
 

 

Cuest.fisioter.2025.54(4):5722-5740                                                                                                         5722 

 

Articles   

 

A Comprehensive Critical Analysis of the National Pension Scheme: Structure, Effectiveness, 

and Practical Applications 

Mr. Manoj Patel, Research Scholar, Silver Oak University, Ahmedabad,  

Dr. Samir Gopalan, Director and Dean, Silver Oak University, Ahmedabad,  

  

1. Introduction 

1.1 Theoretical foundation of pension systems of India  

People frequently struggle to decide whether to get a pension because retirement is frequently 

disregarded in early employment. The Employees' Provident Fund Organisation (EPFO) 

provides provident funds, which are mostly used by the non-government organised sector in 

India. The Employees' Pension Scheme (EPS) is a pension component for low-income 

contributors. Certain mutual funds offer medium- to long-term regular income plans, and 

insurance firms also provide pensions based on annuities. These organisations, however, only 

serve a small portion of the population because the majority of workers are in the unorganised 

sector and many of them do not make enough money to ensure their income in old age. With 

43.2 crore people in the official sector without statutory social security benefits and 56.3 crore 

in the unorganised informal sector, India is home to an estimated 138 crore people. In 2015, a 

structured pension plan for the unorganised industry was created under the Atal Pension Yojana 

(APY)1.  

Because of the many trade-offs and the influence on the social and economic behaviours of 

both employees and retirees, designing a pension system is a challenging process. Using 

demographic and economic models to calculate costs and benefits, policymakers must assess 

the system's internal economic coherence and feedback. Pension systems are dynamic, living 

institutions that evolve over time, sometimes as a result of reform initiatives and other times as 

 
1 https://www.pfrda.org.in/myauth/admin/showimg.cshtml?ID=2170.  
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a result of individual responses. It is difficult to redesign the pension system to satisfy new 

needs while resolving current limitations [1].  

Pensions vary in how they are funded, how payments and benefits are related, and how both 

are modified in response to changes in the demographic and economic landscape. While some 

characteristics are shared by employer-based and public pension systems, others are typically 

exclusive to public pension systems [2]. Economic security in old age is the main goal of 

pensions, and this is accomplished through redistribution, insurance, consumption smoothing, 

and poverty alleviation. Optimising old-age security, including the cost of delivering it, is the 

main goal of pension design. A combination of required and voluntary arrangements is the 

most effective way to achieve the goals [3].  

 

1.2 The concept of social security and financial stability in retirement2 

Social Security benefits are estimated to increase from 4.3% to 6.1% of GDP during the next 

30 years, while revenues are predicted to remain at 4.7%. By 2082, the costs of Medicare and 

Social Security will have increased from 7% to about 17%, making it even more difficult to 

finance the retirement spending of the elderly. It is imperative that Social Security funds be 

rebalanced for the future, and alternative reform proposals must include resilience as a key 

element. Proposals for reform include parametric adjustments to personal retirement funds and 

tax rates. 

Lee [4], Miller [5], and Anderson [5] created techniques to measure uncertainty in long-term 

estimates of Social Security funding by examining factors such as wage growth, birth rates, 

and death rates. In order to maintain Social Security in the long run, they calculated a 

probability distribution of its financial status and discovered that, under the median scenario, 

payroll taxes would have to rise by 5.1 percentage points. The 10-year likelihood of death 

decreased from 9.8% in 1971–1975 to 8.4% in 1999–2002, according to Cutler, Glaeser, and 

Rosen's two-phase study on U.S. health risk trends. This decline was mostly attributable to 

improved blood pressure management and less smoking. 

According to a study's second phase, obesity and smoking will pose the most health concerns 

over the next 20 years. For people 25 and older, the 10-year death risk could drop by 0.7 

percentage points if smoking cessation persists. Hypertension and high cholesterol, however, 

may raise the chance of death by 1.1 percentage points if obesity trends continue. Fertility and 

immigration trends are also examined in the study; in industrialised nations, the fertility rate is 

below the replacement level. Even among the lowest-fertility groups in the US, the survey 

concludes, fertility remains quite high. 

Social Security levies, retirement timing, earnings, age distribution, and benefits all affect 

system solvency, and immigration is a major contributor to demographic instability. 

Employment rates for older immigrants are greater prior to the crossover age and lower 

following it, according to research by Borjas (2007) [5]. 

 
2 https://cleartax.in/s/nps-national-pension-scheme.  
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 Social Security has become more significant in a society where incomes are becoming more 

and more erratic. Particularly for those who endure earnings volatility and periods of 

unemployment throughout their lives, Social Security benefits help to stabilise retirement 

incomes. As a result, people's retirement incomes fluctuate less than their earnings. As 

earnings, work schedules, and spending have become more unpredictable, there is a greater 

need for retirement income stabilisation [7], [8], [9].  

