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Presentation 

The Interamerican Conference on Social Security, in a permanent effort to 
offer the continental forum indicated to deal with current and trascendental 
themes referring to insurance and social policies, has undertaken the task 
to convoke yearly to a High-Level Conference Cycle, locking for a major 
exchange of ideas, proposals and experiences on the most diverse points 
of interest. 

In this ocassion, this book compiles the papers presented during the Second 
High-Level Conference Cycle, titied: Social Security in America towards the 
End of the XX Century, which has as its main theme Social Security Reforms 
and Economic and Social Policies. 

Such event was held at the seat of the CISS, on September 2, 3, and 4, 1996, 
and its main objectives were to promote the scientific and multidisciplinary 
analysis of social security reforms, as well as the definition of the role that 
economic and social policies are playing in the American countries, where 
there had been carried out modifications to social security systems. AII this, 
through the debate, the dialogue, the honest exchange of criteria and 
experíences, and the reflection on the recent trends on the matter. 

With this purpose, there were invited lecturers from Argentina, Canada, 
Colombia, Chile, Mexico, United States of America, and Uruguay. Besides, 
the Second Cycle was enriched with the attendance of especialist from the 
International Labor Organization (IL0), and the Economic Comission for 
Latín America and the Caribbean (ECLAC). 

Now, the lectures are gathered in this book that, undoubtedly, will prolong in 
the distance and in the time, itsdiscussion and analysis, and will serve so that 
a greater number of interested people in the matter may have first hand 
information on such an important and current theme for present society. 
What it is written here will serve, undoubtedly, to extent the objective of the 
Second High-Level Conference Cycle: value the diversity of reformed 
systems, think over the economic feasibility of alternative models, and re-
define the role that the State assumes for the administration of contemporary 
social security. 

MARIA ELVIRA CONTRERAS SAUCEDO 
CISS Secretary General 
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Introduction 

Society is dynamic par excellence, the world transforms itself day by day, the 
knowledge moves forward lighti ng zones where before there were shadows 
and imagination. The institutions, human creations that work as complex 
mechanisms, are not unaware of changes, since these are a live part of 
society. 

America has begining to mark the rules in what refers to social security 
reforms; in the whole region there is breathed an atmosphere of proposal, 
with the spiritof achieving a better management, to look for new administrative 
forms based on the very particular realities faced by each one of the 
institutions. 

The Second High-Level Conference Cycl e on "Social Security Reforms and 
Economic and Social Policies", was the perfect framework so that 146 
participants from more than fifty institutions of 19 countries, representing 
universíties, social security administrators, health and labor ministries, 
congressmen, intemational bodies such as the World Bank, the Interamerican 
Development Bank (IDB), the Panamerican Health Organization (PAHO), 
labor unions, workers and employers corporations, especialized research 
centers, etc., couid listened, participated, dialogued, perceived, and reflected 
on the lectures delivered by especialists and authorities from the International 
Social Security Asociation (ISSA), the International Labor Organization 
(ILO), the Economic Commission for Latin America and the Caribbean 
(ECLAC), as well as representatives from countries stated below: 

In Argentina, the shortage of resources to face the oid age and ageing 
problem, among other aspects, supported the proposal to reform the 
retirement and pensions system, which iniciated on July 1994, with the 
creation of the integrated retirement and pensions system. From that date 
on, in Argentina co-exists two systems: the distributive one, managed and 
regulated by the State, which grants a universal benefit determined according 
to the years of contribution, plus a permanence benefít, and the covered risks 
are invalidity and death; the other scheme ís the capitalization one, which is 
managed by the private sector and grants a benefit according to the interests 
and contributions capitalized, gives awards for the individual savings, and 
equally covers the invalidity and death risks. 
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At the begining of 1996, the federal and provincial ministers of Canada 
gathered to analyze the possible changes to the Canada's Pension Plan; as 
a result of this, the government commited itself to ellaborate a document on 
the matter, which will be distributed and will be the point of departure for the 
begining of a wide public discussion over diverse aspects on the matter of 
pensions. 

The Law 100, of December 23, 1993, from Colombia, gives the alternative 
that pensions, health, and work risks insurances may be granted by public and 
private sectors alike, observing the solidarity, efficiency, and universality 
principies, combined with the integrity, uniformity, participation, compuisory, 
free election, and equity ones. Eventhough the State guarantees to all the 
inhabitants of the national territory the unresignable right to integral social 
security, this is developed in a progressiveway to get a better coverage. This 
coverage will be gíven with a greater and more effícient actíon of state 
services, according to the law, complemented with the participation of the 
private sector, through the creation of pension funds administrative societies. 

In Chile, there co-pxist two social welfare systems: the previous one to the 
Reform of 1980, which inciuded a numerous group of welfare funds under 
the distribution system, and the one established since that year, under the 
scheme of individual capitalization. The new system is compulsive for 
dependent workers. The individual capitalization is carried out through 
prívate entitíes, named Pensíon Funds Admínistrators (AFP). The State 
regulates and supervises the setting up and operation of the Administrators, 
as well as the investment of resources. 

In the United States of America it is considered that demographic changes 
will even cause very important probiems ín social security. It is a worry 
repeatedly expressed by workers, who are begining to believe that maybe 
theywill not have the protection schemes when they need them. In this sense, 
measures are taken to assure that those programs will fully respond to the 
needs of future generatíons. 

The Mexican Institute of Social Security (IMSS) has modified its legal 
framework, through the Social Security Law, published in the Federation 
Oficial Journal, on December 21, 1995; during the whole year of 1996 the 
IMSS was ímmerse in a legal, administrative re-organization process, in 
order to establish the change towards a new model. 
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The New Law, which carne into force on July 1, 1997, strenghthens the State 
responsibility to give social security through the Institute, by widening the 
government's participation in its financement, and reducing contributions to 
employers and workers. 

In Uruguay, the welfare system, created by Law 16,713 of September 3, 
1995, is based in a retirement scheme by inter-generational solidarity, in 
which there are established defined benefits, and by which active workers, 
with their contributions, finance the benefits of the non-working population, 
together with the employers' contributions, and the State financial assistance. 

The master lectures stated below, are a valuable contribution for the study 
and analysis of the Social Security models and systems of the American 
Continent. 
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SOCIAL SECURITY REFORMS AND 
ECONOMIC AND SOCIAL POLICIES 

MARIA ELVIRA CONTRERAS SAUCEDO 

SECRETARY GENERAL OF THE INTERAMERICAN 
CONFERENCE ON SOCIAL SECURITY 



SOCIAL SECURITY REFORMS 

The Interamerican Conference on Social Security, born 53 years ago, with 
the main purpose of impelling social security in America and of favoring the 
exchange of experiencesamong social security institutions and administrations, 
as well as its related organizations, confirms its reason of existence with this 
Cyde of Conferences as well as itsfirm will to continue representating an open, 
democratic, suggestive, and plural forum, in which the respectful and sincere 
dialogue may favour the exposition of ideas to help the social security 
strengthening, in such a way that the principies of dignity, equity and social 
justice may continue to lead the way among our people during the next century. 

The development of social security, affected by political, economic and 
social factors and circumstances, will achieve important progress if its main 
actors are willing to develop an effort to imagine, to honestly analyze, and to 
operate with responsibility and commitment. 

Today, more than ever, social security is a key player in the progress of our 
societies, and today, more than ever, wewho have the privilegeof participating 
in the historical happening of our nations, must fully assume our role in the 
transformation of our reality, facing the 21st. century. 

The members of this great family, which is the social security, cannot 
comfortably ignore our responsibility, our commitment towards the future. 
Our moment is this one, and in this moment, we have to carry out the 
transformation our nations demand, with realism, deep knowledge, and real 
decision. Our nations are immersed in problems, which dueto their novelty 
in recent times, are difficult to overcome. 

The elevated rates of unemployment, the increase of the informal economy, 
the demographic changes, and the increase of the poverty levels, are only 
part of the challenges, we have to overcome. The human race has lived 
through its history, stages of happiness and sadness, and it is precisely in 
these last stages when the greatness of the human being reveals and exceeds 
itself, leading to times of greater performance. 

Today, social security is living, moments of meditation and self-evaluation. 
We can feel winds of transformation all throughout the world, and it is now 
when, pledged to its intrinsic and unwithering values, we have the best 
opportunity to change the systems and improve the paths to strengthen the 
instrument of unquestionable value, of social justice and peace, which is the 
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social security, according to our own cultures, our own idiosyncrasy, our 
special way of being. 

Mr. Jerome Dejardin, in those days President of ISSA, in 1989 expressed 
during the celebration of the Fifteenth General Assembly of the Interamerican 
Conference on Social Security: ...that it is not necessarilyto imagine which will 
be the kind of Social Security that will help as a mode! or objective for the 
future century, as it is true is not an ideal system of social security, on the 
contrary, each country, each region must elaborate a system to fit the 
conditions of its econonny, to the peculiarities of its history, its culture, its 
traditions, as well as its specific needs. A system which may be ideal for a 
determined region, may not necessary be convenient for another one, nor 
it will be transferred to it without producing some inconveniences... As Mr. 
Dejardin said, the good wines, do not always tolerate traveling, and get an 
impact from the changes of climate. 

Such statements, pronounced almost seven years ago, remain valid, as the 
fact that whicheverthe programme the institutions choose to overcome their 
crisis and perform theirtransformations, it must count with a sound support on 
behalf of all social agents. 

Based on our consentwith the abovementioned statements, we have summoned 
you to participate, to contribute with your knowledge and experiences, to 
express your fears and doubts in a clear and sincere manner in this Cycle of 
Conferences, which intends to motivate deliberations over the reforms to 
social security which have been taking place in some countries of America, and 
over the reform projectswhich are in process of implementation. Wewill have 
comments on this matter from, Dr. Karl Gustaf Scherman, who as we have 
mentioned is President of ISSA; and Dr. Pablo Serrano Calvo, Head of the 
Social Development Unit of ECLA. 

Wewill as well, listen to the lectures in referenceto national experiences held 
by Mr. Armando Gonzalez from the United States of America; Javier Slodky 
from Argentina; Renato de la Cerda and Eduardo Miranda Salas from Chile; 
Carlos Wolft Isaza from Colombia; Edward Tamagno from Canada; Renan 
Rodriguez from Uruguay; and Sergio Valls Hernandez from Mexico; counting 
with the invaluable support, as moderatorof this Cycle of Conferences of Mr. 
Jaime Latapi, also from Mexico. To all ofthenn we present our sincere gratitude. 
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SOCIAL SECURITY REFORMS 

To come to the end, I wish to reiterate our gratitude for your presence and 
interest in this Cycle of Conferences which we start today, and I invite you to 
review one last thought: "it is the human being the objective and motive of 
social security. Our efforts and eagerness are directed to him. What we may 
achieve at the end of the 20th. Centurywill be reflected in the years to come, 
in the following century, in the following millennium. Let us not disappoint the 
future generations of the American countries. The response we must give 
to their dennands and needs is in our hands. There are many things we must 
do, and we must do them well". 
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INAUGURATION SPEECH 

I am most honoured to come before you here today. It is a privilege for me 
personally, as well as for the organizations I represent, to be given the 
opportunity to speak to this high level meeting, with participation of 
representatives from the whole American Continent, and to speak on such 
a topical, and for the world of today so vital and critica) an issue as "Social 
Security Reforms and Economic and Social Policy". As a matter of fact, this 
is, to my mind, one of the most crucial issues for our contemporary society. 
The way in which we handlethischallenge will have great impact on the future 
of humanity, and on thefuturefunction of oursocieties. It is one of the greatest 
challenges that democracy has ever met! 

Today I would like to present what I think are the most vital areas of concern 
when it comes to the future of social security. Let me begin with some words 
about what is going on in the field of social security in the world today. I will 
then elaborate a bit on the positive contributions from social security to a well 
functioning economy and to society as a whole. Thereafter the main part of 
what I am going tosaywill deal with important features of the debate, including 
the impact of new economic theories, the options to social protection and the 
often neglected significance of basic values in society on the decisions on 
how to arrange social security. I will also mention the obvious lack of public 
understanding for the basic ideas underpinning social security. This part of 
what I intend to say will end up with a presentation of what I consider to be 
two basic pillars for every reform of social security systems. After that I would 
liketo introduce somevital ISSA efforts in the area of Social Security Reform 
and Economic and Social Policy, acquaintance you with the so called 
Stockholm Initiative and invite you all to take an active part in that project . 

Social security reform today 

What is, in fact, the situation for social security throughout the world today? 
What are the threats and what are the opportunities? We are all aware that 
important changes are underway - new economic theories and changed 
economic circumstances affect social security programmes. New ideas of 
the division of responsibilities between the state, the private sector and the 
individual have also emerged. These new conditions seem to influence even 
deeper values; what do people really desire and what are the ethics of a 
society? 
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From the privileged observation point thatwe have in the International Social 
Security Association (the ISSA) for the analysis of recent development, we 
can see that, following a number of years of "wait and see", social security 
schemes are shaken up by feverish action which raisesquestion marks over 
matters, previously considered as solid acquisitions. Radical changes are 
instituted. 

There is scarcely any country that is not either planning to fundamentally 
reform its retirement scheme, to privatizo whole parte of its social security 
schemes, or again to make access to benefits much more selective. On 
many occasions, these upheavals affecting social security representa mejor 
chal lenge to the country itself, In the recent past, severa' govemments have 
fallen, following proposals for reform in this field. 

A striking observation is that the positivo values of social security seem to 
have got lost, both in the public debate and as a basis for reforms. And yet, 
there is so much to be said!! Let me say some words on this! 

Positive contributions from social security to the development 
of society 

It is truly surprising how easily we forget how far we have come in a great 
number of countries in providing more security to the population, and what 
that means for the way in which society performs its functions. 

Beginning over a hundred years ago, insurance against accidenta at the 
workplacewas gradually extended to greater numbers of workers around the 
world. Old-age insurancegradualiy developed, so that we fincl today that the 
vast majority of countries in the world provide some forro of income security 
for old-aged, survivors and disabled. The independence that these social 
security benefits have helped to ensure the elderly has, no doubt, essentially 
changed the relations between generations. But, contrary to certain doubts 
and criticisms, empirical research has repeatedly provén that the dignity and 
independence that social security brings to the elderly and disabled has 
served to strengthen rather than to weaken family Cies. 

After old-age income security, the basic right of access to medical care has 
become one of the most widely accepted principies of the 20th century. In 
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the more c,pmprehensive systems pf social security, protection against 
unemplpymeni apd suppert to families were appled Over •the course of the 
clecades. 

Socia! security benefits, which yvere yiewed at their inceptipn as beirig 
prirpanly "ipeerne replacemenr mechanisms, have becorne over time á 
meaneOf"prnoothinT and sprepding ¡acorne over the cpurse of the I ifetime, 
durirág peripds when tngrp is jpcome ppm erripipypient end Oen there is 
nona.Theee N/Melle frm fce§h Oengits h@VQ, elen9§ige with  WIPP' 
fpnotipn lo §upport ind,iyidgats, become increasipoy irnpaFtánt as a means 
of eyetMning cppsymer 	ncl, p@rtippipny dkInfil) P@Fie0§ ePeheffliP 
le@eeljPh?  wkpn §ignPi.ingplipn nlis f01 irth@ active  pePPletien: A Well 
dasignaa social seggrily system ale has pirect pesitive effects en the 
kincloping pf the economy and the labogr m@rol. Oregter mobility oh the 
'al:tour rpirket, a mere pOsitiNT alljtgd@IPwwingl@np, ra Pre  rPffignitipn ef  
the peed  rptiprinlizp indg§trY in gillef fo Isppp jteffeetille Phd PPFP-Detelive, 
there ere all p?cemploe of such posittye effects, Mereover, 
consffigtes ppe of the ,M9§1 effPetive rneahe pf ks).5tprip9 sedal pease and 
social cohesipp in módem spcieties. 

As a rnatter of fact, the recogpition of such ppsitiye effects of social security 

Pr9grangmEs   on society IP a whele 	Ph the plipipppy pf the econorny 
once played a mejor role in motivating public responsibility in this field! 

Important features of the debate 

Let ps pw take a cbserlookon yprio4SfaCtPrs4nderiying the d ebgte ; factors 
that to p high degree infl u erice the reforms carried out; factors that illustrate 
the close interrelation between economic policy and social policy, 
characterizing the current situation. • 

Economy dominates 

Let me begin •with the economy and the strain on •the public sector. Issues 
concerning the structure and the financing of the mejor social security 
systems have politically become in creasi ngiy more integrated with ecopornic 
policy as the economic conditions in society have changad and as the social 
security systems have grown. The political handling of these issues is also 
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affected by a more and more restrictive attitude to the ability of society to take 
on responsibility for the welfare of the population. 

Among issues attracting the greatest attention, the following deserve to be 
singled out: 

. the endeavour to solve budgetary and economic problems through 
reducing social security costs. 

. the discussion on income-related contra basic protection systems, with 
orwithout means-testing. 

• the opinion that social security might make people dependent; the 
question about incentives in the system and about rehabilitation. 

• the discussion on distribution of responsibility between state, private 
sector and individual, as well as the discussion on redistribution of 
resourses through social security systems. 

. the problems concerning long term financial stability in the social security 
systems. 

• the link between savings and social insurance. 
• efforts to render the administration more effective and more service-

minded. 

Economists used to be convinced that depressions were out of the question, 
due to the size of the public sector and to the design of the social security 
systems. That social security systems contribute to labour market mobility, 
facilitate rationalization and promote harmonious social progress, that was 
previously also stressed by economists. 

Now, on the other hand, social security has come into conflict with new ideas 
economic, dominating the economic policy. What has happened? What is 
the ground for social security systems being regarded as a threat to sound 
economy, when they used to be seen as supporting economic policy? 1 do 
not have the answer to that question, but 1 am sure that we must help each 
other finding it! It is only natural that social security in some respects might 
cause disturbances on the functioning of an economic system. But is it 
appropriate, or even possible, nowto solve the economic problems currently 
existing in most parts of the world by drastically reducing the social security 
systems? Personally, I do not think so! 
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A crucial question for the future is how to tackle this debate. Every social 
security reform ought to consider the demands of the economy as well as 
welfare requirements. Onlythen will there be a chance to achieve the stability 
that is a prerequisite for social security systems to contribute to human 
welfare! 

Options to social protection 

The discussion on how social security can best be designed and implemented 
must take a broad spectrum of options into account. Some of these options 
are alternatives to each other, many of them can preferably be combined into 
a set of measures that together offer the individuals the security they need. 

The most important options to study are: (a) the family, (b) voluntary 
arrangements of different kinds, (c) private insurance, (d) social assistance, 
(e) mandatory savings plans, and (f) social insurance. 

Let me now briefly discuss these various options. Which should be chosen? 

First the family and various voluntary arrangements. Given the complexity 
of evolving family structures in various countries, a great deal of caution is 
required in stating what the family can and should do in support of the needy. 

The major problem with the family for sharing the burden of its members is 
that the numberof people involved is relatively small. History recalls over and 
over again the inability of families to deal with the current social welfare 
problems arising from regional food shortages, pestilence, forced migration, 
war, rampant inflation, recessions and depressions, ethnic conflicts, political 
instability, and so forth. Fortunately, despite all the problems, evidence 
indicates that many families continue to function well, providing economic 
and social support to various family members at appropriate times. 

Since the beginning of times, people have attempted to mitigate oreliminate 
economic insecurity by banding together in groups on a more or less 
voluntary basis. As there is a fundamental limitation to the role that the family 
can play, and as charity from the individuals point of view is quite a random 
phenomenon, people have sought for bigger groups to rely upon. The 
village, the profession, the general neighborhood are examples of such 
groups, which to a certain degree can provide an effective basis for the 
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protection of its members. Still, even su eh groups are often too small to cope 
with major problems that might affect the group as a whple. 

Priyate savings systems, often guaranteed and supported by the state, exist 
in many countries. They emphasize the responsibility of the individual, but 
they entail certain probjems, one of them being the fact that the individual 
nprmally tends to underestimate his future needs, resulting in savings too 
limited to be enough for a living after retirement. Furthermore, it is not the 
easiest thing for an individual t9 ch.9950 the bpst aman diffprent plects of 
investment. Consadgently, it is top risky to rely splely on this kind of 
arrangements. 

Heme, as the varipus options for people to take the ful I responsibility for the 
support for themselves MI have their l mitations, at least some responsibility 
must rpg with the state. A combination offamilysupport and val 	vpluntary 
arranpernentp, local community assistance, and dpvpmn9ent ?Oigo can be 
complementary and desirable, The employers can take a greateror a smaller 
parí, either voluntarily or through rnandatpy-y arrangements. 

When it comes to the mix of these various options into a comprehensivo. set 
of measures to meet the individuals needs, the debate is intense. 

Those who espouse the approach of social assistance advance a number 
of arguments, including the follovving: 

Means.-testlrig has thp advantage of better targPting benefits te those 
mos in nace!: in other words the eligibility tests can be mod u lated tp allow 
only the rnost deservjng, presumably the poorest membprs of society, to 
actuaily receive benefits. 

• kipans-tested benefits can be financed from the state budget, thereby 
ensuring more progressive fiscal mechanisms for financing than eamings 
related contributions. 

. Meansrtested programmes do a better job of seParating the income 
redistribution functipn of social security from the saving function. 

Opponents to socia) assistance, selectiva programmes as they are, argue 
that they have proven to be individually stigmatizing, socially divisive, and 
politically vulnerable in most countries. 

26 



INAUGURATI0A! SPEE=c11 

Mandatóly Savinga plana: is a quite frequent solution te meet the need for 
the state to guarantee that people saya for their óld age. Such plena can be 
found in various parta of the world in the fprm pf Provident Fun ds, In Oh« 
parts bf the ~riel we can find more elaberated SChemeS with apparent 
elements of rnandatory savings. That is the case in many Latin American 
countries. I am sur@ that we wUl get interesting insignts into tbese eplutions 
during the next couple of days! 

UnWersal programmea, emong those social inauranoe aohornea, are sean 
by their proponente as generating wideapread political support, and as 
promoting social cohesion and national solidarity; their broad eoonomic and 
political base provídes the potential to be effectiveantipoverty progranynes, 
Another major argument made for universal programmes, relates to the 
universal natura of many problema, Problema of old age suppert, 
and unemployment, for Oxa.mple, are net problema that hist oonfront people 
with low incoMes, They are problema that cut serosa the bread SeeetrUM of  
society - supporting the notion that universal prograrnmes are appropnate, 

As a consequence, a comprebenaive universal system can, on the other 
hand, reduce savings ratios and promete e tendency to prefer benefits 
before work, 

It is obvious, that the extent to which the state inter enea mn there metiera, 
and the cornbination of welfare arrangements that it chooaes, greatlyaffects 
the relationahlp between the abate and da &zona, 'This is another matter 
to talle into account -when the final mix of options is te edesigned. 

A comprehensivo, universal system that takes cara of a great deal of the 
support .people can need in various phases of their uve Ovas on the ene 
herida more even distribution of consurnptionopportunitiesbetween people 
in various typesof need, frees people of fear and insecurity, and =that might 
be a controversias view - craates a population that is more upen to changa 
and development, On the Ober hand, the population gots more dependent 
on the state and a crucial question anees; How much can the state provide? 
And can it be trufad? 

A means-tested programme gives the popujation the message that they 
have firstly to rely on thernseives. Only secandly can they rol en the state, 
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This of course gives more emphasis to the family and various voluntary 
arrangements. 

So, the relations between the state and the citizens - and the citizen's view 
of himself - is greatly affected by how the welfare order is arranged, how the 
choice between the various options is made. 

The choice between different options is to be made by the individual country, 
based on its own conditions and with respect to prevailing traditions and 
values. 

On values 

How do people want their society organized? 

. Solidarity is an emotion, a desire. It is also economically efficient. 
• Flexibility is a necessity, as is the ability to listen to others. 
• Stability is a question of honour. 

These statements representa set of values! Some of them can be founded 
by facts and analyses. It is, however, important to real ize that several of these 
opinions are independent of facts. This fundamental circumstance is often 
disregarded, as is the insight that values have a great impact on how different 
people form their opinions on various actual situations. 

The scope of the public social security arrangements differs substantially 
between countries. There are those who think that the very wide range of 
percentage figures concerning expenditures in the public welfare area could 
be interpreted as reflecting various sets of values in the states concerned. 

I think that there is a fairly broad consensus throughout the world about the 
need for some public intervention in the welfare area. The proof of this might 
be the fact that most religious faiths, like Christianity, reflect the idea that 
people in need should be supported. When it comes to details, and talking 
about details in this context you must be very broad-minded, the views differ. 
But still, there are some basic values that most people share. 

Given this common base of basic values as a starting point, it is possible that 
the existence of a state intervention in the field, and the ensuing public 
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debate, might influence the development of the same set of basic values. 
This might be the case. Still, it remains to be explored how far and how deep 
such a process can reach. How much can the basic values be affected and 
how fast can they be changed? My own opinion is that the basic values in a 
given culture are fairly stable. They might look flexible and very changeable 
on the surface, for instance in the public debate, but this is, to my mind, an 
illusion. As a matter of fact, I think that this illusion is one of the reasons for 
the crises for the welfare concept in many of the industrialized countries. The 
expansion of the public welfare order has in many countries been very 
dramatic and very fast indeed, being based to a high degree on how 
politicians have interpreted the public debate. The deeper flows of change 
in the basic set of values in a society might verywell have been exaggerated 
in this process, causing at a certain point in time and under certain 
circumstances a sudden collapse in public support. 

Whatever the proper answers are to the questions I have just put before you 
- and I do not want to pretend I have them - those questions highlight a very 
vital area of concern for those who want to understand the interrelationship 
between the welfare order, on the one hand, and the relationship between 
the state and its citizens on the other! 

Further elements in the debate 

I have mentioned the economy and economic theories, as well as alternative 
elements in the structure of social protection and basic values. All these are 
- and should be - important elements in the guidance of social security 
systems. It is, to my mind, unfortunate that one of these factors, the economy 
and economic theories, currently has been allowed to dominate decisions 
on how to reform social security. 

Several other factors than those already mentioned ought to be observed 
when working out the reforms! Among them, we find the distribution of 
income between various sectors of the population, the way in which people 
react to economic incentives, the need to strike a balance between people's 
wish to decide for themselves, on one hand, and their wish to be supported 
by the state on the other. The comparative advantages and disadvantages 
of privatization is a topic of discussion that causes much concern. All the 
same, it is not possible for me to deal with those matters here today. 
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La« of pábilo understanding 

Orle majar problern for the reform process is the immense lack of public 
understanding ábout the phiiósophical underpinnings of social security. 
Perhap$, this lack of clarity about the basic objectives and principies 
underlying social security systems was politically expedient in the p-ast, but 
this rack of basic understanding is now proving to be a mejor obstacie to 
making the necessary changos in the programrnes for the futuro. 

In móst hatibnal social security systems, there ie a mixture of public policy 
objectives: 

. 	Insurance is provided against specific contingencies by sharing the 
burden of risks both within and acrbss generations; 

• There is siso a "welfare' or assistance objective to help those most in 
need, by structuring eligibility requirements and by providing nninimunn 
benefits to persons who may not have been able te+ make substantial 
contributions to the system; and 

• There is inevitably an income redistribution objeCtive, which serves to 
transfer funds from the active to the inactivo, from the better paid to the 
iówer paid ~kers, etc. So for so good, but what happens to these 
objectives when social security systems must introduce changos to 
ensure their short and long-term financial viability? 

If the insurancefunction is given priority, the poor and the inactive members 
of the population may be penalized. If the "welfare" and assistance objective 
is given higher priority, then the vast majority of the insured population - the 
middle clase rnáy doubt whethet it is to their advantage to participate since 
they are unlikely evér to benefit from the system. These questions are 
ddlideallysensitive but, neVertheless, fundamental whenever circumstances 
obligo social security systems to make changos regarding their future 
órientation. Uniess ConsenSus can be reached on these basic questions, 
how can there be any agreement on the technical content of the reforms? 
This dilemma hólds truéfór the develóping countries and those in transition, 
as much as for the industriálized countries, and it is extrernely difficult for a 
deniocrátic society to cope with. Is it reaity possibiefor a dernocracyto make 
the necessary re-orientador) in an orderly rnanner? That is a question put 
forward with great anxiety by many observers of the current reform process: 
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Will defitótfaóy succeedifl tetttucturingWelfare? 

The iiiieátión 'Itihethef a déthocráticsódoty i esilyospable of réshspihg the 
weifáté system is á crucial orie. Medeffi eárliátfiefitáry demoraos/ isa fairíy  
yourig ehéñótfieffeh,Iñ ffi pád of the Werid = ~telt Europe it becsme 
otedómihátit by the ehd of World 'VV.& I, hbe theril  the ecchomy has beeh 
distitigüished by á eeilátárit gtowth, erisblitig the political system te mske 
decisióh§ ttustitig that toitlorrow's resouroes siwsys wouid be Ismer thsh 
those ó1tóday: We do hot yet know whether the demude system hes the 
sbility to bu ind uo ñew rhodels, ihdeoerideht of this falsely presumid éterhai 
gtowth: Wé eañ, howeveri  establish that the preseht situation is &nidal;  and 
whst is deitaiidéd from the dere 	system is more exterisive than ever 
béferedlifiríg the short historydderheerácy:TheSedeffiáfidg effiáriáteffern 
the héed kif tskihg up stshdpoirits oh those diffiouit qUeStionSofjudgernent 
áhd weighing 1 hVéjiifffléf1tkhéd: • 

TWO batió piliats for Worm 

Lét rfiélitiWí  belefeádtéssitig sh important ISSAihitistiveiti the field of Socisi 
Security Reforth shd Economic shd Socisi Pollos/3  highlight whst 1 eensider 
te be two básie pillárS ter every reforma 

Thé first óóritéffiSt Trust 

The héed fot socisi ptotectioh is growirig, not Mñishiñ , round the ~id 
111 both developed añd devélopktg couritries. I h fáct, the rising tide of mrket 

Seliitiehá te édeiiieffiie development issues promises eñscesierating need 
for theohániSM thát áSSiStitidividuéls ih deing with the risks and social 
disruptiohs árising out of SeCiái;  dernogrsohici  paliticsn snd se:momio 
charlo: 

The otoviSioh of ellifteffliC ~ir-Uy through the socisi security system reiles 
very hesvily oíltfliSt: When people teik sbout socisi "solidsrity", "actuarial 
souridhesw;;  shd so fMh =they efe in isrge pad tsiking ábout the trust people 
piste ih the kifi" promises of the socisi security system: 
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A big job remains in almost every country to improve and adjust its social 
order. When doing so, the question of trust must always be kept in mind. That 
is the cornerstone of every reform. 

The second is the need to reconcile economic and social policy 

It is a striking observation, that the debate on welfare issues throughout the 
world contain the same basic questions: 

. Can we afford welfare and social security? 

. What is happening in the national economy? 

. What is the interconnection between the economy and the welfare order? 

The questions are the same in different parts of the world, in spite of the fact 
that different countries have so widely differing systems in place, both in the 
economic and the social field. This observation brings me to the conclusion 
that what is going on is a worldwide discussion between economists and 
social policy people, caused by the fact that the theories of economy and the 
welfare ambitions are no more in harmony with each other. 

I am convinced that a reconciliation of economic and social policy is 
necessary to meet the basic right of every man on earth to lead a decent life. 

ISSA takes an active part in the debate 

I would now like to turn to an important ISSA activity within this area. ISSA 
members throughout the world have urged the Association to bring the 
question of reconciliation of economic and social policy on its agenda, and 
I fully agree that this is a most urgent task in our continuous work to protect, 
promote and develop social security throug hout the world. We are, that is only 
natural, eagerto meet these requests in a positive and constructiveway. One 
part of that response is the Stockholm Initiative, an extrabudgetary effort to 
bring together people from all parts of the world, from different professions, 
and representing all major languages and cultures to discuss, to listen to each 
other, to exchange views and to see if a new consensus can be reached. I 
am sure that such a consensus can be achieved, since a well-functioning 
social order is, in fact, a prerequisite for changing the economic structure and 
for en hancing the functioning of the economy in a country. The economy 
undoubtedly conditions social policy, but social policy, being a major factor 
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ofjustice, social cohesion and peace, makes an essential contribution to the 
development and smooth functioning of the economy. 

Now, a few more words on this initiative. 

First step: The Divonne Meeting 

In January 1995, in Divonne, France, the ISSAGeneral Secretariat assembled 
a small group of experts selected from among leading scholars, observers 
and administrators of social protection and social security. These experts 
were asked to assess the current situation and to suggest an appropriate 
course of action. The expert group carne up with a set of valuable 
recommendations on how to proceed. 

