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Summary: In Lain America, eight countries have patidly or fully privatized socid
security. With the encouragement of the World Bank, many other countries are going
down the same path. In this paper, we explore the collective experience in Lain
America. Contrary to many other researchers, we find problemsin labor and capitd
markets can easily undo the benefits of privatization.

Introduction

In the richer countries, the main problem facing pay asyou go socid security sysem is
mainly populaion aging. Thereis additiona debate about the economic effects of apay
as you go system on the saving, investment and economic growth. The solution
suggested by many isto privatize the sysems. Unfortunately, the problems run deeper.
In the poorer countries, there are other more serious problems. Two important problems
arise out of underdeveloped capitd markets and the presence of informa sector in the
economy. A consequence of underdeveloped capitd market isthat the rates of return
received by the affiliates of privatized system in underdevel oped countriesis vastly
different from the rates of return of the funds themsdves. The presence of informa
sector meansthat alarge part of the labor market is never paying any payroll tax making
the tax base smdler. Unhindered movement between the forma and the informa sectors
imply that it is difficult formalize the informa sector.

Background

Socid security has been a phenomenon of the twentieth century.  The number of
countries with old age, disability and death programs has increased steadily (seetable 1).

Table 1 Number of Countries with Old Age Programs

Y ear Number of Countries

1940 33
1949 a4
1958 58
1969 97
1979 123
1989 135
1999 167

Source: Socid Security Adminigration (1999)



Thetype of benefit varies across countries. Some offer flat benefits (18 countries).
Some have contributory means tested systems (25 countries). A large mgority of

countries (134), have contributory earnings-related systems.

The Importance of Latin America

At the end of 1999, ten countries in the world have adopted some form of asocia

security program with mandatory private saving (Socid Security Adminigtration, 1999, p.
XXxiv-xxxix). Eight of them arein Latin America (the other two are Hungary and
Poland). Thus, the experience with thisform of privatization of socid security has been
predominantly in the Latin American region. To put it differently, Latin America has
experienced the process for more than fifty years. Forty percent of such experienceis
with Chile. Chile has a privatized pendon system for the longest period among Latin
American countries. What did they policy makers expect? Were they redized? Canwe
learn anything from this collective experience of these countries? Can they be gpplied to
other countries that are aspiring to privatize? In this paper, we will explore these issues.

Why is there a problem with the pay as you go system?

The problem with any pay-as-you-go scheme is dways the same: mismatch of bendfits
paid out to retired people compared with the revenue generated from the working
populaion. However, this problem can arise in anumber of different ways. (1) The
government increases the benfits of the retired populaion by indexing benefitsto
inflation without indexing revenue in the same way. (2) The government relaxes
digibility (for example, by reaxing the age of retirement, by making the definition of
disability or poor hedth broader etc.). (3) Directly or indirectly by reducing the revenue
base. For example, let us congder arisein tax rate. People go out of the forma sector
(where they finance such a scheme through payroll taxes) into the informad sector. They
avoid paying thetax. The revenue baseisreduced. (4) The aging of the population.
Aging isteking place mainly because of faling birth rates (and birth rates are predicted to
continueto fal in the future). Table 2 illugtrates how the proportion of older people will
rise (in some cases, dramaticdly) in Latin American countries. For comparison, we have
also incdluded the United States in table 2.

Table 2: Percentage of population over 60 years 1990-2050

Y ear 1990 2030 2050
Argentina 131 193 259
Bdlivia 54 100 176
Brazl 6.7 169 242
Chile 8.7 208 264

Coombia 6.0 180 255
Ecuador 55 137 224
Mexico 57 157 246
Paraguay 5.2 104 16.1




Peru 5.8 137 215
Uruguay 164 225 278
Venezuda 5.6 155 236
us 166 282 298

Source: World Bank (1994).

There are two griking features of table 2: (1) All the countries are converging to asmilar
population structure. (2) Not dl countries have the same degree of the population-aging
problem. For example, Argentina and Uruguay have populaion structures that are very
smilar to the United States today. Thus, the urgency of reform for the state-run pension
schemeis grester for those countries. On the other hand, athough Peru has amuch
younger population structure today, the population will age rapidly over the next 50

years. A amilar thing is going to happen to dl the other countriesin Latin America

Even though, grictly from the point of view of population sructure, the potentia

problem seemsto be far in the future. However, many Latin American countries will
face the problem much earlier. The reason isthat there are many inefficienciesin the
system including alarge informa sector which makes the problem more acute than ever
before (Vittas, 1995).

Balivia provides a dlassc example of how things can go wrong, even when the

population Sructureisyoung. Bolivia had a defined benefit pay as you go scheme for
many years. In 1997, the number contributing to the systlem was 300,000. The number

of people drawing a pension from the syssem was 120,000. Thus, the dependency retio of
the system was 40%. However, if welook at the dependency ratio of the population, it
was less than 6% (see, Table 1). The percentage of GDP covered by the syssem was less
than 12% (von Gersdorff, 1997). Mog dfiliates were either government employees

(65% of the totd) and another large congtituent was the schoolteachers (30%). Infact,
the Balivian economy is dominated by the informa sector.

Why are they looking at Chile?

The Chilean system has produced spectacular resullts in terms of rates of return on funds
(seetable 3). The system has also created deeper financid markets markets for long
term bonds have developed as a direct consequence of the syssem. The saving ratein
Chile has ds0 seen a spectacular rise over the same period, from 8.2 percent of GDPin
1982 to 23.3 percant in1996. Red GDP has dso increased at the average annud rate of
7.8 percent over the period of 1980-1995 (for an illuminating discusson on the Chilean
system, see Edwards, 1996).



Table 3. Rates of return for penson fundsin Chile

Year Weghted Average Range

1982 288 23210302
1983 212 185t0 24.7
1984 3.6 221051
1985 134 130to 14.3
1986 123 10.6t0 155
1987 54 48t085
1988 6.5 591087
1989 6.9 40t095
1990 156 13310 194
1991 2.7 25810343
1992 3.0 09t04.2
1993 16.2 14610 169
194 182 15710211
19% -25 -4.6t0-1.8
19%6 35 29t04.1
1997 81 741088

Source: Banco Centrd de Chile, Boletin Mensud (various issues). Rates of return are
weighted by the asset value in each pension fund.

