pensianers 793 602 50 78 184 319 16 5 239 592
Average
monthly EC$ 658 493 550 435 100 207 585 1,422 200 200
pension

The following table shows assumed density factors, or the average portion of the year for
which contributions are made for non-civil servants.
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Table All.8.  Density of contributions (by age and as percentage)

Age Males Females
17 51 50
22 73 80
27 75 86
32 77 88
37 77 88
42 80 89
47 81 89
52 83 89
57 83 86

The following table shows the expected incidence rates of insured persons qualifying for
Invalidity benefit.

Table All.9.  Rates of entry into invalidity

Age Males Females
17 -

22 0.149

27 0.463 0.441
32 0.934 0.476
37 0.929 0.647
42 0.727 2,527
47 1.325 1,546
52 1,502 3,820
57 8,706 9,259

Table All.10, shows the assumed probability of receiving a survivor benefit clam and the
average age of new claimants, grouped by the age of the deceased.
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Table All.10. Probability of a deceased having eligible survivors and their average ages

Males Females
Age P_ro_bability of Average eligible P_ro_bability of Average eligible
eligible spouse children eligible spouse children
% No. % No.

17 -

22 0.0 0.1
27 0.1 0.2
32 21 04 0.6
37 43 0.8 27 1.3
42 65 12 35 1.2
47 70 11 26 11
52 67 0.7 22 0.8
57 53 0.5 28 0.2
62 41 0.5 26 0.1
67 32 0.2 13

72 27 0.1

77 27 0.2

82 25 0.1 10

87 19 0.0 8

ILO/TF/St. Kitts & Nevis/R.3/November 2004

63






Appendix Il

Projection results —
Pessimistic and Optimistic

scenarios

Table Alll.1.  Projected St. Kitts & Nevis population, Pessimistic scenario
Age Age Age 62 & Rlatioof Per sons
6-61T062 &
vear Total 0-15 16 - 59 over o
2001 46,111 14,634 27,511 3,966 6.9
2002 46,111 14,634 27,511 3,966 6.9
2003 46,225 14,405 27,898 3,922 7.1
2004 46,347 14,157 28,309 3,881 7.3
2005 46,476 13,889 28,743 3,844 7.5
2006 46,608 13,614 29,182 3,812 7.7
2007 46,742 13,355 29,600 3,787 7.8
2012 47,468 12,234 31,285 3,948 7.9
2022 48,212 10,518 31,261 6,432 4.9
2032 48,488 9,550 29,795 9,142 3.3
2042 47,832 8,686 28,954 10,192 2.8
2052 46,358 7,975 27,107 11,277 2.4
2062 44,650 7,513 25,136 12,001 2.1
Table Alll.2.  Projected cash flows and reserve, Pessimistic scenario (millions of EC$)
Cash Inflows Cash Outflows Reserves
I . Admin. & #of ti
T Cobuon inner Ohetaa et one  taa 3P SO0 e
Xpenses expenditure
2002 469 30.7 12 78.8 18.6 6.6 252 536 542.0 215
2003 484 345 12.0 94.9 204 7.7 281 66.7 609.5 22.3
2004 493 372 05 87.0 216 7.8 294 57.7 668.0 234
2005 51.8 39.0 05 91.4 237 8.2 318 595 7284 235
2006 537 40.6 05 94.9 26.6 8.4 3561 59.8 789.2 23.2
2007 557 20 0.6 98.2 287 8.7 374 60.9 851.1 23.4
2008 57.8 430 0.6 1014 309 9.0 399 615 913.8 23.6
2012 66.5 50.1 0.7 117.2 420 10.2 522 65.0 1,171.3 23.1
2022 87.8 780 09 166.6 108.3 13.0 121.2 454 1,795.6 15.2
2032 116.4 811 12 198.7 227.4 18.1 2455 (46.8) 1,821.4 7.6
2042 156.5 340 16 192.1 358.0 259 383.9 (191.8) 679.5 1.8
2052 200.7 (96.6) 20 106.1 524.6 34.8 559.4 (4533)  (2,417.6) (44
2062 260.5 (380.8) 26 (117.7) 744.6 46.5 791.0 (908.8)  (9,100.3) (11.8)

Negative reserves indicate the indebtedness of the Fund and negative investment income is the current cost of servicing that debt.

