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Introduction

Tabung Amanah Pekerja (TAP) was set up in 1993 when the Tabung Amanah Pekerja Order, 1992 (now Tabung Amanah Pekerja Act (Cap. 167)) came into force on 1st January 1993.  The legislation allows for a fund to be set up and a mandatory retirement savings scheme was enforced for all non-pensionable public sector employees, new public sector employees and all employees in the private sector (enforced in 1994) who are not members of any authorized retirement funds.


The introduction of the TAP scheme was conducted without taking into account its ability to influence the financial and capital markets or even to be part of the government’s fiscal and monetary policies.  
Its primary focus when the policy was first introduced under the Fifth National Development plan (1985 to 1990) was simply for it to be a retirement benefits fund.  It was set up so as to provide employees in the private sector who are working in companies without any retirement benefits, to have savings upon retirement.  The fund also function to equalize the retirement benefits between the private and public sector employees and hence to encourage more private sector employment.  There was nothing in the literature or in the government policies then to suggest the use of the fund or for it to be actively involved in the fiscal and monetary policies of the nation.  In fact, the formation of the TAP and the TAP scheme itself were taken up under the National Productivity Committee.
Current Situation

TAP is set up as a “defined contributions” scheme (as opposed to a “defined benefits” scheme) and is quite common among Commonwealth countries.  A defined contribution scheme, in which a participant accumulates rights to the assets that he or she contributes, is considered even by the World Bank as probably the most efficient way of raising saving, since people regard their capitalised contributions as a part of their personal wealth. At the same time, unlike “pay as you go” systems currently facing funding problems in most developed countries, the mandatory fully funded TAP savings scheme is not expected to have any funding problems provided its investments and fund expenditure are kept in order.

At the end of 2004, TAP has a total net asset value (unaudited) of around B$836 million, almost 82,000 members and more than 7,000 employers registered.  Its current rate of mandatory contributions of 5% + 5% provides the fund with an annual contribution of around B$90 million a year with withdrawals constituting some B$16 million annually.  By early 2006, TAP would reach a total net asset value of around B$1 billion.


Due to its investment policies and its emphasis on the security of the fund, TAP’s funds are invested mostly in Singapore in assets and financial markets instruments through four fund managers and in Brunei’s banking systems through the fund’s internal management.   The policies and operation of the fund’s investments and oversight of the fund managers are conducted by an Investment Panel appointed by the TAP Board of Directors under the authority of the legislation.

Monetary Implications

Capital Allocations

The introduction of any mandatory savings scheme normally presents an opportunity to stimulate capital markets and expand the supply of productive capital.  However the allocation and productivity of this capital depends on whether the funds are publicly or privately managed.  Most centrally managed funds throughout the world have been invested in government bonds (eg. CPF) or some in government owned enterprises (eg. EPF in KLIA and other government’s mega projects etc).  Hence, the opportunity for potential advantages of the savings scheme will be lost if the government did not invest it wisely.  
At the same time if the government has exclusive control of the fund, then the fund can become part of the government’s finances and its fungibility (mixed with government finances) makes it difficult to determine whether it becomes productive or otherwise.  The fund may increase government consumption and investments or they may become part of the government fiscal instruments – less taxations or substitutions for explicit taxes when government expenditure remains unchanged.  In the latter case, the real returns to employees can actually be zero or negative.

It has to be noted that in Singapore where almost all of the CPF funds are invested in government bonds (non-tradable securities), the Singapore government has managed to leverage on the funds by earning higher investments returns from domestic assets in the earlier history of the funds and foreign assets presently and by paying returns to CPF members returns similar to twelve months deposited which is lower than what could be earned if members of the funds invest directly in the capital market.  This can be viewed as a hidden tax on workers to finance general government expenditure and revenues.

The potential of the funds if invested in the private sector is such that it could eventually come to dominate the ownership of financial assets that represent claims on the economy’s real assets – land, housing stock, commercial property and industrial equipment.  This ownership structure has implications for corporate governance, since the funds become majority holders and will be able to exercise authorities over corporate management.  The concentration of ownership means that funds can not simply buy and sell shares without disrupting the market.  The potential for the funds is such that it can gain control of corporate affairs of any company and thus can ‘nationalise’ companies.