Second step: The design of a concrete strategy 

The recommendations given by the Divonne meeting have guided the 
design of the seccond step, that is now underway, following discussions in 
November 1995 at the 25th General Assembly of the ISSA. Delegates 
voiced general agreement with the assessment made at Divonne and urged 
the ISSA to facilitate and further the debate. Therefore, we are now in the 
process of developing a strategy for furtheri ng the dialogue with the objective 
of making substantial progress in advance of the 1998 General Assembly 
of the ISSA. In a first phase of the work we concetrate on pensions. The 
planning is carried through with the help of a well-known research institute. 
The second step has been financed by voluntary contributions of ISSA 
member organizations in Finland, Germany and Sweden. 

Objectives of the Initiative and current plan 

As noted, the objective of the initiative is to facilitate a dialogue on these 
important issues and to promote a new consensus about acceptable 
approaches to social security arrangements. The current plan is to achieve 
this objective in several ways. I only mention the headlines. We intend to: 

• Carefully and impartially explore the issues. 
• Effectively communicate the results. 
. Encourage broad dialogue over the issues. 
• Assure broad international applicability. 
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An analytical challenge 

When it comes to the analytical challenge, the group of experts who 
assembled in Divonne concluded that a successful dialogue needed to 
address simultaneously three important and interrelated topics. Those are: 

• Examining the evidence about the economic and social impacts of 
different approaches. 

. Balancing the impact of competing objectives and the implications of 
alternative social guarantees. 

. Exploring the role played by institutional environments. 

The next steps 

Over the next several months, a more detailed plan for this initiative will be 
drawn up. This plan will include: 

1. An agenda of the important analytical issueswhich will servetoframe and 
illuminate the debate and determine which issues might profit from 
additional research efforts in the ensuing two years. In addition to that, an 
inventory of analytical resources throughout the world that are potential 
participants in the effort. 

2. A strategyfor an international dialogue overthe issues outlined here. The 
strategywill have to assure, to the extent possible, that the dialogue builds 
on the full analytical base available. 

3. Strategies for securing the broadest possible participation by social 
security institutions and, as appropriate, other government institutions. 

4. Consulting and coordinating with the nnajorinternational agencies whose 
work will be importanttothis initiative, including the I LO, OECD, European 
Commission, World Bank, IMF, and the regional development banks. 

In order to achive good results, it is most urgent to get a broad co-operation 
from all partsoftheworld in the effort tofind out what the relationship between 
Economic Policy and Social Policy really is. 
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Invitation to take part in the Stockholm Initiative; a debate in 
search of a new consensus 

I have now accounted for what I find important when it comes to make 
decisions on the future of social security. My basic opinion is that the debate 
currently carried on in many countries is too narrow, and that the decisive 
importance that social security has to the functioning and development of 
societies has been taken into account to a too minor extent. 

Therefore I would like to invite all of you to take part in this nnajor initiative, the 
Stockholm Initiative, to see if a new consensus can be reached. As a matter 
offact, I find it especially vital toobtain co-operation on the initiative from Latin 
American countries, as many of you right now are experimenting with new 
answers to the question on how social security could best meet the future. 
Some of these solutions create anxieties in other parts of the word. I know 
that you are very well aware of that. It is then all the more vital to meet and 
exchange views and ideas. No one has the definitive answers to these 
difficult questions, we all share the basic dilemma that we really do not know 
how to come to grips with current problems, and how social security should 
be reformed in order to survive in the world of tomorrow! 

So, I conclude by saying: I hope to see you soon again, I hope that we shall 
be able to pool our resources in search for a reconciliation of economic and 
social policy, and in so doing contributing to a better future for humanity. 
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OPENING STATEMENT 

It is with great pleasure that 1 welcome you all to this 2nd. Cycle of High Level 
Conferences of Social Security in America at the end of the 20th. Century, 
whichwill provide us with an opportunityto exchange experiences concerning 
theSocial Security Reforms and Economic and Social Policies, for the benefit 
of our people. The presence of leaders, exhibitors, theoreticians, researchers, 
technicians and officialswill undoubtedly enrich the Conference. To all ofthem, 
1 herebywish to thanktheirinvaluable collaboration through theirlectures and 
papers, which major objective will be, 1 am sure, to build a social security 
according to our times. I wish to specially thank the presence of Mr. Karl Gustaf 
Scherman, Swedish citizen, and President of the International Association of 
Social Security, which Headquarters are located in Geneva, Switzerland. His 
presence at these main premises of the I nteramerican Conference is a real 
honor. Welcome, receive our acknowledgment and the sympathy of all your 
friends in the boundary of the social security in the American continent. No 
doubt that all of us present, and particularly, those representatives of the 
organizations and institutions in charge of the social security in the continent 
will obtain great benefit from this exchange of experiences. Most of all, from 
those experiences obtained by the countries which have innplemented changes 
and reforms, the main objective has been to exchange and improve the social 
security, as well as to turn it into a sound long term policy, but most of all 
financially sustainable and efficient in complying with its unavoidable social 
commitnnent. 

The exact enforcement of right in the social security is an indication of the 
dignified development of our people. It is also a guarantee offair life conditions 
and essential for their performance; at the same time, the social security is 
characterized by its solid nature and permanent integration to society. This 
is the reason why, as representatives of social security agencies, this 
occasion provides us with the opportunity to meditate, to argue, and to jointly 
think about the bases to be fully and honorably provided in favour of the 
national individuals, households and communities. 

The social and solidary bases which created this noble task, force our 
institutions to guide their efforts towards the search of methods and options to 
help individuals to incorporate themselves into the benefits and rights of the 
social security. 

It is also an obligation to look for solutions to the unemployment problems, to 
the growth of the econonnic informal sector, to the inflation effects and financial 
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problems, amongst others. This is why, in order to face the challenge 
represented by the problems suffered by our society, we must join our 
strengths, through an open and plural dialogue, as well as through a constructive 
debate which allow us to appreciate the profoundness of the reforms made on 
systems, and which Also help us to consider the social security as an 
unavoidablepartof a social policy in all ournations, meditating on the economic 
or social benefits of any of the models, and the analysis derived from this 
exercisewill cooperate in the strengthening ofthe social security in our region. 

The very different structural problems pertaining to each nation, have created 
projects of change, of reforms in respect to the social security, each one of 
them, according to the needs present in each country, in ordertoguaranteethe 
fact that the social security remains as a vital column of the social policy and 
consequently, of the overall development of societies. 

The social security systems in America were facing serious difficulties to 
comply with their obligations. These difficulties, jeopardized the feasibility of 
these systems to meet the increasing needs of social protection with limited 
resources. A unique chanllege for those of us who have undertaken the path 
to strengthen our social security systems byfacing the structural problems of 
oureconomy, has included thefollowing: to expand the protection byguaranteeing 
financial feasibility, to offer more generous benefits, to build up technical 
reserves capable of rendering outputs, to contribute to the regimesfinancing 
and to provide resources for future expenditures, to carry out efforts to 
guarantee the efficiency in the social security provision, to establish the 
corresponding standardization which would provide fair systems, through a 
clear and transparent legislation. 

It is clearthat, even though there exists and agreement among the countries 
gathered here relative to the need to undertake concrete and important 
reforms, such necessityof change is not always based on the same reasons; 
there are different proposals for solutions. This is the reason why our intention 
to open ourselves to dialogue and debate in this Conference is so fruitful, as 
these channels will let us learn about diversity in orderto implement changes 
with certainty and eagerness. 

The changes and reforms on these systems are not undisputed facts; new 
proposals for alternatives will keep on emerging, the society is always 
changing, the institutions will definitely have to understand this. 
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The 2nd. Cycle of High Level Conferences will have to promote the study and 
a better understanding of the reforms undertaken in this social security as well 
as in the social and economic policies developed in the American Continent, 
at the same time of finding the mechanisms which may strengthen the social 
security in thefollowing millennium, through the adoption of new methods and 
strategies which meet the corresponding demands. This is a task for all of 
us who are gathered here. 

Please be welcome to this Forum. Manythanks and, today, Septemberthe 2nd. 
1996, I am glad to inauguratethe 2nd. Cycle of Conferences on Social Security 
in America at the End of the 20th. Century. May the knowledge exposed herein, 
be of benefit to all people throughout America. 
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SOCIAL SECURITY TODAY AND TOMORROW 

Introduction 

Social Security is critical to the economicwell-being ofvirtuallyeveryAmerican. 
Therefore, it is essential that we have useful, accurate information about the 
state and future of Social Security -- so they can more effectively plan their 
individual financial futures and also be empowered to participate in the national 
debate over Social Security's future. 

The Social Security Administration's (SSA) central office is located in Baltimore, 
Maryland, and has a staff of about 22,000 fulltime employees, including staff 
offices, data processing centers, disability operations, central records 
maintenance, and foreing claims operations. 

Historical Highlights 

Social Security was created during our country's Great Depression, and the 
Depression certainly can be seen as the catalyst that launched Social Security, 
but Social Security was designed to address challenges in our country that 
transcend the Depression. 

Social Security was created to address the age-old problem of economic 
security, and that is a problem that existed during the Depression, existstoday, 
and will continue to exist tomorrow. 

Social Security was created to ensure that working American families had a 
measure of economic security. 

Today, aswewill see, nearly 1 in 5 Americans receives Social Security benefits 
and 95 percent of Americans have the benefit protection provided by our 
programs. 

OId-Age, Survivors, and Disability Insurance 

Old-Age, Survivors, and Disability Insurance is the basic national social 
insurance program-commonly referred to as OASDI. 
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Basic Purposes of OASDI 

Since OASDI replaces only part of lost income, workers should plan on other 
sources of future income such as investments, private pensions and annuities. 

Social Security strikes a balance between twocomplementarygoals- individual 
equity and social adequacy. 

Individual Equity 

The individual equitysideof Social Securitytiesbenefitstoworkand contributions. 
Social Security is designed to reward work which earn the right to benefits. 

Social Security has always provided benefits that are related to a worker's 
contributions. 
As a general rule, the higher your earnings, the higher your benefitwill be. 

Social Adequacy 

The social adequacyside of Social Security ensures that the nation as a whole 
achieves larger social goals, than simply making surewe all get a fair return on 
our contributions. 

One major social objective is the reduction of poverty among the elderly, 42 
percent of our senior citizens are kept from living in poverty by their Social 
Security payment. 

Another objective is to raise the standard of living among lower income 
workers. Social Security utilizes a weighted benefit formula that gives low-
income workers higher rates of retum than their high-income counterparts. 

And still another objective is to keep families together through the use of 
disability and survivors benefits. These benefits are currently helping almost 13 
million wives, husbands, widows, widowers and children who have lost a major 
source of family income. 

And I should also add that retirement benefits ensure that young families will 
not have to deplete theirown savings to provide for parents and elderly relatives. 
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Social Security is the majorsource of income for 63 percent of our 65-and-older 
beneficiarles. It contributes 90 percent of income for about one-quarter of that 
age group. 

Major Characteristics of OASDI 

OASDI is the largest income-maintenance program in the United States. This 
program has a greater effecton the lives of more peoplethan any other program 
the government has ever created. It is based on social insurance principies - 
universal, related to earnings, compulsory -for the general benefit of workers 
and theirdependents. 

Social Security isa form of contributory social insurance. It makes our society 
stronger by giving us a mechanism in which we alI contribute, we all work 
together to support and protect each other during the times in which we are 
most vulnerable. 

Social Security works on much the same concept as a successful insurance 
program, on the idea of pooled resources. By bringing individual Social Security 
resourcestogether into a central pool, we havethefinancial abilityto compensate, 
in part, households experiencing loss of wages dueto retirement, death or 
disability. 

Extent of the OASDI Program 

Nearly every type of work activity providing wages or earnings from self-
employment is covered under OASDI. Also, federal workers hired on or after 
January 1,1984. State and local government employees not under a retirement 
system are included in the program. 

The Retirement Program 

We now have more than 30 million Americans who are 65 and older, and more 
than 9 out 10 older Americans receive Social Security benefits. 
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Social Security is the major source of income for 63 percent of our 65-and-older 
beneficiaries. It contributes 90 percent of income forabout one-quarterof that 
agegroup. 

If Social Securitydid not exist, the poverty rate among olderAmericans would 
today be over 50 percent. 

And Social Security gives the elderly of our nation much more than financial 
independence. It gives them the comfort of knowing that they will not be a 
burden to their children and their grandchildren. It allows them to live on their 
own, and to enjoy the independence that they deserve. 

Social Security is a Family Program 

Throughout its history, Social Security has become much, much more than a 
retirement program. A lot of people do not realize that Social Security provides 
help to morethan 5 million disabled workers and theirfamilies, and to morethan 
7 million family members of deceased workers. 

Most of us like to believe that nothing so tragic as a disabilitywill happen to us 
in our lifetime. However, 42 percent of men and 28 percent of women will die 
or become disabled before they reach retirement age. That translates to one 
out of everythree people. 

If the unthinkable should occur, Social Security is there. For a 27-year-old 
workerwith a spouse and two children and a $25,000 annual income, Social 
Securitydisability benefits are equivalent in value to a $205,000 private disability 
policy. 

One in fiveAmericans will die before they reach retirement age. 

For that same 27-year-old workerwith a spouse and two children and $25,000 
annual income, Social Security survivors benefits are comparableto a $295,000 
life insurance policy. 

Throughout its history, the Social Security program has served Americans of 
all ages well. As we move into the future, our challenge is to safeguard the 
program to ensure that it will be there for generations to come. 
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Qualifying for Benefits 

To qualifyfordisability insurance benefits, a worker must be fully insured and 
have 20 quarters of coverage in the 40 quarters ending with the quarter of 
disability onset. For young workers disabled before age 31, fewerquarters of 
coverage are required. 

Program Financing 

Employers withhold Social Security taxes from their employees' paychecks 
and forward these amounts, along with an equal employertax, to the Internal 
Revenue Service on a regularschedule. Bythe end of February, employersfile 
wage reports (Form W-2) with the Social Security Administration (SSA) 
showing the wages paid each employee during the preceding year. In turn, SSA 
shares the information with the Interna' Revenue Service (I RS). 

Self-employed persons report theireamings forSocial Security purposes and 
pay their Social Security contributions in connection with their income tax 
return. Information from these self-employment income reports is sent by IRS 
to SSA. 

Financing of Social Security 

In the next century, Social Security will begin to feel the effects of the baby boom 
generation phasing into retirement. 

In 2019, interest and tax revenues will not meet benefit demands. Wewill have 
to begin drawing on trust fund principal, which is expected to be in excess of 
$3.3 trillion in 2019. 

And in 2029, the trust fund principal will finally be exhausted. The $2.2 trillion in 
revenues received that year will only be able to fund about 77 percent of all 
expected benefits. 

This timetable tells us that, yes, we do have to take action to bring long-range 
solvencyto Social Security but, no, we do not have an immediate crisis on our 
hands. 
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The key is to begin a dialogue of Annericans of all generations about the future 
of Social Security. And we are doing this. 

By law, Social Security reserves are invested in U.S. Treasury bonds. The 
government uses the money it BORROWS from Social Security to help pay for 
current programs and services. The government has always repaid Social 
Security, with interest, when trust fund holdings mature or are redeemed. In 
1995, Social Security's trust funds earned $36 billion in interest alone. 

The basic Social Security structure that was erected over 60 years ago 
remains strong. While we may need to do some refinennents on it, we cannot 
lose sight of the fact that it continues to be critical to our nation's well-being 
keeping people out of poverty, keeping familiestogether. By working together, 

we can ensure that this structure will remain sound for years to come. 

BenefitAmounts 

OASDI benefits are increased automatically each year whenever there is an 
increase in the cost of living, as measured by the Consumer Price Index (CPI). 
A general cost-of-living benefit increase of 2.6 percent became effective in 
December 1995. 

Who Is Eligible For OASDI Benefits 

A workerwho is fully insured is eligiblefor retirement benefits at age 62, but at 
a reduced rate (20% reduction). If such a workerwaits until he or she is age 65 
to claim benefits, then the amountwould not be reduced. Spouses and children 
of the worker could also receive benefits, as well as dependent parents at least 
age 62 and receiving one-half support from the worker at the time of the 
worker's death. 

Social Security Beneficiaries 

There are over 43 million people receiving OASDI cash benefits every month. 
Social Security benefits are paid to over 366,000 beneficiaries living abroad. 
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1996 Earning Limits - For People Getting Benefits 

The law provides that a beneficiarywho is not entitled on the basis of disability 
and who has substantial earnings from work will have some or all benefits 
withheld, depending on the amountof his or herannual earnings. Benefitswill 
also generally be withheld from a person receiving benefits as a family 
member, if the worker on whose account he or she is eligible for benefits has 
substantial income from work. 

This provision, which is called the earningstest, is included in the lawto assure 
that monthly benefits will be paid to a worker and to his or herfamily members 
and survivors only when they do not have substantial earnings from work. 

• Age 70 and over... No Limit 

• Age 65-69... For every $3 over $12,500, $1 is withheld from benefits. 

• UnderAge 65... For every $2 over $8,280, $1 is withheld form benefits. 

Delayed Retirement Credits 

Workers who delay their retirement beyond the full retirement age (currently 
age 65) or have benefitswithheld underthe Retirement Earnings Test, can earn 
a special increment of 5 percent per yearforthose reaching full retirement age 
in 1996 and 1997, resulting in a larger benefit amount upon retirement. This 
percentage gradually increases until it reaches 8 percent per year for those 
reaching fuli retirement age in 2008 and later. 

Taxation of Benefits 

OASDI benefits are subject to income tax if a beneficiary's total income, 
including half the Social Security benefits, exceeds specified limits. The limits 
generally are $25,000 for a single taxpayer, and $32,000for a married couple 
filing a joint tax return. Up to 50 percent of the benefit is taxable for single 
taxpayers with income from $25,000 to $34,000, and for married taxpayers 
filingjointlywith incomes from $32,000 to $44,000. Revenuesgenerated by this 
portion of the tax are deposited to the OASDI trust funds. 
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Beginning in 1994, up to 85 percent of Social Security benefits may be subject 
to income taxes for single taxpayers with incomes over $34,000, and for 
marriedtaxpayersfiling jointlywith incomes over $44,000. Revenues generated 
by this portion of the tax are deposited to the Hl trust fund. 

Appeals Process 

Social Security applicants and beneficiaries have the right to question decisions 
made on their claims. Generally, a decision must be appealed in writing within 
60 days of receipt of notice. There arethree levels of appeals before the Social 
Security Administration: reconsideration; a hearing before an administrative 
lawjudge; then reviewbytheAppeals Council. If a claimantremainsdissatisfied, 
the case may be taken to the federal court system, where appeals all the way 
to the Supreme Court are possible. 

Enhancements atthe Social Security Administration 

Service Delivery: 

Goals and Objectives 

. Reduce waiting periods for social security numbers - a job might be at stake; 

. Maintain highly accurate earnings records -otherwise, benefits can be lost or 
delayed; 

. Make entitlement decisions quickly - to prevent economic and emotional 
hardships; 

. Pay right amount - sometimes this is all a person has in income; and 

. Serve people promptly and with compassion. 

52 



SOCIAL SECURITY TODAY AND TOMORROW 

Technology: 

Use latest technological advances for more efficient administration of the 
social security and SSI programs and better service to the public (Intelligent 
workstation; decentralized computer system). 

Human Resources: 

Provide a better place to work - Career development programs: training; 
supporting disabled employees; child care facilities; referrals and office 
automation. 

Quality Management: 

TQM - Management and employees effect changes as a team; 
Participative management style and human relations. 

Facilities and Organization: 

Positive work environment - Employees will have a safe and hospitable work 
environment that permits them to conduct SSA business efficiently and 
professionally. 

The Future of Social Security 

An independentAdvisoryCouncil on Social Securitywill issue a report outlining 
options for resolving the future solvency problems of Social Security. 

The Advisory Council is a bipartisan, congressionally mandated panel that 
meets everyfouryears to review the well-being of the Social Security program 
and to make recommendations about itsfuture. This Council is representative 
of America in that its members have a broad mix of ages, backgrounds and 
philosophies. 

53 



II HIGH LEVEL CONFERENCES CYCLE 

Although the report has not yet been released, one thing is clear- the report will 
highlight the fact that we CAN preserve Social Security and make it even 
stronger in the future. 

There will be proposals, for example, to keep the program essentially as it is 
today. 

There will also be proposals to partially privatize Social Security - either by 
investing the program's trust fund in private sector investments like the stock 
market; or enabling peopleto invest sonneoftheir Social Security contributions 
themselves, treating it likean IRA. 

Although the Advisory Council is not expected to reach a consensus, its work 
demonstrates that there are a number of options availablefor consideration. 

Concepts brought forward for discussion will include, among others, raising 
the retirement age, linniting cost of living increases, altering theformula used 
for calculating benefits, changing the way in which benefits are taxes, and 
bringing state and local governmentworkers not currently covered by Social 
Security into the program. 

By assembling a menu of options and carefully analyzing the effects of these 
options, we can put together a reasonable plan that will make Social Security 
solvent well finto the 21st century. 

By acting well ahead of time, it is possible to assemble a Social Security reform 
plan that achieves long-terco solvencythrough relatively modest changes. it is 
only if we wait until Social Security is on the verge of financial crisis, that the 
nation would have to resort to dramaticor revolutionary measures that would 
alterthe fundamental principies of the program. 

The Need to Work Together 

The keythen is to begin the process now. Today, we need to begin talking about 
Social Security, replacing alarmist rhetoricwith reasonable discussion. 
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Over60 years ago, America was faced with a difficult choice. It made the right 
choice. Our nation believed Social Security was worthwhile and could work. It 
was and it has. 

Today, we are again faced with difficult choices. We could be pessimists and 
doubt our ability as a nation to keep a strong Social Security program that 
protects people of all ages. 

But I have no doubt about ourabilityto keep Social Security strong and solvent. 
We need to understand that the program can be made solvent for future 
generations without creating economicturmoil. Then, just as we did over 60 
years ago, we need to work together to get the job done. 
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SOCIAL REFORMS, SOCIAL SECURITY AND EQUITY 

1. Introduction 

The purpose of this lecture is to settle the reforms to the social security 
systems -both, in the medical services and pensions- within a wider social 
security framework that also includes a great variety of policies -mostly 
welfare policies- aimed towards offering at least a minimum welfare level to the 
most needful population. In the Central American Isthmus, the basis of these 
considerations, most of the population is poor and is not protected by the social 
security institutes that, on their side, demand urgent reforms to recover their 
efficiency and credibility. 

The reforms to the social security systems have gained priority in the social 
agendas of the countries, more than the social security policies themselves, 
and have become as important asthe policies aimed towardsfighting poverty. 
Moreover, the reforms in both fields are part of the changes made within the 
process for the creation and execution of social policies -at world scale-, in 
compliancewith the replacement of the import substitution economicmodel for 
another model, aimed towards the external sector, within the framework of the 
growing globalization process. 

The economic and social costs for Latin America -and especially for the Central 
American Isthmus- of this long transition period, characterized by severe 
programs for structural adjustment, will be discussed first. The characteristics 
of the new social policy, with a neo-liberal approach, will be summarized along 
with the implicitwithdrawal of the State, the increased presence of other private 
social agents -lucrative and non-lucrative- and the enhanced participation of 
the beneficiaries themselves. 

Later on, the urgent needs of reform to the social security systems and, within 
them, to the social security institutes, will be explained. The policies to fight 
poverty are the cornerstone for an effective social security network, 
complemented by informal social security systems created by the excluded 
population for its own survival. 

The main guidelines of the reform to the health systems will be emphasized, 
since their contributions -a basic health minimum with universal character- are 
essential in alI the strategies to fight poverty. 
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Finally, I will submit some considerations concerning the reform options 
presented to the population -mainly urban- protected by social security institutes 
both, in the health and retirementfields, in which publicand private systems can 
coexist with the sophistication demanded bythe different social strata. 

All these considerations are included in the ECLAC's proposal for the economic 
reactivation for this decade, known as Productive transformation with equity, 
that, as you will see, puts special stress on the investment on human capital. 

2. The economic and social remainders 

During the last years, starting from the 70's, the Latin American countries have 
adopted, after undertaking severa! structural adjustment programs, a new 
economicdevelopment model in accordancewith the changes occurred in the 
world economy, such as the globalization with all its connotations and the 
introduction of accelerated technological innovations. Gradually, severa! 
postulates of this new model are becoming popular in the countries. These 
postulates, such as the external opening and the new role of the State, are being 
translated into concrete measures that will undoubtedly produce changes in 
the economic and social standards of their peoples, especially during the 
transition period. 

One of these changes was the drastic 7.5% drop on the per capita income of 
Latin America and the Caribbean during the 80's, so called the "lost decade". 
Duetothewarin four Central American countries and the structural adjustment 
programs recently introduced, the percapita incomeof thissubregion dropped 
16%, with remarkable differences among the six countries that belong to this 
region that go from 6% in Costa Rica to 33% in Nicaragua. 

On the other hand, a strong recovery in the economic activitywas registered 
during the 90's, following the general trend existing in Latin America and the 
Caribbean: in Costa Rica and Panama a total recoverywas registered, and in 
El Salvador, Guatemala and Honduras there has been a partial recovery only; 
the only exception being Nicaragua that has just started to revertthe depressive 
trends registered during the last years (See Table No. 1). 

This drop in the economic activity during the last decade included strong 
reductions on the employment, contractions on the real salaries and, 
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consequently, an increase on the poverty and indigence levels, especially in the 
urban areas. It is important to mention that no recovery has been observed in 
the main macro-economicvariables. 

The "new poor people", especiallyfrom the cities, joined the ancestral poverty 
of the field. The last information available for the Latin American and the 
Caribbean region correspondsto 1990. These figures, based on the income-
expenditure surveys of the countries and following the "poverty lines" 
methodology of the ECLAC, showthat 30% of thefamilies lived under poverty 
conditions. Out ofthese, 18%were underindigenceconditions, i.e. theydid not 
even covered their basic nutrition needs. In the Table No. 2 you can observe the 
sharpening of the poverty incidence in the rural zones -53% ofthefamilies-, out 
of which more than 30% are indigent. It is likelythat the relative prosperity that 
seems to have started this decade, along with the policiestofight poverty, have 
attenuated to a certain extent, these alarming figures. 

Among the Central American countries, with the exception of Costa Rica and 
Panama to a lesser extent, the incidence of poverty in Guatemala and 
Honduras turned out to be the highest percentages in the Latin American 
countries included in thistable, in around 70% ofthefamilies. Otherestimates 
include El Salvador and Nicaragua within this same level (74% and 70% in 
1990). In the western hemisphere, the poverty ofthesecountries is surpassed 
by Haiti only. Estimates from other sources are available for this country. 

The unequal income distribution -worsened during the last decade- is another 
determining factor in the poverty levels. Brazil and Chile, followed bythe Central 
American countries, are characterized bytheir inequalities. with the exception 
of Costa Rica, that shares the better figures with Uruguay (See table No. 3). 

3. The changes in the economic model and in the social policy 

The proportion of the social government spending within the GDP was kept 
without variations in most of the countries; however, as I have just mentioned, 
the GDP per inhabitantwas strongly reduced. In thisway, the substantial drop 
in the government spending per inhabitant experienced by several countries 
had as a resulta strong decrease in the quality ofthe social services, generally 
of universal scope. The change on the policyforthegeneralized subsidies -that 
benefited the medium class mainly-contributed to increasethe numberof poor 
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people, as a result of the unemployment and the low payments. In any case, 
in face of the unusual growth of poverty, we have been witness of the limitations 
of the compensatory policies, introduced in most of the countries, that, during 
thefirstyear, had no functional design deficiencies but that now seem to have 
been rectified through the transformation of the emergency funds into social 
investment funds. 

This slow transition experienced in the social policy of a state that used to be 
benefactor -clearly insufficient- into kind of a new neo-liberal paradigm -still 
uncertain- is the result of the shift from one economic model to another. 

Generally, the economic reforms that have accompanied the globalization 
process and the adjustment programs, introduced in most of the countries, 
endeavor to transfer the growth source from the domestic to the external 
market with the purpose of strengthening the market economy. The withdrawal 
of the State from the national life is an intrinsic consequence of this process. 
In this way, the economic policies such as the external opening, the de-
regulations and the privatization and the flexibilization of the labor markets 
demand equivalent changes in the social field that could be summarized in the 
partial or total replacement of the State by other social agents through several 
decentralization processes and with the participation ofthe benefited population 
both, in the creation and execution of social programs and in theirfinancing.' 
(See Table No. 4) 

The weakening of the state participation in the economic and social life of the 
countries has always been accompanied, almost all over the world, by 
changes in the functioning of the civil society institutions, with a generalized 
decline of two of them -the political parties and the trade unions- and, on the 
contrary, the growing importance of the other two institutions -the non-
government organizations (NGOs) and the comnnunities- that undertake new 
roles. Among the latter, the potential role of the informal sector -composed of 
the individuals and the families- is outstanding. It is expected that several social 
obligations, previously borne by the public institutions created for these 
purposes, are undertaken bythis sector. 

' See, Rolando Franco, "Los paradigmas de la política social en América Latina" (The 
paradigms ofthe social policy in Latin America), Magazine of the ECLAC, Santiago, No. 58, 
Apri1,1996. 
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Concerning the institutions in charge of creating and executing the social 
policy, in the import substitution model, the State was characterized by having 
a central, leading and prominent role. On the other hand, in the new gradually-
shaped model, the potential of other social agents with outstanding roles in the 
creation and development of their own projects, is remarkable: the private 
sector with lucrative purposes -with a growing participation in the health, 
education and social security services-, the philanthropic sector -in which 
many NGOs participate- more committed to the fight to poverty and the 
individuals, fannilies and communities, that have always had a momentous role 
in thefamilylife, especially in the education to children. More contributions from 
thefannilies are demanded, especiallyfronnwonnen who had already borne the 
worst part of the crisis. 

New shared and decentralized functions are proposed in viewofthe centralized 
State, transferring in this way decision power to regional, provincial and 
municipal bodies since the local environment is the most suitable to take 
decisions, in consultation with the community. 

The active participation of several social agents leadsto a co-financing need 
of by the private lucrative sectorand the humanitarian sector, and even by the 
beneficiaries of the social programs and projects, at least with their own effort 
and mutual help. This would not only provide complementary resources, but 
strengthen the commitment of the receiving community to the program. 
Another co-financing way of growing importance is the partial -or total-
recuperation of cost expenses, charging fees for social public services -such 
as the health services-, especially in the programs that were not created for 
poor people. 

The replacennent of the traditional subsidy to the supply by the subsidytothe 
demand demands a greater participation of the receiving population in the 
selection of the social service supplier. l ndeed, the universal benefits, that have 
usually benefited the betterprotected groups, tend to be replaced by subsidies 
to the demand, such as coupons to buy in the nnarket the required goods and 
services. This, besides strengthening the free enterprise, supposedly puts 
them in the position to choose, if they really had available information. 

With all this, it is endeavored that the social policy redirects its benefits to the 
most needful groups and not to the middle classes orto the organized groups 
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with greater political representation since these sectors will bear most the 
effects of these changes in theirwelfare levels. 

It is clear that it that the effectiveness of many of these policy changes, that 
seem to be pioneering several fields, has not been proved. Dueto the fact that 
many of these changes have accompanied the strict adjustment programs, 
distortions and discontinuities in the rendering of social services have been 
generated, and the population of most of these countries has felt the 
corresponding effects. Moreover, many of the institutionsthattraditionally bore 
the human welfare responsibility are weakened, and the new institutions to 
which the social obligations are being transferred are not ready to meet these 
obligations so far. 

In any case, for the Central American countries the search of a new social 
model, emphasizing thefightto poverty, coincides with the new supportgiven 
to the weakened subregional integration in order to face the globalization 
requirements in a better way. For this reason, the social issues have been 
included in the Presidential Summits of the Central American lsthmus, an 
Agreementforthe Central American Social Integration has been signed and an 
Alliance for the Sustainable Development has been established. The 
performance of this alliance is supervised by the Central American Social 
Integration Secretaríat, located at Panama City. 

4. The role of the social securityin the new social context 

It is important to recall that the social security, in its broad sense, is made up 
of several policies and welfare and social assistance procedures for the 
general population, with special emphasis on the most needful population. 
Manyofthe policies aimed towards ameliorating poverty-butgenerally not the 
causes- are part of it. However, the reforms demanded by the social security 
systems have become more important. The health and pension benefits are 
onlyforthe affiliates, generally at the top of the income pyramid. 

Atthe beginning of the decade, the ECLAC proposed an integrating schemeto 
the countries of the region, with the purpose of overcoming the remainders of 
the lost decade. The so called productíve transformation with equityand the 
Integrated approach of the economic and social policy is based on three main 
guidelines, i.e. the generalized inclusion ofthetechnological developments, the 
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creation of productiveennployment and the investment in human capital. These 
three guidelines constitute a synergy that lead all the sectors of the economy 
and the society. 

In this scheme, the worry for equity is permanent in such a way that it 
represents an integral strategy for the eradication of poverty. The social 
security -in its broad sense- is a result of the generalized innprovennent in the 
life standards, consequence of the creation of more productivejobs and of the 
investment policies in human capital that include universal nutrition, sanity and 
health policies, aswell as education policies. The public assistance is justified 
onlyfor the population that can notjoin the resulting synergy, especiallythrough 
food reinforcements and temporaryjobs. 

