BMSP7003D - Assignment 1

Sustainability and the National Insurance Services 
of St. Vincent and the Grenadines (NISSVG)

Report

Introduction
Within recent times, changes have taken place globally thus creating new trends in economic, social technological, ecological, and cultural environments. Many scholars have referred to these changes as globalization.  Hill (2007) described it thus: “the shift toward a more integrated and interdependent world economy. “Globalization has impacted people and communities across the globe and has significantly influenced sustainable development. Fueled by fast-paced changes in technology and the increased mobility of goods, services, capital, and labour, over the past decade’s globalization has greatly changed economies, societies and the natural environment and has made our world more interconnected than ever before. “(United Nations, Department of Economics, and social affairs). The DESA’S Under- Secretary General indicated that “To ensure that globalization can be leveraged to support inclusive economic growth and sustainable development, it is essential to analyze the current system as well as emerging trends to devise policy solutions addressing them. (Zhennim, 2020).

Social security also known as National Insurance (NIS) in St. Vincent and the Grenadines (SVG) is a system that stipulates that “all people shall have the right to maintain the minimum standards of wholesome and cultured living. In all spheres of life, the State shall use its endeavors for the promotion and extension of social welfare and security, and of public health."(Section 25 Constitution of Japan).  This definition can apply to social security in any country, hence supporting the concept of globalization. It is basically a similar definition in all countries, but for the fact that some systems may offer a few more benefits, have a different system for making payments (contributions), and a different system of benefit referred to as defined benefit or defined contribution. Basically, all social security systems ensure people's rights to live and provide the legal basis for social security systems. This is where the concept of globalization fits into the scenario. It is also important to explain that in this global world, all social security systems are affiliated to the International Social Security Association (ISSA), which sets guidelines and general procedures for social security institutions. Additionally, there are several social security reciprocal agreements in place between countries to ensure that no one is disadvantaged if he/she chooses to migrate to another country (Glasgow, 2005).

In the case of St. Vincent and the Grenadines, National Insurance, the only one of its kind in St. Vincent and the Grenadines, is a defined benefit system established in 1987 (CAP 296, Laws of St. Vincent and the Grenadines). It is financed by contributions paid by the employer and employee as mandated in the Act. Benefits are paid in contingent circumstances and surplus funds are invested to keep the funds viable and sustainable. The system is managed by a Board of Directors. Currently, payments are collected from employees, employers, and voluntary contributors. The major challenge is that persons in the informal sector are not mandated to pay based on any Act (Glasgow, 2005).  Many of these persons are large income earners.  If they are mandated to pay, this will help the system to cope with some of the sustainability challenges as will be stipulated later in the report. 

It is important for the report to define sustainability and then relate this to financial sustainability since this is the crux of the matter for sustainability regarding the SVGNIS. 


Sustainability
The simplest definition of sustainability is the ‘capability of being maintained at a certain rate or level” (Moore et al, 2017). “We use the term sustainment to denote the continued use of an innovation in practice” (Moore et al, 2017).

Financial Sustainability
According to the World Bank, financial sustainability is understood as the ability of public administrations to continue now and in the future current policies without causing the debt to rise continuously. According to Afonso & Jalles, 2015 the international situation of financial crisis has led financial sustainability to become a key concept in public administration even more important than the other dimensions for public sector management. This is definitely the case with the NISSVG. It is precisely because of this that the subject of financial security remains the most important strategic priority for the NISSVG. Given this reality, the Board and Management must prioritize resources to ensure improved financial sustainability of the social security fund.  To tackle this effectively, this priority must be broken down into tactical buckets of parametric reform, contribution collection and compliance, coverage, investment management function and cost rationalization.

To assist in this process, the organization utilizes the services of an actuary every 3 years to make predictions and to do a realistic preview of the institution’s operations to determine and project how viable and sustainable the system will be in the future. In 2021, the institution retained the services of Life Works (Osbourne,2021) to undertake the 11th Actuarial Review.

The key message of the 11th Review mirrored that of the previous Review (10th), which indicated National Insurance Fund is maturing and faces severe financial and actuarial sustainability challenges in the medium and long terms if no changes are made to the benefit provisions and contribution rates in the near term. The Actuary opined that the NIS provides adequate income protection to contributors and beneficiaries. However, its financial sustainability is threatened by the demographic situation of a high scheme dependency ratio, where the number of pensioners is growing faster than the contributing workers. Accordingly, parametric reform is urgently needed to improve the financial and actuarial conditions of the Fund (Osbourne, Life Works, 2021). The actuary further expressed that the population ageing phenomena, increasing longevity, declining fertility, and increasing emigration at working ages, are the principal factors in rapidly escalating the long-term cost of the social security fund. In addition, the maturing nature of the Fund - as evidenced by the rapid increases in the pension payments, number of pensioners and average new pensions rise on an annual basis, creating further solvency challenges to the Fund. These challenges are compounded with the generous design of the Fund (low contribution rate, high replacement rate and front-end loaded benefit formula) and the low economic growth which exacerbate the financial imbalance of the Fund.

To remain financially sustainable too, the Board should strive for excellence in administration by implementing a modern, adaptable information management system to improve its operations, enhance customer service, provide digital offerings, and enable cost efficiency by eliminating manual and duplicate processes.

Factors that shaped the actuary’s projected results
From the actuary’s assessment, the factors that predominantly shaped the results of the NIS include, but are not limited to the following:

· Total expenditure will exceed contribution income each year.
· Total expenditure will first exceed total income in 2021.
· The Fund will be depleted between 2033 and 2036.
· The pay-as-you-go rate (the cost of the fund as expressed by total expenses over total insurable wages) in 2079 will be between 24% and 34%.
· The average long-term cost of benefits over the next 60 years, often referred to as the general average premium, is between 18% and 22%. (Osbourne, 2021)

Interestingly, the same company undertook the 10th Actuarial review in 2018 and found similar results. The main result then stated that the Fund is financially and actuarially unsustainable over the medium and long-terms at current benefit provisions and contribution rate. (Osbourne, 2018).

