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Abstract 

In most countries, pension funds are among the most important financial 

intermediaries, due to their special attributes, the most important of which is the long-

term horizons of financial resource collection and the related obligations in the form of 

paying pension. This has led to a presence of pension funds in most financial areas and 

their investment in different areas from stock market and real estate to insurance 

companies and banks, and, in the face of every challenge in terms of their resources 

and their costs, they appear to be a factor for systemic risk and instability in the 

financial system. 

The study of pension funds in Iran shows that, at present, they face liquidity gap. In the 

short run, the overflow of this problem would put pressure on government resources 

which appears in the budget but in the medium term due to the interconnectedness of 

these funds with other components of the financial system, it will act as a systemic risk 

factor for financial instability. As a solution to this risk, it is suggested that two micro 

and macro-level supervisory bodies are created. At the micro-level "The High Council 

of Insurance and Retirement Services" is proposed with the funds' representatives and 

the vice minister of Cooperatives, Labor and Social Welfare joining up with "The High 

Council of Insurance". At the macro level, "The Financial Stability Council" is 

recommended to be the responsible body for large-scale oversight of almost all 

components of the financial system to prevent financial instability. 

Introduction 

For nearly a century, the concept of retirement and the retirement benefits for old age 

has been defined within the framework of various retirement funds in the country. 

Among the various retirement funds, the two Civil Servants Pension Organization and 

                                                           
1 Assistant Professor of Economics and a Board Member of the Monetary and Banking Research Institution (MBRI). 
2Assistant Professor of Economics and a Board Member of the Monetary and Banking Research Institution (MBRI). 



 
 

Social Security Organization are the largest, accounting for a total of 47 million of the 

population as major or affiliated members. Social Security with more than 41 million 

members is the largest pension fund of the country. Currently, the resources of pension 

funds do not cover their expenditures, and many of them face a liquidity shortage so 

that, in recent years, the amount of liquidity gap of pension funds has gone higher than 

the country's implemented development budget. It is anticipated that due to the rising 

age of the population as well as the unemployment and stagnation of the economy and, 

consequently, the decline in the number of entries to the pension programs and the 

simultaneous increase in the number of retirees who will depend on pensions, this gap 

will increase further in the coming years. 

Thus, with the insufficient payroll of the workforce to cover retirement expenses, there 

will be two ways to compensate for the deficit: the utilization of the return on 

investment of the retirement funds over a number of years, and using government 

grants or borrowing from the financial system, in particular banking system, as an 

expeditious solution to resolve the liquidity problem in the short run. That is why the 

investment of retirement funds and their nature as a financial intermediary in the 

financial system and in the economy are particularly important. And the relationship 

between pension funds and their effects on financial stability in the economy gets 

special attention. The investment horizon of retirement funds is long-term, which 

means that payroll deductions for pension contributions are paid to the fund during 

employees’ lifetime and only after retirement are expected to receive a pension, so 

retirement funds can plan for members' savings for a long time, and are not under 

immediate pressure. The long-term horizon of investment has led to the investment 

footprint of pension funds in most of the financial markets from the foreign exchange 

market and the stock market to even the money market through the ownership of banks. 

And, of course, the interconnectedness of pension funds with the entire financial 

system is so complex that any challenge and instability in these funds spread 

throughout the financial system of the country and poses a threat to the financial 

stability of the economy. 

Pension funds status 

In the past few years, retirement funds are considered as one of the future threats to 

Iran's economy. With the review of the Iran's pension system, there are currently four 

large pension funds and about 14 relatively small funds in the country's retirement 

system, in which the Social Security Organization with nearly 14 million insured and 



 
 

3 million pensioners is the largest pension fund of the country. The Civil Servants 

Pension Organization with more than 1.2 million people as the main insured and more 

than 1.3 million as the main pensioner is the oldest fund which the number of its 

pensioners exceeds the number of insured.  