For social security pensions to satisfy public preferences, they must be financially viable and 

provide adequate benefits. These needs have grown increasingly pressing on a worldwide scale 

as the population ages. Developed nations have put measures in place to guarantee financial 

sustainability, even though they are challenging and unpopular. For the elderly to maintain a 

respectable standard of living after retirement, adequacy is crucial. Pension policymaking 

requires striking a balance between these requirements [10].  

1.3 Justification for analyzing the National Pension Scheme (NPS) 

The Central Government and the Pension Fund Regulatory and Development Authority 

(PFRDA) oversee the voluntary, long-term retirement investment plan known as the National 

Pension Scheme (NPS) India. It encourages people to make regular contributions to a pension 

account while they are employed. A portion of the corpus may be withdrawn by subscribers 

after they retire, with the remaining sum being paid out as a monthly pension. All Indian 

citizens, with the exception of those employed by the Central Government, are welcome to 

voluntarily participate in the NPS. With tax incentives under Sections 80C and 80CCD, the 

program is transferable across jobs and places. In the Budget 2024–2025, the Central 

Government has suggested implementing NPS Vatsalya, which would enable parents to open 

and make contributions to an NPS account for their minor children. 

Table 1: Key Features of the NPS Vatsalya Pension Scheme 

Particulars Details 

Scheme Name NPS Vatsalya Pension Plan 

Minimum Age for Entry 18 years 

Maximum Age for Entry 65 years 

Annuity Allocation 40% of the total savings used for annuity 

Retirement Withdrawal Up to 60% of the accumulated fund 

Pension Commencement Begins after 60 years of age 

Tax Benefits Available under Sections 80C and 80CCD 

 

1.4 Person who can invest  

For whom is the National Pension Scheme (NPS) an appropriate investment? 

For those who have a low tolerance for risk and wish to start saving for retirement early, the 

NPS is a smart strategy. Particularly for those who retire from private-sector occupations, 

having a steady pension (income) during your retirement years would undoubtedly be 

beneficial. 
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This kind of methodical investing can have a significant impact on your life after retirement. 

Actually, this program is also an option for salaried individuals who wish to maximise their 

80C deductions. 

The Central Government's social security program, the National Pension Scheme (NPS), is 

available to workers in the public, private, and unorganised sectors—with the exception of 

those in the military services. Unlike classic tax-saving investments like the PPF, the system 

offers better returns and encourages regular pension investments while employment, with a 

part flowing to equities. For more than ten years, the NPS has produced annualised returns 

ranging from 9% to 12%. 

The Pension Fund Regulatory and Development Authority (PFRDA) oversees the NPS and has 

clear investing guidelines, frequent performance evaluations, and NPS Trust oversight of fund 

managers. Because of the flexibility of the NPS subscription, members can alter the number of 

subscriptions and make contributions at any point throughout a fiscal year. 

Introduced in the Budget 2024-25, the NPS Vatsalya Pension Scheme enables parents to 

register an NPS account for their minor children and make monthly or annual contributions 

until the child turns 18. By changing the NPS Vatsalya account to a regular NPS account, the 

children can handle the account on their own after they turn 18. 

The NPS Vatsalya Pension Scheme is a good option for those who want to plan for their 

retirement early on and have a low-risk appetite. 

1.5 Tax Benefits under the National Pension Scheme (NPS) 

The National Pension Scheme (NPS) offers various tax advantages to employees, self-

employed individuals, and employers, encouraging retirement savings while providing 

financial security. Below is a breakdown of key tax benefits: 

1. Employee Tax Benefits on Self-Contributions 

Employees can claim a tax deduction of up to 10% of their salary (Basic + DA) under Section 

80 CCD (1), with an overall limit of ₹1.5 lakh under Section 80CCE. 

An additional deduction of up to ₹50,000 is available under Section 80 CCD (1B), exceeding 

the ₹1.5 lakh limit. 

2. Employee Tax Benefits on Employer Contributions 

Employers’ contributions to NPS are tax-deductible up to 10% of salary (Basic + DA) or 14% 

for central government employees, under Section 80 CCD (2), beyond the ₹1.5 lakh limit of 

Section 80CCE. 

As per Budget 2024, the employer’s contribution limit has been raised to 14%, effective April 

1, 2025. 

3. Tax Benefits for Self-Employed Individuals 

Self-employed individuals can claim a tax deduction of up to 20% of their gross income under 

Section 80 CCD (1), subject to the ₹1.5 lakh limit under Section 80CCE. 

An additional ₹50,000 deduction is available under Section 80 CCD (1B). 
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4. Tax Benefits on Partial Withdrawals 

Partial withdrawals of up to 25% of self-contributions are tax-exempt under Section 10(12B), 

subject to conditions set by PFRDA. 