The social security systems -in their restricted sense- also have a strategic 
place and not a cost or a "burden" as they are generally considered in the 
current globalization context. Theirgreatpotential is based on the social equity 
theywould provide if theywere extended to more social strata. Their potential 
is also important to settle the basis for an effective investment in the human 
capital, aswell as in the simultaenous modernizing and dynamizing effects on 
the enlargement economyof the sectors in which it operates, especially in the 
fields related to the health sector -such as medicines, materials and medica' 
equipment-and even in the promotion to the capital and insurance markets that 
would be expected from a series of reforms to be introduced in the current 
social security systems, based on an individual capitalization. 

Concerning the equity considerations, it has been seen that the poor and 
indigent sectors do not have any protection in some countries more than in 
others. For this reason, if no actions are taken, the survival of these groups in 
the face of any disasterwould continue depending on the traditional solidarity 
links of the extended familythat promote the procreation as the main welfare 
insurance for the old age and accentuate the vicious circle of poverty. 

The societiesof the Central American lsthmus, aswe havejust seen, live under 
a strong distribution inequity that has increased during the last ten or fifteen 
years. Consequently, the social securitysystems are not sufficient to ameliorate 
the growing social remainders, even despite the redoubled compensatory 
efforts of the investment or social emergencyfunds, already mentioned. 
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Within this context, the social security institutes, while protecting the urban 
workers of the formal sector excluding the rest, have contributed to increase 
the socio-economicgaps and the developed subsystems havefavored certain 
groups even more: the publicemployees -such as the teachers and the army, 
especially, and the bank employees. 

The document drafted in 1994 by the ECLAC, Mexico, Social Security and 
equity in the Central American lsthmus, includes a double concern, since it 
studies the main reform alternatives urgentlydemanded bythe social security 
institutes to recover their efficiency and credibility and, at the same time, it 
expresses a concern for the situation of most of the population in the Central 
American Isthmus that does not take advantage of the benefits, neitherfrom the 
social, publicor private agencies, undoubtedly insufficient. 

Indeed, the social security institutes protect only 25% of the population, i.e. less 
than 8 million people with their medical-hospital facilities. Around 40% are 
protected by the Health Ministries and veryfew people can afford private health 
services. Around one third of the inhabitants of the Central American lsthmus 
-11 million approximately- are completely excluded from the health systems of 
their respective countries. 

The working population, protected bythe working risks, disability, old age and 
death insurances, constitutes 30% of the working population -concentrated 
in urban areas- but these economic benefits, highly eroded by the inflation, 
do not take many beneficiaries out of poverty. This panorama variesfrom one 
country to another (See Table No. 5). 

This trend is extremely important if we consider that the programs of the 
social security institutes are financed with tripartite sources. The government 
contributes -yet in a minority way- with the general resources. The best 
organized groups of the modern sector of the economy are the oneswhotake 
more advantage of these programs, to the detriment of the transfers that the 
government could make to the most vulnerable groups, resulting in a greater 
social benefit. (See Table No. 6) 
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5. The main social security reforms forthe majority groups 

The social security systems -in their broad sense- demand substantial 
reforms, many of which are being discussed orestablished in the countries of 
the Isthmus. These reforms affect both, to the social welfare policies for the 
most vulnerable sectors of the population and to the reforms to the social 
security institutes that protect theformal workers and theirfamilies. However 
these institutes could extend their coverage to the informal sectors of the city 
and the field, as well as to other needful groups. The experiences in Costa Rica 
concerning the universalization of the health services and the non-contributory 
regime administered bythe Costa Rican Social Security Board, show some of 
the potentials in this field, as well as the experience of Mexico in the IMSS-
Solidaridad Agreement, that made possible the extension of the health 
services to several Mexican rural sectors. 

It is clear that all poverty concerns must be part of the macro-economic 
policies of a country. This essential element in normally not included or 
against the international schemes that involve other priorities, despite the 
agreements reached by the governments of the countries that participated 
in the World Summit on Social Development, summoned by the United 
Nations in Copenhagen, in March 1995. 

If the sustained economic growth is essential to reduce the poverty leve! - 
now based on an efficient entrance into the world economy- so are the 
consequent policies for the creation of remunerated job. The great 
technological developments are double-edged in this field because, on one 
hand, they increase the productivity of the modern sector but, on the other, 
they replace or exclude majority sectors, generally unable to cope with the 
new technologies. For this reason the employment policies must be tightly 
coordinated with the education and training policies. Profound reforms are 
urgently required in this field. 

The investment in human capital is really made up of several links of a chain 
started with the health of the mother and the child, their education, training and, 
finally, theirentrance into the productiveworld. If this chain is not observed and 
supported, the vicíous circle of poverty shall continue. 

67 



II HIGH LEVEL CONFERENCES CYCLE 

a) The reform to the health systems 

In any case, if it is considered that the universal health, with a minimum of 
nutrition and sanity, is the main element of the basic social conditions required 
to alleviate poverty, and that the social security institutes can have a substantial 
participation in it, the reforms to these institutes should be part of the reforms 
to the national health systems processed in several countries. 

In this field, the State is urged to have a central and irreplaceable role, not only 
in the execution of an expense in accordance with the needs, but also as a 
leading, coordinating, regulative and decentralizing agent. Simultaneously, the 
active and efficient participation of the private sector-that has normal ly met the 
needsof the groups with higher income-, of the non-govemment organizations, 
the communities and the family itself is also required, since health is a basic 
responsibility of the individuals and the family. 

In the Central American Isthnnus, imaginative responses are being studied for 
a more efficient supply of the public services, including the participation of the 
private lucrative sector -especially in Nicaragua and Costa Rica- and the 
communities in an unprecedented effort towards a greater decentralization 
and participation of the civil society. 

With the reform to the national health systems it is endeavored to ensure the 
access to a basic package of services, socially acceptable and financially 
viable for all the population, -with more or less success depending on the 
country- that matches the specifictechnical and economic capability and the 
changing needs of the countries. The wider and more complete the health 
services package is, beyond the basic attention with special stress on the 
mother-child health, the more equity and social solidarity, exerted through the 
re-distributive role of the State, there would be. 

Among the widely accepted reforms to the health sector, the universal sanitary, 
vaccination, information and prevention campaigns are outstanding, especially 
for the high-risk diseases such as cholera and AIDS. The sanitary education 
for women has proved to comprise several social benefits. That is why it is 
being strengthened in many countries, as a part of a slow process of cultural 
changes. Other measures that have been considered are the better use of 
hospital beds, the use of generic medicines, the adequate training to human 
resources, as well as ways to neutralize the increase on the prices, result of 
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the new technologies. The use of the alternative medicine, such as the 
traditional medicine, should be intensified dueto its low costas an option for 
poor people and since this tradition is highly respected among the cultural 
minorities. 

The drop on the government spending on health per inhabitant experienced 
during the last decade in certain countries, should be compensated and the 
financial efforts in this field should be redoubled, since it is required that this 
spending accounts for 5% of the GDP, as recommended bythe WHO. In the 
Central American context, this percentage is reached in Panama and Costa 
Rica, with a higher per capita income than in the rest of the countries. The 
challenge for this countries is to increase the efficiency and rationality of the 
services. Despite Nicaragua allocatesthis percentagetothe health spending, 
its per capita income is so meager that the spending on health is extremely 
insufficient. In Guatemala, El Salvador and Honduras efforts should be made 
towards increasing this percentage. Atthe moment only 1 to 2% of the GDP is 
allocated to this spending, one of the lowest percentages in the world (See 
Table No. 7) 

This complementaryeffort in the field of governnnentspending would be viable 
if the tiny tax burden was increased, the fiscal evasion was corrected and the 
array spending was reallocated to the social sector, once the zone is pacified. 
The possibilities of reaching this goal also depend on the recovery of the 
economic growth; nowadays some perspectives are being opened for the 
countries of the lsthmus. The budgetary resources allocated to sophisticated 
hospitals that only increase the life expectancy of the patients some nnonths, 
should be reallocated to preventive, sanity and primaryattention campaigns. In 
this way, the scarce spending would be used in a more efficient way. The 
enhanced contribution of the social private and philanthropic agents, the 
externa! cooperation and the beneficiarias themselves, according to their 
possibilities, also opens new horizons in this field. 

Equally important actions should be undertaken for a more rational 
adnninistration ofthe limited funds and forthe decentralization and co-participation 
of the civil society. The recent developments on the reforms to the State and 
the supportto the municipal developnnentin the Central American countries are 
starting to be fruitful, as it has already been mentioned, especially within the 
framework ofthe local health systems - the SILOS orSILAIS of Nicaragua with 
their headquarters, with an unparalleled participation of the community. 
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An important part of the financing of a universal health package could come 
from the government subsidies that currentlyallocated to the medium and high 
levels of the population. Moreover, the savings result of the decrease on the 
oversupply of services, the inadequate use of facilities and the introduction of 
high-tech medicines and medical equipment with a high cost and little use, 
could be reallocated in a wiserway. 

Giving an efficient health assistance requires political will and to overcome 
financial limitations and resistance by the affected groups. Another obstacle 
would be the disagreements between the central authorities and the local 
autonomy, an essential requirementforthe participation of the connnnunity in a 
modern medical system accepted by everyone, especially in the field, among 
the cultural minorities. 

b) The support to the informal social security systems 

One of the less explored fields is the wide potential of the informal social 
security networks. Most of the poor population, not protected by the formal 
social security systems, relies on these networks. 

The inabilityto save through formal procedures dueto the lack of resources or 
access to the banking system, have led peopleto create communitysurvival 
practices to face the frequent misfortunes. The purchase of commodities -a 
radio, a bicycle ora cow- is made in onerousconditions-on installments-while 
its sale, in emergency cases, involves substantial losses. 

The family solidarity and community links, the informal saving and credit 
systems of the poor people -that have proved to be more reliable and solvent 
than the ones of the rich people- should be thoroughlystudied with the purpose 
of developing their full potential and linking them with theformal systems.2  

In this field, the social security institutes could offer voluntary affiliation 
procedures, with reasonable contribution rates, both, for the informal urban 

2  The work by Larissa A. de Lomnitz, Cómo sobreviven los marginados (How poor people 
survive), Siglo XXI Editores, Mexico, 1975 continues being valid notonly in Mexico butalso in 
other countries of the region. The recently published study by Catherine Mansell Carstens, The 
popular Finances of Mexico, the rediscovery of a forgotten financial system, Mexico, 
CEMLA, ITAM, Editorial Milenio, 1995, is equaly relevant. 
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sector and for the rural sector. Likewise, the pension funds administrations 
should studynew affiliation proceduresforthe popularsectors that offerthem 
the possibilityof having access totheir meagersavings, normally not accepted 
by the banking system. The existing banks, on their side, could create 
proceduresforthe promotion ofsavings and creditforthe low income sectors, 
ortry successful experiences from other countries. 

6. Some reform guidelines forthe social security institutes 

The aging of the population, the changes to the epidemiological profile, the 
insufficient creation of formal jobs and the decrease on the average income are 
generally the main causes of the financial and organizational crisis faced by 
nnost of the social security institutes in the world. They could be summarized 
in a greater demand of benefits with less contributions, with the resultant 
financial disasterand greater non viabilityprobabilities if urgent reforms are not 
introduced. 

In Central America, it has been proved that, during the last years, these 
institutes meet less and less the purposes for which they were created, with 
their consequent disrepute. This situation has had as a result the deterioration 
of the medical and hospital services and a drop on the real value of pensions 
and retirements, that do not ensure at least a basicsupport fortheir beneficiarles. 

However, it must be emphasized that, almost all over the Isthmus, the 
immense remainder on the fees and government contribution, the "untimely 
payment" is more powerful than the other causes, as well as the frequent 
embezzlements, the untimely payment of fees by the employers and the 
contribution evasion by the affiliates in certain countries. 

Anotherfactorthat affects the development of these institutions is the growing 
flexibility of the labor markets, with the consequentdecreaseon the creation of 
formal jobs and increase on the informal jobs, since this situation coerces the 
institutes to change theirbasis and functioning. On this respect I will only quote 
the estimate of the ILO: out of 100 jobs created in Latin America and the 
Caribbean 84 belong to the informal sector. 

Giving the national social security institutes efficiency, flexibility and financial 
viability, i.e. recovering their credibility with good services at reasonable 
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contribution fees, constitutes the cornerstone of the proposed reforms, 
aimed towards offering benefits proportional to the contributions. 

Amending this situation would mean introducing profound reforms to the 
functioning of these social security institutes. The extension and seriousness 
of these reforms depend on the real possibilities of each institution, their 
economic and social environment and the political will. Indeed, the marked 
differences among the socio-economic structures of the Central American 
countries have an impact on the development and maturity of their social 
security systems. This diversity makes difficult to propose common reform 
guidelines for all the countries, even ifthis taskwould be easier if the countries 
were grouped in three categories, in accordance with their maturity levet .3  
Costa Rica beiongs to the first category, Panama to the second one and El 
Salvador, Guatemala, Honduras and Nicaragua to the third one, of incipient 
development. 

It is generally agreed that the different benefits should be separated to consider 
their reforms, since theirfinancing has been the cause offrequent unbalances 
in the past. 

a) Medical and hospital insurance 

In thisway, forthe medical and hospital insurance beyond the proposed basic 
universal package financed by the government, there are several options, 
either public, private ornnixed, in accordance with the contribution capacity of 
theworker and the employer. Forexample, in Nicaragua important developments 
have been made with the Welfare Medical Enterprises -of the public and private 
sector-, supervised by the Nicaraguan Social Security Institute. Likewise, in 
Costa Rica, equalitarian systems with credited private physicians -company 
doctors- have been created. These systems seem to be successful. 

For the lower income sectors, the extension of the social security coverage 
beyond the minimum should be based on an adequate contribution rate and 

3  According to the classification made by Don Carmelo Mesa-Lago in the 80's. See CEPAL, 
La equidad en los sistemas de seguridad social (Equ ity in the social security systems) (LC/ 
T.-1233), Santiago de Chile, 23rd November, 1992, p. 2-6. This document is a summary of 
Carmelo Mesa-Lago, Economic and financial aspects ofthe social security in latin America and 
the Caribbean: Trends, problems and altematives forthe year 2000, madeforthe World Bank. 
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on a sufficient supply of services, so that the voluntary affiliation becomes 
attractive to the formal entrepreneurs -owners of small enterprises-, the free 
lance workers and even to the members of the informal sector. Several 
procedures could be studied through associative and cooperative ways of 
urban and rural workers, possibly with the support of the government -that 
could be justified for equity reasons- as well as through programsfinanced with 
the international cooperation, important in the Central American context. 

The voluntary access to private health insurancescould be promoted among 
the population with certain purchasing power, disappointed by the quality ofthe 
health services provided by the social security. Awide range of private or public 
medical insurances is available for them, with different complexity levels, in 
which their contribution -exclusively by the beneficiary and the employer- is 
established in accordance with the variety and sophistication of services 
required. The free election of medical services suppliers is part ofthis scheme. 
In this field, there are many possibilities to use the complementary facilities of 
the social security institutes, the health ministry and the private hospitais in a 
more rational and profitable way, as well as the hiring of services in order to 
increase the efficiency. The practices that give rise to the abuse of clinical 
analysis and expensive and unnecessary treatments should be fought. 
Experiences on this issuefrom othercountries are already available. 

b) The sickness, maternity and working risks insurance 

The sickness and maternity insurance -economic compensation for absence-
should be separated from the medical-hospital attention dueto their nature. 
Likewise, itsfinancing should be borne by theworkers and employers only. The 
premium of the working risks and accidents insurance should be considered 
within the production costs of the enterprises and financed exclusively with 
employers' contributions, since its incidence depends on the type of activity. 

c) The pension systems 

Finally, conceming the different pension schemes, there are three main reform 
options: the modification to the current distribution systems, theirreplacement 
by an individual capitalization regime, orthe establishment of a mixed regime 
in which the universal minimum insurance, based on distribution, coexist 
along with complementary insurances of individual capitalization. 
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Unlike other countries, in the Central American Isthmus, there still is a 
satisfactory ratio between the contributors and the pensioners. For this reason, 
the distribution systems still have the possibility of functioning satisfactorily, 
naturallyintrodudng important improvements to its efficiency and administration, 
avoiding the bureaucracy and centralization, as well as the delays on the 
payments. In any case, there is a wide scope within the distribution regimeto 
introduce attractive affiliation procedures for the non-salaried and free lance 
workers both, from the formal and informal sector, and among the part time 
workers. 

The extension of the pension scheme to the vulnerable population -as in the 
non-contributory regime of Costa Rica- demands to think about the financial 
possibilities of each country and should be linked to the strategies to fight 
poverty -as it is done in this country- so that the Insurance Board only 
administers publicfundsfor social assistance. In any case, an insuranceofthis 
typewould have to befinanced with general taxes. 

Moreflexible and realisticcriteria in the calculation of contributions and benefits, 
the postponement of the retirementage and its equality between sexes -as it 
has already happened in some countries- are elements that will contributeto 
a better financial situation of the security instítutes. Following the rational 
policiesfor the allocation of reserves is equally important. 

The macro-economic stability and the capital market with a certain level of 
development and maturity are necessary conditions to change towards an 
individual capitalization regime. Howevertheseconditions are not met in most 
of the Central American countries. Another essential requirement for a pension 
regimeof individual capitalization is the political will of the governmentto bear 
the transition costs, while taking over the pensions ofthe previous regime. In 
the Central American case, even if the ratio of pensioners is not very high in 
relative tercos, the governments would face important financial limitations, 
especially those who had not been able to cover the unpaid debts. A third 
requirement isthesupportthatthe State should givetothis scheme, ensuring 
a minimum pension forthe affiliates in the face of any eventuality. 

This support is decisive for the establishment and extension of this pension 
scheme. In Chile, where this regime has been so successful, it is estimated 
that 5% of the GDP has been allocated during the last years. Such a 
government subsidy would be justified in terms of an active internal savings 
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policy.4  But due to the financial restrictions of these countries to establish 
at least a universal policy for basic health attention, it would go against the 
equitysincethefinancingwould come from the general resources that would 
be allocated to meet the needs of the groups with higher income. It 
corresponds to the governments and to the civil society to chose this 
disjunctive option in a democratic way. 

One of the advantages of such a system, in which the intra-generational 
solidarity operates, is that it requires the greater possible coverage for its 
functioning. In this way the saving among the people orfamilies not used to it 
would be promoted, on a compulsory basis. Butthis potential could be reduced 
with the limitations, result of a low ratio of contributors in several countries of 
the region, and with little expansion possibilities. Moreover, some of the main 
criticisms made to this option are the irrationalities in the functioning of the 
system as a whole, that would favor the excessive earnings of the funds' 
administration agencies -that go beyond the international social security 
regulations- besides the disproportionate publicity expenses to compete with 
the others. It is essential to consider the success possibilities of a pension 
regime of individual capitalization in each specificcase, aswell as being careful 
whiletaking decisions. 

In short, studying the mixed solutionswould be, in principie, the most advisable 
option for the Central American context. 

Such a scheme could ensure a minimunnwelfareforthe most needful sectors, 
based on an integral social security system supported by solidarity and would 
also reward the higherinconnegroups, in accordance with their contributions, 
that expect the protection that an efficient and properly-administered benefit 
system should offer. However, an individual capitalization system seems to 
be more adequate for these countries. 

Any reform that meetsthis double need, emerging from different social strata 
with divergent interests, involves a complicated institutional transformation and 

4  This promotion is not always effective, since the savings accumulated in the individual 
pension accounts would be the ones the families would have stopped accumulating privately. 
The enormous reserves accumulated in Chile come from the government subsidies more than 
from a greater propensity to save. See Andras Uthoff, Promotion to saving and the pension 
systems LC/R.1608, ECLAC, November, 1995. 
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a new establishment of tasks and activity areas of the social security, public 
assistance and fight to poverty agencies. It also involves superlative budgetary 
efforts both, 	terms of amount and allocation, that demand a special 
agreement between the governments and the civil society. 

7. Conclusions 

In short the enormous social remainders of the Central American countries 
demand redoubled actions during the transition moments in the creation and 
establishment of the social policies. The decline of the policies and institutions 
that worked in the past has not been accompanied by the replacement by 
others, with highly-proved results. The reforms to the social security institutes 
in the health and pension fields are a clear example of this situation. 
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TABLE 1 
LATIN AMERICAAND THE CARIBBEAN: EVOLUTION OF THE GROSS DOMESTIC 

PRODUCT PER INHABITANT 
(Accumulated percentage variation) 

1981 - 1990 1991 - 19953  

Latin America and the Caribbean -7.5 5.1 

South American Countries -9.1 10.4 

Argentina -21.1 23.6 
Bolivia -17.4 6.1 
Brazil -4.6 4.8 
Chile 12.4 29.7 
Colombia 17.9 13.2 
Ecuador -6.6 6.0 
Guyana -27.7 30.0 
Paraguay -0.8 0.9 
Peru -28.9 19.3 
Surinam -6.8 -0.8 
Uruguay -1.4 14.8 
Venezuela -19.4 2.5 

Mexico -4.3 -5.8 

Central American Countries -16.1 7.1 

Costa Rica -5.8 10.1 
El Salvador -18.8 16.0 
Guatemala -18.2 5.8 
Honduras -8.2 1.6 
Nicaragua -33.5 -11.1 
Panama -2.4 14.6 

Caribbean Countries 

Bahamas 7.7 -5.7 
Barbados 6.1 -4.9 
Belize 20.5 8.7h 
Cuba 27.8 -33.4 

Dominican Repuplic 2.1 9.2 
Haiti -20.6 -33.7 
Jamaica 18.9 4.3 
Trinidaddand Tobago -29.9 -0.6 

Countries of the °ECO° 70.2 11.2 

Source: 	ECLAC, based on the official figures turned into dollars at 1980 constant prices. 
Note: 	The total and subtotals, when applicable, exclude those countries for which no information 

is available. 
a Preliminary estimates subject to be revisad. 
b For 1991-1994 period. 
b OECO = Organization of Eastern Caribbean States. 
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TABLE 2 
LATIN AMERICA (14 COUNTRIES): 
INDIGENCE AND POVERTY SCALE 

(Percentage) 

Countries Years 

Families under the poverty line Families under the indigence line 

Urban Urban 

Total Total 
Metro- 
politan 
zone 

Urban 
rest 

Rural Total Total 
Metro- 
politan 
zone 

Urban 
rest 

Rural 

Argentina 1986 13 1 	9 	15 17 4 3 	3 	4 6 

Bolivia 1992 46 18 	... ... 

Brazil 1990 43 39 	... 	... 56 22 	 ... ... 

Chile 1994 24 24 	18 	27 26 7 6 	4 	7 8 

Colombia 1986 38 36 	31 	37 42 17 15 	11 	16 22 

Costa Rica 1992 25 25 	22 	29 25 10 8 	7 	9 12 

Guatemala 1986 68 54 	45 	59 75 43 28 	20 	31 53 

Honduras 1992 73 66 79 50 38 59 

Mexico 1992 36 30 46 12 7 20 

Panama 1991 36 34 	32 	40 43 16 14 	14 	15 21 

Paraguay 1992 36 ... 	13 ... 

Peru 1986 52 45 	37 	53 64 25 16 	11 	22 39 

Uruguay 1986 15 14 	9 	19 23 3 3 	2 	4 8 

Venezuela 1992 33 32 	21 	35 36 11 10 	6 	12 10 

Latin America 1990 39 34 	 ... 53 18 13 	... 30 

Source: ECLAC, based on the special tabulations of the home surveys of the countries. 
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TABLE 3 
LATIN AMERICA (13 COUNTRIES): 

CHANGES IN THE LEVEL AND DISTRIBUTION OF THE INCOME OF THE HOMES 

Countries Years 

Gini 	Participation in Participation in 	Quotient 

	

Coefficiente the income of the income of 	between the 
the poorest 	the richest 	income of the 

40% 	 10% 	richest 10% and 
the poorest 40% 

Urban Rural Urban Rural Urban Rural Urban Rural 

Argentina 1992 0.408 ... 15.2 31.6 ... 8.3 ... 
Bolivia 1992 0.478 ... 13.0 40.0 ... 12.3 ... 
Brazil 1990 0.535 0.458 9.6 14.4 41.7 38.0 17.3 10.5 
Chile 1994 0.479 0.414 13.3 17.1 40.3 38.4 12.1 9.0 
Colombia 1992 0.454 ... 12.9 ... 34.5 ... 10.7 ... 
Costa Rica 1992 0.362 0.358 17.0 17.3 26.9 25.2 6.4 5.8 
Guatemala 1989 0.479 0.432 12.1 14.4 37.9 35.1 12.5 9.7 
Mexico 1992 0.414 0.341 16.6 19.4 34.8 28.9 8.4 6.0 
Panama 1991 0.448 0.431 13.3 15.0 34.2 35.6 10.3 9.5 
Paraguay 1992 0.391 ... 16.2 29.2 ... 7.2 ... 
Uruguay 1992 0.301 ... 21.9 25.9 ... 4.7 ... 
Venezuela 1992 0.380 0.331 16.4 -  19.2 28.1 25.0 6.8 5.2 

TABLE 4 
CHARACTERISTICS OF THE SOCIAL POLICY 

Current 	 Emergente 

Institutio n al ity 

Financing 

Benefited population 

State monopoly 
	

Plurality of sectors 
Centralism 

by the State 	 Co-financing 
Subsidy to the supply 	Subsidy to the demand 

Middle class 	 Poor people 
Organizad groups 	 (Focal ization) 

Source: Based on Rolando Franco, "Los paradigmas de la política social en América Latina" (The 
paradigms of the social policy in Latin America), Magazine of the ECLAC, No. 58, April, 1996. 
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TABLE 5 
CENTRALAMERICAN ISTHMUS: POPULATION PROTECTED BY 

THE SOCIAL SECURITY INSTITUTES, 1994 

Health 	 Economic benefits 

Total 
population 

(100 
inhab.) 

Covered Covered 
population 

(1000) 

Working 
population 

(1000 
inhab.) 

Covered % 
of the 

working 
population 

Covered 
population 

(1000) 

Central American isthmus 31,630 25 7,982 31,630 25 7,982 

Costa Rica 3,347 100 3,347 3,347 100 3,347 

El Salvador a/ 5,611 20 1,122 5,611 20 1,122 

Guatemala 10,321 17 1,755 10,321 17 1,755 

Honduras 5,496 8 440 5,496 8 440 

Nicaragua 4,269 b/ b/ 4,269 b/ b/ 

Panama 2,586 51 1,319 2,586 51 1,319 

Source: ECLAC, estimates based on official figures 
a/ Includes the ISSS and the INPEP 
b/ In Nicaragua the Health Ministry and not the National Social Security Institute provides the health 

coverag e 

TABLE 6 
CENTRALAMERICAN ISTHMUS: FINANCING OF 

THE SOCIAL SECURITY INSTITUTES, 1994 

Total Worker Employer Government 

Costa Rica 27.20 8.00 17.70 1.50 

El Salvador 14.00 +a/ 4.00 9.50 0.50 +a/ 

Guatemala 18.62 4.50 10.00 4.12 

Honduras 14.00 3.50 7.00 3.50 

Nicaragua 17.00 4.00 12.50 0.50 

Panama 28.70 +b 10.00 18.70 b/ 

Source: ECLAC, based on the information provided by the social security institutes of the Central American 
Isthmus. 
a/ The contribution of the Salvadoran government is fixed: according to the last information it 

accounted for 500,000 million dollars. 
b/ The government contributes with the income obtained for the alcohol taxes. 
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TABLE 7 
SELECTED COUNTRIES: GOVERNMENT SPENDING ON 

HEALTH AND SOCIAL SECURITY, 1990 
(Percentages of the GDP) 

Total Health Social security 

France 25.5 6.8 18.7 
Austria 22.5 5.0 17.5 
Swed en 21.4 0.4 21.0 
Germany a/ 19.6 5.3 14.3 
Japan 17.8 6.8 18.7 
Spain 15.4 2.4 13.0 
Romania 13.8 3.0 10.8 
Panama 11.7 5.9 5.8 
Kuwait 11.2 4.2 7.0 
Brazil 10.8 2.3 8.5 
Cuba 10.5 3.4 7.1 
Costa Rica 10.2 6.7 3.5 
Chile 10.0 2.1 7.9 
United States 9.4 3.4 6.0 
Canada 9.2 1.2 8.0 
Nicaragua b/ 6.6 ... ... 
Zimbabwe c/ 4.3 2.9 1.4 
Venezuela b/ 3.6 2.1 1.5 
Honduras 3.3 2.8 0.5 
Bolivia 2.9 0.3 2.6 
Zambia d/ 2.5 2.1 0.4 
Belize 2.5 2.3 0.2 
Mexico 2.4 0.3 e/ 2.1 
Dominican Republic 2.1 1.6 0.5 
Cameroon a/ 2.0 0.7 1.3 
Guatemala a/ 1.8 1.2 0.6 
Turkey 1.4 0.9 0.5 
Kenya 1.4 1.4 
Haiti 1.3 1.3 
El Salvador 1.1 0.8 0.3 

Source: ECLAC, based on official figures and figures provided by the International Monetary Fund. 

a/ 1989 figures. 
b/ 1986 figures. 
c/ 1987 figures. 
d/ 1988 figures. 
e/ Does not include the health expenses of the social security institutions. 
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THE REFORM TO SOCIAL SECURITY IN ARGENTINA 

Introduction 

There are two objective causes of almost universal scope, external to the 
administration and functioning of the pension regimes, that have a strong 
impact on them and constitute, with several manifestations, the origins of the 
crisis experienced bythese systems both, in the industrial and in the developing 
countries. 

One of these causes is the demographic one: the ratio of active pensioner 
workers. A generalized diagnosis in this respect, shows an important 
alteration on the demographic composition of the population covered by the 
insurance. This change has a negative impact on the financial balance of the 
system, since the number of pensioners that finance the benefited active 
workers, measured in relative figures, continues growing. This phenomenon, 
in which the unavoidable maturation of the system and the generalized 
tendency for life expectancyto increase progressively converge, is translated 
into a steady progress on the aging process of the population that also affects 
the countries of the region, and especially our country. 

Concerning the economic conditions, their negative incidence in our country 
becomes even worse as a result of the following double contradiction: on one 
hand, we have a social security system with highly developed benefits, similar 
to the developed countries despite the inflationary crisis and the economic 
recession intensified bya long economic crisis; and, on the other, this situation 
increases the minimum needs to be met by the State through the social 
security systems, that do not have the necessary resources as a result of the 
unemployment and under-employment, as well as of the increase on the 
property of accounts. 

The demographicevolution, the maturity ofthe system and theworld economic 
situation arethe structural factors that characterized theArgentinean pension 
system, accompanied by otherfunctional oradministration problems. Forthis 
reason, severa] reform proposals to the financial and administrative basis of 
the system were made. 
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Brief historical account 

1. At the beginning of the century, the need and usefulness of creating social 
welfare policieswere considered. Originally, the social welfarewas fragmented 
and was a result of the actions undertaken by some groups of workers 
interested in getting resources, forthetime they abandoned the labor market, 
or in case they had innpediments to work. For this reason, it was organized 
through autonomous bodies, established by law. 

Lateron, the institutesforthe national State officerswere created. Likewise, the 
provinces created retirement regimes for the publicemployeesfinanced with 
contributions with no other solidarity features. 

The allocation of resources was made using distribution criteria, based on 
the market logic and its distribution law: the commutative justice. 

Bythe 30's, the retirement regimes experienced an intensecrisisthatputthem 
on the brinkof collapse. The profound depression, that also affected Argentina, 
combined with the pernnissiveness and extreme generosity of the regimes, 
Torced the State to restructure them and limit the benefits (up to 30%). 

The decision provoked conflicts solved through judicial procedures. The 
Supreme Court declared that the action of the State was reasonable and 
legitimate. Several judgmentsfrom the highest tribunais, complied with by the 
judges of lower rank, contributed to solve the crisis in a definitive way. 

2. At the beginning of the 40's, in compliance with the development of the 
Welfare State in the Central countries, the system was spread and universalized, 
including almost all the workers. The universalization improved the ratio 
between the assets and liabilities in the system. In this way, the revenue 
became higher than the expenditures. The system worked with collective 
capitalization criteria, since the retirement benefits represented a balancing 
entry to the contributions. 

The industrial development was acconnpanied by the full employnnent and a 
reasonable consistency on the monetary sign, favoring the normal operation of 
the welfare system. An important development in this process was the 
sanction, in 1954, to the Law 14.370 that marksthe shift from the capitalization 
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to the distribution system. The credit was calculated in accordance with a 
scale, independentlyto the accumulated sum, result of the contributions. 

3. Bythe end of the 50's, the rationalitythatcharacterized thefunctioning ofthe 
system was seriously eroded, straight alter the sanction to the Law 14.449. 
This juridical provision, that introduced some concepts of the distribution 
system though keeping important capitalization aspects, altered the basic 
premises applied by the legislation substituted to determine the amount of the 
retirement benefit, giving the beneficiaries the right to choose their best 
marginal productivity to determine the quantity of the retirement credit, and 
ensuring them a pensionfor82%oftheirwage, updated in accordancewith the 
increase on the active wage of reference, with maximum limits. 