One of the important indicators to evaluate the financial situation and the short-term 

and mid-term perspective of retirement funds is the ratio of support. The ratio of 

support is the number of people paying the premium to the number of people who are 

receiving pension. The alarming point is that, the Social Security Organization with a 

support ratio of about 4.5 and the Civil Servants Pension Organization with a support 

ratio below 1, are in liquidity crisis even in the short term. This ratio is not even better 

among other pension funds such as the Steel retirement fund and the other pension 

funds in the oil industry, banks,, etc. However, based on international experience, a 

stable pension fund has a support ratio of at least 3 and, desirably, between 6 and 7. At 

present situation in Iran, with regard to premium payments, the ratio of support must 

be higher than 6, so that the liquidity needed to cover pensioners can be provided. 

Another indicator for the status of pension funds is the ratio of the value of reserves 

and assets to annual expenditures, which in the Social Security Organization, the value 

of reserves is only responsible for financing costs for four years, and the average ratio 

of cash receipts to total resources of the organization during the years 2011-2016 is 

about 28%. The study of the ratio of expenses to cash revenues also indicates that 

expenditures with cash revenues reached its break-even point in 2013 and since then, 

cash revenues were only responsible for part of the expenditures of the organization. 

The ratio of resources to expenditures of the Civil Servants Pension Organization also 

shows that this ratio was about 70% in 2004, meaning that in 2004, the cash fund was 

able to pay 70 percent of its liabilities using the deduction received in the same year. 

While the ratio declined to 26% in 2014, it continues to decline since then. Except for 

the few recently established funds such as rural and nomadic funds, other funds are not 

much better, and some of them, like the Steel Retirement Fund, are essentially reliant 

on government resources to pay retirement benefits. 

The position of pension funds in the financial system 

Pension funds along with banks, insurance companies and investment funds are among 

the most important financial intermediaries to provide savings and loan funds to agents 

who seek to provide the necessary resources and liquidity to carry out their economic 

activities. 



 
 

Factors determining the effect of pension funds on financial stability 

1 .The size of the entity and the amount and volume of financial activities in the market. 

(Size  (  

2 .The extent to which the challenges of the entity can spread to the financial system 

(Interconnectedness) 

3. The amount of replacement of other components of the financial system for the 

provision of financial services in the event of bankruptcy of the entity 

(Substitutability). 

Size 

A look at the total number of people covered by the country's pension funds shows that 

of about 80 million people in the country, 55 million of which have been covered by at 

least one of the pension funds. The Social Security Organization covers nearly 75% of 

the major and affiliated members by retirement funds. The Civil Servants Pension 

Organization covers about 11% of the total population, and the aggregate of other 

funds, only account for about 14% of the target population. 

At the international level, the main criterion for the size of a fund is the share of its 

assets relative to gross national product or its share of total investment in the economy. 

This information for the two biggest pension funds in Iran is not available.  

Another criterion for examining the size of a fund is the ratio of pension payments to 

the country's budget or GDP. In Iran this ratio has been increasing over time.  

Alternative criterion for large funds, or at least a measure of their impact on the 

economy, is on the basis of the government aids to these funds for the payment of 

pensions. Only in the case of the Civil Servants Pension Organization, the government 

is required to contribute an equivalent amount of more than 50 percent of the country's 

total development budget to the fund to pay the pension of its pensioners. 

Interconnectedness  

Analyzing the composition of the funds’ assets and their combination, as well as the 

general structure of the financial system, indicate that the country's pension funds are 

not only part of the financial intermediaries, but also possessing a variety of other 

financial intermediaries, such as banks, insurance companies and investment 



 
 

companies in all financial markets such that they have a significant presence in money 

market, stock exchanges and securities, currency, and etc. 

As a result, it can be concluded that the liquidity problems that pension funds face can 

affect their business performance in banking, insurance, and investment companies, 

thereby disrupting financial markets from stock markets to currency and money 

markets. On the contrary, this situation may also be created with the emergence of a 

problem in any of the banking, insurance and investment companies owned by the fund 

which will affect the value of the funds’ assets and their investment returns. In other 

words, this degree of interconnectedness of pension funds with other components of 

the financial system is itself a potential threat to the financial stability of the county. 