ILO/TF/St. Kitts & Nevis/R.3/November 2004

65



Table Alll.3.  Projected benefit expenditure— Pessimistic scenario (milions of EC$)

Pensions, Grants & Benefits Benefitsas a % of:
Y ear
- . . Short-  Emp. Insurable

Age Invalidity Survivors Assistance term Injury Wages GDP
2002 9.5 0.7 11 19 45 0.9 4.4% 2.3%
2003 10.7 0.8 12 19 5.0 0.8 4.6% 2.5%
2004 114 0.8 14 19 51 0.8 4.8% 2.5%
2005 12.8 0.9 16 1.9 54 0.9 5.0% 2.6%
2006 14.1 11 18 3.0 5.6 1.0 5.4% 2.9%
2007 154 12 21 31 59 11 5.7% 3.0%
2008 16.9 13 23 32 6.1 11 5.9% 3.1%
2012 24.7 1.9 3.2 34 7.1 15 7.0% 3.7%
2022 81.1 34 6.9 43 9.8 29 13.6% 6.9%
2032 185.8 4.6 12.9 5.9 134 49 21.5% 10.9%
2042 295.4 6.7 21.1 8.1 18.7 8.1 25.2% 13.1%
2052 438.4 8.9 29.6 11.0 24.7 12.0 28.8% 14.7%
2062 629.9 113 38.7 14.7 33.1 16.9 31.4% 16.2%

Table Alll.4.  Projected contributors and pensioners, Pessimistic scenario

# of f# of Pensioners Total #of R?tio of

Y ear Contributors o ] _ Desth & Pensioners Contributorsto
ontriou Age  Invalidity Survivors Assstance .o Pensioners

2002 22,349 1,395 129 508 831 56 2,919 7.7
2003 22,180 1,458 133 580 817 53 3,041 7.3
2004 22,530 1,501 139 635 807 64 3,146 7.2
2005 22,778 1,572 152 685 798 71 3,278 6.9
2006 23,026 1,645 167 726 789 77 3,403 6.8
2007 23,272 1,722 185 760 780 85 3,531 6.6
2008 23,513 1,806 201 789 771 91 3,657 6.4
2012 24,341 2,226 264 858 740 116 4,203 5.8
2022 24,702 4,903 352 1,084 699 172 7,209 3.4
2032 25,007 7,898 371 1,393 712 224 10,598 2.4
2042 25,443 9,152 413 1,630 731 284 12,209 2.1
2052 24,538 10,160 414 1,679 734 318 13,305 18
2062 23,208 10,884 391 1,637 730 333 13,975 17
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Table Alll.5.