The concept of the automatic updating, known as "percentage mobility", was 
introduced with this legal provision. This is almost the direct basis of one of the 
determining causes of the recurrent crisis of the Argentinean welfare system. 

4.-The Law 18.037 restructured the system by the end of the 60's, with the 
purpose of solving its structural crisis. However, it was not profound enough 
and, therefore, did not eliminate the updating criteria based on the allocation 
rules that regulate the distribution based on market principies: the commutative 
justice. 

Even if the lawwas aimed towards the distribution, it keptworthy values with 
mercantilist criteria, maintaining the rights result ofthe marginal productivityof 
the beneficiary, though fixing maximum limits forthe benefits. 

The Social Security system was partially reformed during two decades. Most 
of these reforms were aimed towards making the conditions to have access 
to the benefits more flexible, without considering the genuine and autonomous 
financing ofthewelfare agents. 

In thisway, there was a momentous increase on the number of beneficiaries. 
Between 1973 and 1982, the amount of beneficiaries increased 64% 
approximately. 

5.-With all these negativefactors, accompanied by the complex procedures 
established to enjoythe benefits, when the last nnilitarygovernnnentconcluded, 
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the system suffered an intense social conflict, part ofwhich was transferred to 
the judicial power. 

Between 1983 and 1989, there were thousands of legal actions against the 
social security agencies, that almost put them on the brink of implosion. The 
judicial sentences and the growing inflationary process, that eliminated the 
hyperinflation declared in July 1989, forced the national authorities to adopt 
unusual measures aimed towards regularizing the situation and restructuring 
social security institutions. 

Between 1991 and 1993, the national State canceled welfare debtsfor around 
12,000,000 dollars and recomposed the credits deteriorated by the inflation, 
coping with the new reality settled by the Convertibiiity Law. 

The collapse of the oid system and the profound reform process of the State, 
motivated the political powers oftheArgentinean State -Executive and Legislative-
to make a radical transformation to the social security system, aimed towards 
eliminating the distortions that provoked its collapse, such as: 

a. Commutative justice criteria based on the market 
b. Recognition of the better marginal productivity of the beneficiary 
c. Linking of the benefit amount with the marginal productivity of the active 

worker, considered individual orcollectively. 
d. Mobility based on active salaries or predetermined abstract guidelines. 
e. Lassitude in the age, contribution and remuneration requirementsto have 

acces to the benefits. 
f. Proliferation of preferential regimes. 

The consequences of the structural factors, already mentioned, and of other 
functional factors, result of the internal administration of the system, created 
several problems that affected both, the coverage and the financing, the 
administrative organization and the benefits of a regime that has stirred up 
several reform initiatives during the last years. 

The welfare model result of this historic evolution, showed a remarkable 
degrading tendency in the observance ofthedoctrinal social security principies. 
These principies go from an early massification, almost universalization, of its 
coverage, the considerable increase on its benefits orthe adoption of relative 
distributive measures and schemes (that turned it into one of the pioneer 
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systems of Latin America) to a conflicting, and even antagonist, relation with 
such principies that culminated in a generalized critical perception of our 
welfare regime, described in the official speeches as a "presumptuous 
system", that promised a mobile 82% of the remuneration and did not give 
at least 40% of such credit. 

This serious crisis undeniably discredited the welfare system. As a result, 
therewas an increase on the complementary pension and retirement boards 
established through collective agreements, and by-laws of several lines of 
activity, with the purpose of covering the growing lag between the credit and 
the legal 82% (generally temporarily established, but that tended to become 
permanent, with the consequent negative impact on the labor cost and the 
equality principie of the retirement benefits, sincethe real credit did not depend 
on the legal regime but on the existence and scope of these conventional 
compensations); the accumulation of legal actions by retired workers. When 
these demands were positively received, determined a questionablewelfare 
emergency declaration, and the official support to the private retirement 
plans through the Resolution 19.106, issued by the lnsurance 
Superintendence of the Nation, on 24th March, 1987. 

Concerning the aspiration to universality, that constitutes one of the main 
characteristics of the contemporary social security, the Argentinean welfare 
system observed a distance between the doctrine and the reality, shorterthan 
the one perceived in most Latin American countries. 

But, these accomplishments in the field of the coverage universalization 
were affected by the endurance of old phenomena, such as the nominal 
coverage of some sectors and the over-coverage of others, or by the 
regional differences as well as by the incidence of other phenomena such 
as the impact of the different precarious jobs, or the property of accounts on 
the welfare and social security structures. 

Another basic doctrinal social security principie, the integrity and sufficiency 
of the benefits, was seriously affected by an unbalance created by factors 
such as: the deterioration of the demographic burden as result of the maturity 
of the system; the increase on the welfare benefits without the corresponding 
increase on the revenue; the inflationary process; the disappearance of the 
surplus collected during the accumulating stage, the high evasion orthe lack 
ofautonomy on the administration of the welfare funds. All these problemswere 
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continuously identified by representative associations of the sector, and 
were the basis of various projects of reform to the system created during this 
period. The adjustnnent variable of all thisdeficit panorama wasthedepreciation 
of the welfare credits, expressed in the progressive degradation of the 
average benefits, measured on terms of the cost of living and the active 
wage, and on the constant widening of the minimum credits fringe, main 
financial "vindication" of a system extremely generous, for a long time, on 
facilitating the access to the benefits and establishing privileged regimes. 

The panorama, result of exannining the evolution of our welfare system and, 
in general, of the social security benefits based on the solidarity principie - 
one of its main connponents, was not auspicious either; especially if we 
consider that the Argentinean system did not show consistent indicators of 
regressive impacts of the social security on the revenue distribution, such as 
the low coverage percentage, the limits to contributions -eliminated in 1973- 
or the progressive giving up of the capitalization system starting on the 40's, 
crystallized into the law 14.370 of 1954, that prescribed the shift from the 
capitalization to the distribution regime. 

The almost 70,000 non-contributory pensions granted by the system had to 
operate in the same way, according to the figures included in the Presidential 
Message to the Legislative Assembly on 1 st May, 1986. 

However, the few studies and research done on this subject connprised figures 
that showed that Argentinean welfare system was barely progressive. 

Moreover, far from being a re-distributing agent in a social and solidary 
sense, the Argentinean welfare system was based on a tripod of inequities 
represented by the evasion, the generalization or universalization of the 
minimum credits, and the existence of privileged retirement regimes. 

Undoubtedly, some determining factors of these meager re-distributive 
effects of the welfare system, despite the positive elements previously 
mentioned, were the existence of independent groups such as the Army with 
a high state subsidy; the creation, starting in the 60's, of the special regimes 
for certain public officers, also subsidized, or the positive co-relation 
between the revenue and the coverage in the different regions of the country. 
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Concerning the unity principie, we just have to mention that the different 
attempts to unify the system that homogenized the burden and the benefits, 
did not eradicate the bad habits of its original stratification, neither could it 
prevent the emergence of regimes privileged by the retirement age or 
amount of benefits, that accentuated this stratification to the detrinnent of the 
financial balance of the system, the integrity of its average benefits and its 
contribution to the common welfare. 

In our case, the total violation of the social participation principie, not prevent 
in the administration and control of the Argentinean welfare system for the 
last twenty years, when the trade-union presence was eliminated from the 
administration of the Boards, was particularly harmful to the social security 
doctrine. 

An institutional pluralism, frequently considered as a rejection to any 
coordination effort among the agents that went beyond the subsidy of deficit 
regimes by those who, like the private workers, presented a surplus; a State 
that frequently misunderstood its subsidiary role and operated with 
interventionist paternalisnn but, at the same time, did not fulfill its limited role 
as contributor and supervisor conferred to it by the professional insurances, 
and the weak presence of the welfare and social security in the national 
development plans created during the last decades, were part of this critical 
panorama of the historic evolution of our welfare system, in view of its own 
doctrinal principies and transcendent social goals. 

The reform to the argentinean welfare system 

Within this critical context and preceded by several frustrated or limited 
modification projects, a profound reform to the system was started in 1990 with 
the creation, in 1991, of the ANSeS and the parallel dissolution of the Retirement 
Boards; the incorporation, in 1992, of the Unique Social Security Contribution 
(CUSS); and the transfer, in 1993, of the collecting role of the system to the DGI. 

In 1993, at the request of the National Executive power, the Congress of the 
Nation sanctioned the law 24.241 that establishes a system constituted of 
retirements and pensions, lateron modified by the Law 24.463 that contained 
thefollowing items: 
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1. A mixed system made up by a public distribution solidary regime and an 
individual capitalization regime was established. These regimes are 
administrated and controlled by publicdecision agents: the National Social 
Security Administration and the Superintendence of Pension Funds 
Administrations. 

2. Elimination of market criteria forthe determination of the retirement credit, 
including the own orthird party marginal productivity. 

3. Strictness in the fulfillment of the requirementsto grant benefits. 
4. Progressive increase on the age requirement to have access to the 

retirement benefits. 
5. Mobility of the credits by the legislator with the purpose of sanctioning the 

Budget Law. 
6. Establishment of ceilings (maxímum linnits) for the retirement credits. 
7. Establishment of maximum limits for the remuneration subject to 

contributions. 
8. Annulment of preferential regimes resulting from distribution systems 

based on the rank, economic power, pressure capability, exercise of 
power or the combination of these factors. 

9. Strict procedures to grant disability retirements. 

Under this new principies, the Argentinean State endeavored to establish a 
new design project of the Welfare State, linking directly the social policies 
with the publicones as a whole; not as a residual aspect, neither as an aspect 
subject to the economic or productive goals, but in coordination with the latter, 
particularly in the aspect moretightly linked to the promotion of the productive 
employment, cornerstone of the social policies in the years to come. This 
process should be free of particular or sectorial features that characterized 
its evolution in the previous stage, enervating, especially during the last 
decades, its original solidary approaches as well as the proclaimed re-
d istributive effects. 

Concerning the welfare and social security policies, the reforms approved after 
the sanction to Law 24.241, were aimed towards establishing a public regime 
ofjoint action between the State and certain particular agents. 

It is important to emphasize the new role of the State in this system, that 
undoubtedlydiffersfrom the previous one but that, at the sametime, does not 
endeavor a definitive and unconditional withdrawal to make a way forthe private 
regime in the field of retirement. On the contrary, the new structure of the 
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Argentinean welfare system confers to the State important roles asa constituent 
of the same (since the regime is created in compliance with the 
will of the State expressed through the guidelines of its public policies, the 
laws and decrees promulgated thereafter), in its capacity as direct agent of 
the public sector, comptroller and supervisor of the private individual 
capitalization regime, and warrantor of the functioning of the system as a 
whole. 

This duty of the State is part of a group of guarantees that the new legal 
regimes confers to it, though freed of the sense that these had in the previous 
conception of the State as a powerful and permanent benefactor, responsible 
of the successful functioning of the system. Such a concept of "guarantees" 
devaluated itself progressively, as the gap between the legality and the reality 
of a "presumptuous" system increased. This "conceited" system promised 
credits and benefits considerably inferior to those that it finally granted. 

The true guarantee of the State in this field should be reflected in its capacity 
todesign the system, for its rightcontrol, and forthe responsible administration 
of the area under its jurisdiction. 

Concerning the design of the system, the law is clear enough in mentioning 
that the role of the State in the distribution regime is to collect the funds, 
allocate them, fight fraud, evasion and privileges and, of course, with a 
substantial improvement to its administration capacity. 

In the capitalization system, the main guarantee of the State is to control the 
design of the system. 

The second important guarantee is to separate the patrimonies. 

The capital of the Retirement and Pension Funds Adnninistrations (AFJP) is 
made up by the risk investmentsof partners. This capital is subject to the risks 
to which all the mercantile or commercial operations in our country are 
subject. 

But the funds administered by the AFJP to obtain a determined income 
return, should not be mixed with the patrimony of the AFJP. This is a 
substantial guarantee that the future pensioners have since, on the event of 
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bankruptcy of the administration, their contributionswill not be at stake, since 
the patrimonies are not mixed. 

The third guarantee is that, in accordance with law, the State ensures a 
minimum income return. This means that, in case an administration does not 
reach the minimum income -calculated on the average of the system- dueto 
an inadequate administration, it should undertake different intemal adjustment 
procedures with the patrimony of the company until the minimum return 
income, that corresponds to the period, is obtained. 

In short, the guarantees of the State in the individual capitalization regime are 
the minimum return income, the separation of the patrimony on the event of 
bankruptcy of the administration or insurance company, and the general 
comptroller system bythe Superintendence of the AFJP, the Central Bank, the 
National Securities Commission and the I nsurance Superintendence. 

The institutional pluralism among the administration or controlling agents, 
such as the National Social Security Administration (ANSeS) in the public 
system, or the Superintendence of Retirement and Pension Funds 
Administrations (SAFJP) is logical and advisable in the capitalization regime. 
However, it does not affect the fundamental unity and convergence of 
objectives and criteria of social security pol icies that should characterize the 
public and private administration systems, with its specific Implementation 
modalities. 

This harmonious integration of guiding principies in the design, conception, 
and institutional pluralism in the administration, implementation and application, 
could be compared to the best doctrinal wealth and the developed intemational 
law trends in the field of social security. 

The main component of the strategic leading role of the social security policy 
is the global and prospective analysis of the social security system, agents 
and variables, as well as the development of information and analysis on the 
issues that have a greater impact on the development of the social security 
as a whole (economic and demographic trends, national, regional and 
International economic contexts, etc.). 
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In our country, the State exerts this role of direction, integration and 
coordination of social security through the Ministry of Labor and its specific 
competent agency, the Social Security Secretariat. 

Welfare balance 

The Argentinean welfare system is being transformed. Its Impact on the 
society, as well as its regulating institutions and benefits, have entered a 
change and adaptation process. After the enactment of Law 24.241, a 
complex legal and prescribed structure has been implemented. 

Two of the most evidentexpressions ofthis renovating effort of the structures, 
instruments and philosophyoftheArgentinean welfare system arethesuccessive 
transfersof the provincial welfare systems to the Nation, and their consequent 
integration into the Integrated Retirement and Pension System (SIJP), already 
adopted by 10 provinces and the Welfare Solidarity Law that, basicallyfocused 
to the existing liabilities, connprises the following clauses: 

- A regime for the mobility of credits to be established by the Congress of 
the Nation, through an annual budget law that will allocate the budgetary 
items (along with their corresponding functioning) that will indicate the 
amounts to be paid by welfare benefits during all the year. 

- The establishment of maximum limits in the welfare credits, and the 
correlative prevalence in the increases assigned to those who receive lower 
amounts at the moment. 

- The ratification of the suppression of the privileged regimes, due to the age, 
access conditions to the benefit, calculation of the credit or amount of the 
benefits, notjustified by the nature of the activity 

- The modification to the welfare procedure aimed towards moderating the 
high welfare litigiousness index, without affecting the genuine rights and 
their adequate jurisdictional recognition and protection. 

- The increaseon thefinancing sources to the current passive class through 
the modification of the Income Tax, in orderto make it more equitable, and 
the incorporation of important labor categories, currently beyond the SIJP 
such as the university professionals, intothefield of the welfare solidarity. 

From this perspective, and since the roles assigned to the public and private 
agents are complemented with the administrative, negotiator and comptroller 
practices, it is possible to foresee an evolution of the new system that 
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contributes to recover doctrinal social security principies that the crisis and 
depletion of the previous model had steadily degraded orforgotten, such as: 

- The establishment of a more homogenous contribution and benefit system, 
that restores the equality and uniformity criteria of the social welfare for all 
the workers of the country, regardless their activity or territorial jurisdiction. 

- A greater integration of objectives and responsibilities between the Nation 
and provinces in the field of social security. 

- The adequate conjunction of respect to the rights and benefits already 
acquired, with the entrance of new contributors to a system that offers the 
possibility of choosing freely between the individual capitalization of the 
contributors, or the permanence in a solidary distribution regime free of 
the particular schemes, and exceptional regimes that atomized and 
perverted the previous system. 

The challenges of social security 

The model in force does not involve, as we have already mentioned, the 
withdrawal of the State from its fundamental role to protect social security. 
With the arrival of Law No. 24.241, the main characteristic is the coexistence 
of a group of private and public institutions in the welfare administration. 

The solidarity principie is based on the need to support, especially during old-
age, to those who have the lowest income and that, therefore, had not been 
abie to save enough money for this stage of their lives, aspiration of any modem 
and ethically acceptable welfare regime. 

The solidarity principie, the economicand technical-financial budgets, through 
the Budget Law, the guarantee of the State, the financing of the Distribution 
System, the nature of the regime, the mobility are included in the Articies No. 
1, 2, 4, 5, 7, 8, 9 and 11 of Law No. 24.463. 

The recuperation and effectivenesschallengesofthesetraditional and essential 
objectives of Social Security, distorted by the crisis and the depletion of the 
previous welfare model, are complement by the new challenge introduced 
by the new system: the capability to accumulate richness and savings that 
could be translated into an enhanced protection, and more welfare foral) the 
population. 
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Social Security systems have to face severa) challenges. The situation 
experienced today in Argentina is not the one that prevailed in the 80's, or in 
the 50's, since Social Security Systems have to be able to cope with the 
changes in the economy. The globalization process represents a new 
challenge: make our economies competitive and more open, and Social 
Security must not be an obstacle to the economic development. 

One of the challenges to be faced by the Social Security system is to keep 
the social cohesion. For this reason, we have to reinforce their solidary and 
equitable basis as a central element, within a permanent balance framework 
that prevents the mistakes and avoids the temptation of going backto the past. 

The new Social Security system must overcome a structural evasion, result 
of the income inefficiency of important sectors of the population, and the 
discredit of the Social Security System that discourages the timely payment 
of contributions during the active working life, in view of the precariousness 
and exiguousness of the future protection offered as a counterpart. 

One of the challenges of the welfare system is the ideological problems. On 
one hand, there are people who think that public systems are inefficient and 
try to eliminate them, reducing the access of, people to the benefits with a 
nnerely economic criterion. On the other, there are trends that supportthat the 
State has an intrinsic obligation to administer the resources efficiently. 
Unfortunately, within this struggle the ideological problems end up destroying 
the solidary systems of Social Security. 

The public distribution system has to be efficient and prestigious in society. 
Regardless the performance of the systems, 60% of the beneficiaries is in the 
capitalization system, and 40% in the public system. Ultimately, it must be the 
individual the one who decides to join one system or another, relying on the 
necessary information and based on personal convenience, age, income, 
etc. 

Another central challenge to be faced by Social Security is the regional 
integration process. The framework of this process has been recentlyanalyzed: 
Argentina already belongs to a regional grouping -i.e. Mercosur- that also has 
to face important challenges. A Bilateral Agreement on Social Security was 
recently agreed with the Government of Chile, and efforts are being made 
towards signing a multilateral agreement with the member countries of 
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Mercosur that integrate the different systems, beyond the public or private 
administration, allowing the people to movefrom one place to anotherwithout 
loosing rights in his/her native country. 

In short, the essential challenge is to keep a balance between security and 
solidarity in the Social Security systems. However, this will not be possible 
if it is not grasped that solidarity within the system is incompatible with 
priviteges, welfare and evasion frauds and lack of commitment of people with 
higher income to the less favored sectors of the community. 
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- STATISTICAL ENCLOSURE - 

SOCIAL SECURITY INVOLVES MORE THAN 
10 MILLION PEOPLE 

AT THE MOMENT, 65% OF THE TOTAL POPULATION 
OF THE COUNTRY OF MORE THAN 60 YEARS OF AGE 

RECEIVES WELFARE BENEFITS 

TOTAL SPENDING ACCOUNTS FOR 20 THOUSAND 
MILLION PESOS, i.e. BIT LESS THAN HALF 

OF THE ARGENTINEAN GOVERNMENT SPENDING 

THE ROLE OF THE SOCIAL SECURITY SECRETARIAT 
IS TO ACHIEVE THE STRATEGIC ARTICULATION OF 

THE WHOLE SYSTEM 

GOVERNMENT SPENDING ON SOCIAL SECURITY 

The Welfare Sub-system only 

YEAR 1 	PERCENTAGE 

1989 4,0 

1991 5,9 

1995 6,9 

1997 7,0 

1999 7,1 
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MTSS 

INTEGRATED RETIREMENT AND PENSION SYSTEM 

NUMBER OF BENEFICIARIES OF ORDINARY RETIREMENTS, 
RETIREMENTS FOR DISABILITYAND PENSIONS FOR DEATH 

- REGIME - 

CAPITALIZATION REGIME UPTO 31/03/96 

Ordinary Retirementfor Pension for 
retirement disability death 

14 163 2,577 

MIXED OR PUBLIC WELFARE REGIME UP TO 31/03/96 

Ordinary 
retirement 

Retirementfor 
disability 

Pension for 
death 

53 805 587 

REGIME: 

Capitalization: The Beneficiary receives a benefitgranted by the Capitalization 
Regime 

Mixed: The Beneficiary receives more than one benefit, one granted by the 
Capitalization Regime and the rest by the Public Welfare Regime 

SOURCE: Superintendence, AFJP -Three-month memories No. 7 
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MTSS 

PARTICIPATION OF SOCIAL GOVERNMENT SPENDING ON TOTAL 
GOVERNMENT SPENDING OF THE PUBLIC ARGENTINEAN 

SECTOR 

YEAR PERCENTAGE 

1989 50,82 

1990 61,40 

1991 60,91 

1992 62,08 

1993 64,54 

1994 67,21 

1995 * 69,68 

50 -4 

45 

1959 	 1990 	 1991 	 1992 	 1993 
	

1990 
	

1995' 

?ePnVén41 	1  

NOTE: The Public Government Spending is made up by Culture, Education, Science and 
Technology, Health, Environmental Care, Housing, Social Welfare, Social Security, Labor, 
Other Urban Services 

SOURCE: Year 89.93, The Social Government Spending and its re-distributive impact (1/6/ 
1994) M.E. and O.S.P., p. 26 
Year 94: Growing Argentina (1995-1999), Macro-economic projections 
Year 95: (*) : Growing Argentina (1995-1999). Macro-economic projections 
Table No. 3.3 Government Spending funded by purpose and function 
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MTSS 

PARTICIPATION OF GOVERNMENT SPENDING IN SOCIAL 
SECURITY IN THE TOTAL GOVERNMENT SPENDING 

YEAR PERCENTAGE 

1989 14,37 

1990 21,48 

1991 22,12 

1992 24,00 

1993 25,49 

1994 25,85 

1995 * 26,22 

1989 
	

1990 
	

1991 
	

1992 
	

1993 
	

1994 
	

1995' 

I  -Public Spend 	- - - Tendency 

NOTE: The Spending on Social Security is included in the social Government Spending. 

SOURCE: Year 89.94, The Social Government Spending and its re-distributive impact (1/6/ 
1994) M.E. and O.S.P., p. 26 
Year 1994: Growing Argentina (1995-1999), Macro-economic projections 
Year 1995: (*) : Growing Argentina (1995-1999). Macro-economic projections 
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MTSS 

SOCIAL GOVERNMENT SPENDING - OF THE GDP 

YEAR PERCENTAGE 

1989 14,02 

1990 15,53 

1991 16,14 

1992 16,87 

1993 17,77 

1994 18,41 

1995 * 18,41 

—Soda SpenoVPSI 

NOTE: The Social Govemment Spending is made up by: Culture, Education, Science and 
Technology, Health, Environmental Care, Housing, Social Welfare, Social Security, Labor, 
Other Urban Services. 

SOURCE: Year 89.93, The Social Government Spending and its re-distributive impact (1/6/1994) 
M.E. and 0.S.P., p. 25 
Year 94: Growing Argentina (1995-1999), Macro-economic projections 
Year 95: (*) : Growing Argentina (1995-1999). Macro-economic projections 
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MTSS 

GOVERNMENT SPENDING ON SOCIAL SECURITY % OF THE GDP 

YEAR PERCENTAGE 

1989 3,96 

1990 5,44 

1991 5,86 

1992 6,52 

1993 7,02 

1994 7,08 

1995 " 6,93 

1994 	 1995* 1909 
	

1990 	 1901 
	

1992 	 1993 

- GESS PI31 

NOTE: The Spending on Social Security is included within the Social Government Spending 

SOURCE: Year 89.93, The Social Government Spending and its re-distributive impact (1/6/ 
1994) M.E. and O.S.P., p. 25 
Year 94: Growing Argentina (1995-1999), Macro-economic projections 
Year 95: (*) : Growing Argentina (1995-1999). Macro-economic projections 
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MTSS 

FINANCINGOFTHEWELFARESUB-SYSTEM 

IN PERCENTAGES 

YEAR CONTRIBUTIONS FISCAL RESOURCES OTHERS 

1989 75,60 22,90 1,60 

1990 72,40 24,00 3,70 

1991 74,80 15,60 9,70 

1992 72,70 18,30 9,00 

1993 71,40 23,70 4,90 

1994 61,10 33,10 5,80 

1995 (8) 58,81 35,50 5,70 

1989 	 1990 	 1991 	 1992 	 1993 	 1994 	 1995' 

--6—Donebons and Contnbutions —0--Treesurer Resources 	—01M1ens 

- - Tendency 	 — —Tendency 

SOURCE: Series Divulgacion No. 7, "Financial Series of the National Social Welfare System, 
Period 1962-1994" 
(the information does not include the financial fiows corresponding to the regimes ofAllocations, 
and of the National Employment Fund) 
(8)1995 board execution, done by the General Deputy Economic Financial Administration of the 
ANSeS 
(the information does not include the regimes ofAllocations and ofthe National Employment Fund) 

60 

4 

o 
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MTSS 

EVOLUTION OF THE ADMINISTRATIVE SPENDING COMPARED TO 
THE ORDINARY INCOME OF THE WELFARE SUB-SYSTEM 

I II III 
DATE ORD. INC. ADM. SPEND. (ANSeS) ADM. SPEND. ANSeS 

in mili. $ in mili $ ORD. INC. (in %) 

1992 11.482,3 338,7 2,95 

1993 12.525,8 322,0 2,57 

1994 12.867,7 251,7 1,96 

1995(**) 14.634,4 300,2 2,05 

3 

2 

 

1982 1923 1931 

  

1999* 

  

• • - Tercian/ j 

 

      

SOURCE: Series Divulgacion No. 7, Financial Series of the National Social Welfare System, 
Period 1962-1994 
(**) For the year 1995, Execution to 31/12 of 1995 was used N. G. E.F. Accrued basis 
In 1994 constant pesos taking the annual average of the C.P.I. 
(*) Ordinary income: Contributions and Taxes. Without considering the Employment Fund or the 
Family Allowances 
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MTSS 

EVOLUTION OF ADMINISTRATIVE SPENDING COMPARED TO THE 
BENEFITS OF THE WELFARE SUB-SYSTEM 

I II III 
DATE BENEFITS ADM. SPEND. (ANSeS) ADM. SPEND. (II) 

in mili. $ in mill $ BENEFITS. (in %) 

1992 11.616,1 338,7 2,92 

1993 12.759,6 322,0 2,52 

1994 13.924,2 251,7 1,81 

1995(**) 13.487,5 300,2 2,23 

— — Teffincy 

SOURCE: Series Divulgacion No. 7, "Financial Series of the National Social Welfare System, 
Period 1962-1994" 
(the information does not include the financial flows corresponding to the regimes of 
Allocations and of the National Employment Fund) 
(*) Execution to 31/12, 1995 S.G.F.F. ANSeS. Accrued basis. 
To 1994 constant pesos considering the annual average of the CPI 
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MTSS 

EVOLUTION OF ADMINISTRATIVE SPENDING COMPARED TO THE 
TRANSFERS OF THE DGI 

DATE DGI TRANSF. 
in million $ 

ADM. SPENDING 
in mili $ 

ADM. SPENDING 
DGI TRANSF. (in %) 

1994 

1995 

(*) 184.91 

184,70 

(**) 251.67 

300,20 

1,36 

1,63 

SOURCE: 
Year 1994: (*) Executionof the 1994 Board- General Deputy Economic Financial Administration 
-ANSeS 

(**) Series Divulgation No. 7, Execution January - September 
Year 1995: Execution to 31/12, 1995 S.G.E.F. ANSeS, Accrued Basis 
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CRITICAL ASPECTS OF THE PENSION FUNDS SYSTEM IN CHILE 

A Main targets of the Chilean Social Security 

Basic concepts of the former system 

1.- In the middle twenties an organic social movement that leads to the 
announcement of three fundamental laws about social security, intended to 
protect all the workers, emerged in Chile. 

From these three laws, the most important was that establishing the compulsory 
social security for disease, invalidity and old age for all manual workers 
population. Atthe sametime, social security regulationsfor publicand private 
employees were incorporated. 

This universal concept for social security regarding the coverage of protected 
population and of the attended social-demographic risks was affected since 
the 30's as a consequence of a socio-political dynamicthat was a conspiracy 
against the original principie. Some small groups of workers could released 
thennselves from the central prevision systems and were benefited with special 
laws, that followed a general actuarial scheme, but incorporated less 
requirements in regard to the demands for reaching the fringe benefits and 
mechanisms that allowed the achievement of higher securities than these. 
Withing these framework the so-called Funds for Social Security associated 
with some specific economic activities, financed by the highest income base 
of their members, with extraordinary managerial contributions and even legal 
measures that granted sources created by the application of specific taxes. 

2.- The early 50's constituted another period of great activity for the Chilean 
social security. 

The social security scheme for manual workers was improved, concerning 
both allowances and benefits for health, family allowances and other benefits, 
and the retirement fund system for private employees was changed for a 
pension insurance for invalidity, oid age and survivorship. Both laws were 
studied for a long time, and for that reason, they resulted well structured in 
actuarial, financial and operational aspects. 
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3.- Later on, there was a period that can be qualified as a true socio-political 
outburst that in some other aspects combined the social security with a 
concept that was sinnilarto the social assistance. Through fictitiousfinancial 
mechanisms empty impositive periodswere recognized (Continuity of Social 
Security Law), the retiring ageforwomen was reduced, and some other laws 
that were eroding the financial balance that supported the social security. 

Financial/actuarial basis of the former legislation 

4.- The actuarial schemes of the Chilean social security regarding the pension 
systems, were based in the Collective Capitalization, theywere not shares as 
it has been constantly mentioned without any information by several technical 
and political sectors. 

The accumulated capitals were invested, most of them, in mortgage loans 
granted to the same depositors, either for private construction of houses or for 
the purchase of dwellings. 

Two economic situations conspired against the investment made bythe social 
security. In the firts place, the concept of readjustment related to the change 
in market prices was introduced to Chilean economy at the beginning of the 
60's in such a way that, even existing before an overwhelming inflation, the loss 
of the real value of capitalswas very high. To this negative effect itwas added 
the fact that the mortgage and other loans, were granted based on a social 
criteria, this isto say, low rate interests and long amortization terms, and even 
limitations that avoid the amount of the debt service to fall upon certain average 
over the income that could be imposed to the debtor. 

Besides of the economic-financialfactorthatwas affecting the capitals and the 
existing differentiated schemes of benefitsforsome groups, extremely generous 
compared with the majority, the National Government took part in the social 
security using indirectly its financial resources, through the creation of the 
"unique fiscal account", and thus originating serious debit situations against 
the institutions of the social security system. 
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In itiatives of changes 

5.- Along with the evolution of the social security, the govemments that followed 
since the end of the 40's, encouraged by the different political and economic 
sectors, impelled initiatives of changes in the social security system. 
Commissions for reforms were constituted, some of them achieved great 
acknowledgement-such is the case of the so-called Klein Sack Mission (1958) 
whose advisory environmentwas extended to all national economy and the so-
called Prat Report (1962)-, but all of them could not defeat the complex 
legislative/financial frame and the existing group interests. 

Since 1974, in the Militar Government, social security reformativeanxieties in 
which the new economic points of view were stronger than the social ones 
reborn, in 1979, the economy imposed its criteria, influencing in the emerging 
provisional model. 

ft is important to remember that for the late 70's Chile, as some other Latin 
American countries, was experiencing an economic "boom", based on the 
opening of new international credits, that led to increase the external debt from 
4.5 billion dollars in 1973, upto morethan 20 billion in 1979. In that atmosphere 
of economic internationalization, it was not strangethat the cause of the reform 
were strongly oriented towards the financial sector. 

B. Principies Implica in the Social Security Model ofthe Pension 
Fund System of Pension Fund Administration System (P.F.A.S.) 

1.- The economic-financial emphasis that predominated in the drafting of the 
new model for social prevision, is shown through different circumstances: 

- There is no background that a financial-actuarial study of the system was 
made, but a model design, where the main concern was, as it has been pointed 
out, in thefinancial sector. This emptynesswill rest around the PFAS System 
at the time it gets closer to the regular situation. 