Recommendations from the 2021 Actuarial Report (Osbourne, 2021)
The implementation of parametric reform measures is necessary to place the Fund
on more sustainable financial and actuarial footings. The reform measures under
considerations include, but are not limited to the following:

The contribution rate should be adjusted in line with one of the two following options:

· 1% each year starting 2022, until at least 15% is reached in by 2026,
· Or ½% each year starting in 2022 until 15% is reached in 2031.
· Material savings from benefit reforms can only be realized from changes to Age pension provisions.

The following suggestions represent benefit reform measures given by (Osbourne, 2021) for reducing long-term costs, all of which should be considered:

· Reduce the maximum Age/Invalidity pension percentage rate from 60% to 55% before 55% is attainable under the current schedule of accrual rates.
· Do not award Early Age pensions to insureds who have not substantially retired.
· Gradually increase the age at which reduced Age pensions are awarded from 60 to 62.
· Increase the reduction factors that apply to Early Age pensions from ½% per month to as much as ¾% per month to discourage early pensions.
· Accelerate the increase in pensionable age so that age 65 is reached in 2026 instead of 2028.
· Institute the legislation to extend coverage to all categories of self-employed workers and other workers in the informal sector, thus bridging the coverage gap that currently obtains.

Interrelated issues and conflict of interests from stakeholders 
In the SVG NIS’ context, 2021 was an unprecedented year. The small, open, vulnerable, and resource-challenged economy experienced many-sided difficulties occasioned by the COVID-19 pandemic and exacerbated by the violent eruption of the La Soufriere volcano. Many Vincentians’ (stakeholders’) lives and livelihoods were disrupted, dislocated, and destroyed. Accordingly, the Social Security played an indispensable role to provide financial protection to individuals and households by providing a Temporary Unemployment Benefit Programme to employees who were dislocated as a result of the pandemic and the eruption of the volcano. Additionally, the social security system continued to serve as an important economic stabilizer by injecting approximately $82 million in benefits payments to beneficiaries in the fractured economy. (NIS 2020 Annual Report). Also, the NIS lived it’s Mission of “contributing to the social and economic development of SVG” by allowing its employees to give of their time and personal resources to touch and transform the lives of some of the displaced Vincentians in the several emergency shelters throughout SVG. This courageous effort by the staff attested to their patriotism and commitment to be their “brothers’ keepers” through their life journeys. (NIS 2020 Annual Report).

Comparative understanding of the current sustainability level of the organization within the specific industry 
As mentioned previously, the NISSVG is a social security institution-the only one of its kind in St.  Vincent and the Grenadines.  One may argue that it is a part of the financial services sector, but given its mandate and modus operandi, one cannot make any meaningful comparisons with other financial services institutions, not even insurance companies. This observation is premised first and foremost on the principles. The principles of NIS (Social security) according to Nordeen (2010) are Social Security is universal; an earned right; wage related; contributory and self-financed; redistributive; not means tested; wage indexed; inflation protected; and compulsory. The principles of insurance are insurable interest, Utmost good faith, proximate cause, indemnity, subrogation, contribution, and loss of minimization.
 (https://www.academia.edu/15672542/principles_of_insurance).

Given this uniqueness of social security, a comparative analysis will best be conducted with another social security system. For the purpose of this report, the analysis will be done with the Barbados National Insurance (Social security). The 16th Actuarial Review, which was laid in Parliament last year recommended as in the case of SVG, that there is a need for urgent reforms to ensure the sustainability of Barbados’ pension scheme. In a similar vein to SVG, the actuary also recommended paying pensions at a later age and suggested increasing the number of contributions required to qualify for pension.  (Madden, cited in Barbados Today, 2022). The author also posited that Barbados already has the highest social security contribution rates (17%) in the Caribbean. St. Vincent and the Grenadines’ rate still stands at 10%. Madden (2022) quoting from the Actuarial Review postulated that” the National Insurance Scheme (NIS) of Barbados was not financially sustainable over the long-term at the current contribution rates and pension provisions, as future generations will be required to contribute substantially more.  He further explained that the policy makers and stakeholders should be more “outcome-focused” in making decisions (Madden, cited in Barbados Today, 2022).

According to Madden, 2022“An outcome-focused approach implies that the NIS is designed and managed around objectives, preferences and ‘what ifs’. Leaders should not depend on ‘hoped-for’ results but instead prepare for rational responses to specific potential.”

Madden, 2022 concluded the article by indicating that there is an immediate and urgent need to undertake pension reform with the goal of strengthening long-term sustainability while ensuring that benefit adequacy remains intact.  He suggested that any reform initiative must be discussed with all stakeholders.
 
The recommendations for reducing long-term pension costs, included awarding pensions at a later age for the reduced pensioners moving it from 60 years to 62 years and for the regular pensioners moving the age from 67 years to 70 years. The report also recommended an increase in the number of contributions required for qualification for a regular contribution from 500 weekly contributions to 750 weekly contributions. (Madden, 2022).

Conclusion
Any social security system that wishes to remain financially viable in the long run must make pension reform an urgent strategic pillar. The Management and Board are duty bound to ensure that the significant financial and social institution, the NIS, remains solvent and viable to provide adequate and affordable financial protection for the people of St. Vincent and the Grenadines. Part of the strategy to build a sustainable social security system must also include quality customer service, top notched employees who are always engaged in capacity building, and cutting-edge technology.
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