Projected St. Kitts & Nevis population, Optimistic scenario

Age Age Age 62 & Ratio of Persons
Y ear Total -
0-15 16 - 59 over 1o o0z
2001 46,111 14,634 27,511 3,966 6.9
2002 46,111 14,634 27,511 3,966 6.9
2003 46,428 14,428 28,078 3,923 7.2
2004 46,765 14,211 28,670 3,884 74
2005 47,121 13,982 29,287 3,852 7.6
2006 47,494 13,756 29,911 3,827 7.8
2007 47,882 13,558 30,514 3,810 8.0
2012 50,455 13,067 33,338 4,050 8.2
2022 55,385 13,183 35,379 6,824 5.2
2032 59,884 13,304 36,346 10,234 3.6
2042 62,946 12,814 37,522 12,610 3.0
2052 64,758 12,785 36,812 15,160 24
2062 65,795 12,850 36,219 16,727 2.2
Table Alll.6.  Projected cash flows and reserve, Optimistic scenario (millions of EC$)
Cash Inflows Cash Outflows Reserves
Year contribution Investment  Oth Benefitsg  \dmin- & Surplus/ #of times
0Inn::lomueIon nIvnoomzn | noorire Total sgnsilois E)f:)t:neges Total (D:;?i (t: t) E\r;gard Cg(;:;zfes
2002 46.9 30.7 1.2 78.8 18.6 6.6 25.2 53.6 542.0 215
2003 48.4 345 12.0 94.9 20.4 7.7 28.1 66.7 609.5 22.3
2004 49.9 378 0.5 88.2 216 7.8 29.4 588 669.2 234
2005 531 40.9 0.5 94.5 231 8.1 312 634 7334 24.2
2006 56.2 43.9 0.6 100.7 26.5 8.4 349 65.8 800.2 23.6
2007 59.4 47.1 0.6 107.1 285 8.7 37.2 69.9 871.2 24.1
2008 62.8 50.4 0.6 113.8 30.7 9.0 39.7 741 946.4 24.6
2012 77.0 66.7 0.8 144.5 41.8 10.1 519 26 1,293.3 25.7
2022 118.1 1279 1.2 247.2 111.0 11.7 122.7 1245 2,453.4 20.5
2032 179.8 193.9 1.8 3755 248.7 18.1 266.8 108.7 3,679.6 14.1
2042 2731 2445 2.7 520.3 441.3 29.0 470.3 50.0 4,595.9 10.0
2052 3939 2331 3.9 630.9 746.8 43.7 790.6 (159.6) 4,280.1 55
2062 572.8 49.8 5.7 628.4 1,189.4 65.5 1,255.0 (626.6) 629.7 05
Negative reserves indicate the indebtedness of the Fund and negative investment income is the current cost of servicing that debt.
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Table Alll.7.  Projected benefit expenditure - Optimistic scenario (milions of EC$)

Pensions, Grants & Benefits Benefitsas a % of:
Y ear
- . . Short-  Emp. Insurable

Age Invalidity Survivors Assistance term Injury Wages GDP
2002 9.5 0.7 11 19 45 0.9 4.4% 2.3%
2003 10.7 0.8 12 19 5.0 0.8 4.6% 2.5%
2004 115 0.8 14 19 5.2 0.8 4.8% 2.5%
2005 12.2 0.9 1.6 1.9 55 0.9 4.8% 2.5%
2006 13.8 1.0 18 3.0 5.9 1.0 5.2% 2.7%
2007 15.0 12 2.0 31 6.2 11 5.3% 2.8%
2008 16.3 13 22 31 6.6 12 5.4% 2.8%
2012 23.8 1.9 3.0 32 8.3 16 6.0% 3.1%
2022 81.1 3.7 6.2 3.7 131 32 10.3% 5.3%
2032 200.3 5.6 117 4.6 20.7 5.8 15.2% 7.7%
2042 363.2 9.2 20.3 5.7 32.6 10.4 17.8% 9.1%
2052 629.7 13.3 314 7.0 485 16.9 20.9% 10.6%
2062 1,016.9 18.6 46.1 85 72.9 26.5 22.8% 11.8%

Table Alll.8.  Projected contributors and pensioners, Optimistic scenario

# of f# of Pensioners Total #of R?tio of

Year Contributors o ] _ Desth & Pensioners Contributorsto
ontribu Age Invalidity Survivors Assistance Disablement Pensioners

2002 22,349 1,395 129 508 831 56 2,919 7.7
2003 22,417 1,458 133 580 817 53 3,041 7.4
2004 23,112 1,504 140 632 807 64 3,145 7.3
2005 23,716 1,576 153 679 798 71 3,277 7.2
2006 24,331 1,651 168 717 789 7 3,403 7.2
2007 24,956 1,731 187 749 780 84 3,632 7.1
2008 25,588 1,818 204 775 771 91 3,660 7.0
2012 27,696 2,256 276 841 740 117 4,230 6.5
2022 30,686 5,050 404 1,062 699 184 7,399 4.1
2032 32,205 8,415 475 1,353 712 252 11,207 2.9
2042 33,538 10,523 550 1,604 731 328 13,735 2.4
2052 33,463 12,937 554 1,705 734 372 16,303 2.1
2062 33,468 14,571 544 1,741 730 406 17,991 1.9
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Appendix IV~ SSB income, expenditure and
reserves, 2000-2002