- The socio-economy of the benefactor State was drastically substituted by the 
subsidiary State, in which it rests apart from the social and economic 
responsibilities and transfers all its responsibility to privates. The State, led by 
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the principie of the minimum cost, is only the part that guarantees the 
functioning system. 

- Su bstitution of the social solidarity behaviour by the influence of individuality, 
in which each person must face by himself the socio-demographic risks that 
could affect him. 

- I nstitutionalization incorporated to market mechanisms, in which the creating 
efficiency of the return of capitals must guide the institutional election of 
incorporation and movement of the workers that are members of the system. 

- Elimination of causals that affect the production costs of the companies, so 
they can compete with their products in the external market. The social 
security, due to its higher total imposed rates, was considered one of the 
factors that affected most the enterprise expenditu re. 

- Strong criticism to the social security institutionalization, because it is 
considered as very complex and of higher managerial cost, despite of the fact 
that from the 32 social security funds, three of them - Social Security Service 
for manual workers and the Social Security Funds for public and private 
employees- covered more than 90% of the insured. 

- Minimization of the State contribution to the social security, because it was 
estimated than the gravitation of this in the national budget constituted an 
impulsive force of deficit and as a result, a factor of money infiation. 

2.- The economicorientation with which the new system was designed placed 
the problem of social benefits in a second levet. As a consequence, it seems 
that there was no deep dialogue about the main goal of the social security, 
which is, the social risks frame that affects the workers and theirfamilies du ring 
their I ives. 

3.- About the individualism foundation and the presence of the State oniy to 
help the most needed and to guarantee the functioning of the System, the 
adopted financial model was structured with operational mechanisms that 
reflected the aboye mentioned philosophical principies of the hystoric moment 
Chile was living. 
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Some of them: 

- Administration of the whole system through the participation of private 
companies, supervised only by a public institution. 

- Creation of individual accounts for those affiliated to the system, in which 
personal contribution and savings depend on the interested party and are 
accumulated. 

- Financial treatment of individual capitalization of the funds registered on the 
individual accounts. 

- Investment of the accumulated funds in the individual account in the financial 
market, so they have profitability added to the contributions, to be used when 
the fringe benefitswere required. 

- Assumption in the sense that the affiliated party has the capacity and 
knowledge to decide, in different moments of his social security life, what is 
nnost convenient for his interests. This "financial horno sapiens", corresponds 
to a dogma of the economic model adopted in Chile. 

4.- These principies led to the structuration of a model that, in general terms, 
offers the following contradictions, even with the inspiring economic model. 

- The affiliated insured has no intervention in the administration of his own 
capital, butthese are managed in accordance with operational strategies of the 
market, by some company in chargeof thefunds administration. The affiliated 
party has few or non information about which is or which are the financial 
groups that manage their adnninistrative company and of the changes in the 
board that happen. 

- Existence of a great variety of private profitableadministration institutions, and 
whose numberdepends on the interest that the private corporations have for 
assuming that field of the activity, in the legal and normative regulations frame 
stablished by the supervisory organization. 

- I nstitutionality totally detached from workers and employers, where in any 
moment, and without knowledge neither decision from both, appears new 
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owners of their PFA, they associate with organizations different to the 
environnnent of the social security, in an external image of total arbitrariness. 

- Free election fortheworkerin orderto affiliateto an administrative institution 
which is offered in the market, and to change of institution in accordance with 
his interests, butwithout the certainty that the changewill be convenientfor him 
in a nearfuture. 

5.- It is difficult, but essential, to understand that the Chilean Pension Fund 
System is based only on the financial aspect and not on the social prevision nor 
even on the social security. This principie accounts for the treatment of the 
individual capitalization account as a real bank saving account, where his 
owner, the affiliated party, can operate it according to his particular financial 
interests, even with the risk to endanger hisfuture living standard. 

From social prevision, the P.F.A.S. system only keeps its dutyto affiliatewhile 
the person is carrying out a dependent and profitable activity, and voluntarily if 
the labor activity is independent. 

The impositive rate (quotation) was fixed in practically half of the rate that the 
regulationsfor social security hasfor pensions. The contribution, which is now 
of 10% of the payments and incomes plus the fee for managing their funds, 
becomes total responsability of the worker. 

6.- Therewas another aspectsuffered bythe Chilean social security and that, 
until now, has not originated comments from the analysts of the system. The 
concept ofeconomicmodemity has broken the integrated structures, generating 
atomizations of the component parties. The social security did escape from 
the application of this concept. Previously, therewasan integration of risks and 
benefits, which searched to protect globally the person in anything that could 
affect his life. 

The prevision regulations included and interrelated the pension systems 
(invalidity, years of service, old age and survivors pensions), sickness insurance, 
family allowances, unennployment pension and compensations, evictions. 
The reform of the Militar Government broke that scheme, practicallyit eliminated 
some benefits, and to the ones that kept, -pensions and health- gave them an 
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institutionalityconnpletelyindependent. Thus, thewholeintegrating coordination 
in the risks protection that affected the individual, disappeared. 

C. Contradictions of the Pension Fund System 

Pension Fund System and market economy 

1.- The Pension Fund System has a contradiction within itself. 

The labor structure of the Chilean society, like in other parts of the world, 
changes with great speed dueto the effect of the intensification of the market 
model. The enterpriseswant todecreasecoststhrough the technological and 
organizational modernization, which is translated in a tendencyto the reduction 
of the manual work factor and its substitution for the so-called temporary 
services (the labor externalization). The short term services contract tends 
to substitute, increasingly, the direct and permanent contract. The market 
economy imposes over theworking economy. This change affects strongly 
to the workers younger than 35, which are more than half of all the affiliated 
parties to the PFA. 

This observation is confirmed with the statistics of the affiliates of ages under 
35 who quoted in March, 1996: 17.2% made it upon incomes below the 
minimum income. 

The mechanism of temporary Freelance hiring, not compulsorily imposed, 
constitutes, each day more, a regularform of payment. Even when the hiring 
of the temporary work iscompulsoryinnposed, the collection of the contributions 
in charge of the PFA, surely below the annount of the corresponding comision, 
is nnade in a limited way. This fact can constitute another causal of the higher 
rafe of social security ennptiness that is registered today. Wewill disscuse the 
same subject below. 

Thefinancial mechanism of the Pension Fund System is based in the constant 
accrued capitals, constituting the most important element of the model, the 
contribution of quotes in the individual account since the first years of activity, 
and the positive profitability of the investment. Then, the low volume of the 
accrued quotations in the affiliation period, especially in the early ages, causes 
an evident structure disadjustment between the System, the form of collection 
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of incomes of an important sector of the covered population and the quoting 
frequence both financial and actuarily. 

The consequences are clear. According to official information, up to March 
1996, there was a record of 5.4 million affiliated people, meanwhile, the 
contributors only reached 2.5 million workers; that isto say, no more than 47% 
of the total. A similar fact has been present for several years, a situation that 
was getting worse since 1985. 

This negative scene for the social security future of large sectors of workers, 
is clearly outlined in their individual accounts: 1.56 millions of affiliated do not 
register movements for quotations more than a year ago, and, 662 thousand 
of them made their last social security contribution more than five years ago. 

2.- Anothereffect ofthe labor discontinuity, maybe the worst, is clearly shown 
on the accrued capitals on the Individual Capitalization accounts. 

Based on thestatistic information of the PFASuperintendence, it is inferred that 
the arithmetical average effective balancefor the affiliated population does not 
exceeds 4.750 dollars, even excluding 171 thousand affiliateswith accounts 
that have a zero balance (values up to March 31, 1996). 

A more disintegrated estimation of the same statistic background, allows to 
show a worrying reality. In fact, 50% of the affiliated population only records a 
mean total capital which does not exceed 400 dollars, an extraordinarily low 
amount. The workers older than forty are likely to increase their balances 
through the valueoftheAcknowledgement Bonusofthefomner Social Security 
System. The lack of public statistics about bonus values, does not allow to 
carry out projective studies in this issue. 

In contrast, 9% of the affiliated persons of the higher income imposed sector, 
owns an arithmetical average balance of approximately U.S.D. $20,000. 
However, even if this amount seems to be really high, the potential capital does 
not have yet, actuarially, a significant relevance for the future pension of 
affiliateswith such income levels (the maximum monthly income imposed is 
60 UF, that is to say, approximately U.S.D. $1,900). 
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Importance of the quotation opportunity 

3.- Frequently, analysts who look for presenting favorable social security 
amounts about the Pension Fund System, make their estimations upon the 
averages of imposed incomes, as well as continuity, without interruptions, of 
rythm and time of the quotings. These suppositions are far from reality, if we 
take into accountwhat happens 15 years after the social security scheme was 
stabiished. 

Last March, the monthly imposed income of all quoters was equivalent to 
U.S.D.$ 512, while the average imposed income of half of the 2.52 million of 
affiliates who quoted and were located in the lowest wage sector, was of only 
of U.S. D.$210; that is why the general average is equivalent to 2.44 times half 
the quoters earning lower wages. 

4.- As it can be seen, if the current Social Security System appears in its 
conception legally based in an universal principie, within itself, due to the 
consequence of the economic reality in which it functions, a wide range of 
social security variability is forming, with a strong asymmetry towards extreme 
situations, that allows to foresee a potential source of evident differences, 
which demand a deep and timely analitical reflection, and the adoption of 
amendments. 

it could not be assured that all elements are just a consequence of the 
economic model in which the PFA Systems is su pported, but, overall, we 
would have to examine if the scheme, by itself, produces adverse factors or 
does not encourage the fulfiliment of the social security legislation. 

D. Investment of Funds 

1.- The Pension Fund System focuses its tasks on the strategy with which 
each Ad min istrative I nstitution manages the accrued funds of the affiliates. 

Existing total freedom for the worker to choose the PFA in which he desires to 
be affiliated, the advertising effort of the competitive market in which these 
institutions move, leads advertising to show its profitability results, obtained in 
a fiscal period, month, year or other. 
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At the same time, the supervisory organization - the PFA Superintendence-
spreads the excelencies of the global system, presenting the profitability 
results achieved in its 15 working years (anual average between 12 and 13 per 
cent). 

This form of advertising profitability involves a true statistic distortion, since it 
takes as reference just the contingent of affiliates that was incorporated since 
the beginning of the D.L. 3.550 (May, 1981)y does not measure the situation 
of the incorporated later on. Diffusing a general indicator that can reflect the 
average situation of all the affiliated population requires, at least, of theweighing 
of the profitability rates of every annual period for the correspondant mean 
annual affiliated population. It is not useful, for instance, to report in 1996, a 
worker who was affiliated in 1991, that the system grew with a real rate of 
12.7%, if the reality shows that his individual capital just raises to real annual 
rates of 3.0; 16.2; 18.2; -2.5. 

For instance, during 1995, there was a public concern for the negative return 
of the resources of the system, explained basically because of the decrease 
of the price of the stocks of the suitable companies ("the aefepeables"), 
especiallythe electric sector, in which the PFA had invested higher percentages 
of thei r fu nds. This tendency to lower the levels of profitability rates that those 
profusely outlined and spread by the PFA still remains. Just as the PFA 
Superintendence has reported, in the first half of 1996, the average profitability 
of the system was 2.5%, but in last June, the profitabilitywas 0.0%, reached 
thanksto a positive profitabilityof the instruments offixed income and financial 
intermediation, since itwas produced a considerable negative profitability in the 
shares. Despite this fact in the same month, five Administrators recorded 
negative retums. 

Since the profitability decreases caused a concern, Chilean government 
announced that it will send during August 1996 a reform that should allow the 
PFA, voluntarily, to place a second pension fund, that would be entirely invested 
in fixed income instruments. The affiliated to the pension system could choose 
between the unexpected greater profitabilityfund, but with greater risk or the 
onewhich handle a lessfluctuating investment portfolio. 

2.- Economically, the volume reached by the Pension Funds is very important 
to the country, although actuarially it must be greater if the problem of tax 

120 



CRITICAL ASPECTS OF THE PENSION FUNDS SYSTEM IN CHILE 

evasion due to labor circumstances, infringements or lack of interest for 
quotation did not exist. The decrease in the value of those capitals, caused by 
the stock marketeffectsalreadynnentioned, has also encouraged the authorities 
to look for new alternatives in order to modify the investment policy. Up to 
March, 1996, the total assets of the Pension Fund reached U.S. D.$25.648 
million. 

Since its beginning, the Qualifying Commision of Risk, in charge of qualifying 
and classifying the companies in which the PFA can Invest, designed strategies 
in orderto g uarantee the secuity and profitabilityof the investments, stablishing 
a quid< selection of organizations and types of instruments, policy that partially 
explains the concentration of capitais in a limited number of enterprises. 
Currently, the PFA Superintendency has modified this policy, and encourages 
the diversification of the portfolios, to decrease the gravitation that some 
selected instruments may have. In the sanne way, it has payed more attention 
to the investments in foreign countries (Up to March, 1996, U.S.D. $50 millions 
were invested abroad) and the posibilityof investing in Chilean State projects 
isstudied, especially in public investments. These proposals show the need 
forthe Pension Fund System toforesee critical situations, incorporating in due 
time new guidelines when it is required by the circumstances. 

3.- An important dialogue about social security investments that so far has 
not obtained the necessary depth and conceptual clearness that the social 
stratum requires, is related to the basic question: nnust the system invest its 
resources only in assets that guarantee a known profitability orthese should 
extend towards areas related to production and services, what leads to the 
incorporation of variables of natural profits or losses of the stock markets? 
Accepting the second alternative, the additional question would be: What 
optimal proportion allows a developnnent of the System which should not 
interfere significantlythe profitability as a consequence of the disadjustments 
that from time to time provoke the increases and decreaseswithout control of 
the chosen sha res?. 

Currently, the second alternative has been chosen, but it seems that the 
consequences of thesedisadjustments have not been considered accurately. 
In factthe current distribution of capital shares (almost a third of the total Fund), 
in several opportunities, has affected the positive rates of "fixed income" 
assets (that represents more than two thirds of the total). 
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It is necessary to establish periodically and with the maximum severity, the 
proportion of capitals that can be alloted to variable incomes and to define the 
way these assets should be handle, so they do not produce serious 
distortions in stocks markets. In practice, the magnitude of resources that 
the PFA have placed in enterprises shares has caused an important financial 
lack of elasticity, limiting the decision of prompt payment, in the collection of 
stock market decreases, given the important effects that could be produced 
and the unavoidable and resulting participation of the economic state 
authority, in such case. 

4.- The current investment policy is like the Mutual Funds (M.F.) for their 
combined portfolio, both in the mechanism of estimation of the values of the 
"quotes" and in the form to selectthem. In theirstructure, the PFA have similar 
features as the M.F., but the difference is related with the "participants" of these 
orgailizations: while the investors of the M.F. enter in an occasional and 
voluntarilyway, accepting the pertínent risks, the affiliated tothe PFAare baund 
to participate. The first ones can retire off the process of investment whenever 
they decide, assuming the profit (or the loss), pursuant their interests of that 
moment. On the contrary, the affiliated to the PFA are captives in the System, 
and theirretirement is conditioned to the accomplishment of the pre-established 
requirements. 

In periods of low profitability, their best options consist in differing for some time 
the demand of benefits and choose to change to other PFA, with the limited 
posibilities that both mechanisms offer to them, and the eventual negative 
effects for their condition of life. 

Another aspect that has not been examined in public in the whole dimension of 
its social security implications, refers to the valuation of the assets invested by 
the System, especially those ones of the stock market, since the procedure 
that is going to be adopted has a fundamental connotation in the determination 
of the "value of the quote", and for that reason, over the social security capital 
of each affiliated. As the PFA Superintendence has reported, the procedurefor 
valuation of assets is being reviewed. 
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E. The affiliated and their Social Security System 

1.- As it has been pointed out, the account of individual capitalization is 
considered as a personal and compulsory savings account, that each affiliate 
can administrate pursuant their immediate and future interests, in the frame 
that the O. L. 3500 establishes. This scope affects in some way the basic 
concept of in the social security,that isto say, guarantee the economic level of 
life in old age, through the achievement of a permanent pension when the ability 
for eaming incomes is lost). 

The immediate atitude of the affiliate of old age affected by the transitory or 
definitive labor suspension, is to obtain a prompt income that substitutes the 
loss or reduction of his income. If he fulfills the requirements, it is likely that he 
chooses the pension in advancefortheold age, preferently in the "Programmed 
Retirement" variety. 

The so-called Programmed Retirementvarietyconsists in detemnineactuarially 
a maximum annual amount ("annuity"), that corresponds to him pursuant their 
demographicfeatures and his family group with the right to social security. It 
must be taken into account, that all beneficiary can always request an inferior 
amountto that determined maximum. The amount ofthe benefit is reestimated 
everytwelve months. Generally, what does not matterís if there is a "Proficient 
financial managing" of the benefit, the actuarial process of estimation of the 
"programmed retirement" can lead to the extintion of the "residual capital" of 
the individual account before he dies, having as the only option the minimum 
pension (although transitorily, in the initial periods, the annuity value can 
increase). The critical situation is explained, in general terms, by the way of 
fixing the programmed retirement rates and the direct correlation that exists 
between those programmed retirement rates used, the real profitabilityobtained 
in the periods and the actuarial corresponding mechanic of the estimation of the 
maximum annuity amount. 

In a strict social security concept, the Programmed Retirement does not 
constitute a pension, but it is a way of retiring resources from an individual 
account with determined prestablished rules. 

The authority has pointed out that the affiliated worker is always protected, 
since he can requestthe minimum pension in charge of the state. The offered 
solution results paradoxical, if it is remembered that the new System was 
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justified mainly for considering onerous the charge that the pensions of the 
Social Security System represented for the State. 

The Government has recognized the social security risk that thisfringe benefit 
involves and promotes the legal authorization of a financial mechanism whose 
effect is to limit the demand of Programmed Retirement pensions. 

2.- A severe probiem for the workers in regard to the new Social Security 
System is the lack of real and practical orientation that help them to watch for 
their present and future interests. The whole System is supported in the 
permanent making offinancial and economicdecisions, most ofthenn, complex. 
The authority invites the affiliated to be previously informed, forgetting, in a 
certain way, the relatively low levels of education and knowledges of the 
workers. So, for instance, it promotes: 

- to be informed about the profitabilities of each PFA, in orderto choose their 
entrance or permanence in some of them, this, worsen by the fact that any 
PFA can assure future profitabilities 

- to be informed in order to select the type of pension that can be more 
convenient for to him (in advance or old age). 

to be informed about the choice of the variety that can be better for his 
interests 

- to be informed about the institution which will administrate his old age 
pension (or life insurance company) 

- to be informed about the opportunity in which they can request benefits, 
taking into account the changes in financial markets. 

Summarizing, these and other options require affiliated parties with basic 
knowledge of financial and actuarial estimations, expectations from the 
economy; even when the affiliate dies, many of those alternatives nnust be 
handle by the family (spouse, children, parents). The majority of the working 
population cannot act efficiently and is forced to make bad decisions or appeal 
to pseudo-advisors, consuitants or intermediaries, whose knowledge is 
frequently linnited or is encouraged by personal interests. 
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Then it is necessity that the authority, taking care of the affiliated interests, looks 
for establishing a formal structure that allows any worker to access an 
adequate professional orientation. The PFA Superintendence, supported in 
computerized mechanisms, has wanted to progress in the solution of these 
problems, butthe great it remains lacles information to reach the optimization 
in the decisions. 

3.- Associated with the just previously mentioned situations, which is not seen 
by the workers, especially the youngest no matter what is their educational 
level, is the consciousness that the Pension Funds System is based on a 
financial scheme of capitalization, in which the time of permanence of their 
funds and the level of quotable incomes are the decisive variables in order to 
reach satisfactory levels of social security benefits. 

The current reality of the Pension Fund System, either because of a lack of 
consciouness from the worker and/or hisemployer or because of the creation 
ofthe prevailing economic model, particularly in what is related with thetechno-
professional modernization, is that an important partof the population covered 
by the System is not quoting regularly, especially during theiryoung working 
years. 

With a simple example the serious negative effectfor all workers can be shown, 
it is the fact that he does not quote to the System in the first working years. 
Supose that a maleworker that begins hisworking lifewhen he is 20 years old 
and quotes, in a continuos way, during the first 5 years, and stops quoting for 
the rest of his working life. When he is 65 years old, with an average interest 
rate of 5.4%, monthlycapitalized, he reaches a C capital. If the same worker 
had not quoted, and just begin his social security lifewhen he is 50 years old, 
he needsto quote for a contribution for more than the double than the one he 
had when hewas 20 years old, in orderto reach the same capital, with the same 
mechanism of capitalization. That is to say, this person must work a triple 
schedule (15 years) and quoteformorethan the double ofthe contribution (2.15 
times), in order to reach the same C capital when he is 65 years old. 

The PFA in Chile, in spite of the legal provisions of compulsory affiliation of the 
workers and the penaltiesthat the evasion originates, it seemsthattheydo not 
give the adequate attention to the unfulfillment of the social security, posiblydue 
to the operational/legal cost that the collection reports, even more, as a 
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consequence of the features that the temporary services work acquires; with 
this, the atomized recovering of collection is not profitable. Here we have, then, 
a problem that has both financial/social security implications. 

4.- An aspectof the Chilean model of social security whose criticism regarding 
operational mechanisms are emerging, is the participation in the System of the 
private insurance companies. This circumstance of reflexive absence, is 
posibly explained by the very low numberof old age pensions thatthose entities 
are having. 

According to the law, every affiliated that has reached the age of 60 years if is 
a woman and 65 in the case of men, has the right to request an old age pension, 
depending of the value of his accunnulated capital balance. With this capital he 
must go to a private insurance company in orderto contract the pension policy 
he is going to receive definetely andina life annuity. Now, the System leaves 
the decision to the affiliate in order to select the private insurance life Company 
he wishes to contract his policy. Up to March, 1996, a total of 22 insurance 
companies attend insurance contracts from which they apply implicit rates that 
fluctuate between 4.9% and 5.72% , with a general average of 5.25%. 

Then, it is not strange that the affiliated, person of old age at the moment he is 
going to apply for the pension, and an considerable part of them with a low 
educational level, must appeal for the advice of salesmen/commission agents 
that guide to decisionstaken towards the perspective oftheirown benefit in the 
operation. 

Besides, the insurances companies are ruled referring the financial by a State 
organization, but their strength and efficiency in social security have not been 
studied enough since at the moment, after fifteen years of functioning of the 
system, provide among them a very inferior number of pensions, if an actuarial 
projection at the regulation state is made. 

5.- Currently in Chile, a public discussion that was outlined two years ago is 
been reactivated, it is about the excessive transfers of affiliates between PFA. 
Undouhtedly, this problem originates from the insertion of the social security 
system in the present economic model. 
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According to these principies, the PFA must offer their services in the market, 
in order to gain affiliates. In the frame of this mechanism, each PFA has 
salesmen whose function is to attract affiliates for their institution. These 
salesmen, whose total amount is not completely stablished -according to 
different sourcestheyfluctuate between 14,000 and 17,000 and they are called 
"workers of the system"- they receive a commission for each new affiliated or 
transferred from other PFA. The commission isfixed, generally, as a percentage 
of the imposed income of the attracted affiliated. 

What has been the result of such mechanism? That the collectors/salesnnen 
encouragethrough different procedures, the change of affiliates from one PFA 
to another, generating considerable flows of affiliates towards those PFA that 
count with more collectors/salesmen or pay the higher commissions. it has 
been reported that more than half ofthe affiliates that change from PFA has less 
than a year of permanence in the PFA from where they go out. 

The Government has proposed the Pariiament a legal regulation, in which it 
compels the affiliate to remain at least a year in the PFA, on the contrary, he 
must assume the cost for the change. This proposal has been objected for 
some sectors, even for some PFA, based on the market freedom principie, 
even when previously, in 1994, they propitiate the application of restrictive 
measures for the transfer. 

F. Additional notes 

if the Pension Fund System has the advantage of being based in a basic statute 
of universal character that rules the types and varieties of the fringe benefits, 
it has not got to overcome or eliminate many of the severe critics that were 
made to the Social Security System. Between them: 

- The universalityof the PFA system was not total, since it left out, mantaining 
its same social security law, the National Defense and Customs Officers 
(Policemen) Social Security Funds. 

- Three of the institutions of the former System concentrated 90% of the 
insured, and just one of them- the Social Security Services- 72%. 
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In the PFA System, three of the Administrators attend the 69% of the total 
active affiliates and from them- the Provida PFA- records 31%. 

For the creation or elimination of a social security institution in the Social 
Security system, a lawwas required, generally long/discussed in Govemment 
and in Parliament. During the 15 years of functioning of the PFA System, 
some Administrators had to be paid off nnainlyfor the unfulfillment of the legal 
requirements, and other have merged, diminishing, as it has been pointed, 
out to just 15 (at the beginning of 1995 they were 21). 

All this process has been made through administrative resolutions. That 
means that an affiliated worker changes of Administrator from one day to 
another without his knowledgement or understanding to this fact. 

It was criticized with emphasis that the social security laws for employees 
and, in some cases manual workers in the social security included fringe 
benefits different from the social concept. That was the case, it was said, 
of the antiquity which allowed to pension for years of service- 30 years or 
less. However, in the PFA System the "anticipated pension" incorporated, 
particulary, the Programmed Retirement, that does notcondition the age for 
pensioning butjust to the surpius of his capitalization account as long as it 
accomplishes determined financial quotes. 

It was strongly critized the financial management of the capital that the 
Social Security made, because for being invested in dwelling loans with 
social character, theywere erodiing. TheAPF System, inspiteofthe short 
time of its validity, if it is compared with thefifty years that the former system 
ruled, has yet suffered the negative effects of the investment of its funds. 
So, for example, in 1995 the real annual profitability of the pension funds 
was, as an average, - 2.5%, what means that the profitability of the 
investment in stock instrunnentswas negative in near 20%, since 70% of the 
funds invested in fixed income reached taxes of 5%. 

It was stated that the social security system was made highly dependent of 
the Statefinancing. Nevertheless, the PFA system is legallydependent of 
the State, as it is responsible for the cost of the minimum pensions, 
expenses flow that in the future can beforeseen, to have a strong gravitation 
dueto the unfulfillment or low level of quoting of a wide young affiliation 
sector, as well as, in the case of bankruptcy of a PFA. 
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It has been pointed out that the pensions created in the PFA system are kept 
from the loss of real value bytheeffects of the monetary inflation, dueto the 
fact that they express in Promotion Units, indicator that automatically 
changes in function to the variations of the Prices to the Consumer I ndex, 
and that such defense of the heritage of the beneficiaries did not exist in the 
Social Security system. Such statement is not totally precise, dueto the fact 
that, since January 1964, the regulations for minimum pensions and the 
system of "revaluation of pensions"was stablished, which was based upon 
technical universal basis, since the revaluation consisted on updating the 
initial acquiring value of all pensions. The mechanic of revaluation was 
effected amplifying the value of the pension by the quotient between the 
Prices to the Consumer Indexof the year before the readjustment and the 
one that exists in the yearof granting of the pension. The annual readjustment 
of the pensions since that moment, was accomplished in all social security 
regulations, process that was just altered since 1974. 

Final comment 

The review of the situation of the individual accounts balance of the insured 
incorporated to the new system, shows a different and adverse reality to that 
one which, from the global financial point of view appears as favorablefor the 
affiliated, when it is pointed out that the system handle total resources of 
U.S.D.$ 25 billion and real annual profitability average rates of 12.6% have been 
obtained. 

As it has been seen, even not having all the necessary information, it can be 
estimated that the expectatives of the levels of benefits that adjust to favorable 
conditions forthe pensioner are being now difficult to reach. 

The amounts of required premiums so that an affiliated can choose a life 
pension of a similar level to his imposed income, are of a very superior 
magnitude in mostof the cases to the individual accrued balances upto date. 
Everything leadstoconcludethatthe applied financial model is more favorable 
forthosewho have high incomes, stable occupations, asevere accomplishment 
of the imposed duty and, besides, they can dispose or obtain additional 
resources in order to compensate the lack of capitals, which allow them to 
obtain a benefit of an acceptable level for theirfuture life. 
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These reflexions derived from the financial-statistics analysis, reinforce the 
proposal that has been formulated in several parts of my exposition, about the 
need forthe Chilean Pension Fund System to carrys out, as soon as possible, 
an actuarial study that contributes to improve the system, to quantify the 
implications that it could have for the State in its character of guarantor, and to 
evaluate the negativeconsequences that could havefortheworking population. 
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STATISTICS CONTRIBUTIONS REFERENCE 
QUOTATIONS TO THE PENSION FUND SYSTEM 

a) Contribution rates in charge of the worker % (Wage up to 60 U.F.) 

Pension Fund 
- PFA Administration (Ayer March 1996) 
- Invalidity/survivor insurance of asset 
(Average March 1996) 

Voluntary 

10,00 
2,23 

0,68 

x % 

b) Contribution rate in charge of employer 
(only for particular cases) 

Savings Account of indemnification: 
Workers in private houses 

Other private workers 

4,11% of imposed income 60UF, during 11 years 

4,11 (or more) of imposed income during 11 years 

c) Extraordinary deposits 
Agreed with the employer 

Income percentage or unique fixed amount 

INSURED POPULATION IN THE PENSION FUND SYSTEM 

a) Affillated and insured population 

Year Number of 
Affiliated 

Number of 

Contribution 
% 

Cont/Afil 

1982 1.400.000 1.060.000 73,6 

1985 2.283.830 1.558.194 68,2 

1990 3.739.542 2.642.757 70,7 

1996 

(March) 

5.404.375 2.516.284 46,6 
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b) Labor force in the population from 15 years and more-Chile 

Labor Force' 

Employed Unemployed 
5.204.290 4.923.810 280.480 

c) Affiliated's ages March 1996 

Ages (years) Number % 

Less than 35 3.175.277 58,8 

35-50 1.714.222 31,7 
50 and more (*) 514.876 9,5 

Total 5.404.375 100,0 

d) Composition of the insured population - March 1996 

Labor Situation Total % Men Women 

Affiliated 5.253.981 97,2 3.169.581 2.084.400 

Dependent 150.394 2,8 87.031 63.363 

Independent 5.404.375 3.256.612 2.147.763 

Contribution 2.457.412 46,8 
Dependent 58.872 39,1 
Independent 2.516.284 46,6 

1 	Inquiry corresponding to the August / October 1995 quarter. 
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INDIVIDUAL ACCOUNTS OF CAPITALIZATION 

a) Balances in the account of capitalization of 5.184,102 affiliated up to September 30th, 1995 

Thousands of US$ % of Affillated % Accumulated 

0 3,52 3,5 

Less than 1.200 48,9 52,4 
1.200-2.500 14,3 66,7 
2.500-4.900 13,1 79,8 
4.900-7.300 6,2 86,0 
7.300-9.800 3,6 89,6 

9.800-12.000 2,3 91,9 
12.200 and more 8,1 100,0 

100,0 

b) 50% of the affiliated population (except those who have O in their balance) have an 
average of US$ 420 in their accounts of individual capitalization. 

c) Number of transfers of affiliated from one AFP to another (between accounts of 
individual capitalization). 
Monthly Average (January/October 1995) 	107.000 

IMPOSED INCOME - Average up to October 31st, 1995 

a) Average income of quoters 

Dependent contributors US$ 523 

Men US$ 559 
Women US$ 451 

Independent contributors US$ 296 

Men US$ 325 

Women US$ 249 

b) imposed average income of 50% of quoters of less income 
CH$ 85.400 	 US$ 210 

c) Relation between general average imposed income and 50% of the quoters of the lowest 
incomes. 