5. Tax Exemption on Annuity Purchase 

Upon superannuation at 60 years, annuity purchases are tax-exempt under Section 80CCD (5). 

However, annuity payouts are taxable under Section 80CCD (3). 

6. Tax Advantages on Lump Sum Withdrawals 

60% of the accumulated NPS corpus withdrawn at 60 years or superannuation is tax-free under 

Section 10. 

7. Corporate/Employer Tax Benefits 

Employers can claim a tax deduction for contributions to an employee’s NPS account, up to 

10% of salary (Basic + DA), treating it as a business expense under Section 36(1)(iv)(a) of the 

Income Tax Act. 

Withdrawal Rules for the National Pension Scheme (NPS) After Retirement 

The National Pension Scheme (NPS) allows for structured withdrawals after retirement, with 

specific rules based on the total corpus. Below is a summary of the withdrawal and exit 

guidelines: 

1.6 Withdrawal Rules at Retirement (60 Years and Above) 

• Subscribers can withdraw up to 60% of the total corpus as a lump sum. 

• The remaining 40% must be invested in an annuity plan, providing a regular pension. 

• If the total corpus is ₹5 lakh or less, the entire amount can be withdrawn without 

purchasing an annuity. 

• Withdrawals are tax-free, but annuity income is taxed according to the individual's 

income tax slab. 

1.7 Early Withdrawal or Exit Rules 

Upon Superannuation (60 Years and Above): 

At least 40% of the total corpus must be used to buy an annuity. 

If the corpus is ₹5 lakh or below, full withdrawal is allowed. 

1.8 Pre-Mature Exit (Before 60 Years): 

80% of the corpus must be invested in an annuity plan. 

If the total corpus is ₹2.5 lakh or below, full withdrawal is permitted. 

1.9 In Case of the Subscriber’s Death: The entire accumulated pension corpus (100%) is paid 

to the nominee or legal heir. 

2. Research questions and theoretical approach 
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The purpose of this study is to find out how the national pension scheme (NPS) contributes to 

financial security in pensions, especially for individuals in different employment sectors. 

Research focuses on such important questions: 

1. How NP does supports financial stability for retired people in India? 

2. Do people need to face the most important challenges of using and taking advantage of 

NPs? 

3. How do tax roads and retreat rules affect the long -term financial plan for pensions? 

4. How does NPS Vatsalya begin to influence the first pension plan for future generations? 

3. Theoretical Framework of Pension Systems 

3.1. Social Contract Theory: The role of the state in ensuring economic security 

A strong social contract is necessary for the country's economic stability and 

development. When the citizens rely on their government, they are more concerned 

with paying taxes, able to generate the revenues required to offer high quality public 

services to the state. On the other hand, weak social contracts often give rise to tax 

evasion and limited state income, which in turn interferes with distribution of public 

service and financial security. 

            Construction of trust in authority and financial security 

Post -World War II experience of Western Europe shows how a strong social contract 

can run financial security. In countries such as Sweden, universal public services 

including Social Security, Healthcare and Education established, which promoted 

public confidence. As a result, the citizens accepted high tax levels, which led to an 

increase in state income - sometimes more than 50% of GDP. This change strengthened 

social harmony, reduced inequality, promoted economic development and ensured 

widespread prosperity [11].  

Human needs for survival, safety, and coexistence give rise to states, which in turn 

create a social contract in which citizens cede their rights and will to a government that 

promises to maintain peace, security, and order in exchange for compliance [12].  

According to the Social Contract Theory, which dates back to the ancient philosophers 

Hobbes, Locke, and Rousseau, individuals agree to give up their individual liberty to a 

commonwealth, which stands in for the contemporary government, and to be arranged 

into a society for the sake of communal security. This hypothesis is regarded as a key 

explanation for how state systems came to be in the modern world. But Nigeria, a 

nation-state with many different aspects, was not founded on a contract, and the colonial 

administrative structure made integration difficult [13].  

A political theory that focusses on the ideal function of the state and provides arguments 

for political duty is the Social Contract Theory. It offers a logical framework for 

balancing governmental power with the rights of the governed and sees the state as the 

result of a covenant or partnership. This theory contends that the Social Contract Theory 

is the best framework for re-establishing Nigeria as a single nation-state and that the 

Nigerian state ought to be run according to universal justice standards [14].  
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A strong social contract is crucial to any nation, which ensures the balance between the citizens' 

responsibilities - for example, paying taxes - and providing the important public services of the 

state. When there is more confidence in the government, people are more likely to contribute 

to the income of the state, so that governments can invest in health services, education and 

social security. In many developing countries, however, weak social contracts resulted in low 

tax control, reducing state revenues and hindering economic security. 