2000 2001 2002

Income 68,582,197 74,678,360 78,831,309

Contribution 43,519,154 45,493,693 46,943,183

Investment 24,327,766 28,765,320 30,723.454

Other 735,277 419,347 1,164,672

Expenditure 24,234,884 24,740,746 25,197,691

Benefits 15,939,745 16,696,496 18,595,304

Sickness 2,017,403 2,037,587 2,394,810

Maternity allowances 1,446,022 1,542,043 1,508,438

Maternity grants 454,396 263,700 241,650

Funeral 459,593 372,400 393,265

Age pensions 7,177,018 7,996,211 9,166,167

Invalidity pensions 529,805 567,364 700,269

Survivors' pensions 895,839 1,001,491 1,080,216

Age grants 273,959 467,503 359,766

Age assistance 1,655,960 1,583,653 1,686,780

Invalidity assistance 161,000 172,200 197,420

Medical expenses 146,431 96,715 129,027

Injury 355,296 309,450 386,082

Disablement grants 46,742 19,062 55,476

Disablement 87,477 69,401 109,687

Death 161,770 156,912 157,622

Travel expenses 71,034 40,804 28,629

Burial grants - - -

Administrative expenditure 8,295,139 8,044,250 6,602,387
Other expenses

Excess of income over expenditure 44,347,313 49,937,614 53,633,618

Reserve at year-end: 438,464,739 488,402,353 542,035,971

Short-term benefits branch 39,255,589 44,392,500 50,228,856

Long-term benefits branch 345,928,196 384,502,739 425,488,217

Employment Injury benefits branch 50,882,352 57,108,512 63,920,296

Capital reserve 2,398,602 2,398,602 2,398,602

Provident Fund reserves 11,693,773 12,409,813 13,185,243
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Appendix V.  Unemployment benefits in other

Table AV. 1.

Table AV.2.

countries

Within CARICOM, Barbados remains the only country that has an unemployment
insurance programme. This scheme is administered by the National Insurance Board and
has been in existence since July 1981. The initia contribution rate was set initially a 2 per
cent of insurable earnings and shared equally by the employer and employee. Since then,
the contribution rate has been adjusted six times but the 50/50 relationship between the
share of employers and employees has remained unchanged. There have aso been severa
changes to the benefit schedule and to the maximum duration. In 1981, benefits were
payable at the rate of 40 per cent of average insurable earnings for a maximum of 13
weeks. Today, 60 per cent of average insurable earnings is payable for up to 26 weeks. The
following two tables show the main changes made to benefit provisons and the
contribution rate since 1981.

Major changes to benefit provisions

Month of change Benefit rate and maximum duration (%)

July 1981 40 of AWIE for up to 13 weeks

April 1984 50 of AWIE for up to 13 weeks

June 1985 60 of AWIE for up to 26 weeks

October 1991 60 of AWIE for first 10 weeks + 40% of AWIE for next 16 weeks
June 1996 60 of AWIE for up to 26 weeks

AWIE — Average weekly insurable earnings

Changes to contribution rate (as % of insurable earnings)

Month of change Combined contribution
July 1981 2.00
May 1987 1.00
October 1991 2.75
December 1991 5.50
January 1994 3.00
September 1998 1.50

The following chart shows how the Barbados national unemployment rate (top line using
scale on right axis) changed between 1990 and 2002, how the Unemployment Fund
contribution rate has been adjusted and the actua level of benefit expenditure (scale on left
axis). During arecession in the early 1990's unemployment reached almost 25 per cent. In
response, the combined contribution rate was increased to 5.5 per cent and benefit
expenditure approached 3 per cent of insurable wages. With benefit expenditure less than
the contribution rate for severa years, there were rate reductions and presently the
contribution rate stands a 1.5 per cent. Since 1995 benefit expenditure has increased
gradually, though surpassing income since 2000. However, large annua surpluses in prior
years have resulted in the Unemployment Fund being very well funded, with reserves now
3.5 times annual expenditure.
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Chart: AV.1.