Table 4: Performance of AFPsin Chile

Year Red return for funds Red return for affiliates

1982 28.8% -32%
1983 21.3% -1.3%
1984 35% -5.9%
1985 134% -2.3%
1986 12.3% 0.3%
1987 5.4% 0.5%
1988 6.4% 1.4%
1989 6.9% 2.1%
1990 155% 4.2%
1991 20.7% 7.9%
192 31% 6.9%
1993 16.2% 8.0%
194 184% 9.1%
195 -25% 7.4%
Source: Shah (1997).

One common misconception about Chile is that the affiliates have been getting double
digit rates of return for their funds. Thisisnot true. For example, table 4 shows that for
account holders, the cumulative rate of return has been negative for the first decade. The
difference between what a fund gets and what the account holder getsisthe
"management fees' (see below for more on that issue).



Why Privatize?

There are four related reasons often cited (e.g., Queisser, 1999)) asto why Latin America
is enthugiadtic about privatizing penson. (1) The policy-makers have recognized thet the
current state-run sysems will be bankrupt within the next decade. (2) Pioneering
privatization plan in Chile has been very successful. The sacond reason has given the
process of privatization anew sense of urgency in other neighboring countries. (3) Such
systems seem to increase nationd saving. (4) Such sysems help develop long term

capita markets.

A Model for Discussing Alternatives

World Bank (1994) provides avery convenient mode for discussing various dternatives.
It bresks the socid security system down in three basic dements: (1) ataxed financed,
pay asyou gofird pillar, (2) amandatory fully funded second pillar, (3) avoluntary
(fully funded) third pillar. For ease of discusson, the nature of the modd can be
illugrated by the following table.

Table 5 Three Rillars Modd of the World Bank

Pillars Firg Pillar Second Pillar Third Pillar

Type Mandatory Mandatory Voluntary

Admin. Public Public/Private Private

FHnandng | Tax Fully funded Fully funded

Form Means tested, flat Persond, Persond, occupationd
occupdtiond saving saving

Objective | Redigribution/insurance Savingslinsurance Savingslinsurance

Outcome Poverty reduction Forced saving Voluntary saving

Source: Adapted from the World Bank (1994)

Are publicly run pensions really dying?

If publidly run (largely pay as you go) pensions were dying, we wauld have seen alarge
move among developed countries to scrap them. We see no such move. Instead, we see
margina changes being made across countries in the developed world. For example,

Italy and Spain are tightening digibility; Japan israisng the age of digibility and so on.

A few countries like Audralia and Switzerland have started a second pillar in addition to
thefirg pillar. However, they are exceptions rather than therule.



A Helicopter Tour of Privatization in Latin America

Chile (1981)

Chile has the oldest privately managed publicly mandated pension sysem in the world.

It was introduced under the military regime of Augusto Pinochet in 1981. The new fully
funded scheme completdly replaced the existing pay as you go scheme funded by a 10%
payrall tax. The new syslem marks a complete bregk from the old sysem. Although
many Lain American countries have adopted parts of the Chilean system, they have not
totally adopted the Chilean sysem (dthough Boliviahas “out-Chilead” Chileitsdf!).

Argentina (1994)

Argentina has higoricaly had generous pension bendfits. Pensons before reforms were
st at 70 to 82 percent of the base wage depending on the age of retirement. The base
wage was determined as the average three highest annud wages in the last ten years of
employment. Although the pendon was fully indexed in principle, rardly wasit 0in
practice. A disability penson was readily granted. The old system was funded with a
payroll tax of 11% by the employee and 16% by the employer.

The new scheme introduced in 1994 and revised in 1995 does not replace the old system:
it supplementsit. The new scheme gipulates that the employer will dlow each worker to
choose between the existing public scheme and the new private scheme, but only for the
contribution. Thus, the new schemeisredly atwo-tier scheme: thefird tier isthe old
publicly managed and pay as you go sysem. The second tier is publidly regulated by a
privately managed component. Because it is mandatory, and the formal sector represents
78% of dl economic activities, it will have amuch larger impact than penson reformsin
most other Latin American countries. By the end of 1995, more than half of al the
workers has chosen the mixed system. By 1996, the proportion of workers choosing the
mixed system was more than 70%.

Colombia (1994)

Colombia started out with the most fragmented pension schemein Latin America The
old public scheme covered 30% of the labor force. There were two parts of the plan: the
system for public enterprises (CAJANAL) and the indtitute of socid security (1SS).
CAJANAL isvery generous, and the entitlement conditions are very liberd. Financing
the old system was done by 11.5% payroll tax (rigng to 13.5% in 1996) with the
employer paying 75% and the employee 25%. In the early 1990s, severd actuarid
evauations of the funds were made. Projected deficits of the sysem are very large
relative to GDP.



The new system started operating in April of 1994. It set the contribution rate at 13.5%,
the same as the public system. 1t dlowed the workers to choose between the old and the
new. Intheold system, the requirements for retirement are being tightened. The age of
digibility is aso being raised to 62 for men and 57 for women.

Uruguay (1996)

Among the Latin American countries, Uruguay has one of the oldest and most extensive
pay asyou go socid security sysems. It isadministered through the Socid Security
Bank (BPS) with specid provison for the police and the military. With avery high life
expectancy (76 for men and 81 for women) and low fertility rates since the second world
war, Uruguay has a population structure very much like the United States (see Table 1).
Thus, with a high degree of tax evason dong with high promised benefits of the public
system, Uruguay's system has become economicaly very costly. Uruguay does not have
apeasond tax scheme. Thus, the exigting system is being financed by a mandatory 13%
payroll tax plus a vaue added tax.

The new system indtituted in the beginning of 1996, brought in Chileen Syle privetization
into the system.  All workers under the age of 40 must contribute dl of the 13% into the
new sysem. For workers over 40, participation is optiondl. To encourage existing
workersin the BPS sysem (for people over 40 for whom it is not mandatory to switch) to
move to the privatized system, workers who switch will dill be digible for 75% of
benefits they would have received hed they stayed in the old system. Hence, it is quite
attractive for older workersto switch. Obvioudy, thisisnot afreelunch. The additiona
cost hasto be borne by somebody. At present, government bonds will absorb the cost.
Thisbond, in turn, has to be paid for by future generations of taxpayers.

Peru (1993)

Peru's public penson system (IPSS) was avery inefficient publicly funded pay asyou go
scheme where a 9% payroll tax (with 6% from employer and 3% from employee) was
used to finance the scheme. The retirement age was 55 for women and 60 for men.
Coverage for the program was less than 30% of the labor force. Given that 58% of the
labor force work in the informa sector, such alow participation rate is not surprising.