2  Corresponds to 184,446 affiliated of the total of 5.184,102 recorded by the statistics of the PFA 
S uperintend ency. 
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US$ 517 / US$ 210 practically 2,5 times 
FRINGE BENEFITS - up to September 30th, 1995 

a) Pensioned for oid age 94.877 

b) Pensioned for anticipated oid age 80.3133  

c) Affiliated declared invaiid 37.7714  

d) Dead affiiiated 

Affiliated not pensioned 63.889 

Pensioned affiliated5  12.406 

Old age 4.546 

Invalidity 7.860 

e) Life pension (September 1995) 
Insurance Company 21 

Old Age 
Unique premium-average number of policies 147 

Unique average premium 1.056,39 UF 

Implied average rate 4,92 

Anticipated oid age 
Number of policies 1.429 

Unique average premium 1.373,32 UF 

Implied average rafe 4,78 

f) Invalidity pensions. Income pensions 
(September 1995) 
Total invalidity 
Number of policies 42 

Unique premium-average 1.404,29 UF 

Implied average rate 4,91 

Partial invalidity 

Number of policies 3 

Unique average premium 760,48 UF 

Implied average rate 5,06 

Survival 
Number of policies 77 

Unique average premium 1.553,64 UF 

Implied rate 4,67 

3 	Include 4,546 dead pensioned affiliated. 
4 	Include 7,860 dead invalid affiliated. 
5  Does not include those who contracted Life Pensions. 
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ASSETS OF THE PENSION FUNDS 
up to March 29th 1996 - In US$ millions 

1.- State Institutions (National Government) 

10.236,63 
1.1. Central Bank of Chile (B.C.CH.) 9.711,03 
-Deductable Promissory Notes 86,34 
-Readjustable Promissory Notes (B.C.CH.) 8.986,71 
-Floating Rate Promissory Notes 637,98 
1.2. General Treasury of the Republic (GTR) 13,34 
-Readjustable Promissory Notes G.T.R. 5,78 
-Agrarian Reform Bonds 7,06 
-Others 0,50 
1.3. Ministry for Housing and Urbanism (MINVIU) 
-Letter of Credit MINVIU -- 

1.4. Institute for Previsional Normalization (INP) -- 
-Recognition Bonds issued by the INP and other of 
social security 512,26 
2. Financial Institutions (I.F.) 
-Fixed Deposits and Promissory Notes I.F. 512,26 
-Letters of Credit I.F. 6.312,39 
-Bank Bonds I.F. 1.573,16 
-Subordinate Bonds I.F. 4.183,84 
-Shares I.F. 238,19 
3. Companies (E) 87,26 
-Shares of Open Corporations 229,94 
-Shares that do not need approval from The Risk 9.042,21 
Qualifying Commission 7.076,77 
-Shares of Real State Corporation 

-Public and Private Co. bonds 1,37 
-Bonds Exchangeable for Shares - 
-Quotes of Property Investment Funds 1.260,10 
-Quotes of Development of Companies Investment 35,31 
Funds 311,54 
-Quotes of household goods Investment Funds 

-Quotes of Secured Credit Investment Funds 156,88 
-Commercial Effects 200,24 
4. Foreing Investment (I.E.) -- 
-Foreing lnstruments -- 

5. Available Assets 49,85 
-Current Accounts (Type 2) 49,85 
-Others (including Current Accounts (Type 1) 7,41 
Total Assets (Millions US$) 0,21 

7,20 

25.648,49 
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b) Concentration of the Assets-Corporation Sector 

The 10% of the 114 corporations (October 1995) in which there is investment of funds, concentrates almost 
the fourth part of the invested capitals. 

Of the companies sector, the greater concentration is in: 

Million US$ % of the Total 
Value of Funds 

Electric 4.070,5 16,9 

Communications/ 

Telephone 1.366,4 5,6 

Petroleum 276,6 1,2 

Paper and Cardboard 226,5 0,9 
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THE COLOMBIAN EXPERIENCE IN THE NEW SOCIAL SECURITY 

Introduction 

The social security, understood as a group of actions and resources allocated 
to create the conditions to nneet the needs of the human being through welfare, 
economic and social benefits, is an intrinsic part of his life conditions. For this 
reason all the nations, with different models and scopes, have created their 
own social security systems to ensure the supplying of services, particularly 
in three specific areas: health, pensions and occupational hazards. 

In Colombia, since the beginning of the last century, the social security 
development was started with the adoption of different pension systems, 
initiallyfor special groups and lateron foral) theworkers. Theywere ambiguously 
administered, since no accuracy was required. Thiswas just considered part 
of the activities of the benefactor State to guarantee some rights of the 
individuals. 

Since then, significant progress has been registered. This progress determined 
the constitution of a dual model that combines the resources and interests of 
the State with the ones of the private enterprises, achieving the establishment 
of a social security system. 

This document has the purpose of presenting the social security scheme in 
force in Colombia. For this purpose, three issues are analyzed: firstly, the 
efforts of the public and private sectors towards the development of social 
security are described, up to the scheme that operated in 1990; then, the reform 
that introduces the adaptation of the system and the definition of the integral 
social security model is presented; finally some important results two years 
afterthe reform was introduced are presented, as well as the future projection 
of the social security adjusted to the current model. 

1. Social security model in force before the Law 100 of 1993 

The social security in Colombia was not regulated by an integral policy and 
there were no unified guidelines. The norms and agencies that emerged from 
its enforcement were the result of isolated efforts and initiatives aimed towards 
achieving similar goalsto improve the life standard of the affiliates. 
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The nation, the departments and municipalities were undertaking actions 
aimed towards offering social security services, with different scopes and 
capabilities. The private enterprises allocated significant resources and 
undertook actions to give welfare to theirworkers. 

Consequently, the social security system of Colombia, understood as the 
group of actions aimed towards protecting citizens, was the result of the joint 
initiative of the State, the enterprises and the individualsthemselvesto nneet the 
need of offering basic services to the population. 

On the other side, the variety of regimes and institutions specialized in the 
different services were the result of the influence of external models and of the 
isolated actions of each government that, either in a direct way or for the 
motivation to private enterprise, had a direct impact on the decision of fulfilling 
different priorities of the community. 

However, this does not mean that a social security system was not established 
in Colombia. On the contrary, an analysis of the different components of the 
current system before being reformed is presented next. 

1.1 The compulsory social insurance 

The Social Security is the protection sub-system for the workers of the private 
and formal sector and of the urban zones. 

The workers of the private enterprises, the social security officers and the 
pensioners of the regime itself have been affiliated to this regime. 

Persons with "specific family links" to the worker, who live with him and who 
economically depend on him, also have the right to use the services offered by 
this insurance. 

At first, the Social Security was structured based on a tripartite financing: 
contributionsfrom the State, the employers and the workers. The occupational 
hazards were financed by the employers only; the health services for the 
pensioners with 5% of their pension. 
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Right from the beginning, the system has been administered by the Social 
Insurance Institute. This Institute was a national public agency, under the 
jurisdiction Ministry of Labor and Social Security. 

Its network was made up by 235 ambulatory attention centers and 34 clinics. 
In orderto increase the coverage of the heath insurance services, other public 
and private agencies were hired. Besides the general health and maternity 
services, it includes occupational accidents and diseases, as well as the 
insurance forthe disability, old-age and survival pensions. 

The National Health Superintendence is also part of this system. The duty of 
this agency was to examine and supervise the activities of the compulsory 
social insurance. 

1.2 The social welfare 

The social welfare su b-system has the purpose of protecting the State workers 
at national, departmental and municipal level. It includes the occupational and 
non-occupational diseases, occupational accidents, maternity allowance, 
holidays, death insurance, funerary allowance, disability, old-age and retirement 
pension. 

It is financed with contributions from the public agencies and workers; the 
pensions arefinanced with contributionsfrom the publictreasury, coming from 
the three state scopes. 

The social welfare was administered by public decentralized institutions of 
national, departmental and municipal level called social welfare boards; they 
supplied services directly and complemented them by hiring third parties. 

1.3 Thefamilysubsidy 

The family subsidy sub-system protects the permanent public and private 
workers and theirfamilies. Emerged upon the initiative of the private enterprise, 
itwas established as a legal obligation of the private and publicemployers. The 
serviceswere supplied through the family compensation boards, non-lucrative 
organizations that operated in different regions of the country supervised bythe 
State through the Family Subsidy Superintendence. 
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Their coverage includes payment of subsidies in cash, health, housing, 
recreation, cultural activities and product marketing. It has been financed with 
the contributions of the empioyers, that account for 4% of the monthly payroll 
of the enterprise. Their coverage is limited and complementary to the social 
insurance and welfare. 

1.4 The public assistance 

The public assistance is the sub-system that meets the basic health needs, 
such as the prevention of illnesses and the conservation, recuperation and 
rehabilitation programs. 

The State has offered it to the general population, but its coverage has been 
limited to some groups of the population, not protected by any other system 
such as the indigents and the low-income population. 

For this purpose, the State has created a network made up by hospitais, 
orphanages, oid people's homes and other institutions known as charity 
organizations, financed with the contributions from the lotto and some other 
taxes. This network is made up by more than 2,600 health centers and more 
than 600 hospitais, administered and financed with State resources and the 
support of some private institutions. 

1.5 The social assistance 

Is the group of protection procedures that complement the aboye mentioned 
systems. 

It supplies specialized recreation and housing services to publicworkers and 
provides the basic services to the most vulnerable groups of the population. It 
comprises the following fields of action: 

1.5.1 Thefamilywelfare 

It includes the supplying of services such as the juridical and social protection 
to children and tothefamily in general. Right from the beginning, it has ailocated 
resources and efforts to prevent and fight the malnutrition of the mother and the 
children and protected old people. It has been financed with 2% of the monthly 
payroll of the private and public enterprises and administered by the Colombian 
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Family Welfare I nstitute (ICBF), public institution underthe jurisdiction of the 
Ministryof Health. 

1.5.2 The protection to old people 

There are regulations for the protection of pensioners for retirement orold age 
ofthe public and private sector that include solutionsto thefamily abandonment, 
poverty, unemployment, family disintegration and indigence. 

Different agencies and strategies have been used, such as private old peopie's 
homes, religious community and department charity institutions, administered 
as non-lucrative agencies financed with the resources of the State and private 
agencies. 

1.6 Other social services 

Other social assistance activities, complementary to thé previous ones, have 
been the subsidized financing ofhousing programs, training of human resources 
forthe labor market and programs for recreation and enjoyment of holidays. 

The National Savings Fund, public national institution, administers the 
severances of the State workers for the subsidized financing of the housing 
programs for their affiliates. Moreover, there have been other agencies that 
promote and finance housing programs for public employees and low-income 
population. 

The National Teaching Service (SENA), public national agency under the 
jurisdiction of the Ministry of Labor and Social Security, has the purpose of 
training human resourcesfor the development of the country. It meets the need 
of technically skilled human resources for the different production sectors. It 
has been financed with 21% of the monthly payroll of the public and private 
enterprises. 

The Promoter of Holidays and Recreation (PROSOCIAL), industrial and 
commercial enterprise of the State, has administered recreational and vacation 
centers for State employees. 
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Moreover, there have been other agencies for specific sectors of the population 
such as the Social Welfare Fund of Santafé, Bogota and the Military Hospital, 
under the jurisdiction of the Ministry for National Defense. 

1.7 Private Social Security 

The social security has always had a considerable participation of the private 
sector, especiallyforthe supplying of health services. Insurance companies, 
universities, institutions and several enterprises have participated in these 
activities. 

They have been financed with resources obtained from special fees, 
contributions or labor premiums with which the health services, pension and 
occupational hazards have been covered. It protects public and private 
workers and theirfamilies. 

2. The Reform to Social Security 

In 1991, with the approval of the new Constitution, Colombia undertook a 
profound change processto its political, administrative and financial structure. 
During the second half of the year, the country started the adaptation of its 
institutions to the new organizational scheme. 

The Article 48 of the Constitution describes the nature of the social security, its 
coverage and its guiding principies as follows: "The social security is a public 
compulsowserviceto be supplied underthe direction, coordination and control 
of the State, subject to the efficiency, universality and solidarity principies in 
compliance with law. The intrinsic right to social security isguaranteed to all the 
inhabitants. The State, with the participation ofthe individuals, will progressively 
increase the social security coveragethat will include the supplying ofservices 
in compliance with law. 

The social security can be provided by public orprivate agencies in compliance 
with law. The resources of the social security institutions can not be allocated 
for any other purpose different to it. The law will establish the procedures to 
preserve the purchasing powerof the resources allocated to pensions". 
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2.1 Background of the reform 

Even if, in the beginning, onlythe reform to the pension regimewas proposed, 
the conditions led to propose an integral reform to social security, with the 
purpose of correcting important structural problems such as the coverage of 
services, the inequity on the benefits and the negative financing conditions. 

In 1990, the social security institutions covered 18% of the Colombians. 
Moreover, only 50% of the salaried workers were affiliated to these agencies, 
contraryto the 60% of average coverage registered in the Latin American social 
security. 

This situation confirmed a delicate inefficiency since onefifth ofthe population 
covered bythe social security were employees of the official sectors, attended 
by more than one thousand social welfare institutions with different affiliation, 
quotation and benefit regimes. Theseconditions and characteristics increased 
the protection costs in a remarkable way. 

Besides, 17% of those workers who earned a minimum wage were affiliated 
to the social security system; 46% of thosewho earned between one and two 
minimum wages and 66% ofthosewho earned more than two minimum wages 
were affiliated to the social security sytem. On the top, the lowest-income 
population was excluded from the system, showing a lack of solidarity. 

It is important to emphasize that the lack of financial viability of the system in 
general was one of the main reasons to implement the reform. Within this 
context, the debate on the situation of the pension regime was more critical. 

In 1992, the government presented to the Congress of the Republic a bill to 
establish a new social security system in pensions, that included the creation 
of an individual pension system. 

Likewise, this project included the possibility of hiring disability and survival 
insurances, stipulated procedures to protect the savings ofthe affiliates to the 
system, guaranteed a minimum income return and determined an increaseon 
the contriburions made by the employers and workers only. 

During its legislative transit, the project underwent modifications such as the 
incorporation of all the norms concerning the social security system on health, 
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the adoption of two pension regimes (solidarity regime of medium premium 
with defined benefit and individual savings with solidarity), the creation of the 
pension solidarity fund and the opening to the competition of all the social 
security services, including the administration of occupational hazards. 

On 23rd December 1993 the Law 100 was promulgated. This law describes 
the social security system that entered into force in Colombia on 1 st April 1994. 

2.2 New integral social security model 

The new model, called integral social security system, is made up by the 
public and private agencies, norms and procedures that regulate the 
supplying of pension, health and occupational hazards services as well as 
the complementary services. 

The general purpose of this model is to offer to all the people and families 
the security of achieving a determined life standard, regardless the 
contingencies. The specific objectives of the new model are to ensure 
economic and health benefits to those who have a work relation or the 
capability to join the system; ensuring the inclusion of all the population and 
ratifying the financing of the system with the contribution of everyone, in 
accordance with their capacities. 

Likewise, the new model has the specific purpose of turning the system into 
the development source of the country, due to its incidence on the capital 
market, the enterprises' growth and the competition in the market for the 
supplying of the services included in the system. 

2.2.1 General principies 

A fundamental aspect of the reform is the elimination of the State monopoly 
from the social security. The Law 100 of 1993 founded a competitive system 
in which all the citizens can select the agency that will provide them the service 
they require. 

It is ruled by the foliowing principies: 

Efficiency: using the administrative, technical and financial resources in a 
better way, so that the social security benefits are granted in and adequate, 
timely and sufficient way. 
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Universality: protect all the inhabitants of the national territory, with no 
discriminations during all the life stages. The contributory and subsidized 
regimes are established in order to achieve a universal coverage. 

Solidarity: supportthe unprotected people with a system in which the individual 
contributes in accordance with his capabilities and receives services according 
to his needs, under the guarantee, control and direction of the State. The 
affiliates to the contributory regime have access to the services included in the 
Compulsory Health Plan, regardless their contributions; the affiliates to the 
subsidized regime also have a minimum plan that meets their basic needs and 
the services must be increased until they become equal to the contributory 
regime plan. 

Integrity: covering all the contingencies that affect the life conditions of the 
population on health, pensions and occupational hazards. The integrity is also 
applied to all the insurances: the health services include everything, from their 
promotion to the rehabilitation in the following components: basic attention 
plan, compulsory health plan, compulsory health plan of the subsidized regime, 
complementaryattention plan, attention ofoccupational accidentsand diseases, 
attention of traffic accidents and catastrophic events. 

Unity: coordinate policies, institutions, regimes and procedures for the 
accomplishment of the social security purposes. 

Participation: establish the participation of the social security beneficiaries in 
the organization, control, administration and supervision of the institutions and 
the system. 

2.2.2 Pensions sub-system 

The general pensions sub-system guarantees the old-age, disability and death 
insurances. The recognition of pensions in a directwayorthrough substitution, 
and the payment of benefits, is established for this purpose. 

Besides the general principies of the system, it is regulated by the compulsory 
affiliation and the voluntary election. All the workers must choose a regime, 
even if the affiliation is voluntary for the independent workers, the foreigners 
who live in the country and for the Colombians who live abroad. There is 
freedom to choose the administration and to shift from one regime to another: 
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the affiliate can change the regime everythree years and the administration -
within the same regime - every six months. 

Likewise a minimum pension is determined for both regimes: the amount of 
the pension can not be lower than a monthly legal minimum wage. 

The pensions sub-system is made up by two regimes: the solidarity régime 
of medium premium with defined benefit (administered by the Social 
Insurance Institute) and the individual savings regime with solidarity 
(administered by the private pension funds). 

In the medium premium regime with defined benefits, the contributions and 
the income return constitute a common fund with which the payment of the 
pensions is guaranteed. In the individual savings regime with solidarity, the 
contributions and the income retum constitute a fund for each affiliate allocated 
to cover the individual payment of the pension. Both regimes have the following 
common elements: 

a) benefits covered: old-age, disability, survival and funerary allowance 

b) accumulation of time: the amount of weeks of contribution previousto the 
reform and the contributions done afterthe approval of the law in any of the 
regimes 

c) contributions: 75% by the ennployer and 25% by the worker 

d) contribution basis: the monthlywage of the worker; if it is an integral wage 
it is calculated on 70% of the remuneration; the basic contribution income 
can not exceed 20 legal monthly minimum wages. 

e) contribution amount: 13.5%, distributed as follows: 10% for old age and 
3.5% for disability, survival and administration expenses; if the wage is equal 
or higherthan four minimum monthly wages, an additional 1% is given for 
the pension solidarity fund. 

f) benefits: the pensions and other benefits are not attachable (except the 
food pensions and the payment of credits to co-operatives); free of 
income tax. The contributions to the system are not part of the basis for 
the tax withholding in the source and are not considered as occasional 
income. 
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g) disability pension for common risk: the individual must have contributed for 
at least 26 weeks and have lost at least 50% of the working capacity; the 
amount of the pension is 45% the basic contribution income if he lost 
between 50 and 65% of the working capacity and he has right to an additional 
1.5% for every 50 weeks of contribution afterthefirst 500 weeks; the amount 
of the pension accounts for 54% the basic contribution income if he lost 
more than 66% of the working capacity or more; in this case he has right to 
an additional 2% for every 50 weeks after the first 800 weeks. 

h) survival pension: the pensioner has to die, or, if the affiliate passesaway, he 
should have contributed for at least 26 weeks by the time he died or in the 
previous year. 

If the pensioner dies, 100% of the benefit is transferred, and if the affiliate 
passes away, 45% of the basic contribution income and an additional 2% for 
every 50 weeks after the first 500 weeks, without exceeding 75% is given. The 
beneficiaries can be the spouse or the permanent mate, the children under 
18, the children of more than 18 years of age but with less than 25 
economically dependent, or who can not work, the disabled children 
economically dependent or the parents economically dependent if there is 
no spouse or children. 

The differences presented in the old age pension are as follows: 

MEDIUM PREMIUM DEFINED 
BENEFIT 

INDIVIDUAL SAVINGS 

Contributions Common fund Individual account 

A g e Men: 60 years; Women: 55 years 
- two years will be added starting 
from the year 2014 

Weeks of 
contribution 

1.000 

Amount of the 
pension 

- 65% of the basic contribution income 
- 2% for every 50 weeks after 1,000 
and up to 1200 weeks 
- 3% for every 50 weeks after 1,200 
and up to 1,400 weeks 
- maximum pension equivalent to 20 
minimum wages 

- depending on the age and the 
accumulated amount in the individual 
savings account 
- therefore there is no maximum 
pension 
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MEDIUM PREMIUM DEFINED 
BENEFIT 

INDIVIDUAL SAVINGS 

Additional 
be nef its 

December non-existent 

Modality Single: average of the contributed 
income during the last 10 years 

- immediate life annuity 
- a combination of the previous two 

Age in 
contributed 
weeks 

Substitutive indemnification to pension Devolution of the amount accumulated 
in the individual account 

Anyway this sub-system establishes a transition regime applicable between 
lstApril 1994 and 31st December 1996 forthosewho, by the time of the reform, 
aiready had attained the age (40 years for men and 35 yearsforwomen)or had 
contributed orworked during 15 years. 

2.2.3 Health sub-system 

The reform to the health sub-system has the purpose of increasing the 
coverage of the service and improving the financing sources. Forthis purpose 
it opens the insurance benefit with the creation of Heaith Promoting Agencies 
(EPS) and increases the heaith services to the families of the affiliates; then, 
it increases the amount of contributions. 

Apart from the general principies of the system, the heaith sub-system is ruied 
by the principies of equity, compulsoriness, integral protection, freedom of 
choice, institutional autonomy, administrative decentralization, social 
participation and quality of the services. 

To improve the efficiency, the open competition in the insurance and supplying 
of health services is opened, contrary to the monopoly heid by the State. All the 
public and private institutions promote health and adnninisterthe affiliation of 
workers, the collection of contributions and guarantee the supplying of 
services. 

Likewise, the workers are free to choose both, the health promoting agency 
and the institution that will supply the services to them. 
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The general health sub-system hasthe contributory regime, appiicable to the 
working population and their families, and the subsidized regime, for the 
people who do not have a work relation or do not have enough resources to 
pay the affiliation to the system. This sub-system is made up by direction and 
control bodies (Ministry of Health, National Health Superintendence, National 
Council for Social Security in Health), administration and financing bodies 
(agencies to promote health, sectional, district and local health directions and 
the solidarity and guarantee fund) and institutions that provide health services 
(clinics, health centers, hospitals and offices). 

The health insurance comprises the following services: 

a) All the affiliates have right to an integral health plan called Compulsory 
Health Plan (POS), that includes preventive, medical, surgical attention 
and supply of medicines. This plan must have a family coverage. In the 
subsidized regime, this plan has less components, without skipping the 
fundamental services and must have a gradual increase until it equals the 
contributory regime plan. 

b) Those registered in the contributory regime have right to sickness and 
maternity lea ves. 

c) The institutions must give emergency attention to all people paid by the 
respective insurance enterprise EPS. 

d) The payment of specialized medical services is done jointly, in accordance 
with the economic capacity of the user. 

In the contributory regime, the health social security system is financed like 
any other insurance. The employeejoins a Health Promoting Agency (EPS) 
and pays a contribution that accounts for 12% his wage; one point is allocated 
to the solidarity fund and the other 11 points are distributed as follows: 0.5 
points to finance the health promotion and prevention programs; 0.3 points 
to pay the recognized leaves and 10.2 points are entered into the compensation 
sub-account to pay the maternity leaves and the payment unities for training; 
if there is a surplus of resources on the total amount of the latter, it must be 
allocated to the compensation fund, or, if the sub-account presents a deficit, 
the resources must be recovered from this fund. 
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From the total amount of the contribution, 8 points are contributed by the 
employer and 4 by the worker. Regardless the amount contributed, the 
system recognizes to the EPS the cost of a "health policy" for the worker and 
for each members of his family; this "health policy" is called payment unity 
for training (UPC) and its value is periodically fixed by the National Council 
for Social Security on health. 

The EPS must hire the health services with the value received for this "policy", 
in compliance with the regulations established by the compulsory health plan, 
the different hospitals and clinics called Service Supplying Institutions (IPS). 

The pensioners, during their working life, must contribute with four points to 
guarantee the health services required. 

Moreover, a general ized payment proced u re called moderating fee isestablished. 
The pu rpose of this fee is to rationalize the use of the services of the system. 

In the subsidized regime the financing scheme is similar; the "health policy" 
has a lower value and it is paid by the State. This "policy" is called subsidized 
training unity. 

2.2.4 Occupational hazards sub-system 

The Law Decree 1295, enacted in 1994, determines the organization and 
administration of the general occupational risks sub-system, as a part of the 
Integral Social Security System established in Law 11 of 1993. 

The opening had as a result the creation of Occupational Hazards 
Administrations and determined the obligation of the enterprises within the 
national territory to affiliate the workers to the occupational hazards system. 

Besides the principies of the entire Social Security System, it is established that 
the occupational disease must be calculated starting from the exposureto the 
risk; the disability must not be determined in terms of the activity of the worker, 
but on the loose of the working capacity in accordance with the parameters 
described in the "disability assessment manual", according to the deficiency, 
disability and incapacity level. Any worker who losses 50% or more of his 
working capacity is considered disabled. 
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The characteristics of the coverage are as follows: 

a) The leaves for occupational diseases and accidents must by paid by the 
health promoting agencies with the resources allocated to the payment of 
these contingencies in the respective regime. 

b) The supplying of health services derived from occupational hazards and 
diseases must be organized by the health promoting agency and financed 
with the contribution of the occupational accidents and diseases regime. 

c) In the individual savings pension regime, the invalidity insuranceforcommon 
risk and occupational accidents ordiseases can be hired jointly with a same 
company. 

2.2.5 Complementary services 

The reform endeavored to increase the scope of the social security system to 
two important aspects in the life standard of the population. 

a) An economic allowance program for indigent old people of more than 65 
years of age was created. This allowance can account for up to 50% of the 
monthly minimum wage. 

b) Theterritorial agencies are authorized toestablish subsidiesto unemployment 
in their respective jurisdictions. 

3. Results 

The reform is giving results by extending the services provided by the system 
to more people, especially for the totally unprotected population. Since the 
reform was recently established, many results have not been noticed. 

3.1 Pensions 

At the moment there are 9 administration societies of Pension and Severance 
Funds, all private. Besides, the Social insurance Institute has its own 
Pensions Fund. 
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In these 9 administrations, the number of affiliates to the individual saving 
regime, by the third trimester of 1995, accounted for 1.5 millions; 91% of 
these affiliates are salaried workers and the rest are independent workers. 
Moreover, 79% of these affiliates earn less than two monthly minimum wages 
and 7% more than four minimum wages. 

By the end of 1995, in the medium premium system with defined benefit, 
administered by the Social Insurance Institute, therewere 2.8 million affiliates, 
out ofwhich 340 thousand were pensioners. 

3.2 Health 

The results of the reform are encouraging; this is a profound change that will 
take time to be applied by all the agents involved in the process and evaluate, 
in this way, its accomplishments. 

The main dynamizing factor is the knowledge of the population of their rights 
and obligations in the system. This has had as a result an increase on the 
coverage, one year and a haif after the reform was started. The number of 
affiliatesto the Social Insurance Institute increased 3.4%; butits beneficiaries 
account for 12 million people, as a result of the family coverage. 

Considering the figures of the new Health Promoting Enterprises, that have an 
insured population of 3 million people, it can be determined that the system 
covers 30% of the population. 

At the moment, there are 25 Health Promoting Agencies, out of which 23 are 
private and 2 are public; these two are the EPS of the Social Insurance Institute 
and the EPS of the National Social Welfare Board and cover 25 and 31 
departments respectively. 

Considering all the EPS, there is a capacity to supply services for 17 million 
people; the Social Insurance Institute has a capacity for 10 million. 

For the supplying of services, the Social Insurance Institute has a network 
made up by 234 ambulatory attention centers Ic 	at 186 municipalities 
and 37 clinics, located at 36 municipalities. The participation of the private 
sector has also increaseg, particularly concerning the supplying of basic 
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services; 149 health co-operatives have been created, out of which 80 supply 
services for 1 million people in rural areas and minor towns. 

The administrative and technical development of the promoting enterprises 
and the institutions must also be considered; the information system, the 
communication with the users and, in general, the customer service strategies 
and the supplying of services are up to the standard of the modern enterprises. 

3.3 Occupational hazards 

18 enterprises have been established, out of which 15 are occupational 
hazards administrations (ARP))and 3 re-insurers. The onlypublicadministration 
is the one of the Social Insurance Institute. 3.6 million affiliates and 25 thousand 
pensioners are registered to this administration. 

4. Conclusions and perspectives 

The main characteristic of the integral social security system of Colombia is to 
combine resources, technology and efforts of the State and the private sector; 
that is why it is know as a mixed or dual system. For this reason, more than 
emphasizing the opening to the competition in the social security market, this 
system keeps the responsibilityof the State to guarantee the social security of 
the population, with the support and direct participation of the private enterprises. 

The social security coverage, especially on health, has experienced a significant 
increase, especiallyforthe effect it has caused on the family coverage and also 
for the creation of some private insurance companies. 

The financing resources have also been enlarged dueto the increase on the 
numberof contributors and on the amount of contributions. These resources 
have been allocated to protect the poorest population. 

However, this increase is the result of two more important limitations. First of 
all, it has grown fasterthan dennand of health services when compared to the 
increase on the financing resources. Second, the accelerated growth of the 
demand of services has surpassed the existing supply, since the capacity 
of the facilities has not registered significant increases. 
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Besides, one of the objectives of the reform was to unify the functional 
structure in a coherent social security system. However, in the same 
legislative process and later on in the basic law of the reform, several special 
regimes (army, police corps, Congress of the Republic, teachers, civil pilots, 
oil sector) were kept beyond the general system. 

Within this same context, it was endeavored to simplify and unify the 
regulations in a single law that included all the aspects of the system. As a 
result, the Law 100 of 1993, considered "the reform to the social security in 
Colombia", was enacted. But the regulations of this law have been extremely 
fruitful in normativity. 

Nowadays around 160 prescribed decrees have been enacted, with decisions 
or interpretations that cou Id be contradictory. 

Moreover, the regulation of the health services has become very precise, with 
well defined plans in theirdifferent components. However, this advantage could 
be an element that limits the endeavored competition in the opening to the 
social security market. Only the quality of the services provided by all the 
institutions can be competed. 

The Health Promoting Agencies have been mainly developed in the highly-
populated regions, in which 70% of the Colombian population lives. 

The State keeps its responsibility towards social security, that can not be 
administered by the market. However, adjustments are required in two specific 
issues: the financing scheme of the pension reginne and the need to establish 
a procedure that regulates the growth of the supply and demand. 

For this reason it has been thought to introduce some adjustments to the Law 
100. However, there are peoplewho think that we should wait for a longertime 
to prove the real results of the system. 

Within this process, itwas thought that the opening of the marketwould weaken 
the Social Insurance Institute. However, it was not so: the Institute was 
strengthened through competition with an enhanced coverage and c,apacityto 
improve its services in a substantial way. 
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SOCIAL SECURITY SYSTEMS IN COLOMBIA 1990 

ADMINISTRATION INCLUDED 
CONTINGENCIES 

FINANCING BENEFICIARIES 

COMPULSORY 
SOCIAL 

INSURANCE 

Social Insurance Institute General disease - 
Matemity-Occupational 
accidents -Occupational 
disease - Disability - 
Old Age - Death 
Family Allowances 

GDM - DOD 
Employer 67% 
Worker 33% 

OAOD 
Employer 100% 

Affiliates to the 

Beneficia ries 

regime and 

Linked to an 
affil rale 

SOCIAL 
WELFARE 

Welfare Boards 
-National 
-Departmental 
-Municipal 

Medical - Obstetric - 
Pharmaceutical - 
Hospital - Dental 
Attention-Disease 
Allowance- 
Indemnization for OAOD 
- Maternity Allowance 
- Retirement 	and 
Disability Pensions - 
FuneraryAllowance 
Death Insurance 

Conbibutions from the 
publicagencies and the 
employees Employee 

Official 
Employees 

Public 

Official 
Workers 

FAMILYSUBSIDY -Family Compensation Health -Education - 
Social Recreation 

Contributions Official Employees 
Private Sector Workers Board 

PUBLIC 
ASSISTANCE 

-National Health System 
-Sectional Health Services 
-Promoterof Holidays and 
Social Recreation 

Health and social needs Taxes 
Charityinstitutions 

Indigents 
Population notprotected by other 
systems 

SOCIAL 
ASSISTANCE 

-Colombian 	Family 
Welfare lnstitute 

-Old People's Homes 

Nutrition 
Protection 

Rehabilitador,  

Special contributions Pregnantwomenand nursing 
Children 

Children of school-age 
Children and cdpeopleabandoned 
or at stake 

Infringer Children 

OTHER SOCIAL 
SERVICES 

-National Savings Fund 
-Nati o na I 	Tea ch i n g 
Service 

-Promoterof Hdidays and 
Social Recreation 

-National Social Welfare 
Fund 

Payment of Severances - 
Housing Financing- 
Teaching and Trainingof 
Human Resources 
Recreation-Financing 
and Development of 
Vacaban Piens 

Special contributions &ricial Employees 
Private Sector Workers 

PRIVATESOCIAL 
PROTECTION 

-Insurancecompanies 
-Privateinstitutions 
-Universities 

Health -Pensions Premiums 
Fees 
Contributions 

Oficial Employees 
Private Employees 
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CONTRIBUTIONS OF THE INTEGRAL SOCIAL SECURITY SYSTEM 

System 
Concept 

Pensions Health Occupational Hazards 

Basis 
Monthly accrued wage 

Min: L.M.W. 
Max: 20 L.M.W. 