The post -construction of Western Europe provides a strong example of how a well -working 

social contract can increase economic stability. Governments in countries such as Sweden 

introduced universal public services, including social security schemes such as pensions and 

benefits for children. This approach promoted confidence among the inhabitants and 

encouraged them to support high taxation. As the revenues of the government increased -some 

times more than 50% of GDP social harmony was improved, inequality decreased, and 

economic prosperity became more inclusive. 

On the other hand, many nations in the global south are struggling with less confidence in state 

institutions, leading to economic challenges. Restricted to high quality public services 

discourage compliance, as middle and upper income groups often choose for private health 

care and education, which further weakens state income streams. In addition, the social security 

system in these areas focuses only on the poorest population, except for the majority - with 

"lack of middle" with benefits. This selective approach results often lead to disabled service 

distribution, exclusion errors and public suspicion, eventually reducing economic stability. 

In order to ensure financial security, states should prioritize the trust of the building through 

inclusive and effective social security systems. Universal programs that benefit a wide part of 

the population can strengthen public trust in governance, increase tax compliance and create a 

more flexible economy. By ensuring justice and access to public service provisions, the 

authorities can strengthen social contracts, promote permanent economic growth and long -

term stability. 

3.2.  Life Cycle Hypothesis (Modigliani & Brumberg, 1954): Retirement savings 

behaviour 

The life cycle hypothesis introduced by Modigliani and Brumorg (1954, 1980) 

suggests that individuals aim to maintain stable consumption throughout their lives 

despite the ups and downs of income level. Since income usually begins less in an early 

adulthood, increases in extreme working years and retirement declines, the model 

predicts a similar pattern in the savings behavior. The savings rate in youth is expected 

to be low or negative, grows with increased income and eventually leads to a decline in 

old age when individuals rely on the property gathered for consumption. 

This hypothesis is important in economic theory, and affects the prospects of 

savings, interest rates and capital accumulation. This suggests that in a closed economy, 

domestic capital inventory is still regardless of total savings, even though high revenue 

growth is saved. In addition, the model is relevant to central bank policy, as it indicates 

that changes in wealth prices affect different age groups in different ways. Small 

individuals, who still accumulate funds, are less affected by ups and downs in wealth 



A Comprehensive Critical Analysis of the National 

Pension Scheme: Structure, Effectiveness, and Practical 

Applications 

Mr. Manoj Patel, Dr. Samir Gopalan 

 

 
 
 

Cuest.fisioter.2025.54(4):5722-5740                                                                                                         5729 

 
 

value than older individuals, which can respond to high real estate values by increasing 

consumption immediately. 

Empirical studies, such as New Zealand's savings and analysis of income patterns, 

support this theory. Research has shown a "hump -shaped" saving profile with high 

savings and resolution in retirement under moderate age. Historical data further reveals 

long -term trends, such as a steady decline in male income after economic tremors, and 

strengthens the idea that savings patterns are closely associated with the expectations 

of lifelong income. Understanding this dynamic helps decision makers to design 

effective pension and tax policy to promote financial stability in different lifetime [15].  

3.3. Public Choice Theory: Government intervention and policy formulation 

If unexpected non -point pollution loads result in significant social costs, the most 

economically effective point/not point of trading conditions should be adjusted 

downwards. This will serve as a risk rate for non -point control, which will encourage 

their adoption. However, in the real trade programs, the opposite IS Catio's uncertainty 

is attributed to non-binding pollution, and effectively puts a risk premium on non-point 

checks. This incompatibility can be explained by a public selection model, where 

regulators prefer to increase the general extinction of pollution instead of reducing real 

environmental damage. Consequently, there is a link between public and social risk 

views, which leads to a business market that promotes disabled people not -Back -wheat 

pollution control [16].  

A study highlighted how corruption significantly limits wealth creation and economic 

progress in Africa and criticises the development literature for ignoring the importance 

of institutions in cleaning up corruption. It recommends using public choice theory to 

anti-corruption initiatives, such as new regulations, reforms, incentive schemes, and 

methods of enforcement [17].  

3.4 Neoliberal Economic Theory: Market-driven pension schemes and privatization 

In order to compare Chile's stable neoliberal approach with Argentina's erratic 

privatisation and re-nationalization, the thesis looks at the institutional, social, and 

economic effects of privatisation policies in Latin America. It demonstrates how 

success is contingent upon factors such as elite negotiations, popular unrest, and the 

efficacy of regulations, underscoring the differences in the results of various policies 

over time [18].  

With an emphasis on debt-driven and export-driven demand, Thatcher's property-

owning democracy, and Blair's knowledge-driven growth goal, a study examines 

growth models. It shows that because of inadequate capital ownership and knowledge 

work allocation, these models were unable to create sustained demand. According to 

the essay, both labour and capital income distributions must be taken into account in 

order to understand dysfunctional growth models [19].  