Two sats of reforms were implemented: one for the public system in 1995 and a new
private schemein 1993. The public system asked the employee to contribute 11% with
no contribution from the employer. From 1993, workers were dlowed to join the private
system voluntarily. Thus, the Peruvian modd is different from the Chilean system, asiit
isvoluntary. So far, about 40% of workers have moved to the new system. In order to
encourage exigting workers to move to the privatized scheme, a "recognition bond” is
being issued for crediting participation in the old system.



Mexico (1992/1997)

A fully funded privatized pendon scheme in Mexico has taken shgpein two digtinct
phases. In 1992, an atempt was made to augment the pension of the exigting pay asyou
go system of the Socia Security Indtitute of Mexico (IMSS) by adding a 2% of wagesin
Retirement Penson Scheme (SAR) account. In addition, SAR aso indluded workersin
the government sector who were not part of IMSS. Money in the SAR account could
only be invested in certain types of government bonds. The government quickly
recognized that the solution was partid and would not produce long-term vighility for the
IMSS. For example, for 12 million workers, there were 55 million accountd  Many
people who changed jobs got new accounts. There was no procedure in place to have one
acocount per person. Therefore, on July 1, 1997, they introduced a new completely
privatized sysem of penson cdled Individud Retirement Savings Funds (AFORES).
Each worker would choose an AFORE to put their 6.5% of wages (and the government
wauld contribute another 5.5% of the indexed minimum sdary on behdf of each worke).
Money managers of the AFOREs will then invest the money. At present, they can only
invest in certain types of government bonds (and a small amount in private bonds). Inthe
future, they will be dlowed to invest in corporate bonds, stocks and commercid papers.
In lessthan ayear, more than 85% of the IMSS &ffiliates have chosen their own
AFORESs. The treatment of those who were in the IMSS system before July 1, 1997 and
thase who joined the labor force on or after July 1, 1997 differ. The members of the old
system will be offered a choice at retirement: ether they can eect to choose their benefits
from the old system (in which case dl the money from the new system will be taxed
away a 100% by the government), or they can choose an annuity from their accrued
capitd a retirement. The new entrants will not have a choice.

Bolivia (1997)

The old Bolivian pension system was introduced in 1959. Overdl, coverage hasbeen

less than 12% of the economically active population. The coverage was concentrated on
two main groups. government workers and teachers. The new system of pensonin
Balivia has two dements (1) auniversa penson for dl exiging over 65 year olds (some
300,000 in 1997); (2) a 12.5% payrall tax to finance the retirement and disability (of the
12.5%. 2% goes towards disability insurance and survivors benefits and another 0.5% for
adminigrative charges). Thefirst part was engineered by sdlling state owned enterprises
and using the proceeds to form afund. The pension for 1997 amounted to US$250 per
person. Although it is not avery large amount, it replaces 85% income of the extremely
poor and 50% income of the poor (von Gersdorff (1997)). Boththe universal pension
and the new system of pension were brought under the same management to reduce the
transaction charges that have plagued other Latin American systems. Two internationd
bidders for managing pension funds were sdlected. The basis of sdection wasjust one
criterion: lowest charges for afiliatles Two companies will have monopoly over dl of
Bolivia except the four largest ditiesfor the firgt five years. In addition, the funds would
be dlowed to invest in aglobd portfolio with very little restriction. In return, they have
to guarantee a minimum rate of return.



El Salvador (1998)

In El Sdvador, the newly privatized penson system was going to comeinto effect in
mid-1997. However, the financid system went through a severe criss because of fraud
related bank failures. Therefore, introduction of the new system was delayed until April
1998. Interms of Sructure, the system of El Sdvador is cosest to the Chilean system.
The new system is mandatory for dl new entrants to the labor market aswdl asto dl
dfilistes up to age 35. Mde workers over 55 and femde workers over 50 have to stay
with the old system. The workers who switch to the new system will get recognition
bond for their contribution to the old sysem. The recognition bond will be indexed to the
consumer price index and carry ared rate of return of zero percent.

Contribution to the new sysem will dart a alow 4.5% gradudly increasing to 10% of
sday in 2002. Workerswill pay about one third of it and the employerswill pay the rest
(the exact divison depends on the level of income of the worker). There are restrictions
on types of investment the funds can make. Foreign investment is not dlowed. There
has to be at least 30% investment in the public housing fund (Fondo Socid de Vivienda
or FSV).

Different Models of Privatization

Many countries have run public pension schemes since the last century. The earliest
example of a public penson scheme garted in Germany in 1882. However, afully
funded but compulsory, publicly mandated penson schemeis ardatively rare
phenomenon. The first such program was adopted in Singgpore in 1955. After 35 years,
adifferent gpproach was taken in Chile. There are smilarities and differencesin these
blueprints. We lay out three possible modds of publicly mandated schemes.

Singaporean Model: One Size Fits All

Singapores Centrd Provident Fund is a government mandated government run pension
fund. Each employee and hisher employer contribute 20% of wagesinto the fund. The
fund is usad to buy government bonds. The money is then invested (mainly) abroad.
Retirement benfits can be taken as alump sum with asmadl portion required for buying
annuities. Unlike other government run systems (such asthe US Socid Security
Scheme); itisan individud retirement sysem. The rate of return in each account
depends on the bonds they are invested in. Most investment of the CPFisin foreign
government bonds.



Chilean Model: Total Decentralization

The Chilean modd is a publidly mandated compulsory plan like that of Singgpore.
However, unlike Singgpore, the funds themsdves are privately run (though closdly
regulated by the government). Each individua has a choice of many fundsin which to
invest. Each employee contributes 10% to the fund. The employer does not contribute a
al. Withdrawa upon retirement could be a combination of lump sum and annuiity.

Australian-Swiss Model: Middle Ground

Thismodd is a publicly mandated compulsory penson scheme. The criticd difference
with the Chilean sysem isthat enterprises not individuas choose funds. This has been
credited to put alid on the high transaction cost that has plagued the Chilean sysem. The
main difference of this modd with the Singaporean system is that money is not gtting in
acentra fund, but in private invesment funds (Snhaand Sinha (1991)).

Special problems of developing countries

Deveoping countries face severd problemsthat are less pervasive in the developed
world. We will discussthem in turn.

Silent Majority

One problem that hardly anyone talks about is the specid problem of women, especidly
in developing countries. The proportion of women tends to be larger for most age groups
for many developed countries other than South Asia (India, Pakistan, Bangladesh) and
China We cannot ignore this cluster of countries as they account for nearly haf of
humenity!

