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In 50 years, Pakistan rupee down to  less 
than three paisas.  
 
According to the Consumer Price Index, 
inflation in the year ended June 2007 was 
7.77 %.  If a rupee's purchasing power was 100  
paisas in 1956-57, then it fell to 2.66 paisas in 
2006-2007, using 50  years' CPI's.  
 
CPI Inflation in 10 year periods 
 
We studied CPI inflation for 45 periods of 10 
years each, namely 1953-63, 1954-64, 1955-65 
and so on up to 1997-2007. 
 
1954-64 had the lowest inflation rate, 
2.79 % pa. The highest was during 1972-82, 
13.54 % pa. The average was 7.75 % pa. 
 
Real yields on National Savings  
 
Yields on new investments in National Savings 
Schemes (NSS) were improved slightly on 23 
Jun 07. The Table shows (a) Nominal yields (b) 
Projected real yields net of tax and inflation, 
(but not net of zakat), on Special Savings 
Certificates, Regular Income Certificates, 
Defence Savings Certificates, and 
Pensioner/Bahbood Certificates. The inflation 
rates used were the lowest, highest and average 
out of the 45 10 year periods mentioned above.  
 

Projected yield % pa net of 
(i) inflation and  

(ii) tax  on nominal yield 

Scheme 
and 

Period 

Nominal 
yield % 

pa 
Lowest 
inflation 
2.79 % 

Highest 
inflation 
13.54 % 

Average 
Inflation 
7.75 % 

SSC  
(3 Yrs) 

9.46 5.64 (-) 4.36 0.78 

RIC 
(5 yrs) 

9.54 5.64 (-) 4.36 0.78 

DSC  
(10 yrs) 

10.15 6.48 (-) 3.60 1.58 

P/B's 
(10 yrs) 

11.64 8.19 (-) 2.06 3.21 

 
10%  with-holding tax assumed on  SSC's, RIC's and DSC's. On 
P/B, no with-holding tax; assumed 3.75% tax offered with return, 
subject to individual circumstances and expert advice. 
 
 

 
Clearly NSS schemes, like all fixed return 
investments, are a gamble on inflation.   
 
Some gloomy arithmetic on Bahbood 
 
If you invest the maximum of Rs 3 million in 
Pensioners/Bahbood, the nominal income is 
Rs 28,000 pm, net of assumed 3.75% tax.  
 
But if inflation is 7.75 % pa, the real income is 
only Rs 8,025 pm.  Theoretically you should 
spend only Rs 8,025 pm, and re-invest 
Rs 19,975 pm, so that next year's income meets 
inflation of 7.75 %, and the real value of your 
capital is preserved. 
 
However, if you spend Rs 8,025 pm, you will 
not be able to live this year, let alone next year!    
Most probably you will spend Rs 28,000 pm, 
and slowly lose your purchasing power. 
  
Let's put it another way. Suppose you invest 
Rs 3 million at age 60. Suppose Rs 28,800 
meets your cash needs exactly in the first 
month. But cash needs will increase every 
month by inflation. To cope with this, you 
periodically draw out from capital, and add it to 
the income. As the capital goes down, the 
income will reduce, and more and more capital 
will have to be drawn periodically. 
  
If inflation is 7.75% pa throughout, you would 
exhaust your capital by age 71.  If inflation is 
2.79% pa throughout, (the lowest rate out of 
the past 45 ten year periods), then you would 
run out by age 77. If inflation is 13.54% pa, the 
highest of those ten year periods, then you 
would run out by age 68. 
 
Defined Contribution (DC) schemes 
transfer future salary, investment and 
longevity risks to employees 
 
More and more Pakistani affiliates of multi-
nationals are shutting down Defined Benefit 
(DB) Pension schemes. 
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There are valid business reasons for converting 
DB to DC.  "DC enables the employer to avoid 
future salary, investment and longevity risks. 
He also avoids the fluctuations in pension cost 
reported under various accounting standards, 
and the cost of complying with accounting and 
other regulations on DB". 

(The Akhtar & Hasan Letter No 80 of April 2007) 
 

For the Employer, the simplest is a DC scheme 
which provides a lump sum.  The Provident 
Fund is the best example. The employer pays 
the accumulated lump sum, shakes hands and 
washes his hand of the future.  A good decision 
from the hard-nosed business point of view. 
And for small employers, the only possible 
decision.  
 

But under all DC Schemes, the "future salary, 
investment and longevity risks" do not 
disappear. They remain very much there, but 
are transferred to the employee. 
 

(Almost all Gratuity Schemes are DB, not DC. 
The employer carries the future salary and 
investment risk during service. But on exit 
from service, he transfers the investment and  
longevity risks to the employee.) 
 

Stoppage of regular monthly income will 
cause acute problems 
 
A salary is like a drug administered every 
month during working life. The employee  gets 
addicted to it. He or she (and his or her  
spouse) know how to handle this income.   
 

The receipt of a large lump sum, and the 
stoppage of a regular monthly income, can 
create severe problems, like withdrawal 
symptoms on stoppage of a drug.   
 

This is also true if a pension is given up in 
exchange for a lump sum. To quote Iqbâl:  
 

"Sipâs shart é adab hai, varna karam téra hai 
sitam sé barh kar" 
 
(Courtesy requires us to thank you, but your 
kindness is in fact worse than cruelty) 
 
In most cases, the person has never handled  
 

such a large amount. The money may be 
squandered, or mis-invested.  Many scams, like 
Double Shah, prey on such lump sums.  
 
A cautious approach like investing in SSC's, 
Behbood and RIC's will result in low yields net 
of inflation and tax.   
 
Annuitisation is not attractive 
 
The annuity market in Pakistan is almost non-
existent. A prudent life insurer will take a 
conservative view of future investment returns 
and improving longevity. After marketing and 
administrative expenses are built in, annuities 
offered are likely to be unattractive. And they 
are almost always fixed for life, so inflation 
will reduce their purchasing power each year. 
 
Some solution should be attempted 
 
Provident and Pension Funds, and Gratuity 
schemes, have no marketing costs, and 
administration costs are low. So they have the 
potential for excellent throughput to 
employees. 
 
One accepts the business need for getting out 
of DB. But responsible employers should not 
just walk away from the problems of DC. They 
should educate employees on these problems, 
and work out some solution, maybe not a 
perfect solution.  Or else there will be a many 
impoverished retirees.  
 
Bankers mesmerised by mathematics? 
Common sense abandoned? 
 
A lawyer was arguing an intricate point in 
court. The judge interrupted to ask "Are we to 
abandon every vestige of common sense?" 
"Yes", replied the lawyer. 
 
International banks use elaborate mathematical 
models to measure and control their risks. But 
the sub-prime problems of US banks happened 
despite all this mathematics.   
 
Maybe the maths mesmerised bankers, and 
common sense was abandoned.  

Readers should take expert tax advice on all  tax matters  
 

Quotations permitted, provided source cited as "Akhtar & Hasan, Actuaries, Karachi, Pakistan" 