3.5 Behavioral Economics in Retirement Planning: Decision-making biases and financial 

literacy 
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The study looks into how perceived knowledge and self-control bias affect retirement 

planning behaviour in New Delhi, India. It was discovered that people's savings ratio 

suffers as a result of their lack of self-control and self-discipline. Although financial 

literacy is equally essential, retirement planning may be impacted by erroneous 

assumptions about knowledge. According to the findings, people tend to overestimate 

their level of financial literacy, which can result in mistakes and decreased profits [20].  

This correspondence examines various functioning approaches to economics and 

financial literacy, institutional change and their implications for public policy. While 

traditional economy predicts minimum benefits from economic education, the 

perspective on errors and prejudices shows that deeply cognitive bias limits the 

improvement in decision -making, authorities and expert interference intervention. The 

bound rationalism approach provides a more effective perspective, and emphasizes the 

role of institutional and environmental factors. In order to increase financial decision-

making, clear, non-complicated information, institutional structures, well-designed 

incentives and targeted financial education require helping individuals to make optimal 

alternatives within their specific decision references to receive [21].  

4.  Evolution and Structure of the National Pension Scheme 

4.1 Theoretical underpinnings of pension scheme development 

This research focuses on developing theory and functioning for optimization of state 

pension systems through long -term forecasts and resource management. By using a 

comprehensive functioning approach, important components, trends, risks and resource 

allocation evaluate in system analysis, statistical analysis, structural functional analysis, 

Actuaril calculations and economic-medial modeling, including economically 

interacted modeling. By accepting the challenges that run the conclusions, pension 

systems highlight with office standards emphasize the importance of coordinating the 

workforce norms. Research provides insight into the need for current pension system 

conditions, potential reforms and continuous adaptation to ensure stability and 

complete pension rights for participants. 

 

With an emphasis on the Nigerian pension fund, the study investigates investment 

analysis, retirement savings funding, and pension plan enrolment under the Defined 

Contribution (DC) Pension Scheme. It looks at the poor performance of thrift savings 

funds (TSF), the effect of contribution remittances on retirement savings, and the low 

enrolment and participation rates of workers in the unorganised sector in the Micro 

Pension Plan (MPP). In order to secure retirees' financial futures, the study emphasises 

the significance of timely remittances and policy uncertainty. The results provide 

information for scholars, politicians, and pension sector stakeholders [23].  

The literature on pension reform and privatisation is re-examined in this paper, with a 

particular emphasis on path dependency, regional effect, and implicit pension debt as 

important explanatory factors. It also highlights the significance of demographic and 

new variable considerations in decision-making. According to the analysis, 

demographic considerations have no discernible impact on the decision to reform or 

privatise pension systems, and savings rates are not a significant indicator of either [24].  
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The evolution of behavioural theory and its use in the discussion of saving incentives 

in the UK and other countries are examined in this essay. Based on observed attitudes 

and mindsets, behavioural incentives seek to influence people's actions towards more 

advantageous results. The emergence of behavioural theory, the urgency of undersaving 

for retirement, and uncertainty and discontent with conventional economic incentives 

are all factors contributing to the growing popularity of behavior-based programs like 

Save More Tomorrow and automatic enrolling. Evidence, however, indicates that they 

may not always be successful in promoting saving, and that their goals may be 

undermined by structural constraints and loss avoidance mindsets. To increase the 

efficacy of saving incentives, the article recommends combining behavioural and 

conventional economic measures with other measures, such legislation [25].  

4.2. Institutional framework and regulatory mechanisms 

A study looked on the variables that affect pension plan fund access in Kenya's Kisumu 

Branch of the NSSF. It seeks to determine how socioeconomic characteristics, product 

innovation, government policy, and pension awareness affect access to pension plans. 

The findings indicate that mandatory funding significantly affects pension access, 

whereas legislative meddling has no effect on prefunding or coverage of pension plans. 

Planning, retirement financial education, public education campaigns, institutional 

variables, employee age and mobility, and labour markets all have an impact on pension 

knowledge. Through compensation packages, investment portfolios, and pension 

scheme design, product innovation helps make pension plans more accessible. To 

increase pension fund access and investments, the report suggests demythologising 

pension topics, raising pension awareness, enhancing risk management procedures, and 

realigning market and financial product designs [26].  

Pay-as-you-go social security systems in several nations are largely financed by public 

pension reserve funds (PPRFs). To guarantee good management and shield them from 

political influence, OECD nations have put in place investment controls and 

governance procedures. To improve long-term fund performance and the solvency of 

the social security system, some nations could, however, enhance governance and 

investment management by increasing competence and limiting government 

involvement [27].  

 

To oversee the pension industry, the Indian government founded the Pension Fund 

Regulatory and Development Authority (PFRDA) in 2003. In an effort to implement 

pension changes and promote retirement savings, the National Pension System (NPS) 

was established in 2004 to offer retirement income to all citizens. NPS was first made 

available to government hires, but it is now available to all citizens, including those in 

the unorganised sector. It provides two personal accounts for retirement and voluntary 

savings, as well as a special Permanent Retirement Account Number (PRAN). 