Table 6 Number of women per 100 men in each age group

Region 20-39 4059 60+
Northern Africa 9 102 110
Sub-Saharan Africa 109 105 104
China A Q0 110
India Q0 A 95
Bangladesh 100 86 80
Pakistan 174 0] 93
Iran 99 95 86
Indonesa 108 9 116
Other SE Asa 104 106 119
Other ASan LDCs 103 97 109




Brazl 102 109 119
Mexico 112 m 109
Other Latin 102 104 121
Totd lessdeveloped 98 % 107
Russa o) 110 198
European Union 93 101 136
United States 102 o) 131

United Nation Statitics Y earbook, 1999

The gpecid problem that arises with women isthat in the vast mgority of the developing
countries, mog of the women are not paid to work. This can be cdlearly seeninthe
falowing teble.

Table 7 Percentage of men and women in labor force

Percentage in labor force

Region Men Women
Northern Africa 77 23
Sub-Saharan Africa 81 53
China 89 79
India 82 35
Bangladesh 0 57
Pakistan 87 13
Iran 82 10
Indonesia 85 51
Other South-East Ada 85 51
Turkey 79 28
Brazil 86 56
Mexico 87 41
Other Latin 82 49
European Union 77 56
United States 4 71

Source: Internationa Labor Organization Y earbook 1999

Do these facts have real consequences? The answer is affirmative. Arenas de Mesaand
Montecinos (1999) have conclusvely shown that Chilean reform of penson system has
increased income inegudity among pensoner's

Informal markets

In most developing cauntries, the presence of informa labor market is pervasve. Why
do market informditiesexis? Informdity isaway of avoiding regulation and taxes. In
this paper, we will not touch upon regulatory issues. Ingteed, we will concentrate on
taxes. Specificdly, we will tak about payroll taxes. Informd labor markets sapsthe
revenue out of the payroll tax. By definition, informaity smply escapes the tax burden.
Nether the employer nor the employee has to pay the payrall tax if labor is hired in the



informa market. In some cases, both the employer and the employee would prefer not to
pay thistax dthough a the end it might benefit the employee.

Balivia provides a dassc example of how informa sector can induce a crisis even when
the population structure is young. Bolivia had a defined benefit pay as you go scheme for
many years. In 1997, the number contributing to the sysem was 300,000. The number

of people drawing a penson from the system was 120,000. Thus, the dependency ratio of
the sysem was 40%. However, if we look a the dependency ratio of the population, it
was less than 6% (see, Table 1). The percentage of GDP covered by the system was less
than 12% (von Gersdorff (1997)). Mogt dfiliates were either government employees
(65% of the totdl) and another large congtituent was the association of schoolteechers
(30%). The Bolivian economy is dominated by the informa sector (seefigure 1).

All Latin American countries have very largeinforma sectors. 1n 1990, 18% of GDP for
Chile, 22% of Argentina, 35% of Colombia, 58% of Peri and 66% of Boliviacame from
the informa sector (Loayza (1996)). In terms of employment, the informa sector iseven
bigger. Thus with the Chilean modd, the benefits redlly do not Soread to the entire
population. The system only benefits the forma sector. Some economidts have argued
that the informa sector is shrinking as a direct result of the privatization of the public
penson scheme (Schmidt-Hebbd, 1997). This conclusion iswithout any foundetion.
From figure 1, we see no evidence of shrinking informal sector in any of the economies
with reformed penson plans (even in Chile). If anything, the Sze of the informa sector

is getting bigger in many of them.

Capital markets

One of the supposed roles of privatization of penson isto develop capitd markets. The
argument goes that privatization of penson will facilitate capitd market development in a
number of ways. (1) Development of the stock market for domestic capitd. (2)
Devedopmert of bond markets. (3) Deveopment of hedging instruments. (4)
Development of long term instruments such as inflation indexed long bonds and
contingent annuities

Ontheface of it, they are dl plausble. However, the way privatized penson is actudly
Sructured in most cases, these developments are dubious. Stock market for domestic
capital can develop only when the domedtic penson funds are dlowed to invest in them.
With the exception of Chile and Balivia, dl other markets have severe restrictionson
investment regimes of the penson funds. Therefore, the purported link is absent in most
cases. Bond market devdlopment isaso plausible. Again, the regtrictions put on the
penson fund investments precludes most private bonds. For example, on paper
invesment of penson fundsin Mexico dlows for domestic bond investment up to 30%
of the portfolio. However, the restrictions put on them makes the actud investment less
than 5% of the portfolio. Redrictions on the use of hedging instruments also severely
curtall their development. There is Some evidence that indexed bonds and contingent
annuity markets are developing in Chile. However, the cods of usng those insruments



are not coming down any time soon. In other markets, these devel opments are till far
into the future. Hence, at present, it istoo early to judge them.

High commissions

Table 6 Adminigrative Cogts of Public Systems as a Percentage of Expenditure

Latin America OECD

Argentina 2.3 Audrdia 122
Bdlivia 21.39 Canada 2.8
Chile 8 France 4.18
Coombia 81.8 Germany 2.86
Bl Sdvador 334 Ity 2.2
Mexico 2355 Japan 179
Peru 13098  Span 281
Uruguay 6.51 Switzerland 34
United Kingdom 31
United States 3.28

Source: Mitchdl (1996)

Table 6 above provides estimates of the cogt of running the system of public penson

plans (that is, apay as you go system) in different countries during the 1980s. It contrasts
the systems in the devel oped countries againgt the countries of Latin America

undertaking the reforms. The exact figures are not very important here. We smply note
that the cogt in Latin Americawas five to a hundred times higher! In this sense, whatever
we might argue againg the high cogt of running the new system of individud accounts, it
isdill likely to be less expensive than the earlier publicly run regimein Latin America

Table 7 Comparison of Charges on Pendon Fundsin Latin America

Country A B C D E F

Argentina 75 345 091 254 3387 266
Bdlivia 10 3 2 1 1000 053
Chile 10 294 064 23 2300 208

Codombia 10 349 187 162 1620 163
Bl Sdvador 45 35 115 198 4400

Mexico 65 442 25 192 2054 137
Peru 8 372 138 234 2025 235
Uruguay 75 262 057 205 2733 206

Sources Queisser (1998, Tables 2.1 and 4.4) and Vaddes-Prieto (1999a, Cuadro 1)
Notes A = contribution as a percentage of wages

B =totd charges (induding commissions and insurance premium) in percentage of
wages

C = insurance premium in percentage of wages

D = commisson (B minus C)

E = commission as a percentage of contribution (D divided by A in percent)

F = commisson reported in VadesPrieto (1999a, Cuadro 1)



Note: El Sdvador figures are my own cdculations. 1t should be noted that contribution is
<t to increase to 10% of wages.

