Proposal for the Russell Ackoff Doctoral Student Fellowship
for Research on Human Decision Processes and Risk Management

Understanding the Emerging Micropensions Sector in India

Spring 2012

Doctoral Student:
Anita Mukherjee (Third year, Applied Economics)
3000 Steinberg Hall-Dietrich Hall
3620 Locust Walk
Philadelphia, PA 19104
Phone: 650.799.6527
E-mail: amukh@wharton.upenn.edu
Faculty Adviser:
Olivia S. Mitchell (Business Economics and Public Policy)
3402 Steinberg Hall-Dietrich Hall
3620 Locust Walk
Philadelphia, PA 19104
Phone: 215.746.5706
E-mail: mitchelo@wharton.upenn.edu

Note: In lieu of signature, Olivia S. Mitchell has been copied on my electronic grant submission.

Anita Mukherjee

Faculty Adviser: Olivia S. Mitchell

Proposal for the 2012 Russell Ackoff Doctoral Student Fellowship

Page 1 of 4

Understanding the Emerging Micropensions1 Sector in India
I request funds to conduct a market scan of the emerging micropensions sector in India and to
spearhead a series of laboratory studies (at the field site) that aid understanding of this new
product. Specifically, I request funds to add a set of survey questions related to old-age risks to
an ongoing household survey in India that seeks to gauge demand for retirement, life insurance
and health insurance products. I also request funds to oversee this data collection and collaborate
with field staff in India. My hope is that this initial work will aid me to design an informative
randomized controlled trial on long-term financial decision-making under the broad set of risks
related to retirement planning.
Overview
I seek to understand the behavioral, economic, and institutional factors that influence
participation or lack thereof, in the emerging micropensions market. My analysis will focus on
the emerging defined contribution micropensions market in India, with two studies: (1) a market
scan on the supply and demand characteristics of the micropensions market; and (2) a lab-based
pilot study to explore specific factors related to the take-up of micropensions in India.
Informal workers in the developing world face significant challenges in providing for their
own retirement, particularly in view of the dynamics of demographic transition and the fact that
many workers are excluded from formal pension systems. One important challenge for
retirement planning is that decision-making about saving and investment choices over the
lifecycle is a complex problem (Chai et al., 2011). Moreover, many behavioral factors such as
inertia (Mitchell et al., 2006), myopia (Holmes, 2011), attention (Karlan et al., 2010), heuristics
and biases (Benartzi and Thaler, 2007), and framing (Brown et al., 2008) have been shown to
shape decision-making regarding retirement saving. Recent evidence demonstrates conclusively
that these decisions are more difficult for consumers with low levels of financial literacy
(Lusardi and Mitchell, 2008; Gaurav, Cole and Tobacman, 2011).
In the developing world, there has been a recent effort to make micropensions available to
assist the poor in making saving and investment decisions. Most micropensions are of the
defined contribution type, involving fixed voluntary contributions over a long period of time; the
assets are then professionally invested; and then at some predetermined age (e.g. 58-60), the
funds are disbursed either as a lump-sum or as phased withdrawals. India provides an ideal
setting to study micropensions because this country’s New Pension System is designed to
aggressively target a majority of workers in the informal sector (93% of Indian workers).
Further, Asher and Vausdevan (2009) note that Indian micropensions are particularly important
in view of rising life expectancies and massive changes in migration and family structure.
Summary of research objectives
(1) Market scan (in progress): Understanding the supply and demand for micropensions is a
critical first step to scaling up the product as it is still relatively new. I hypothesize that there is
heterogeneity across individuals (e.g., by age, sex, marital status, and financial literacy) with
1

Micropensions are small-scale pension products for informal sector workers. In India, the typical micropension requires
payment of USD 1-5 per month and drawdown begins at age 58. The typical return is 14% (not inflation adjusted) over 20
years. A lump-sum drawdown is usually possible but carries significant penalties.
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regard to their demand for long-term saving accounts. Sex and age may capture systematic
differences in risk attitudes and exposure (e.g. women are likely to outlive men), while
individual financial literacy can interact with understanding of investment and payout risks (e.g.,
longevity, investment, and inflation risks; see Shankar and Asher, 2009).
On the supply-side, I seek information on what types of micropension products are on offer,
what organizations offer these products, how they are sold, and how are they are described to
savers. I also seek to know the cost, investment, and actuarial features of the product, and the
extent to which sellers are promising lifetime payouts versus access to lump-sums or phased
withdrawals. Related questions include the market structure on the supply side: is there entry or
exit of firms? Is there competition (and if yes, along which dimensions)? How profitable (if at
all) are these products? Is there an effort to cross-sell products such as health and life insurance?
On the demand-side, I seek to understand how household decision-makers currently plan and
save for retirement. For example, how do demographic factors like sex, age, marital status,
occupation, health status, and financial literacy affect take-up of micropensions? In this context,
I seek Ackoff funds to add a set of questions to an existing household survey on perceived risks
in areas pertinent to micropensions: life expectancy, health status (especially disability) and
poverty in old age. The survey will be conducted by this study’s partner organization, the Centre
for Micro Finance in India. The survey will be administered to 750 below-poverty line
households in June 2012 in the Indian states of Karnataka, Orissa and Uttar Pradesh.
(2) Lab-based studies: Lab-based experiments will be used to explore attitudes toward and
expectations about micropensions. In particular, I seek to identify the separate and interactive
roles of financial literacy, behavioral biases, and trust in the take-up of micropensions.
Specific questions addressed in these studies will include: what are informal sector workers’
expectations about longevity risk, health risk, and poverty in old-age? How does financial
literacy interact with behavioral biases in the context of retirement planning? I intend to pose
financial literacy questions to evaluate both what people know and how they perceive their own
levels of financial literacy. I will also examine whether financial literacy affects take-up of
micropensions and/or other financial products.2 Relatedly, I will examine whether exponential
growth bias (Stango and Zinman, 2009) may be a primary deterrent to saving in micropensions 3.
The lab experiments will also be used to explore the role of trust in the institutions providing
micropensions4. Trust is important in the context of long-term saving products since money is
typically deposited and invested on a monthly basis for 25 years or longer. A potential lab
experiment is to test the impact on micropension take-up depending on whether a micropension
is emphasized to be (or not be) a government product, a microfinance institution product, or a
product provided by a private company.
My ultimate goal with this research topic is to pair economic models with empirical evidence
that can shed light on the market for retirement saving among India’s poor. I plan to use
economic models in this under-researched area to test hypotheses regarding the specific channels
(e.g., financial literacy, behavioral biases and trust) which impact the take-up of micropensions.
The complementary market scan will address potentially important impediments on both the
supply and demand sides of this market.
2

Related research by Hastings and Mitchell (2011) suggests that the least financially literate in Chile were less
likely to contribute to government-mandated pension systems. See also Mitchell and Lusardi (2011).
3
In a recent paper, Song (2012) finds that training on compound interest affects take-up of Chinese micropensions.
4
See Reuben et al. (2009).
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