However TAP’s direct role in the capital markets in Brunei Darussalam is not at all dominant.  The potential as described above is there but its current investment policies and the absence of a formal capital market in Brunei Darussalam rule out most domestic investments.  Investments are made in assets and financial markets mostly in Singapore and a smaller amount in United States of America. 


TAP’s savings which are kept in local temporary accounts (now worth some $200-$300 million) are spread out among the local banks.  For each bank, the funds become relatively small.  However in the smaller local banks, the amount can be tantamount to a large percentage of their assets and hence there is a potential for a small localized financial upheaval should the amount be removed or transferred out.  In general, most banks treat their share of the funds as part of the general deposits but do pay out higher returns compared to other non-institutional customers.  

As a result, TAP funds indirect impact has also been relatively small due to the very liquid nature of Brunei’s banking system and capital market structure.  Most loans and investments by local banks have been in consumption or investment in personal goods such as houses rather than in productive investments such as industrial investments. With a very liquid position, the banks are unable to capitalize on TAP’s funds currently deposited in their banks.
Financial System
It has to be noted that the generation of domestic resources to save and invest productively is the essential foundation of sustained economic growth and development. It has been stated that a very low domestic savings rate is one of the main structural weaknesses to be overcome in most countries. 

At the same time, a diverse, well-functioning, competitive financial system is very crucial both for mobilizing savings and for investing them productively. Every country needs a financial system that promotes savings and provides credit efficiently to the private sector.  
The financial system as the heart of an economy provides opportunities for households to save, determines how savings are channeled to productive enterprises, and monitors the use made by enterprises of those savings. A diverse, well-functioning, competitive financial system is thus of crucial importance both in mobilizing savings and in securing their productive investment.  Thus TAP has the potential to stimulate capital accumulation and the development of modern financial instruments and institutions as well as the catalyst for higher national savings rates.
Government policies have important impacts on the level of saving through arrangements made for the provision of contribution rates.  Thus any decision to change current contribution rates is important to be discussed.  The current rate of 10 per cent is far below the 75 percent rate considered necessary for financial security in old age (Asher, 1998).  The level of savings is fast becoming a serious social issue as the extended family system erodes in Brunei Darussalam and life expectancy increases.
The TAP scheme thus has a dual role: as a social safety net for the retirees and as a source of savings that can be used for productive investment. How the government approaches the provision of old age security through contribution rates can have a significant impact on the national savings rate.  
Fiscal Implications

A mandatory savings scheme has fewer fiscal implications since workers receive only the value of their contributions plus investment earnings.  Even though in other countries, their governments have ‘borrowed’ from provident funds at below-market interest rates, allowing them to have a lower cost of funds, but this has not been done in this country.  The potential however is there should the government wish to harness the fund similar to what is currently being carried out in Malaysia and Singapore.

Tax incentives are not essential for mandatory schemes like TAP.  However contributions are deductible for income tax.  To have the greatest social impact, a defined contribution scheme such as TAP should be complemented by a tax-financed or government-financed scheme, to provide for a minimum pension that has a progressive redistributional impact and safeguards the poor, which is currently being done in Brunei Darussalam through the welfare system conducted by the Community Development Department, Ministry of Culture, Youth and Sports.

The TAP scheme has the most impact in its role as an instrument of discretionary fiscal policy in Brunei Darussalam.  Increases in contribution rates will reduce the amount of money available for consumption.  In most other countries, the increased contribution rates payments can be recycled back in the economy through the fund’s investments but in Brunei Darussalam, since the funds are mostly invested overseas, the increased savings will mean that less will be available for spending.  In Singapore during the Financial Crisis, it reduced its CPF contribution rates to allow companies to expand and use the extra money for their investments.
Summary


Given the financial strength of TAP, TAP can influence the capital markets and economic growth of the country, and at the same time be an engine of growth of the economy.  It is also capable of being used as a tool of both fiscal and monetary policies of the country.  However the government has to realize what it wants TAP to be in the future.
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