Management fees across the countriesin Latin American privatized pensons sysems are
provided intable 7. The actud commission (exduding the insurance premiums) is
reported in column D (as reported as a percentage of wages). In column E, the same
figures are expressed as a percentage contribution. It shows that commissons are
extremdy high compared with most public sysems.

There ssemsto belots of confusion about how commissions are reported by different
researchers. Thus, in the same table, column F reports commissons quoted in Vades
Prieto. These figures do not correspond to the figuresin column D. Giventhat D and F

are measuring the same thing, they should exactly be the same. Thus, even among
researchers, there is much confusion about how commissions should be measured.

Reporting of Charges

Indl of Lain America, companies charge management feesin three different ways. (1)
Charge on contribution, (2) charge on baance, and (3) charge on rate of return.

Charges on contribution goply to contributions made by the individuds. For example, in
Mexico, most of the AFORES charge on the contribution.

Thus, if aperson earns 1,000 pesos a month in Mexico, the actud contribution will be
6.5% of 1,000 pesos or 65 pesos. Hence, the charges in some caseswill be a sraight
percentage of 65 pesos. Out of the 17 AFORESs garted in 1997, 15 charge on the flow of
wages. Infact, eight of them charge only on the wages and nothing dse. How much do
they actualy charge? The charges are dways expressed as apercentage of wages. Thus,
acompany that charges 1.5% would charge 15 pesos (1.5% of 1000 pesos). If we
express the charges as a percentage of contribution, it will amount to 23% (15 pesos out

of 65 peso contributed).

In asurvey, we found thet most people were unaware of how much they actudly haveto
pay in Mexico (see Snhaand Benedict, 1999). Thisisavery important issue. For
example, if we compare the find baance in the account, it will be 23% less with the
management fees than without it.

Some researchers have argued that given the contributions go in tax-free (that is, when a
person contributes 65 pesos, it goes into the system as pre-tax contribution), charges are
merdy subgtituting taxes. This view muddlesthe issue. The government uses taxes
whereas charges (or management fees) go into private hands.

Regardless of the performance of the fund, charges gpply. What incentives do these
companies have to provide the effiliates with high rates of return? The only recourse for
the affiliatesis to change funds.
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Charges on baance apply to the money in the account asawhole. Charges on baance
can be a deceptivdy smdl number where, in redity, they amount to alarge sum. For
example, suppose charges are 1% on the balance. L et us suppose a wage growth rate of
0%, a(red) interest rate of 4% and aworking life of 40 years. Thisone- percent is
equivaent to a 20% charge on contribution!

Theintuition behind the comparison is the following. Suppose afund with chargeson

the balance has a 4% rate of return (before the charge). Thisis gpproximately equivaent
to a 3% red rate of return (after charge) assuming one percent charge on the baance.
Thus, the accumulated baance after 40 years with and without charges would be
approximately equivaent to comparing two funds that pay 3% and 4% respectively. The
magic of compounding generates the 20% difference in outcome after 40 years.

Diamond (1999) reports some generic caculaions on charges. He finds these
cdculations so important that he reproduces the entire set of caculated vaues for both of
these papers. He comesto the following striking conclusion (in the context of the United
Sates). "Thus, privatey-organized accounts are likely to deliver accumulations at
retirement that are at least 10-15 percent lower than could be ddivered by government-
organized accounts, and quite possbly even lower" (Diamond, 1999, p.23).

Mexican Example

To make the AFORES comparable, we have to make ahost of assumptions about many
things. For example, we have to assume some wage rate (and wage growth rate),
inflation rates, and number of years of work. Then, we have to run Smulations to meke
them comparable. Thus, for alaypersoniit is very difficult to compare different AFORES

Charges on rate of return can apply to the nomina rate of return or to the red rate of
return. In Mexico, for example, Inbursa charges asfollows. If the red rate of return is
zero or negative, the fund does not charge anything. If the red rate of return ispogtive,
Inbursa charges a management fee of 33% on thered rate of return. Thus, charges are
extremey nonlinear expressad as charges on baance or charges on contribution.

Policy Lessons

Role of the World Bank

Thereislittle doubt thet the World Bank (dong with the Internationd Monetary Fund,
and Inter-American Development Bank) had an enormous impact on the restructuring
and setting up of multipillar sysems around the world. In particular, it had abig impact
on pendon reform palicy in Latin America. The result can be seen in the proportion of
countries that have reformed their penson sysemsin different regionsin the world. For
example, Schwarz and Demirglc-Kunt (1999) provides amep of the world indicating
different regions where mgor and minor reformsin the existing socid security were



undertaken. The Latin American region shows the biggest rate of change towards
privatization (dong with Eastern European countries).

Why was the World Bank involved in restructuring the pension systems? According to
Holzmann (1999), there were severd reasons: (1) With the World Bank involvement in
restructuring the government loan rescheduling, it began to help set policiesthet are
conggtent with feasible repayment of loans. Repayment of loans directly affects the
government budget. So does the pay as you go socid security scheme. Therefore, it was
essential to get the government budgets in these countriesin order. (2) Collgpse of the
Soviet Union left abig vacuum in an entire range of countriesin Eastern Europe. The
World Bank stepped in to help these governments to rebuild their activities. In mogt
Eagtern European countries, the old system of pension payment collapsed. The World
Bank involvement came naturdly as a part of generd restructuring.

Robert J. Myers, the past Chief Actuary of the Socid Security Adminigtration of the
United States (in the Record of the Society of Actuaries, 1997) arguesthet thereis
coercion on the part of the World Bank. He believes that the coercion to change from a
pay asyou go to afully funded system is going to be counterproductive. "I predict thet in
five to ten years, many of these countries that are being coerced by the World Bank are
going to bein one horrible mess. | don't think that the World Bank is planning it that
way, but | just think it's going to work out that way."