Pension Fund Regulatory and Development Authority (PFRDA) is an autonomous 

body created by the government of India to regulate and develop the pension market in 

India. 

 

Point of Presence (POP) acts as a first interface for NPS customers3. 

 
3 https://www.india.gov.in/spotlight/national-pension-system-retirement-plan-all.  

https://www.india.gov.in/spotlight/national-pension-system-retirement-plan-all
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• Authorized branches, known as the Point of Presence Service Provider 

(POPPS), act as collection points and deliver different customer service. 

PFRDA has authorized 58 institutions including public and private sector banks, 

financial institutions and departments for positions to facilitate NPS. 

 

• Managed by Central Recordkipping Agency (CRA), National Securities has 

deposited Depository Limited (NSDL), supervises record cycling, 

administration and customer service work for all NPS customers. 

 

• Anuity Service Provider (ASP) is responsible for securing regular monthly 

pension payments to customers after leaving NPS, leading to financial stability 

after retirement. 

4.2 Comparison with traditional pension models (Defined Benefit vs. Defined 

Contribution) 

The TA study used a life cycle model from consumed literature to analyze the trade-

offs between defined benefits (DB) and defined contributions (DC) pension schemes. 

The study examines the lack of risk of pension options, start income, effect of financial 

money and wage processes. Conclusions suggest that wage -enhanced claims are 

subcopies for young individuals, as they mainly have money in human capital and 

prefer to limit contact with income shock. However, DB schemes become more 

advantageous in life later by increasing diversification and reducing the risk to the 

financial market. DB schemes also provide access to annuity and potential guaranteed 

returns over risk-free interest rates, making them valuable in unstable stock markets or 

disabled annuity markets. In addition, DB schemes earn two important financial 

functions: Collecting individual wage risk and creating a group market market, which 

reduces a negative selection and increases pension security [28].  

This article developed a social insurance accounting model for a defined contribution 

(NDC) scheme that integrates integrated pension and long -term care (LTC) emergency 

preparedness. Using the standard double-edge accounting, the model formed a Bamel 

Balance (ABS) similar to the Swedish framework for assessing Solvensen. The acting 

periodic financial reporting allows for income details, depending on the confirmation 

data on the evaluation date without taking into account in future trends. An example 

was given to help decision makers understand the benefits and challenges. The study 

emphasized the importance of transparent social insurance reporting for stability, 

responsibility and informed decisions in general interest [29].  

5.  Effectiveness of the NPS: A Theoretical Perspective 

The Central Government launched the National Provident Fund (NPS), a market-linked 

defined contribution plan, to give people income in the form of pensions for their 

retirement needs. Under the PFRDA Act of 2013, NPS is governed and administered 

by the Pension Fund Regulatory and Development Authority (PFRDA). NPS is easy to 

use, optional, portable, and adaptable, enabling people to save systematically for a 

secure retirement. Employees of the Central Government, Central Autonomous Bodies, 

and State Governments are required to participate, if they choose to. All individuals 
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between the ages of 18 and 70, including those living overseas, are eligible to use the 

voluntary model, and corporations can choose to implement NPS for their staff4. 

6. Efficiency vs. Equity Debate: Balancing affordability and inclusivity 

 The National Pension System (NPS) offers a structured yet flexible approach to 

pension savings, and offers a variety of investment options to meet different risk 

hunger. However, the balance between efficiency and equity is a significant debate, as 

the system should ensure both optimal return and widespread access. 

 

NPS offers several pension fund managers (PFMS) and investment options, which 

enable customers to adapt the return through active or car choices. In the active 

alternative model, investors can allocate funds between four asset classes (E), Corporate 

Loan (C), government bonds (G) and alternative investment funds, which detect a 

personal investment strategy. However, the distribution of equity is subject to a taping 

matrix, which reduces exposure after the age of 50, which can affect long monetary 

collections. 

 

Auto Choice model simplifies investments for unknown people with financial markets. 

It follows a life cycle approach with three risk-based strategies-invasive (LC75), 

medium (LC50) and Orthodox (LC25)-to accommodate the allocation with age. 

Although it increases efficiency by reducing risk risk over time, individual financial 

goals cannot always be adapted, especially for those entering the system late. 

 

 

 

 

 
4 https://npstrust.org.in/about-nps.  

https://npstrust.org.in/about-nps
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Figure 1Projected NPS Corpus over differential strategies 

7. Risk and Return Theory: Investment strategies and financial sustainability 

When investing in corporate stocks, securities are chosen or shortlisted according to risk and 

return. Return is the income from a security after a specific amount of time, whereas risk is the 

uncertainty of receiving this return in the future. While a low probability indicates a greater 

likelihood of loss, a higher probability ensures a return. Before making an investment, investors 

must thoroughly examine the risk-return characteristics of each security. Risk is the possibility 

that an action, activity, or inaction will have unfavourable or unwanted results. It falls into one 

Risk is the possibility of suffering a loss or the unpredictability of profits. 