70% Integral Wage 
No transportation 

allowance 

Idem Pensions Idem Pensions 

Amount 1996 	13.5% 

Pension Solidarity Fund 
Employee with income = 

o > a 
4 L.M.W. conhibutes an 
additional 1% to its debit 

1996 12% Min: 0.348% 
Max: 8.7% 

Distribution 
- Employee 
- Enterprise 

25% 
75% 

113 
2/3 

No 
100% according to the 
economic activity (risk 
dassification and level) 

Min = Minimum 
Max = Maximum 
L.M.W. = 	Legal Minimum Wage 
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AGENCIES OF THE SOCIAL SECURITY SYSTEM 

Health Promotion Agencies Pensions 
Fund 

Occupational Hazards Administrations 

1. E.P.S. 	ISS 1. Pensiones 1. Proteccion Laboral Seguro 
Seguro 

2. Salud Colmena E.P.S. 2. Colfondos 2. Compañia Agricola De Seguros De Vida S.A. 
3. Salud Total S.A. 	E.P.S. 3. Colpatria 3. Seguros De Vida Alfa S.A. 
4. Cafésalud E.P.S. S.A. 4. Proteccion 4. Compañia De Seguros Atlas De Vida S.A. 
5. Bonsalud S.A. 	E.P.S. 5. Porvenir 5. Compañia De Seguros De Vida Aurora S.A. 
6. Sanitas S.A. 6. Colmena 6. Compañia De Seguros Bolivar S.A. 
7. Unimec E.P.S. 	S.A. 7. Horizonte 7. Compañia De Seguros De Vida Colmena S.A. 
8. Compensar E.P.S. 8. Davivir 8. Seguros De Vida Colpatria S.A. PREVER 
9. E.P.S. Progr. Comfenalco Antioquia 9. Pensionar 9. Aseguradora De Vida Colseguros S.A. 
10. SuSalud E.P.S. - Southaamerican 10. Invertir 10. Seguros De Vida Del Estado S.A. 
11. Colseguros E.P.S. 11. Seguros De Vida La Fénix De Colombia S.A. 
12. Comfenalco Valle E.P.S. GRANAVIDA 
13. E.P.S. Salucoop 12. Compañia Granadera De Seguros De Vida 
14. Humana Vivir S.A. E.P.S. S.A. GRAN ARP 
15. Servicios Medicos Colpatria S.A. 13. Aseguradora Grancolombiana De Vida S.A. 

E.P.S. 14. Seguros La Equidad O.C. 
16. Coomeva E.P.S. S.A. 15. Latinoamericana De Seguros De Vida S.A. 
17. E.P.S. Famisanar Ltda CAFAM-

COLSUBSIDIO 16. La Nacional Compañia De Seguros De Vida 
18. E.P.S. Servicio Occidental de Salud S.A. SURATEP 

S.A. 17. La Previsora S.A. Compañia De Seguros 
19. E.P.S. Risaralda Ltda. 
20. Caprecom E.P.S. 18. Compañia Suramericana De Seguros De 
21. Corporanonimas E.P.S. Vida S.A. 
22. E.P.S. Convida 
23. Cruz Blanca E.P.S. S.A. 
24. Cajanal E.P.S. 
25. Capresoca E.P.S. 
26. Solsalud E.P.S. S.A. 
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PREPARING FOR AN AGEING SOCIETY 

Canada, like many other countries in the Americas and around the world, is 
engaged in a debate aboutthefutureshape of our pension system. The debate 
is one that touches every Canadian, whether we are still of working age or 
already retired. After all, each of us expects that, one day, we will receive 
benefits from the pension system. And we hope that those benefits will be 
sufficient to allow us to have a comfortable standard of living in our retirement. 

Ensuring that the pension system will be able to deliver on those hopes and 
expectations is the responsibility of both governments and individuals. This 
has always been a fundamental premise of Canadian pension policy. 

Governments must put in place the laws, programs and policies on which the 
pension system is built. They must legislate and directly administer programs 
that ensure a basic income for all the elderly. They also have to legislate and 
manage the regulatory framework that safeguards the fair and effective 
operation of the privately-administered parts of the system. Equally important, 
governments have a key role in creating the stableeconomicclimate which is 
essential for the entire pension system to function. 

But individuals have a role which is just as important as that of governments. 
We should not, and cannot, assume that the public pension programs will 
provide allour retirement income. Those programs provide a foundation for 
retirement income. They are especially important in ensuring a minimum 
income for all those who, for whatever legitimate reasons, cannot save for 
retirement; this includes low-incomeworkers whosewages are just sufficient 
to provide for the current needs of their families, but who have little or no 
reasonable possibility of putting aside savings fortheirfuture needs in their old 
age. However, for the majority of us in the Canadian work force, it is possible 
to save for retirement. To a considerable extent, the choice is ourswhetherwe 
will have a comfortable retirement or not. 

What I would like to do today is three-fold. First, I will describe Canada's 
pension system. Second, I will discuss the demographic and economic 
factors that prompt the need to adjust that system to ensure its long-term 
viability. And third, I will briefly outline some of the changes that have been 
proposed. 

The Canadian pension system, as I have already alluded, has two objectives. 
The first is to ensure a basic level of income for all of Canada's elderly. This 
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is accomplished through a national program, administered by the federal 
government, known as Old Age Security. 

The second objective of the Canadian pension system is to enable individuals 
and families to have an income in retirement that avoids seriousdisruption in 
their standard of living. In orderto meet this goal, Canada has established three 
mechanisms. One is the contributory, compulsory Canada Pension Plan—
and its counterpart in Quebec, the Quebec Pension Plan — that covers all 
empioyed and self-employed persons in Canada. The second are registered 
pension plans (sometimes called "employer-sponsored" pension plans), for 
which there is tax assistance. And the third are individual, voluntary, tax-
assisted mechanisms known as registered retirement savings plans. 

The Old Age Security program is the first pillar of Canada's pension system. 
The antecedents of today's program go back to 1927, when the federal 
government began to share the costs of provincially administered, nneans-
tested benefitsfor the elderly. In the late 1940s and early 1950s, inspired by the 
famous report of Lord Beveridge that is the basis of the United Kingdom's social 
security system, there was mounting pressure for the Government of Canada 
to establish a uniform, nation-wide pension program. Such a program carne 
into being in 1952, with the start of the universal Old Age Security pension. For 
the first time, all of Canada's elderly who met a residence requirement were 
entitled to a pension from the federal government, irrespective of their other 
income or their previous participation in the labour force. 

For its first 25 years, the Old Age Security program consisted only of the basic 
pension —a fixed amountthatwas paid to all the elderly in Canada who metthe 
age and residence requirements. However, high rates of poverty among the 
elderly created growing demands for the governmentto raise the amount of the 
benefit. But to raise the basic pension for everyone — rich and poor alike — 
meant very high costs. Therefore, in 1967, the Government of Canada enacted 
the second part of the Old Age Security program. Ittook the form of an income-
tested benefit, the Guaranteed Income Supplement, which was added to the 
basic pension but only paid to those among the elderly who have little or no 
income other than the basic pension. 

Today, the basic Old Age Security pension and the Guaranteed Income 
Supplementtogether ensure a minimum income of some CAN$ 10,500 a year 
for a single pensioner, and CAN$ 17,000 a year to a pensioner couple. The 
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equivalents in US dollars are about US$ 7,600 and US$ 12,400 respectively. As 
I am sure you realize, with the cost of living in Canada, and with the expenses 
related to our sometimes-less-than-ideal climate, these amounts are by no 
means extravagant. However, they ensure that 80% of the elderly have 
incomes aboye the "low-income cut-offs" established by Statistics Canada. 
(The "low-in come cut-offs" are a measure of relative poverty.) 

The basic Old Age Security pension has long been considered as taxable 
income for purposes of income tax. Through provisions in the Canadian 
income tax system, such as the income-tested tax credit for persons aged 
65 and over, low-income pensioners do not, in fact, pay tax on their pensions. 
However, those with higher incomes do. Combined with the increasing 
marginal tax rates of our income tax system, this ensures that as incomes rise, 
the net amount of pension —that is, the amount of pension after the payment 
of tax—declines. 

Since 1989, the benefits paid to pensioners with high incomes have been 
reduced even further. Once a pensioner's total annual income exceeds a 
prescribed annual amount, he or she is required to repay part or all of the basic 
Old Age Security pension received d u ring the year. For 1996, the prescribed 
amount at which the repayment takes effect is CAN$ 53,215. At current 
exchange rates, that is about US$ 39,000. Foreverydollarof income aboye this 
amount, the person has to repay 150 of his/her pension. This repayment 
provision affects about 5% of Canada's elderly. 

Almost 3.5 million persons aged 65 and over receive the basic Old Age Security 
pension. Of these, about 1.4 million also receive the Guaranteed Income 
Supplement. On an annual basis, the Government of Canada pays about 
CAN$ 21.4 billion (closeto US$ 16 billion) in benefits underthe Old Age Security 
program. Of this, about CAN$ 2.2 billion are recovered through the income tax 
system, including through the operation of the repayment provision I just 
described. This still leaves the net costs of the program at over CAN$ 19 billion 
a year. All of this money comes from the general tax revenues of the federal 
govemment. 

As I mentioned a few minutes ago, this first pillar of the Canadian pension 
system, the Old Age Security program, ensures a basic income to all of 
Canada's elderlywho meet certain minimum residence req u irements. 
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The othertwo pillars of the Canadian pension system, on the other hand, are 
designed to assist individuals and their families to avoid a sharp drop in 
standard of living in retirement. Ofthese two pillars, onlyone is compulsory — 
the Canada and Quebec Pension Plans. 

These two plans cover all employed and self-employed persons in Canada. 
The Quebec Pension Plan, which is administered by an agency of the 
provincial government, operates in the province of Quebec, and the Canada 
Pension Plan, which is administered by the Government of Canada, operates 
throughout the rest of the country. The two plans are identical in terms of 
contributions and the types of benefits paid; there are some differences in the 
way some benefits are calculated but, to this time, the differences are relatively 
small. Thetwo plans are closely co-ordinated through a series of agreements 
between the Government of Canada and the Government of Quebec. 

The Canada and Quebec Pension Plans began operation in 1966. They are 
similar to the social insurance programs found in many countries around the 
world, in the sense that they are contributory and the amountof benefit paid is 
linked to a person's previous income on which contributions have been made. 
Benefits include: 

• a retirement pension, payable as early as age 60 (but subject to an actuarial 
reduction if the person is lessthan age 65 when the benefitstartsto be paid); 

. a disability pension, payable to contributorswho have suffered a disability 
that is "severe" and "prolonged"; in practical terms, this means a disability 
that both renders them unable to do work which brings any appreciable 
income and a disability that is likely to be of long duration or result in death; 

• a survivor's pension, payable to the widow or widower of a deceased 
contributor, as well as a lump-sum (one-time) death benefit paid to the 
estate of a deceased contri butor; and 

• children's benefits paid to the dependent children of disabled contributors 
and orphans of deceased contributors. 

The Canada and Quebec Pension Plans are funded entirely from contributions 
paid by employees, employers and the self-employed. Governments provide 
no subsidies to the plansfronn general tax revenues. However, in theircapacity 
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as employers, the federal and provincial governments must make the same 
contributions as employers in the private sector. Similarly, federal and 
provincial civil servants must contribute just like employees in the private 
sector. 

The contribution rate to the Canada and Quebec Pension Plans is adjusted 
annually. Both plans have accumulated "reserve funds"which consist of the 
excess of contributions over benefit payments and administrative costs in 
previous years. Forthe Canada Pension Plan, the goal has been to maintain 
this reserve fund ata leve] equivalentto the total cost of benefit payments and 
administrative expenses oyera two-yearperiod. [As I will discuss shortly, there 
are proposals underdiscussion which could significantly increase the reserve 
fund.] In principie, the combined total of investment income from the reserve 
fund and current contributions should, each year, be sufficient to pay for all 
benefits and administrative expenses in that year. 

For 1996, the contribution rate for the Canada and Quebec Pension Plans is 
5.6% of covered earnings. The employer pays half of the contribution (in other 
words, 2.8% of covered eamings) and the employee pays the other half. Self-
employed persons must pay the entire 5.6%. 

Covered earnings under the plans include all income from employment and 
self-employment, beyond a basic exemption and upto an annual ceiling. The 
annual ceiling, which isapproxinnatelyequal tothe average Canadian industrial 
wage, is CAN$ 35,400 for 1996 (about US$ 26,000). No contributions are paid 
on the portion of annual earnings aboye the ceiling. 

For income tax purposes, contributions to the Canada and Quebec Pension 
Plans are allowed asa deductible business expenseforemployers. Employees 
and self-employed persons are given a tax credit, which is calculated as a 
percentage of the contributions they have paid during the year. Benefits from 
the plans must be included in an individual's total taxable income when he or 
shefiles the annual income tax return. 

An individual's retirement pension atage 65 isequal to 25% of his or her average 
lifetime earnings on which contributions have been paid. In calculating the 
average, the actual (nominal) earnings from previous years are adjusted to 
reflect current values. As well, certain periods of low or no income are 
disregarded. Of particular importance to parentswho leave the labourforce or 

167 



II HIGH LEVEL CONFERENCES CYCLE 

reduce their working hours to care for young children, periods with beiow-
average earnings, when a parent was caring for a child under age 7, are 
disregarded in the calcuiation of average eamings. This provision is of special 
benefit to mothers. 

Some 4.7 million persons receive benefits from the Canada and Quebec 
Pension Plans. Of these, about 3.1 million receive retirement pensions, and 
one million receivesurvivors pensions. The total amountof benefits paid under 
the two pians exceeds CAN$ 20 billion a year. 

When planning for retirement, many pension experts believe that an individual's 
goal should be to have an income from pensions and savings that is about 70% 
of pre-retirement income. They argue that a retired person does not have the 
same level of expenses as someone still working —for example, there are no 
costs for travelling to work, special work clothes and other such things. In 
addition, retired persons, generally speaking, no longer have children to 
support. As a result, with a retirement income of 70% of pre-retirement income, 
most persons can have roughiy the same standard of living afterthey retire as 
they had before. 

For a one-eamer couple (ofwhich there are fewer and fewer in Canada) whose 
pre-retirement earnings are around the average Canadianwage, the first two 
pillars of Canada's pension system—the Canada and Quebec Pension Plans, 
along with the basic Old Age Security pension and the Guaranteed I ncome 
Supplement —ensure an income that is abouttwo-thirds of previous eamings. 
This is very close to the 70% target advocated by many pension experts. But, 
let me stress, this is only the case for a one-eamer coupie, and oniy if their pre-
retirement income is around the average Canadian wage. 

For a single person with pre-retirement income nearthe average wage, the first 
two pillars ensure a pension income that is a little less than half of pre-
retirement income. In most instances, this would transiate into a sign ificant 
reduction in living standard. And as incomes go aboye the average, the 
repiacement rate from the first two pillars becomes lower. For this reason, 
Canada has estabiished the other pillar of its pension system — tax-assisted 
savingsthrough registered pensions pians and registered retirement savings 
plans. 
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Registered pension plans—sometimescalled "employer-sponsored", "private" 
or"occupational" pension plans—cover about 45% of the paid Canadian labour 
force. They arevoluntary arrangements, in the sense that the decision to have 
such a plan is up to each individual employer. This decision is often linked to 
the collective bargaining process, through which overall compensation is 
negotiated between an employer and his orheremployees. However, once an 
employer has such a scheme, the participation of employees is usually 
mandatory. 

The coverage of the Canadian work force by registered pension plans varíes 
greatlyfrom one sectorto the other. In the publicsector, for example, coverage 
is close to 85% (and even considerably higher if only full-time, "permanent" 
employees are taken into account). Coverage is equally high, oreven higher, 
in some parts of the private sector. This is especially the case for large-scale 
manufacturing, such as the automobile industry, which is heavily unionized. 
Other parts of the private sector, however, have low coverage by registered 
pension plans. Examples include agriculture and many service industries. 
Therearealso differences in the overall coverage of male workers in comparison 
with femaleworkers, and in the overall coverage of higher-paid employees in 
comparison with lower-paid employees. 

Most Canadians who are covered by registered pension plans belong to 
"defined benefit" schemes. These are plans in which the amount of pension 
is linked to an individual's average wages (often during a prescribed numberof 
years with the highest wages) and the overall length of service with the 
employer. There are, however, some important "defined contribution" schemes. 
In a "defined contribution" plan, benefits are based on the accumulated 
contributionsofthe employeeand/orhis/heremployeralong with the investment 
eamings on those contributions. 

Federal and provincial legislation regulates registered pension plans by, for 
example, stipulating when rightsto a benefit become"vested" in the employee, 
how pension funds can be invested, and so on. An actofthefederal Parliament 
—the Pension Benefits Standards Act— regulates plans in the sectors of the 
labour market that fall underthe jurisdiction ofthefederal govemment (such as 
banking and interprovincial and intemational transportation). Each of the 
provinces of Canada has comparable legislation that regulates pension plans 
in the sectors of the labour market that are under provincial jurisdiction. 
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The word "registered" in "registered pension plan" is a very important one. It 
refers to the factthat these plans must be registered with the federal Department 
of National Revenue in orderto qualifyforfavourable tax treatment under the 
IncomeTaxAct. TheAct sets out a variety of conditions that a plan nnust meet 
before it can be registered. The conditions are in addition to those set out in the 
federal and provincial legislation regulating pension plans. They specify, 
among many otherthings, the maximum income on which contributions can 
be based, the maximum contribution that can be made in any given year, and 
the maximum amountof benefit payable under a defined benefit plan. Maximum 
contributory earnings, for example, are set at 2% times the average wage. 

Once a pension plan is registered, the tax consequences are significant. 
Contributions to the plan become tax deductible. The earnings on the 
accumulated funds in the plan are equally sheltered from taxation. While the 
moneywill eventually betaxed—usuallywhen it is paid in the form of a pension 
— in the intervening period it growswithout governments taking a share in the 
form of taxes. 

The cost to the federal government of tax deferral on the contributions and 
assets of registered pension plans is estimated at more than CAN$ 8 billion a 
year. 

As I have already mentioned, only about half of the employees in the paid labour 
force in Canada are covered by registered pension plans. For the other half, 
as well as for self-employed persons, this part of the third pillar is not there. 
However, virtually everyone in the paid labourforce, including all self-employed 
persons, have access to the other part of the third pillar— registered retirement 
savings plans, or RRSPs for short. 

An RRSP is an individual retirement accountwhich isthe personal property of 
the person who makescontributionsto it. In this regard, an RRSP is similarto 
the individual capitalization accounts that are the basis for the new social 
security systems in Argentina, Chile, Mexico, Uruguay and other countries. 
The one difference, of course, is that in Canada contributions to an RRSP 
are entirelyvoluntary. 

Anyone with income from employment or self-employment can puta part of 
his or her earnings into an RRSP. Contributions each year cannot exceed 
18% of earnings, and they are subject to an annual maximum. For 1996, this 
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maximum is CAN$ 13,500. For persons who are also covered by a 
registered pension plan ofthe"defined benefit"type, there is a complexformula for 
determining the maximum amount of contribution allowed to an RRSP. This 
formula factors in the estimated valueofthe benefit which the year's contributions 
to the defined benefit plan will eventually yield. Fortunately, a computer at the 
Department of National Revenue does the calculation and sends out a notice 
to each taxpayeradvising how much "RRSP contribution room" he or she has 
availableeach year. 

The means of investing the funds in an RRSP are about as numerous as there 
are investmentvehicles. Again, the word "registered" in "registered retirement 
savings plan" is key. "Registered" means that the plan must be registered with 
the Department of National Revenue, which sets some general conditions 
such as limits on the percentage of total funds that can be invested in non-
Canadian sources. Once these conditions are met, the possibilities for 
investing funds in an RRSP are legion. Many people prefer to have "self-
invested" plans in which, for a relativelylow annual administration fee paid to 
a stock broker or investment institution, they can direct exactly how and when 
the funds will be used — whether to buy stocks, bonds, treasury bilis, 
commodities, futures or whatever. Many other people prefer to let a bank or 
investment company do the investing for them, and put their funds in plans 
consisting of Guaranteed Income Certificates or mutual funds. 

The critical element is that the contributions to an RRSP (up to the maximums 
I have described), as well as all the earnings on the accumulated funds in the 
plan, are sheltered from taxation until they arewithdrawn. And they remain the 
personal property of the individual. 

lfsomeone needs the money in his/her RRSP before retirement, the funds can 
be withdrawn at any time. However, in this case, they become subject to 
income tax in the year of withdrawal. If, as is usually the case, the funds are 
left until retirement, there are a number of means for having access to them 
without having to pay tax all at one time. The most common is to use the funds 
to purchase an annuity, in which case the funds are taxed only as benefits are 
paid. 

Registered retirement savings plans are Canada's favourite tax shelter. 
Among Canadians with annual earnings over CAN$ 15,000, 49% contributeto 
an RRSP. As income rises, so does participation in RRSPs. 
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The cost to the federal government from the tax deferral resulting from 
registered retirement savings plans is esti mated at CAN$ 5.5 billion a year. 

Taken together, the two parts of the third pillar of Canada's pension system—
the two forms of tax-assisted savings for retirement — cover a very large 
segmentof the Canadian labourforce. For example, dose to 80% ofthosewho 
earned between CAN$ 25-35,000 in 1991 contributed either to a registered 
pension plan, orto a registered retirement savings plan, orto both. 

A few figures will illustrate clearly the macro-economic impact of tax-assisted 
savings. In 1992, total contributions under the two parts of the third pillar 
combined carne to CAN$ 34.5 billion. With total benefit payouts in that year of 
CAN$ 24 billion, it is evident that the two forms of tax-assisted savings make 
a major contribution to aggregate savings, and investments, in Canada. In 
1991, total assets in registered pension planswere just slightly less than 50% 
of Canada's Gross Domestic Product (GDP). Total assets in registered 
retirement savings plans that year were almost 20% of GDP. 

This, then, is a summary of Canada's pension system. I am sorry that it has 
taken me so long to give even a general description of our system. However, 
as I think you will see, it is a complex system consisting of many elements. For 
a number of historical, social and economic reasons, Canada has chosen not 
to take the route followed by many other industrialized nations, especial ly in 
Western Europe, and have one large pu blic system that provides most of the 
retirement income for most of the population. We long ago decided to have a 
diversified system. While our system is not without its faults, it is serving 
Canadianswell. 

The issue with which Canada must now grapple is how to ensure that our 
pension system will continueto serve Canadianswell in the future. This issue 
is particularly relevant for the first two pillars of the system — the Old Age 
Security program and the Canada and Quebec Pension Plans. 

Canadian society is ageing, and ageing rapidly. Today, about 12% of Canada's 
population is aged 65 years and over. There are 5.6 persons of working age 
(20-64 years) for every retired person. In 2035, according to demographic 
projections, the proportion of Canada's population aged 65 and overwill nearly 
double, to 22%. And the ratio of persons of working age in comparison to 
retirees will fall to 2.7: 1. 
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The reasons for there changes are well known. Key among them are the 
ageing of the post-World War II baby boom, the dramaticfall in the birth rate that 
began in the 1960s and continued in the 1970s, and the increasing longevityof 
the population dueto on-going, dramaticadvances in medicine and science. 
If itwere notforourrelatively high level of imnnigration, Canada would befaced 
with an almost untenabledemographicfuture. 

The impact of the ageing of the Canadian population on the first and second 
pillars of Canada's pension system is clear. The costs of pension programs 
will grow significantly over the next four decades. The pressures that 
expenditures on pensionswill puton overall publicspending will be enormous, 
leaving aside consideration of all the other costs associated with an ageing 
society (of which health care, social services and residential care are some of 
the most obvious). Unless changes are made, it is unlikely that the Canadian 
economy would be able to afford the existing programs through the coming 
decades. 

Having said this, let me hasten to stress that I am not suggesting that the current 
programs are fundamentally flawed or that Canada needs to take a radically 
different approach in its pension policy. While there are some in Canada who 
argue, for example, that the contributory Canada Pension Plan should be 
replaced by a system of mandatory individual capitalization accounts, they are 
a minority. The great mass of evidence shows that the existing programs are 
firm in theirfoundation and that theywill continue to serve Canadians as well 
in the future as they have up to now. However, the programs have to be 
adjusted totake into account today's economic and social realities. Just as the 
social and economic environment evolves overtime, public pension programs 
also need to evolve over time. 

In making changes to pension programs, government mustdemonstrategreat 
sensitivity to a number of factors. I want to mention three in particular. 

First, any changewhich has an impact on the current elderly must be examined 
with the greatest care before it is implemented. Most of the elderly have little 
or .  no ability to replace onefornn of inconne with another. With the exception of 
a relativelyfew higher-income individuals and couples, they rely heavily on the 
income provided by the existing programs. Those programs are a tangible 
reflection of the inter-generational contract that is part ofwhat binds Canada's 
societytogether. The contract nnust be respected. Changes that wou Id have 
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adverse consequences for elderly persons with low and modest income (who 
are the vast majority of the aged) must be avoided. 

Second, thosewho are approaching retirement age also have little leeway for 
maneuvering. For the large nnajority, their planning for retirement has been 
based on the existing programs. Except for those with substantial savings or 
large current incomes, any precipitous change in the eligibility conditions for 
benefits or in the amount of benefitswould present serious problemsforwhich 
theywould have great difficulty finding solutions. Changesthatwould create 
difficulties for those approaching retirement age, whose incomes are in the low 
and middle ranges (one could go as far as to say, whose incomes are not 
relatively high), must also be avoided. 

Third, inter-generational fairness in regard to tomorrow's work force must be 
taken into account. Inter-generational equity is a complex and multi-dimensioned 
concept. One element, of which 1 have just spoken, is equity in the treatnnent 
oftoday's elderly, and thosewho are close to retirement, by those who are now 
of working age. But today's people of working age will, at some point in the 
future, become tomorrow's elderly. What financial burden will the cost of their 
pensions put on the next generation ofworking Canadians? Will that burden 
be reasonable (orfair) in relation towhat thosefuture working Canadians will, 
thennselves, receive from the pension system when they retire even further in 
the future? 

Demographic projections show that Cañada faces extremely high pension 
costsduring the first fourdecades of the next century, in large part because of 
the ageing of the baby-boom generation. However, after the baby-boom 
generation has passed on, the overall costs of pension, in real terms, will 
decline and then level off as Canada reaches a new equilibriunn between 
personsofworking age and thoseof retirement age. Some years ago, German 
pension expertscoined the phrase "rentenberg" —the pension mountain—to 
describe this phenomenon. 

Canada is now climbing up the pension mountain. As we ascend, the overall 
cost of pensions beconnes higher and higher. In the absence of savings for 
retirement—whether in the form of individual savings orcollective mechanisms 
for savings—which can offset some of those increasing costs, the burden has 
to be assumed by those in the paid labour force. However, afterthe summit of 
the pension mountain is reached in the decade of the 2030s, the overall cost 
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of pensions, in real terms, will begin to decline. Therefore, unless appropriate 
measures are taken well in advance, those who are in the paid labour force 
during the period when society is nearthe top of the pension mountainwill have 
to pay far more for the pensions of the generation that preceded them than they 
themselves will get in the way of pensions from the generation that follows 
them. 

In substantial degree, Canada has already taken this important fact into 
account, through the third pillar of our pension system. By contributing to 
registered pension plans and registered retirement savings plans, the generation 
that will reach retirement age as Canada climbs higher up the pension 
mountain is already making important provision for its own retirement, thus 
greatly reducing the eventual burden on the next generation of the paid work 
force. The focus, therefore, must be on our public programs. 

In regard to the Old Age Security program, the Government of Canada 
announced in March thatitwill ask Parliamentto legislate a new Seniors Benefit 
that will replace the existing Old Age Security pension and Guaranteed Income 
Supplement. The new Seniors Benefit will be similar to the existing program 
in many respects. Its purpose will be to ensure a basic income to all of 
Canada's elderly. It will be financed out of the general tax revenues of the 
federal governnnent. Itwill be inconne-tested. And benefitswill be completely 
protected against inflation. 

But there will also be some important differences. 

First, the new Seniors Benefit will be much more clearly targeted to elderly 
persons with low and modest incomes. The highest-income 9% of Canada's 
elderlywill not qualifyfor any pension at all under the new program. Thesewill 
be single persons with annual incomes aboye CDN$ 52,000, and coupleswith 
annual incomes aboye CDN$ 78,000. Another 16% of seniorswhose incomes 
are relatively highwill qualifyforpensions, but in a loweramount than underthe 
existing programs. Generally speaking, these will be single persons and 
couples with incomes aboye CDN$ 40,000 a year. 

Second, for couples, the amount of the new benefit will be based on the 
combined income of the spouses. You will recall that, earlier in my remarks, 
I spoke about the repayment provision underwhich high-income pensioners 
have to repay some or all of their Old Age Security pension. In applying this 
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provision, only the income of the pensioner him-orherself is taken into account, 
not the income of the couple. This can lead to a situation in which the spouse 
of a pensioner who is verywealthy can still keep all of his or her pension if the 
spouse's personal income is not very high. The new Seniors Benefit will 
eliminatethis unfairness. 

Third, the new benefitwill be entirely tax-free. Pensionerswill know exactly how 
much assistance they will receive from the government, and will not have to 
worry about having to repay partof the pension at the end of the yearwhen they 
filetheirannual incometax returns. Sincethe new benefitwill betax-free (unlike 
the existing Old Age Security pension, which is taxable), two existing provisions 
in the Canadian income tax system that provide tax relief to the elderly will be 
eliminated. The first of these will be the income-tested age credit, which is 
currently available to all taxpayers aged 65 and over. The second is a tax 
provision that gives persons with income from private pension plans a tax credit 
on thefirst CDN$1,000 of their pension income. 

Fourth, the new Seniors Benefitwhich will be paid to elderly persons with low 
incomes will be $120 a year higherthan the pensions they now receive under 
the existing Old Age Security program. The poorestof pensionerswill be better 
off. 

Taken together, these changes will mean that the great majority of Canada's 
elderly— 75% of single seniors and couples—will receivethe same or higher 
pensions under the new Seniors Benefit than they receive under the existing 
Old Age Security program. Since women make up about 58% of Canada's 
seniors population and since elderlywomen, on average, have lower incomes 
than elderly men, theywill especially benefit under the new program. Nine out 
of 10 elderlywomen will be better off underthe new program in comparison to 
the existing program. 

A few minutes ago I spoke of the need to ensure that changes to pension 
programs do not adversely affect the current elderly and those who are soon 
to start receiving pensions. The Government of Canada has taken this 
important principie into account in designing the new Seniors Benefit. 

The new Seniors Benefitwill not come into effect until the year 2001. This will 
give everyoneat leastfive years to prepare for the new program. When the new 
program does startoperation in 2001, all of today's elderly will be ableto choose 
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whether they want to start receiving benefits under the new program or 
continue to receive benefits under the existing program. This will ensure that 
none of today's elderlywill suffer a financial loss because of the new program. 
This same right to choose between the new and existing programs will be given 
to persons who were aged 60 or over on 31 December 1995 and to their 
spouses (irrespective of the age of the spouse). 

The new Seniors Benefit will slow the long-term growth in the cost of the 
benefits paid under the first pillar of Canada's pension system. This represents 
a major step forward in making the system more sustainable and affordable 
and preserving benefits for future generations of seniors. 

Savings in thefirst yearof implennentation —2001 —will be small because all 
seniors who start to receive benefits under the existing program before that 
yearwill have the choice of keeping those payments. Clearly each senior will 
choosethe program that providesthe highest benefits for him orher. There will 
be extensive public information and counselling campaigns so that each 
person and couple can make the best choice for them. 

But after the first year of implementation, the annual cost savings to the federal 
govemment from the new system will start to build. Persons reaching age 65 
after 2001 will only have the new program available to them. As I have already 
noted, the new program will provide smaller benefits than the existing programs 
to seniors with higherincomes. Those with very high incomes will be eligible 
for no benefits at all. Moreover, the average income of seniors is expected 
to continue to grow faster than the rate of inflation in coming decades. This 
means seniors will rely less on the new benefit. As a result, savings from the 
targeting under the new system will rise. 

By 2011, when the first "baby boomers" reach age 65, the net cost savings 
are projected to be 5.7% of the costs of the current system. By 2030, when 
the cost pressures on public pensions reach their peak, the net savings from 
the Seniors Benefit are projected to reach about 10.7% of current program 
costs — more than CDN$ 8 billion a year. 

The new Seniors Benefit is a further step in the evolution of the first pillar of 
Canada's pension system. It builds on the foundation of a program that has 
worked well, but that now needs to be adapted to changing circumstances. The 
Seniors Benefit introduces change gradually. It will reduce the increase in 
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costs while providing higher benefits to low-income seniors. And it clearly 
reflects the fundamental objective of the first pillar of the pension system—to 
ensure a minimum income to all of the elderly. 

Let me turn nowto the second pillar of Canada's pension system —the Canada 
Pension Plan. 

As I mentioned earlier in my remarks, the Canada Pension Plan is financed 
entirely from contributions from employees, employers and the self-employed. 
Every five years the Chief Actuary of Canada must complete and publish an 
actuarial evaluation of the plan. On the basis of this evaluation, thefederal and 
provincial ministers of finance must establish a contribution schedule for the 
following 25-years. Thefirst five yearsof the 25-year schedule are of particular 
importance because this is the legal basis for the actual contributions during 
those five years. 