This view was srongly opposed by Dimitri Vittas of the World Bank (in the Record of

the Society of Actuaries, 1997). He declared, "In the World Bank, were not in the
business of coercing anyone. We don't have that much power. People exaggerate and
even see us as providers of finance. | made the point that we are amargind lender; we're
not the main lender in any of these countries, even the poor countries. We are not in the
business of coercing any person. If we were, there would have been far more uniformity
in the programs, and there isn't."

Fully Funded System as an Alternative

When apay as you go system has alow coverage in an economy, abuse of the system
leedsto afar grester dependency retio than would be warranted by the populaion
dructure. For example, in 1992, there were 12 contributors per retiree in the pay asyou
go pension schemein Colombia. Nevertheless, the benefit per retiree was 1.23 times the
minimum wage (Vades-Prieto, 1998). In afully funded, defined contribution private
scheme, individua account holders will not alow such leekage from the system (James,
1997a, b). However, thereis a danger that the forma sector would shrink as aresult of
the risng cogts of |abor due to an additiond payroll tax. This problem exigsin both a
pay asyou go system aswdl asafully funded sysem. Researchers clam that the
informa sector shrinksif afully funded scheme is introduced (Schmick-Hebbe, 1997).



Timing of Reform

The problem of the pay as you go system that arises from the population aging is dmost
entirdy predictable. Therefore, it is better to reform the system early enough to avoid
future problems arisng from population aging. Unfortunately, any solution to a problem
that will arise decades later is generaly not politically salegble. Thisproblemisdearly
illugtrated in the case of the United States. It iswell known that the present Socid
Security will runinto problems twenty years later. No politica party iswilling to teke
messures to fix the problem that will prove unpopular with the voters now. In Uruguay,
the problem arising from the change of the Structure of the population was not addressed
early enough dthough it was recognized early. On the other hand, in other countries such
as Peru or Mexico, it did not come to that (partly because the problem was dready acute
due to high system dependence).

Consistency Requirement

Pension reform requires changesin palicy, not just in penson palicy, but dso in other
types of government policies such asfiscd policy. It must dso betied to liberdization of
other sectors of the economy. In particular, pension reform cannot happen without a
privatized financid sector.

Funding Transition

Funding the trandtion generation istricky. The trangtion generation meansthe
generation that has no corresponding future generation to finance its benefit in apay as
you go system. The future generations are paying for themsdves. Thus, the trangtion
generation has to be funded from somewhere when they retire. Essentidly, one of two
things has to be done: (1) reduce the benefits of the trangtion generation, or (2) make the
future generation(s) pay for the trangtion generation.

Reduction of benefits of the trangtion generation can take many different forms. For
example, in Chile, the government ran big budget surplusesto "pay for" the trangtion
generation. A budget surplus means lowering of benefits of the current generation (not
necessaily in the form of lower penson benefits but perhapsin the form of reduced
expenditure on public goods). The essentid color of the proposition is the same: reduced
benefits. Reduction in benefits may take other forms. For example, in Mexico, inthe
1980s, the benefits were reduced in red terms through high inflation (although inflation
was not engineered for that purpose).

Increasing the burden of future generations can take many formsaswel. For example,
one Imple deviceisto issue "recognition bonds' for the trangtion genertion in

recognition for its past contribution. The recognition bonds entitle the holders to some
benefits at some future dates. Given that the government has no resources of its own, the
only way the benefits can be financed is through taxes. In other words, recognition bonds
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are not "net wedth" to the society. The government needs to raise taxes to pay for them
on some future generations. It can be spread out over severd generdions - thus, lowering

the leve of burden for future generations to some extent.

The experience from Latin America shows that many of these devices can be applied
successfully even in democratic palitical systems. Although these measures of financing
were consdered possible theoreticdly, it was not clear whether they could be used
practicaly until they were implemented in Latin America

Pension Reform in a Democracy

When the firgt pension reform took placein Chile, it was executed under amilitary

regime. Therefore, whatever were the merits of the reform there, it was not clear whether
Chilean type reform could be executed in democratic countries. It has been shownin
Argentina and Uruguay that at least a partid shift to afunded schemeispossbleina
vigoroudy democrdtic sysem. In many other countriesin Latin America, the political
systems under which changes took place were run by systems dominated by one politica
paty. Thus even for developed countriesin the OECD, it might be possible to execute
pension reform in the syle of Argentina. In another context, the experience in Argentina
might be relevant for the OECD: the population structure of Argentinais very Smilar to
the developed countries.

Special People, Special Cases

Among sdf-employed people, the coverage of most of the privatized schemes has been
patchy. Again, it probably does not matter for professionas such as doctors and lawyers,
who are likdly to have their own means for retirement. However, for low-income sdf -
employed people such as street vendors, or taxi drivers there will not be enough provision
for retirement (The Economigt, 19983). In the countriesin Latin America, the largest
concentration of saf -employed personsisin the form of domestic servants, street vendors
and the like (especidly in the urban areas). Thus, in some countries, more than hdf the
workers are completely excluded from any form of formd retirement system. Evenin
developed countries, the (voluntary) participation of the sdf-employed isa best patchy.
Therefore, it is unlikely thet the saf-employed will ever have subgtantia coverage. A
amilar problem arises for women.

Fiscal Consequences

With afew exceptions (such as Chilein 1981), mogt Latin American countries have been
running budget deficits for anumber of years. During trangtion, ether explicitly (like
issuing recognition bonds) or implictly, the peoplein trangtion have to be funded from
generd revenue. Some governments have pledged proceeds from government assets to
finance such trangtion, others have made vague promises that they will be financed by



issuing bonds without explicitly saying who will eventudly pay for the bonds (such as
Mexico). Externd factors can eadily derall government budgets and thereby generate
uncertainty about trangtiond financing of pengon plans (Ayaa, 1997). For example, the
“Tequila Effect” in Mexico in 1994 affected the rest of Latin America dthough they were
not respongble for it. 1n 1998, the ail price fdl dramaticaly putting pressure on the
government budgets of Mexico and Venezuda as the governments in these countries rely
on oil revenue as an important source of revenue. Therefore, externd factors can eedily
sgueeze the life out of the penson reform process.

Low-Income People

Smdl account holders are dways vulnerable to the problem of ending up with not enough
in their persond retirement account. The largest such group in the populetion are
typicdly women. Women (in most countries) do not spend sufficient time in career jobs
to qudify for enough (meaning below minimum wages in most cases) penson income.
Charges on retirement accounts normaly have two components: one fixed (independent
of the amount of money in the account) and the other variable (proportiond to the
contribution or balance in the account). For smal account holders, the bite from the
fixed charges diss pates the baance.