Barbados unemployment, contribution and benefit expenditure rates, 1990 to 2001
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The Barbados experience confirms that unemployment expenditure tends to be cyclicd and
more volatile than the traditional short-term socia security benefits. As a result, authorities
there have responded on several occasions by changing the contribution rate when
necessary.

Some characterigtics of the Barbados Unemployment Insurance scheme are that:

—  the Unemployment Benefits Fund is separate from the National Insurance Fund

—  permanent government employees and self-employed persons do not contribute
and are thus not covered.

— the employer and the employee share contributions equaly.
— the contribution wage ceiling is the same as for other National Insurance benefits
— toqudify, one must have been insured for at least 52 weeks, and have

— 20 weeks weekly contributions in the three consecutive quarters ending
with the second quarter preceding unemployment

— seven weekly contributions in the second quarter preceding the one in
which unemployment began

—  benefits are 60 per cent of average weekly insurable earnings

—  benefits are payable for a maximum of 26 weeks in any continuous period of
unemployment, or for an aggregate of 26 weeks in the 52 weeks preceding

— if the entitlement to benefit is exhausted, a new unemployment benefit may not be
payable until the expiration of 52 contribution weeks from the last week in which
benefit was paid.

— the first three days of a period of unemployment are treated as a waiting period. If
however, unemployment lasts at least three weeks, benefit is payable from the first

day.

72

ILO/TF/St. Kitts & Nevis/R.3/November 2004



Table AV.3.  Highlights of recent unemployment benefit scheme experience

2002 2001 2000 1999
Unemployment rate (%) 10.30 10.40 9.30 9.90
Contribution rate (%) 1.50 1.50 1.50 1.50
Expenditure as % of insurable wages 2.00 1.94 1.55 1.49
Average duration (benefit days) 69 69 67 68
No. of claims approved 15,135 15,946 10,533 10,570
No. of claims per thousand contributors 149 162 109 106
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Table AV 4.

Comparison of unemployment insurance provisions in four selected countries

Barbados

Canada

Venezuela

Cyprus

Coverage

Eligibility conditions

Waiting period

Benefit percentage

Maximum duration of
benefit

Financing (as percentage)

Insured person
Employer
Government

Employed persons aged 16-64

Self employed and permanent government
employees excluded.

- 52 weekly contributions

— 20 weeks of contributions in the 3
consecutive quarters ending with the 2nd
quarter preceding unemployment

- 7 weeks of contributions in the 2nd
quarter preceding employment

3 days

60% of average weekly insurable earnings

26 weeks

0.75
0.75
None

All employed persons excluding
provincial & foreign government
employees

- without work & without pay for
at least 7 consecutive days

- inthe last 52 weeks (or since
last claim) have worked the
required number of insurable hours

2 weeks

55% of average insured earnings

14 to 45 weeks. Depends on the
unemployment rate in the region
and the amount of insurable hours
accumulated in the qualifying period

2.20% Covers also sickness
3.08% and maternity
None (Ul alone: approx. 2.6%)

Employed persons in public and
private sector

- 52 weeks of contributions in
18 months preceding
unemployment

1 month

60% of average insurable weekly
earnings during last 50 weeks

13 weeks (can be extended to 26
weeks)

0.50 %
1.70 %
None

Employed persons aged 16-63
(63-65 if not entitled to old-age
pension)

- 26 weeks of paid
contributions

— 20 contributions paid last year

-  Capable and available for
work

3 days

60% of insurable earnings up to
the basic earnings, plus 50% of
insurable earnings in excess of the
basic earnings up to a maximum of
2 times the basic earnings
(dependents’ supplement payable)

26 weeks

0.38%
0.38%
0.24 %
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