2. Risk is the potential for an unfavourable departure from anticipated revenue or output. 

3. Risk is always unpredictable; if it is known, it might be viewed as a price to income. 

4. A statistical method called probability is used to quantify risk. 

5. Risk presents business possibilities as well as challenges. of two categories: pure or 

speculative risk. (Frederick G. Crane) 

Type of Risks5 

 
5 The magnitude and impact of risk on investment returns vary according to its nature and type.¹ 
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Risk in investments arises from variations in returns, influenced by multiple factors. These 

risks can be categorized based on different criteria: 

 

By Occurrence: 

Pure Risk: Involves only potential loss or no change (e.g., property damage, illness). 

Speculative Risk: Entails both potential profit and loss (e.g., stock trading, lottery). 

By Flexibility: 

Static Risk: Remains unchanged regardless of economic conditions (e.g., theft, fraud). 

Dynamic Risk: Evolves with economic shifts (e.g., inflation, technological changes). 

By Measurement: 

Financial Risk: Quantifiable in monetary terms (e.g., market risk, credit risk). 

Non-Financial Risk: Difficult to measure in financial terms (e.g., reputation damage). 

By Coverage: 

Fundamental Risk: Affects large sections of society (e.g., economic recessions, pandemics). 

Particular Risk: Affects specific individuals or firms (e.g., company bankruptcy). 

By Behavior: 

Subjective Risk: Based on individual perceptions and psychological factors. 

Objective Risk: Measurable and statistically predictable (e.g., probability-based assessments). 

By Diversification: 

Systematic (Non-Diversifiable) Risk: Inherent in the market and unavoidable (e.g., interest 

rate changes, inflation). 

Unsystematic (Diversifiable) Risk: Can be reduced through portfolio diversification (e.g., 

firm-specific risks). 

Human Capital Theory: NPS as an incentive for workforce participation 

Fiscal Sustainability Theory: Government liability and long-term viability 

8. Applications and Implications for Retirement Planning 

   8.1 Wealth Accumulation Theory: Long-term savings and financial independence 

    Money collection is a continuous process shaped by disciplined long -term savings, strategic 

investment and sound financial management. The ability to produce and maintain money over 

 
¹ For an in-depth discussion, refer to Insurance and Risk Management by the same author, JSR Publishing 
House LLP, 2019. 
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time is affected by several main factors, including income stability, return to property and 

access to financial resources. 

Eari studies indicate that savings play a fundamental role in the top economic mobility, often 

overcomes the effect of external financial support such as gifts and transfers. Families who 

prefer savings and regeneration in productive property are more likely to achieve financial 

freedom. Roa is higher in homes with an important determinant for money development, better 

education, small domestic heads and effective debt management. However, disability in the 

financial market can prevent the distribution of resources, especially too low, but highly 

affected houses. 

A frequent pattern of high Roa states that money accumulation is not only a result of the 

opportunity, but to make constant financial strategies and informed decisions. Families that 

invest continuously in high -return opportunities and efficiently navigate economic fluctuations 

are more likely to experience long -term economic stability. In addition, wealth growth is 

closely associated with the total causative productivity (TFP), which emphasizes the 

importance of economic efficiency in achieving economic prosperity. 

Ultimately, financial freedom requires a combination of disciplined savings habits, strategic 

investments and adaptability to develop economic conditions. By promoting good economic 

practice, families can increase their long -term economic security and flexibility. 

8.2 Taxation and Incentive Models: Economic rationale behind tax benefits 

Measures known as tax incentives give particular industries or activities 

preferential tax treatment above that of general industry. They concentrate on 

promoting economic activity, especially investment, and can be incorporated into tax 

laws. Additional motivations include encouraging reported earnings, enhancing social 

results, and deterring overproduction-related activities. The study makes the case that 

powerful pressures push nations to use tax incentives in spite of the scepticism of 

economists. Since the relative costs and advantages of incentives vary greatly, it is 

crucial to offer guidance on how to properly design them for nations that are committed 

to keeping them in place6. Tax holidays are short-term exemptions from some taxes, 

including corporate income tax, for new businesses or investments. Special zones are 

restricted geographic locations where eligible businesses can take advantage of 

exclusions from various administrative and tax obligations. A portion of an investment 

may be exempt from taxes thanks to investment tax credits and allowances. Accelerated 

depreciation can improve corporate liquidity by nominally lowering tax payments. It is 

also possible to apply reduced tax rates, such as corporate income tax rates. It is also 

possible to receive exemptions from a number of taxes, including VAT, excise taxes, 

and customs. Reducing financing incentives is another option. 