Thisis nothing new. With compulsory systems, the problem looms large, as workers do
not have an option of opting out of the system. In the case of Audtrdia, it has been well
documented in Benedict and Sinha (1994).

Even in Chile s highly successful program, there is big heterogeneity. At the end of
1995, over 35% of the filiates in Chile have less than US$500 in their accounts. Even
more surprisingly, more than 50% of the dfiliates have less than US$1230 in their
accounts (Shah, 1997). Some of these account holders are undoubtedly new entrantsin
the market, but they cannot make up for 50% of the effiliates.

More generdly, any defined contribution system without a safety net does not serve
every worker. In adefined contribution world, the workers bear dl the risk individualy.

Thus, people with low levels of income suffer in such a sysem (Hdller, 1998).

Given that women tend to have lower lifetime income than men, this problem is severe
for women.

Sequences and Consequences

Sequencing socid security reform is an important aspect of the process. Financia
markets, banks, insurance companies dl play arolein developing socid security reform
processes. Without regulatory reform in the financid markets (bond market and stock
market), the money generated in the pension reform does not flow into productive
investment (Morande, 1996). Vittas (1995) argued doquently on thisissue: "One of the



mogt difficult issues facing any type of reform is how to sequence particular reform
meesures. Clearly, the answer mugt differ from country to country and must take into
account of alocd circumstance, not least of whichisthe palitical feeshility of particular
measures. Economigts and specidist advisers often pay lip service to such country
specific factors and then proceed to propose an optima path of reform that disregards the
congrants of loca factors” (p. 11)

Management Fees

We investigated the cases of Latin American countries that have reformed their penson
sysems. With the exception of Balivia, dl the other countries have "management fees'
in the region of 15% to 20% of the annud contribution. In some of these countries, these
fees are obscured by the fact that the governments dlows the funds to lump their
management fees with death and disability insurance.

The upshat of the management fee is that the find benefits a retirement are 15% to 20%
lower than what it would have been in the absence of thefee. Even the supporters of
reform acknowledge that the fee is very high (James, 1995). In defense of high fees,
some supporters point out thet in the case of mutud funds in developed countries, the
management fees can be of the same order of magnitude. Thisargument isinvalid. For
the affiliates of mutud funds, thereisachoice. They may or may not join amutud fund.
For countries with a compulsory second pillar (thet includes dl the countriesin question),
thereisno choice. Affiliates do not have an option of opting out of the system.

Mog fundsin most of Latin American charge the fee "up front”. That is, fees haveto be
paid when contributions are made. This creates an additiond incentive problem. Fund
managers would have less incentive to manage the fund wdl if they get their
commissionsright at the art. In other words, it reduces the incentive for fund managers
to maximize the rate of return of the fund. Thereis no incentive for them to do so when
the fees are fixed and have no reaion with the performance of the fund.

Others have put a different spin to the management fees. For example, Vadés-Prieto

(1998) argues that the high management fees are an outcome of regulatory digtortions of
the commissond

Unfortunately, the problem of management fees does not stop at the point of contribution
done. At the point of retirement, the affiliate has to choose between a programmed
withdrawa and an annuity. In many countries, only acertain amount can be taken out in
the form of a programmed withdrawa. Buying an annuity is the only other option. The
management fees for annuities can belarge. In Chile, the average fee is 5% (Queissr,
1999, p. 27). Thus, aperson buying an annuity immediately loses 5% of the vaue of the
depogt in the form of management fees. Thisis not a phenomenon of a developing
country like Chile. For example, Murthi et d. (1999, p. 44) report feesin the order of 5%
to 10%.



Monopoly Anyone?

Ore solution suggested by the Bolivian example isto grant amonopoly. Thiswould
presumably reduce the management fees. Thereislittle doubt thet in Bolivia monopoly
has reduced charges substantidly (see table 7). However, Snha (2000) documents that
the presence of monopoly has affected the service provided by monopolist. Asany
economist will tel us that we should expect it in amonopolistic market.

Conclusions

Some researchers have concluded that privatization of penson sysemsin the developed
countries bring no benefits a dl (see, for example, Brown, 1997). Others have supported
privatization wholeheartedly (see, for example, Katlikoff, 1996). Thus, we have no hope
of a consensus about privatization in developing countries. With more severe labor and
capitd market problems, the case for privatization weskens even further for the
developing world.



65
60 ) o
= Argentina —#= Bolivia
55 —k 3
AY
y A/e\e\e_’_’( =©=Chile == Colombia
50
Vi
45 == \lexico =€ Peru
40
=== Uruguay
/— \
35 T T T
1990 1992 1994 1996

Figure 1 Sizeof Informal Sector in Latin America



Reference

Aiyer, Si-Ram. (1998). "Pendon Reform in Latin America” International Monetary
Fund, Mimeo.

Arrau, Petricio and Schmidt-Hebbd, Klaus. (1995). "Pengon Systems and Reforms.
Country Experiences and Research Issues,” Mimeo, World Bank..

Arenas de Mesa, Alberto and Montecinos, Verdnica. (1999). The Privatization of Socid
Security and Women's Welfare: Gender Effects of Chilean Reform,” Latin American
Research Review, Volume 34, No. 3, 7-37.

Ayda, Ulpiano. (1997). "Qué = ha Aprendido de las Reformas Pensondes en
Argenting, Colombia, Chiley Per(?" Inter-American Developmert Bank, Office of the
Chief Economigt, Working Paper 330.

Benedict, Rebecca and Sinha, Tapen. (1994). "Smdl Business and Changesin
Superannuation,” Accounting Forum 18, No. 3, 31-46.

Brown, Robert L. (1998). "In Defense of Pay as Y ou Go Financing of Socid Security,”
North American Actuarid Journd 1, No. 4, 1-14.

De Olivera, Fracisco Eduardo Barreto. (1994). "Socid Security in Argenting, Brazil,
Chile, and Venezuela," de Olivera, Francisco E. Barreto, ed. Socid Security Sysemsin
Latin America. Washington, D.C. Inter-American Development Bank, distributed by
Johns Hopkins University Press, Batimore, 1994, pages 1-18.

De Olivera, Francisco Eduardo Barreto. (1997). "Socid Insurance and Economic
Security: Is Privatization the Answer?," Global Action on Aging Discusson Paper.

Diamond, Peter A. (1999). "Adminidrative Cogts and Equilibrium Charges with
Individua Accounts,” Nationa Bureau of Economic Research Working Paper No. 7050.

