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FOREWORD

The 1980s marked the transition between two models of pension income
protection. Since the 1920s and 1930s in Latin America and more so in
the post-World War II period, the state took responsibility for reducing
pensioners’ income inequality and poverty through redistributive social
welfare programmes, such as non-contributory pensions and transfers
between generations, income groups, and genders. This paradigm was
based on the social security principles shaped by ILO Conventions and
Recommendations, such as universal coverage, social solidarity, equal
treatment, gender equity, and so forth. Pension programmes in Latin
America, however, did not always meet those principles as they often
reproduced social stratification in society through multiple pension
schemes with significant differences among them, granting privileged
entitlements and benefits to the most powerful groups like civil servants,
armed forces, and so on. Most of such schemes faced financial and actuar-
ial disequilibrium and required substantive fiscal transfers. Furthermore,
social security in developing countries was basically concentrated on sala-
ried employment and left uncovered the poor and low-income groups
(Mesa-Lago 1978).

The 1980s and particularly the 1990s witnessed a significant change in
the design and delivery of pensions. The trend began in Latin America with
the pioneering Chilean neoliberal structural pension reform, which even-
tually was quite influential in another ten countries of the region, as well
as in Central and Eastern Europe, and also shaped the World Bank strat-
egy of privatisation. The reforms totally or partially privatised pensions,
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transforming the previous defined-benefit, PAYG, or partially funded col-
lective funds that were publicly managed into defined-contribution, fully
funded, and privately managed schemes of individual accounts. The previ-
ous collective responsibility of social security was transferred to the insured
that was solely responsible for confronting a variety of social risks. These
policies were premised on new principles such as individualism, ownership
of the accounts, freedom of choice, equivalence between contributions
and pension levels, competition, capital accumulation, higher economic
growth, and employment creation. Finally, the structural reforms made a
series of promises that were largely unfulfilled, e.g., expansion of coverage,
better benefits, and lower administrative costs. Furthermore, the reforms
did accomplish the elimination of social solidarity and a disregard for pro-
tecting the poor (Mesa-Lago 2008; Orenstein 2008; Borzutzky 2012;
Hyde 2014).

Social policy scholars have been highly critical of this shift in pension
design, documenting its negative consequences for the insured and pen-
sioners. The neoliberal model was perhaps partially adequate for those in
the formal sector but not for the informal labour force that predominates in
most of the region, hence resulting in stagnant or even declining coverage
(Mesa-Lago 2008; Esping-Andersen 1990; Van Parijs 1995). Gender dis-
crimination was accentuated by the elimination of social solidarity, the fact
that many women leave the labour market to raise their children and care for
the sick and the elderly without any compensation, womens’ concentration
in informal or precarious jobs, and the application of gender-differentiated
mortality tables compounded by women’s higher life expectancy, which
results in smaller accumulation in their accounts and much lower pensions
than men. Administrative costs, usually paid by the insured, have been high
and stagnant in most countries, contributing to lower pensions.

In 2008-2010, pension re-reforms strengthened the role of the state
and social solidarity in Chile, Argentina, and Bolivia: creating or expand-
ing non-contributory pensions, increasing the levels of low pensions, com-
pensating women for raising their children, infusing more competition or
eliminating it, and trying to reduce high costs. In Argentina and Bolivia,
the private system was closed and all the insured transferred to a public,
PAYG system (in Bolivia, however, individual accounts are guaranteed by
the state). In general, the re-reforms improved social aspects of the system,
but, in Argentina and Bolivia, the financial-actuarial sustainability is in
jeopardy (Mesa-Lago 2012). Other countries in the region are discussing
re-reforms (e.g., El Salvador and Peru), whereas parametric reforms in
Uruguay have increased the role of the state and improved pensions.
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Given the already extensive literature on pension privatisation, what do
Hyde and Borzutzky have to say that could be construed as a meaningful
contribution to the discipline of social policy? This slim volume augments
our understanding of pension reform in at least three significant ways:

e Social policy analysis deals with the adverse distributive consequences
of privatisation—that is, growing inequalities in the distribution of
retirement income. Focussing principally on Chile, but looking also
at retirement systems in other nations, Hyde and Borzutzky take the
reader on a tour of the pension fund management industry in a pri-
vate pension system. This analysis includes its structure—patterns of
ownership and concentration; pricing—the contingencies that shape
the imposition of management fees; and performance—the capacity
of pension fund managers to deliver satisfactory benefit entitlements.
Although a feature of economics, business, and management studies,
this focus has largely been neglected by social policy scholars.

e As I have demonstrated in my own analysis of social security priva-
tisation in Latin America and Eastern Europe, Hyde and Borzutzky
argue that there is a wide gap between the free market rhetoric and
the regulatory approach that the state has adopted in Latin America
and Eastern Europe (Mesa-Lago 2008, 2012; Hyde and Borzutzky
2015). Governmental action to shape and steer compulsory private
pensions diminishes competition among pension fund managers cur-
tailing consumer sovereignty. In countries with very small insured
markets, such as Bolivia and El Salvador, there are only two pen-
sion managers, a virtual duopoly. In other countries, there are suf-
ficient administrators but a high concentration in the largest two or
three administrators, and the outcome has not been lower commis-
sions or higher returns but huge profits for the pension managers.
Additionally, the insured’s lack of financial knowledge has limited
their capacity to select pension managers and the type of pension
that is most beneficial to them.

e This brings us to their third contribution. Social policy scholars
have developed a variety of conceptual schemes for classifying wel-
fare states and typically associate defined-contribution pensions with
the neoliberal model. Hyde and Borzutzky take issue with this char-
acterisation too, arguing that such arrangements are intended to
facilitate market privilege rent-seeking—the creation of institutional
asymmetries that enable pension fund managers to siphon financial
resources away from their members. When the rhetoric of enterprise
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and competition is stripped away from public debate, it is clear that
such arrangements are typically designed to buttress the wealth and
power of a group of corporate actors and are best assigned to the
conservative model.

While this monograph is firmly located within the field of social policy,
Hyde and Borzutzky deploy themes and insights that are atypical of the
social policy discipline. In these very important respects, their analysis of
retirement income protection is genuine scholarship, and it makes an inci-
sive contribution to our understanding of pensions in the early twenty-first
century.

Carmelo Mesa-Lago

Distinguished Service Professor Emeritus
of Economics and Latin American Studies,
University of Pittsburgh, USA
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CHAPTER 1

A Global Revolution in Retirement
Provision? Mandatory Defined-Contribution
Pensions

Abstract Mainstream analysis of pension privatisation and compulsory
fully funded retirement scheme defines these programmes as an extension
of classical liberal political philosophy and emphasises consumer sover-
eignty, intensified competition, and market efficiency. We take issue with
this widely shared characterisation of pension reform, highlighting its role
in giving preferential treatment to the corporate actors responsible for
managing private pensions. Chapter 1 conceptualises the perverse distrib-
utive impetus of privatisation, drawing on two traditions. Public choice
theory has highlighted the prevalence of political rent-seeking—the pur-
suit of unearned income streams by lobbying government for market
privileges. Simultaneously, the critique of state capitalism emphasises the
government role in the protection of corporate interests. Political rent-
seeking is illustrated with reference to Chile, the pioneer of compulsory
fully funded pensions.

Keywords Defined contribution pensions ® Privatisation ® Neoliberalism
e Rent-seeking e State capitalism ® Chile
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