8.3 Socioeconomic Disparities in Pension Coverage: Theoretical insights into access and 

participation 

   Pension coverage reflects significant differences in socio -economic status (SES) 

groups, which reflects extensive differences in economic security and pension 

 
6 https://www.imf.org/external/pubs/ft/wp/2009/wp0921.pdf.  

https://www.imf.org/external/pubs/ft/wp/2009/wp0921.pdf


A Comprehensive Critical Analysis of the National 

Pension Scheme: Structure, Effectiveness, and Practical 

Applications 

Mr. Manoj Patel, Dr. Samir Gopalan 

 

 
 
 

Cuest.fisioter.2025.54(4):5722-5740                                                                                                         5737 

 
 

preparations. Theoretical contours that analyze these inequalities emphasize the 

income, education, the labor market's involvement and the role of institutional factors 

in the design of access to pension systems. 

Empirical studies have always shown that people with low-oriented persons and minor 

educational receipts are less likely to have access to employer-influenced pension 

schemes or participate in voluntary pension savings programs. These inequalities lie in 

both structural obstacles-as uncertain employment, low financial reading skills and 

limited access to financial instruments and behavioral differences, including ignoring 

savings and risk [31]. 

A life cycle attitude for pension participation suggests that the economic behavior and 

pension planning of individuals take rapid forms in life and remain over time. A person 

with high -oriented people, who benefits from the first risk of more financial stability 

and pension scheme, is more likely to collect sufficient pension money. Conversely, 

people with low people often meet employment, earning of instability and obstacle of 

economic preferences in competition, reducing low -pension contributions and low 

pension security [32]. 

8. Challenges and Policy Recommendations 

 

Despite its structured approach and regulatory inspection, the National Pension Scheme 

(NPS) faces several challenges that limit its efficiency and access. Major challenges 

include: 

 

Limited awareness and financial literacy 

 

Many potential recipients, especially in rural and informal sectors, lack of awareness 

and registration of NP benefits. 

A significant part of the population has low financial literacy, which makes it difficult 

for individuals to make informed decisions on pension contributions and investment 

alternatives. 

Low participation among workers in the informal sector 

 

A large part of the Indian workforce operates in the unorganized sector, where pension 

coverage is low. 

The absence of employer's contribution in the informal sector advises employees to 

enroll in the NP. 

Lack of liquidity and withdrawal ban 

 

Retirement age (for tier I accounts) for compulsory lock-in period, notice participation, 

especially among young individuals who prefer more flexible savings equipment. 

While partial withdrawal is allowed under specific circumstances, they remain 

restrictive and cannot meet immediate financial needs. 

9. Recommendations for Policy and Theoretical Advancements 

Policy Recommendations 

• Expanding Coverage & Accessibility 
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• Simplify registration with digital KYC and mobile-based enrollment. 

• Boost pension literacy in rural areas and incentivize informal sector 

participation. 

Optimizing Investments & Returns 

 

• Diversify asset allocation with REITs and infrastructure funds. 

• Implement dynamic asset allocation models for age-based risk adjustment. 

          Reforming Annuities & Withdrawals 

• Introduce phased withdrawal options for better financial flexibility. 

• Promote inflation-linked annuities to sustain retirees’ purchasing power. 

Aligning Tax Policies 

• Provide tax incentives for employer contributions in the unorganized sector. 

• Ensure parity between NPS and other retirement schemes. 

Enhancing Digital Infrastructure & Governance 

 

• Strengthen fund management and grievance redressal with AI and blockchain. 

• Improve integration with India’s digital payment ecosystem.  

7. Conclusion 

Pension plan is an important aspect of financial stability, which ensures financial 

security for people according to individuals. In India, the pension system has evolved 

through various initiatives including the National Pension System (NPS), Employees 

Provident Fund Organization (EPFO), Employees’ Pension Scheme (EPS) and Atal 

Pension Yojana (Apy). These schemes regulated by the Pension Fund Regulatory and 

Development Authority (PFRDA) aim to provide permanent income support to 

individuals in different economic fields and social security. 

The NPs stand as a market -bound, cost -effective pension scheme that promotes 

voluntary pension savings by offering significant tax benefits and different annuities. 

Meanwhile, EPFO and EP's officials serve by ensuring the income of rights through 

systematic contributions, while Apy expands pension benefits in the disorganized 

sector. Effective pension fund management is important to adapt to management returns 

and reduce financial risks, ensuring long -term viability. 

 

A well -structured pension design not only protects the financial needs of a person's 

retirement, but also contributes to national economic development by promoting capital 

accumulation. Strengthening India's pension system through policy growth, raising 

awareness and better pension savings mechanisms will strengthen the social security 

and ensure financially stable future for retired people. 
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