Economig, The. (19984). "Chile: The Pensions Not-Quite Miradle™ April 18, 32-33.
Economig, The (1998b). "Sodd Insurance,” (Specid section), October 24, S1-SI18.
Economigt, The. (1999). "Latin Lessons on Pengon,” June 12, 1999, 71.

Edwards, Sebadtian. (1996). "The Chilean Pensgon Reform: A Fioneering Program,”
Nationa Bureau of Economic Research Working Paper 5811.

Friedman, Milton. (1999). " Speeking the Truth About Socid Security Reform,” New
York Times January 11.



Heller, Peter. (1998). "Rethinking Public Pensgon Reform Initiatives” Internationa
Monetary Fund Working Paper WP/98/61.

Holzmann, Robert. (1999). "A World Bank Perspective on Penson Reform,” Socid
Protection Department, The World Bank, Washington, DC.

James, Eqtdle. (1995). "Providing Better Protection and Promoting Growth: A Defense
of Averting the Old Age Crigs”" Internationd Socid Security Review 48, 3/4-9%5.

James, Egdle (19973). "New Sysemsfor Old Age Security: Theory, Practice and
Empiricd Evidence" World Bank, Mimeo.

James, Egtdle. (1997h). "Pendon Reform: Is There An Efficiency-Equity Trade-Off 2"
Paper presented for the Conference on Inequaity Reducing Growth in Latin American's
Market Economies, Inter-American Development Bank, January, 1997

Katz, Robert M. (1998). "Income Security for aMobile Workforce and an Aging
Population,” Pgper presented a the Sixth Annua Colloquium of Superannuetion
Researchers, University of Mebourne, Audrdia

Koatlikoff, Laurence J. (1996). "Smulaing the Privaization of Socid Security in Generd
Equilibrium,” Nationd Bureau of Economic Research Working Paper No. 5776.

Loayza, Nicholas. (1996). "The Economics of the Informd Sector: A Smple Modd and
Some Empirica Evidence from Latin America™ Policy Research Department, World
Bank.

Mitchel, Olivia (1996). "Adminigraive Cogsin Public and Private Retirement
Sysems” Nationd Bureau of Economic Research Working Paper No. 5734, August.

Morandé, Fdlipe. (1996). "What Went Right?," Inter-American Development Bark,
Mimeo.

Murthi, Mamta, Orszeg, J. Michad and Orszag, Peter J. (1999). "Adminidrative Costs
under a Decentrdized Approach to Individua Accounts: Lessons from the United
Kingdom," World Bank Conference on New Idess about Old-Age Security September
14-15, 1999, The World Bank.

Pifiera, Jost. El Cascabd d Gato: La Badla por laReforma Previsond. Zig-Zag
Publishers, Santiago, Chile, 1991.

Queissr, Monika. The Second Generation Penson Reformsin Latin America
Devedopment Centre Studies, Paris, OECD, 1998.

Queissr, Monika. (1999). "Pension Reform: Lessons from Lain America™ OECD
Development Center, Policy Brief No. 15.

24



Quinlivan, Beth. (1998). "Caosts Too Big a Sice of the Super Cake," Superfunds
November, 59 (available online a http:/Aww.asfa.asn.au/press/'sfs9811.htm).

Schwarz, AnitaM. and Demirguic-Kunt, Adi. (1999). "Teaking Stock of Penson Reforms
Around the World," World Bank Working Paper (updated May 1999).

Schmidt-Hebbd, Klaus. (1997). "Does Penson Reform Redly Spur Saving and
Growth?," Paper presented at the Conference organized by the SHCP, Government of
Mexico, Oxaca, Mexico.

Shah, Hemant. (1997). "Towards Better Regulation of Private Penson Funds," Policy
Research Working Paper No. 1791, World Bank.

Sinha, Tapen. (1999). "Lessons from Privatization of Penson Schemesin Latin
America mimeo.

Sinha, Tapen (2000). Privaization of Socid Security in Lain America, Kluwer
Academic Publishers, Huebner Series on Internationd Risk Management and Insurance.
Bogton, MA.

Sinha, Tgpen and Benedict, Rebecca (1999). "Agpects of Service Quadlity of Privatized
Penson Plans” In LindaBock (ed.), An Indugtry in Trangtion. New Y ork, Internationa
Insurance Society, 237-285.

Sinha, Tapen and Sinha, Dipendra. (1991). "The Superannuation Indudtry in Audradia
and the Centrd Provident Fund in Sngapore: A Comparison of Two Systems” In Chow
Hou Wee and Tak Kek Hui (eds), Ada Pecific Busness Issues and Chalenges. 186-
192, Sngapore, Singgpore Universty Press,

Sinha, Tapen, Martinez, Felipe and Barrios-Mufioz, Constanza. (1999). "Publicly
Mandated Privatdy Managed Pension in Mexico: Smulaions with Transactions Cod,"
ARCH (Society of Actuaries) 323-34. (An earlier versonisavalable a

http://ba ducci.math.uca gary.calgps html).

Socid Security Adminigration. Socid Security Programs Throughout the World. SSA
Publication No. 13-11805, Washington, DC, Socid Security Adminigtration, 1999.

Vadés-Prieto, Sdvador. (1998). "Private Sector in Socid Security: Latin American
Lessonsfor APEC," Paper presented a the APEC Regional Forum on Penson Fund
Reforms,

Vadés-Prieto, Sadvador. (19993). " Costos Adminidtrativos en un Sistema Pensones
Privatizado," Centrd American Project, Harvard Inditute for International Devel opment,
Deve opment Discussion Paper No. 677, February.



Vadés-Prieto, Sdvador. (1999b). "The Politics of Penson Reform in Latin America”
Paper presented et the Allied Socid Sciences Association Meeting in New York City,

New York, 1999.

Vittas, Dimitri. (1995). "Sequencing Socid Security, Penson and Insurance Reform,”
World Bank Policy Research Working Paper No. 1551, Washington DC.

Vittas, Dimitri. (1998q). "Regulatory Controversies of Private Penson Funds," Word
Bank, Mimeo.

Vittas, Dimitri. (1998b). "Private Penson Funds in Hungary: Early Performance and
Regulatory Issues™ World Bank, Mimeo.

Von Geargdorff, Hermann. (1997). "The Balivian Penson Reform,” World Bank, Policy
Research Working Paper No. 1832,

World Bank. Averting the Old Age Criss. New Y ork, Oxford University Press, 1994.