Substitutability  

The Social Security Organization, or even the Civil Servants Pension Organization are 

described as "too big to fail". The term "too big for bankruptcy" is used for institutions 

that, because of their enormous size and broad scope in the economy, their bankruptcy 

causes a great blow to the national economy and can completely disturb the functioning 

of other components of the economy, including companies, organizations and relevant 

markets. Due to the widespread coverage of these two funds, especially the Social 

Security, it is very difficult to find a substitute for their services, and it is virtually 

impossible to replace them. 

Supervisory structure of pension funds 

Currently, banks are supervised by the Central Bank and insurance companies are 

supervised by the Central Insurance of Iran, but the activity of the pension funds is not 

subject to certain laws and, therefore, despite the adoption of the law on the declaration 

of their income in 2014, no report on the income of these funds has been submitted yet. 

And no specific board monitor the performance of these funds and their investments in 

different markets. In other words, there is no accountable institution for micro 

prudential supervision on pension funds in Iran. 

The proposed Financial Stability Council framework  

According to the proposed chart below, to investigate and intervene in the process of 

maintaining financial stability, we could set up a "Financial Stability Council" that 

should consist of policy makers of money markets, bonds, capital, currencies, real 



 
 

estate and commodities (structured and non-structured) markets. They will be 

responsible for the country's prudential policies. 

 

 

It is suggested that a Financial Stability Council comprised of Money and Credit 

Council, Securities and Exchange Council, The Supreme Council of Urban Planning 

and Architecture and The High Council of Insurance and Retirement Services to be 

established. This Financial Stability Council will be a supreme policy making body for 

macro prudential policies. The High Council of Insurance and Retirement Services 

comprised of President of Central Insurance of Iran, Vice Ministers of "Economic 

Affairs and Finance", "Cooperatives, Labor and Social Welfare", "Industry, Mine, and 

Trade", and "Agriculture", Managing Director of Social Security Organization, 

Chairman of The Civil Servants Pension Organization together with five authorities 

and senior experts from the insurance market and the deputies of the this High Council, 

will manage micro prudential policies in insurance and pension funds sector. 

Conclusion 

The country's pension funds and their problems have become one of the main issues of 

the country so that the liquidity gap in these funds in recent years exceeds the total 

development budget and the immediate solution to this problem is not feasible due to 

demographic change, the current economic downturn and the dwindling of the working 

population and, consequently, the reduction of the number of entries to the funds. 

In the short run, the effects of the problems of pension funds on the government budget 

will be evident (as is already evident). However, it is expected that in the medium term 
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and Retirement Services 
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Ministry of Housing and 
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due to the strong interconnectedness of these funds with other components of the 

financial system and the ownership of these funds on a wide range of investment 

companies, banks, insurance companies, brokers and etc., and as a result, their high 

profile in all financial markets, any kind of instability in these funds becomes 

systematically risky and spreads throughout the financial system and causes instability 

in the whole financial system. 

The solution proposed for this problem is the application of micro and macro-level 

supervision on retirement funds that monitors the performance of funds from licensing 

to transparency in reporting financial statements, to enforcement of directives and etc. 

At the macro level, there should be an observer looking at the retirement funds as part 

of a coherent financial system, and making the rules and requirements that are 

necessary for the operation of the funds in different fields of activity and investment 

and the presence in various financial markets to maintain financial stability.   

Thus, in this paper, The High Council of Insurance and Retirement Services is 

proposed to determine micro prudential policies in insurance and pension funds sector 

due to overlapping and close relationships of insurance companies with pension funds. 

And the Financial Stability Council is recommended as a supreme policy making body 

to define macro prudential policies. 

 

 

 

 

 

  



 
 

  
www.mbri.ac.ir 

No.10, Africa Ave., Argentina Sq., 

Tehran.Iran.P.O.box:16765-1654 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

  