The most recent five-year actuarial evaluation was completed in 1995. It 
showed that the costs of the Canada Pension Plan are increasing at an even 
faster rate than had been projected when the previous actuarial evaluation was 
done. According to the latest report, the 25-year schedule which had been 
established five years earlier — and which, at that time, was forecast to be 
sufficient to maintain the long-term solvencyof the plan —would no longer do 
so. Under the most recent projection, the existing 25-year schedule would 
result in the Canada Pension Plan fund being exhausted by the year 2015. 
Contribution rates wou Id then have to increase sharply to keep the plan on a 
pay-as-you-go basis. By 2030, they would have to reach 14.2% of covered 
earnings. You may recall that current contributions are 5.6%, so I am speaking 
of a large increase. 

A contribution rate of 14.2% would pose major problems. From an economic 
perspective, such a rate would substantially depress the number ofjobs that 
would otherwise be created in Canada. This, in turn, could result in an even 
higher contribution rate being required. From a social and political perspective, 
such a rate, at the top of the "pension mountain" I spoke about earlier, would 
mean that one generation ofworkerswould have to pay contributions that were 
far greater than that necessary to pay for their own eventual pensions. The 
consequences in terms of strains on the social system and pressures in the 
political system could be serious. 
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A consensus seems to be developing that the future contribution rate for the 
Canada and Quebec Pension Plans should not be allowed to exceed 10%. At 
the sametime, there remains a broad consensusthat the pensions paid bythe 
plans—in particular, the retirement pension —should not be diminished. To 
meet these goals, govemments will have to take measures both to increase the 
revenues flowing into the plans and to reduce the overall costs of benefits. 

In regard to increasing revenues, there arefew options. No consideration has 
ever been given to providing subsidies from general govemment revenues to 
pay for part of the costs of the Canada Pension Plan. One way or the other, the 
necessary funds must come either from the contributions of employers, 
employees and the self-employed or from the investments earnings of the 
Canada Pension Plan's reserve fund. 

What increasingly more people in Canada are advocating is a relatively fast 
increase in the contribution rate. The objectivewould beto moveto a ratethat, 
once reached, could be maintained indefinitely in the future without further 
increases (assuming, of course, no changes to the underlying demographics). 
This rate has been given the title of "steady-state" contribution rate. It is a rate 
that would cover the costs of each contributor's own benefits, plus a share of 
the burden of the unfunded liabilitythat has been built up because both current 
and past contributors have paid farless than their benefits are worth. Steady-
state financing is a form of partial funding. 

The steady-state contribution rate would ensure that the Canada Pension Plan 
reserve fund would remain an approximately constant proportion of the total 
liabilities of the Plan at any point in time overthe next century. It would result 
in the ratio of the projected fund at the end of a year to projected expenditu res 
in the following yearto be the same in the year 2030 as in the year 2100. 

A relatively rapid increase to a steady-state contribution rate would mean, in 
the short and medium term, that contributions would significantly exceed the 
current costs of benefits and administration. The Canada Pension Plan 
reserve fund, into which the surpluswould be put, would grow rapidly. Instead 
of a reserve fund equal to about two times the annual costs of benefits and 
administrative expenses, the Canada Pension Plan fund would reach six times 
annual costs. 
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The earnings on a fund of this size would help pay for an increased share of 
future Canada Pension Plan benefits. These earnings, then, would be an 
altematesourceoffunding. Instead of expecting thatfuture contributorswill pay 
the entire cost of paying the pensions of the generation that preceded them, 
today's Canadianswould pay more during theirworking years so that money 
can be put aside, and invested, to eventually pay part of their own pensions 
when they retire. 

The precise level of the steady-state contribution rate depends on several 
factors: the rate of return that a more fully funded plan can earn, the speed at 
which the steady-state rate is phased in, and the level offuture expenditures for 
benefits. 

For example, suppose we put aside for the moment any consideration of 
changes to the benefit structure. And let's assume a real rate of return on 
investments of 3.5 to 4% in the long-term (which, on past experience in 
Canadian investment markets, is not an unreasonable assumption). Then the 
steady-state ratewould be only slightly aboye 12% if the increasesto achieve 
this rate could be made over the next six to eight years. 

As I mentioned earlier, the actuarial projection for the Canada Pension Plan, if 
no changes are made, show that the contribution rate will reach more than 
14%. And the target that most in Canada are advocating is to keep the rate to 
a maximum of 10%. The steady-state contribution rate of 12% would, by itself, 
bring us half way to our goal. 

In addition to raising the contribution rate, the revenues of the Canada Pension 
Plan can also be increased by broadening the base of earnings on which 
contributions are paid. Since the start of the Canada Pension Plan, the first 
portion of an individual's annual earnings has been exempt from contributions. 
Known as the "Year's Basic Exemption", this portion is equal to about 10% of 
the average industrialwage. For 1996, for example, theYear's Basic Exemption 
is CDN$ 3,500. An individual whose annual earnings do not exceed this amount 
does not pay contributions to the Canada Pension Plan. Once a person's 
annual income exceedsthis amount, he or she only pays contributions on the 
amount aboye the Year's Basic Exemption. 

Underthe current legislation governing the Canada Pension Plan, the Year's 
Basic Exemption rises annually in line with the average industrial wage. One 
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possibility for increasing the base of earnings on which Canada Pension Plan 
contributions are collected would be to freeze the Year's Basic Exemption at 
its current level. As a result, instead of being a constant 10% of the average 
industrial wage, itwould, over time, become a smallerand smaller percentage 
of the average wage. 

Anotheroption (and not necessarily exclusive from the first one I just mentioned), 
is to relate the amount of a person'sYear's Basic Exemption to his orherannual 
income. A person with low earnings would have access to thefull Year's Basic 
Exemption, while someone with high earnings would have access to no 
exemption. And still another option would be to eliminate the Year's Basic 
Exemption entirely. This could be combined with some kind of income-tested 
tax credit to ensure that low-wage workers are not adversely affected.  

According to the actuarial studies, these kinds of changes to the Year's Basic 
Exemption would reducethelong-temn contribution rate to the Canada Pension 
Plan by more than 1%. Combined with the steady-state rate I discussed a few 
minutes ago, this would mean a long-term rate of about 11%. This is close to 
the target rate of 10%, but not quite there. 

To reach the target, some changes have to be made to benefits. 

A number of different proposals have been made for reducing the costs of 
benefits. Some persons, for example, have advocated raising the age of 
entitlement to a retirement pension by anything from onetofive years. Others 
have suggested lowering the rate of the retirement pension to 22% % of a 
contributor's lifetime earnings which have been subject to contributions. 
(Under the current provisions of the Canada Pension Plan, the retirement 
pension is 25%.) 

These kinds of proposals have, for the most part, generated a negative 
response across a broad spectrum of Canadian public opinion. Although 
Canadians have shown serious concern about the long-term financial viability 
of the Canada Pension Plan, they have also shown that they do notwant to see 
radical changes to the Plan, especially changes that affect the retirement 
pension. 

As a result, attention has focused on what can be done to limit costs related to 
the non-retirement benefits—this is, disability and survivors' benefits. 
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In regard to disability benefits, there has been a sharp rise in entitlement to 
those benefits in recent years. The reasons for this increase are complex and 
would require an entire presentation on its own. The primaryfactors include 
underlying changes in Canadian society and the Canadian economy, high 
unemployment rates, more generous eligibility rules that were implemented in 
the late 1980's, and limited efforts to determine whether persons already in 
receipt of benefits remain eligible. 

Measures have already been implemented to stop the increase in the rate of 
entitlement to disability pensions, and they are showing positive results. These 
measures include stricter application of the medical guidelines for determining 
eligibility, improved work incentives, and systematic reassessment of current 
disability beneficiaries to determine if their conditions have improved to the 
point that they can resume employment and no longer require benefits. 

These types of administrative measures have to be continued and stepped up 
in the future. Combined with a tighter contribution requirement for eligibility for 
disability benefits in the first place, they can have an appreciable impacton the 
contribution rate. 

In regard to survivor's benefits, the proposal that is often heard is to eliminate 
the lump-sum death benefit. When the Canada Pension Plan was stated thirty 
years ago, the death benefit was thought to be a useful element because it 
helped fannilies to defray partof funeral costs. Towhat extentthis has actually 
been the case is difficult to say. In today's society, it is very doubtful whether 
the death benefit serves any social purpose in the vast majority of cases. Its 
elimination — perhaps with some alternatefornn of funeral grant for low-income 
pensioners —would seem to be in order. 

The changes to disability and survivors' benefits I have just described would 
bring the long-term contribution rate to the Canada Pension Plan down by 
almost 1%. This would nneet the overall target of a rate around 10%. 

The final decisions on the changes to the Canada Pension Plan will be made 
by the federal and provincial govemments in the coming months. Although the 
legislation governing the Canada Pension Plan is an act of the federal 
Parliament, and although the federal government is responsible for the 
administration of the Plan, the Plan itself is a partnership of the federal and 
provincial governments. Major changes to the Plan, such as those I have 
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described, require the consent of both the federal Parliament and of at least 
two-thirds of the provinces of Canada with at least two-thirds of the total 
Canadian population. 

Achieving the required leve) of consensus needed to make changes to the Plan 
is often a complex process, especiallywhen there is so much at stake. But the 
process is well advanced, and governments at both the federal and provincial 
leve) are committed to arriving ata package of changes that will ensure the 
financial viability of the Canada Pension Plan for the next century. 

Canada has made enormous strides since the end of World War II in building 
a pension system that guarantees a decent standard of living for most of our 
elderly. The generations that preceded ours laid the foundation and built the 
system. Now they benefit from it. The obligation of ourgeneration isto ensure 
that the system will servefuture generations of Canadians and will continue to 
give them economic security in their retirement. Achieving this goal and 
safeguarding Canada's pension system are among the highest priorities both 
of the Government of Canada and of the provincial governments. 
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A CHALLENGE FOR THE XXI CENTURY: POSSIBLE SOCIAL SECURITY 

1. Philosophical bases of the reform 

More than eight years ago, on the occasion of the celebration of the XXV 
anniversary of the Interamerican Centerfor Social Security Studies, we had the 
honor of being invited to participate in a Series of Conferences on what were 
then called the Contemporary Problems of Social Security. 

On that occasion and in the light of such problems, we chose the theme The 
Challenges of the Design of Social Security for the XXI Century as the aim of 
ourdissertation which, more than a technical approach, because wedidn'tfeel 
we had enough experience, was a political approach because wethought that 
was the angle from which we could make a more valuable contribution to an 
analysis of social security in Uruguayto preventothersystemsfrom experiencing 
the same difficulties my country did. 

Today, eightyears later, although no longer in a government position but having 
participated in the Social Security reform of my country, we once again have 
the honor of being asked to participate in this Series of Conferences organized 
by the Interamerican Conferencefor Social Security Studies in orderto analyze 
the reforms being implemented in Social Security Systems. 

On this occasion we have chosen to call ourdissertation "A Challenge of the 
XXI Century: Possible Social Security" becausewethink it isappropriatetotake 
up that focus again not only with technical elements but also political ones in 
order to put an analysis of the New Social Security Model of Uruguay into 
context. 

In order to explain, understand and interpret a Social Security System and its 
reforms, we must begin by analyzing the economic, social and cultural context 
that surrounds it. 

Social Security cannotdissasociate itself from the present social and economic 
reality or its future expectations notjust for technical reasons. 

Generations today, today'sdecision-makers, have no right to jeopardize the 
future of generations to come. Nevertheless, we have frequently done so; we 
have behaved irresponsibly, especially in those countries that have very 
developed social security systems. 
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We forget, or perhaps because we are convinced of something else, we don't 
realize that the traditional concept of social security is not the creation of wealth 
and nor does wealth in itself make society happier if it doesn't go hand in hand 
with social justice, with wealth redistribution policies that are compatible with 
sustained econonnicgrowth and schemes that cover social and health risks to 
which human beings are exposed. 

We hadn't realized that prudence, discipline and responsibility should guide our 
actions, not only during times of economic crises, which are more frequent 
than times of economic boom, but here and now. 

The application of Social Security, its benefits and coverage should be 
compatible with economicgrowth so that social security isn'tthreatened while 
ensuring that its greatest benefits don't take the form of a piece of paper that 
are latercast aside orare only given lip-service and provide insufficient benefits 
resembling empty or half empty containers because reference parameters or 
inflation reduce their value. 

If we aren't ableto set priorities, we won't be able to develop Social Security in 
a real and lasting way, either in the present or the future. 

Wewill have created an artifice of limited duration but, and here's the paradox, 
one that can't be changed, because so far, it has been easy to reform Social 
Security even in democracies since even minimal changes to developed 
systems come up against social resistance and often the political system too. 

If we weren't able to decide on those priorities, if we built a Social Security 
system that lacked a real and lasting base, despite all the rigidities, resistance 
and difficulties, the next step is be - or ratherwas - an inevitable adjustment of 
the system that doesn't harm the generations that have enjoyed its benefits but 
will seriously affectfuture generationswho not onlywill be unable to enjoythem 
but must also make sacrifices in orderto build the foundations of a new Social 
Security System which perhaps no one can guarantee theywill benefit from. 

Here we are faced with the problem of the distribution of burdens between 
different generations and sectors of society, between active ones and between 
active and inactive ones and of course, we are faced with the problem of the 
fair distribution of such burdens. 
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This also forces us to consider the risks related to the credibility of reform 
without harming othergreater risks which excesses and improvisations is this 
area represent for a country's social and economic life and the consequent 
stabilityof the political system. 

Proud of those who do what they are convinced is right, Uruguayans and 
Uruguay as a county can boast one of the most advanced social legislations 
in the world. During theXIX century, and especiallyduring the early decades of 
this century, a very important social security system was created which 
covered practically the entire population. 

The Social Security System and in particular, disability, old age and survival 
risks (retirement and pensions), were priority areas as reflected in an earlier 
coverage and greaterdevelopment. 

In this way, Uruguay gradually built a Solidarity Social Security System but with 
the passage of time and due to changes in the country's structure and 
economicdevelopment, the system became less fair and efficient and ceased 
to truly serve the people. 

Without realizing it and in pursuit of solidarity, Uruguayans did everything we 
shouldn't with our Social Security System. 

The system developed and grew over time with a proliferation of laws that didn't 
take technicalities into account or previously examine their long-term social 
and economic consequences. The exact amount of contributions, the global 
financing scheme orlevel of benefitswere not based on economicoractuarial 
studies. 

This was the era of the welfare state that has everything and provides 
everything and which compensated for society's lack of solidarity. 

Based on this concept and as champions of the welfare state, we began to add 
benefits and beneficiaries without making any economic calculation to support 
them and most often in orderto meet the demands of pressure groups rather 
than the result of selection, although sometimes it was the result of pure social 
inspiration which became excessivelygenerous such as retiring a woman for 
life because shewas a mother after ten years of work or an unemployed man 
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at the prime of his life at forty, also after ten years work purely on the basis of 
testimonies that gave rise to an industry of "invented" retirees. 

We Uruguayans have forgotten that the down the line the system pays for the 
transitory errors and generosities of the Social Security System. 

We believewe have learnt the lessons that the recognition of errors committed 
in the past have taught us but at the same time we are convinced that corrective 
actions are not only technical decisions but are political decisions, as is the 
choice of a new social security model, the sharing of burdens by generations 
who must implement the new model, and the State's role in it. 

Faced with the mistakes made in the past by society as a whole, by pressure 
groups and political actors, we feel the need and duty to be aware of the 
importance of the actions and decisions made today. 

Perspectives can no longer be reduced to narrow horizons as in the past. We 
should consider the well-being and rights of future generationswhile being fully 
aware that it won't be our generation thatwill enjoy the fruits of the new system, 
but and what a thought, itwill beourchildren thatwill enjoythem orthatwill suffer 
the consequences of our mistakes. 

Let's reflect a little more on what history teaches us. We must design a new 
system bearing in mind that no social security system lasts forever, which is 
why even though reform has only just begun, we are convinced of the need to 
create a collective conscience which in the future will enableusto maketimely 
changes to the system, changes that are needed to improve and perfect it; a 
conscience that prevents us not only from making the same mistakes as in the 
past but, and which in our opinion is much more important, corrects the kind 
of responsibility that results from omission - we didn't know or worse, we 
couldn't be bothered to take timely action to correct mistakes. 

The Social Security crisis in our country therefore had to be solved using 
strategies of renovation without losing sight of the fact that every country has 
to have its own model that takes into account those practiced or invented by 
others and learns from their positive and negative experienceswhile aware of 
the fact that the model's design should be adapted to the social, economic, 
cultural and most definitely, the political characteristics of the country. 
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Therefore, the difference between aspirations and objectives and means 
should be borne in mind if they are to be achieved. The objectives differ 
according to the society and should be more or less permanent but the means 
don't always have to be the same and should be adapted to the reality in which 
we live. 

The welfare state in Uruguay was exhausted. What Uruguayans had conceived 
was a Social Security System based on solidarity and redistribution in which 
the State plays a role while at the same time aspiring to a situation in which the 
benefits we receive correspond to the contributions we make to the system. 

The only way to harmonize objectives and conciliate the adequate means of 
achieving them was to create a mixed scheme within a single system. 

But we would like to warn you at this point that when we speak of a mixed 
scheme we aren't talking about a public and private one but about distribution 
and individual capitalization in which all members are automatically covered 
by the distribution system. 

Social Security in Uruguay was reformed with a deep sense of renovation, 
modifying and discarding the means that while useful at the time were not 
adequate today in achieving the objectives; the collective aspiration however, 
was that covering Social Security risks shouldn't be treated as the mere object 
of commercial or financial traffic and that the State should be the irreplaceable 
vehicle, even if it isn't the only one, for justice and social security among 
individuals. 

In our opinion, that is the philosophy that inspires and explains the new mode) 
that introduced Social Security Reform in Uruguay and whose main ideas we 
will try to describe for you. 

2. Social security reform in Uruguay 

2.1. Background 

Uruguay is one of the main pioneers of social security in Latin America and the 
prototype of the Welfare State. Due to lobbying by pressure groups and 
competition between political parties which was facilitated by a pluralist 
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democratic climate, at the beginning of the sixties, social security in Uruguay 
had reached the height of its development and was a Latin American leader in 
the area: it covered all social risks, had achieved universal pensions coverage 
and in the area of health, the entire population was covered by collective 
medical care institutions. The series of benefits offered was one of the most 
generous, access conditions were the most flexible and it stood out for its 
medical-hospital services and levels of health. This was the healthy side of 
social security in Uruguay. 

The less healthy side of social security in Uruguay was that it was highly 
stratified and there were notable inequalities between groups and geographical 
areas. Furthermore, the cost of the current system was 15% of GDP and 62% 
of the fiscal budgetwhilefees arnounted to 65% of a person'swage, establishing 
historie records in the region with the exception of Chile. In part, such a high cost 
could be attributed to universal coverage, the maturity of the pension program 
and the aging population due to high life expectancy. But it could also be 
attributed to the excessive generosity of benefits and administrative inefficiency. 
Despite social security's burden on the payroll and a labyrinth of taxes, the 
system wasfinancially imbalanced which resulted in significant state transfers. 

This then, was the situation of social security in Uruguay during the sixties. 

Later, with democratic destabilization, the centralization of political power and 
the demobilization of some pressure groups, in the seventies and beginning of 
the eighties, a process of unification and uniformity began in social security 
under the auspices of the Statewhich didn't have the scope achieved in other 
countries of the region; independent groups with important differences between 
them coexisted within a relatively unified system that still had some inequalities. 
At the same time, the tax system was modified and simplified for itsfinancing 
mainlythrough Value Added Tax. 

With the advent of democracy in the middle of the eighties, part of the unification 
and uniformity process underway was reverted and at the same time the need 
to reform the system in the face of a financial crisis which by now was 
unsustainable and irreversible, wastentatively proposed. 

However, and paradoxically, at the end of the eighties a constitutional reform 
was approved which indexed benefits (retirements and pensions) to wages 
over a short period of time and a pressure group that until thenwas notverywell 
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organized, suddenly appeared on the scene with political and union allies; it 
ceased to be a hostage of the political system and instead became an actor on 
its own initiative: the inactive workers, the retired and pensioners. 

The crisis of the system worsened as a consequence of the indexation of 
benefits to wages, the increase in real wages and demographic changes in 
Uruguay, a higher life expectancywhich meant more years of pension, a fall in 
the birth rate and the migration of young people, bringing the social security 
system's total cost to 2.8 billion dollars a year while the rest of the National 
Budget did not exceed 2.4 billion dollars. Social security expenses have grown 
morethan 80% overthe lastfive years and currently ac,countfor morethan 17% 
of the GDP compared to about 10% during the eighties. The economy couldn't 
keep bearing this burden on the for long (seeAnnex I). 

ANNEX I. 
SOCIAL SECURITY BANK SPENDING ON MAIN PROGRAMS AS 

A PERCENTAGE OF THE GDF 

Program 1994 1993 1992 1991 1990 1989 

*DOAS Contribution 10,89 10,82 9,98 9,24 8,17 7,29 

*DOAS Non Contribution 0,60 0,61 0,58 0,53 0,49 0,45 

*Illness Insurance 

- Medical Care 1,54 1,52 1,23 1,32 1,08 1,07 

- Subsidies 0,12 0,12 0,121 0,12 0,12 0,12 

*Family Allowance 0,41 0,45 0,47 0,48 0,53 0,56 

*Unemployment 0,33 0,32 0,27 0,25 0,22 0,19 

*Management Costs 0,74 0,79 0,53 0,55 0,50 0,54 

*Others 0,30 0,25 0,24 0,21 0,17 0,17 

Total 14,95 14,90 13,42 12,71 11,29 10,39 

In 1995, total expenses as a percentage of the GDP totaled 17%. 

DOAS = Disability, Old Age, 

The most dramaticthing about this is that even with increasing social security 
expenses and a revaluation index of benefits that grew 53% in real terms (see 
Annex II) between December 1984 and December 1994, mycountry's benefits 
were unsatisfactory and not all active workers were covered by the social 
security system as a result of a three decade long decline. If bydefinition social 
security is a system that tends to cover social and health risksto which workers 
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are exposed as well as illnesses and oid age and benefits are a means of 
making this coverage effective, lack of cover and dissatisfaction are the 
product of their insufficiency, inadequacy and untimeliness. 

This then, is another dimension of the crisis which leads to the setting of benefit 
limits, which don't evoive in the same way as benefits do, as the only means 
of containing social security spending which is a rigid expense and by definition 
cannot be reduced. 

ANNEX II. 
AVERAGE REVALUATION INDEX IN REAL TERMS TO DECEMBER OF EACH YEAR 

(December / 84 Base = 100) 

1984 100.00 
1985 87.76 
1986 103.90 
1987 112.73 
1988 113.75 
1989 106.16 
1990 110.51 
1991 135.81 
1992 146.24 
1993 153.60 
1994 153.24 

2.2. Reform process 

When the country became democratic in 1985, there were several attempts to 
reform social security which ended in frustration and much wasted time and 
energy. 

However, and despite the narrow perspective, as a result of the small amount 
of time that has passed, it can be said that the ten year period up until the 
ratification of Act No. 16.713 on September 3rd, 1995 was not in vain butwas 
useful in increasing awareness about the fact that social security, its problems 
and solutions was a pending subject that the political system and society as a 
whole had at some pointto face and solve forthe good of the country and future 
generations. It is also true that as the yearswent by and opportunitiesfor reform 
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were lost, the problem became more serious and solutions had to be deeper 
and more transcendental. 

In this state ofaffairswe arrived at the general elections of November 1994 and 
the elected government summoned political parties with parliamentary 
representation to hold a dialogue to discuss the main themes the country had 
to resolve in the immediatefuture. One of the most important ones was social 
security due to its social and economic repercussions. 

Within this framework of dialogue and in order to address this theme, 
representatives of business organizations, workers and liabilities were also 
summoned. This stage concluded on February 24th, 1995 when representatives 
of five political parties with parliamentary representation signed a document 
outlining the most pertinent aspects of future reform. 

2.3. Reasons for the reform 

From the aboye it becomes clear that the reasons for the reform had many 
different origins including economic, political, social and demographic ones. 

2.3.1. Economic reasons 

Social security expenditure was and still is excessively high compared to the 
population's ability to pay for it. In fact, social security expenditure compared to 
the size of the economy represented by the Gross Domestic Product (GDP), 
amounted to 14.95% in 1994 and 17% in 1995. This is the highest in the world 
after Italy that spends 14.3% of its GDP on social security which is facing 
problems similar to Uruguay's. According to World Bank statistics, the average 
amount spent by the richest countries in the world is 9,2% of GDP. We spend 
more than France, Great Britain, Canada, Japan and the United States on 
social security and significantly more than other Mercosurcountries with which 
we are in direct competition. What is at stake here then is competitivity, the level 
of production, employment and the economy's rate of growth (see Annex III). 

195 



11 HIGH LEVEL CONFERENCES CYCLE 

ANNEX III. 
SOCIAL SECURITY EXPENDITU RE ACCORDING TO COUNTRY 

(AS A PERCENTAGE OF GDP) 
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The high cost of Uruguay's system was reflected in the debt for benefits that 
would have to be paid in the future to current and future benefits, which in 
Uruguay isthree times the GDP and in Argentina, half the yearly GDP and in 
countrieswith an aging population and higher benefits is little more than twice 
the GDP. In layman's terms, wewere spending a lot and in thefuturewewould 
be spending even more. 

A document prepared by the International Development Bank on social security 
in Uruguay realistically butatthesametimedramatically statesthat exceeding 
feasible limits can lead to a vicious cycle in which increased spending results 
in reduced investment, employment and GDP, which in turn places growing 
pressure on social security systems which become increasingly costly. 

The only solution was to cut spending, which sounds simple but is difficult to 
achieve given the rigid nature of social security expenditure. Therefore, an in-

depth reform of the system was required. 
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2.3.2. Demographic reasons 

The characteristics of a country's demographic structure influence social 
security systems in manyways, be it health benefits such as disability, old age 
and survival risks coverage. In those countries with a low active-inactive ratio 
which in extreme cases like Uruguay is one to one - that is, for every inactive 
person there are 1,4 active persons - in such countries, which have indicators 
more in common with highly developed societies but don't have the same 
economic base, the biggest problem is the so-called pension fund. On the other 
hand, in those social security systems that have a high active-inactive ratio of 
between 1 and 7 or higher, the biggest problem are health benefits. 

The aging of Uruguay's society is of enormous importance because of its 
magnitude and its rate of growth which is comparable to that of the United 
States of America. 

Since 1963 when the second population census took place - the first took place 
in 1908 - Uruguayans have become aware of the problem. The figures indicated 
an aging rate much higherthan in other Latin American countries which can be 
considered aging populations. The 1975 census recorded a notable increase 
in the rate of aging which was higher than that of the USA. This phenomenon 
can no longerbe explained by afall in the birth rate but bythe migration of young 
people that occurred during that period. 

According to census data for 1985, said rates increased as was expected 
between 1975 and 1985. People 60 and over accounted for 15,7% of the total 
population compared to 14,3% in 1975; and people 65 and over accounted for 
11,1% compared to 9,8% in 1975; in otherwords, in 1975, one out of every ten 
people was over 65 and in 1985 one out of every nine people was over 65. 

Between 1975 and 1985, the active population fell from 58,7% to 57,7%, people 
underthe age of 15 fell from 27 to 26,6% and the difference between the sexes 
was more noticeable. Uruguay's aging population especially affects women 
while the mate population continued to fall. 

The aging active population, measured by the amount of people between the 
ages of 50 and 59, increased from 17,8% to 19,2% in 1985. Of them, those 
between the ages of 55 and 59 increased from 8,1% to 9,5%. The increase in 
the relations between oldergroups and the rest of the population constitutes a 
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very abnormal age structure and births continue to be stagnated or are 
decreasing as is shown by the fact that the number of children between the 
ages of 0 and 4 is practically identical to 1975 figures despite the fact that in that 
period, infant nnortalityfell significantly. 

As regards the exact size of the phenomenon, we can say that in the period 
between the 1963 and 1975 population censuses, the growth rate of people 60 
years and over was 35,3%, for those 65 and over itwas 46,1% and for those 
who were 75 and over itwas more than 65,4%. In short, the percentage of 
inactive people, thosewhoweretotally dependent, grew significantly and the 
phenomenon is more marked among women. 

The otherfactortogetherwith stagnation or the low birth rate and migration of 
young people that occurred during this period and which determines the aging 
of Uruguay's population is the increase in life expectancy. In 1908, a 60-year-
old man could hope to live 13 years more; this expectancy had increased to 15 
years in 1950 and 16,8 years in 1990. Forwomen, life expectancy is greater; 
in 1908 a 55-year-old woman could expect to live 18,9 years longer, in 1963, 
23,5 years longer and in 1990, 25,1 years longer. 

In May 1996, a new population censuswas carried out, the results of which are 
not available. But everything would seem to suggestthat the aging population 
will have increased. 

In no country is social security unaffected by changes in demographicfactors. 
If these factors change, social security inevitably changes also. 

The main reason for the high cost of social security is the reduction of the 
active-inactive ratio. Inactive people are financed through empioyer and 
employee contributions. Minimum retirement ages and high replacement rates 
at that age established by voluntary legislation, influence the amount of people 
that reach the retirement age and consequently, the amount of active and 
inactive people, the so-called active-inactive ratio. Such ageswerefixed at the 
beginning of the social security systems according to how long people 
expected to live after retiring. 

As a result, Uruguay is one of the countries in the world where people can 
expect to enjoy a pension for the longest number of years after retiring. In 
Uruguay, before the reform, women could expect to receive a pension for 25 
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years when the average number of years for the world's richest countries is 18, 
Great Britain having the highest number with 21,3 years. The same goes for 
men. In the world's richest countries, men can expect to live for at least 15 years 
after retiring while in Uruguay they can expect to live 16,8 years. 

The active-inactive ratio has fallen significantly over the last forty years. As a 
greater percentage of people reach a given age and live longer after that age, 
the amount of people that belong to the inactive population compared to the 
active population is increasingly higher. In turn, as the birth rete falls the active 
population remains constant while the inactive population increases and the 
inactive-active ratio decreases. This means that whatfour people used to pay 
for during the fifties, is currently paid for by 1,4 people, that is for every inactive 
person there are 1,4 active people. As a result ofthis fundamental change that 
has taken place over the last forty years, contributions have increased and 
benefits decreased due to ceilings and inflation and an additional source of 
financing was required via the State. 

The reduction in the active-inactive ratio beca me more marked at the end of the 
forties and beginning of the fifties. During this period there was a proliferation 
of "illegitimate" retirees, that is to say, people for whom no contributions had 
been made, for example, those authorized by the Mothers Act, by positions of 
particular trust, the RedundancyAct, etc. As an example of this, more than half 
of all retirees that received payment from the now extinct Industry and 
Commerce Fund, were not legitimate retirees. The solution was to increase the 
rate of contributions from 14% at the beginning of the system, to 55% at the end 
of the fifties. The next step was to reduce benefits through inflation - in 1988, 
retirement was 25% of the liability it was in 1960 -which brought the system to 
the constitutional reform of 1989 which modified the system through a 
constitutional amendment and the cost of social security began to gradually 
increase, especially pension funds. 

It was therefore essential totryto correct thisdistortion of the low active-inactive 
ratio. 

2.3.3. Social reasons 

The system not only represented a huge burden for the active population due 
to its cost but because it didn't satisfy the legitimate aspirations of those that 
retire after many years of work. In brief, a decreasing percentage of active 
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people had to support an increasingly inactive population. Uruguay's aging 
population has different social, psychosocial, political and economic 
consequences. 

This state of affairs tendsto mean that people's perception of the social security 
system is a negative one. In fact, according to former surveys on the reform 
law, 68% of the population felt that they weren't getting sufficient social security 
coverage or were getting poor coverage. Only 29% felt the system protected 
them well or very well. 

Among younger members of the population, opinion was more severe; the 
percentage of young people who feel that the system doesn't cover them very 
well or poorlyvaries from 71 to 78%. Only 19 to 23% of the younger population 
felt very or fairly well protected. 

70% thought the system was unfair or very unfair. Among the younger 
population the percentage was 74 to 77%. Therefore, we can conciude that 
approximately three quarters of the population felt that the system was unfair 
or very unfair. 

Most of the population (58%) resented the fact that people don't get a pension 
that reflects their contributions. This perception was even clearer among 
younger members of the population, 61 to 63% of which felt the same. 

All age groups felt that the current system didn't cater to the interests of the old 
and workers. 75% of the population felt that old people weren't catered for and 
72% felt that workers weren't. 

As a result of this inconformity with the system, 73% of the population felt that 
it was reasonable or very reasonable that the country initiated reforms and the 
number of young people of this opinion was even higher - 76 to 78%. 

2.3.4. Political reasons 

Alternate political parties in government over the last ten years as well as the 
increase in social security spending in the last live years, the process of 
economic integration and the globalization of the world economy that demands 
greater competitivity, gave rise to the right political conditions so that at the 
beginning of a new period of government an agreementwas reached between 
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different political parties to carry out the deepest social security reform process 
that Uruguay had ever attempted. 

This is what led to the ratification of Act No.16.713 on September 3rd, 1995 
which created a new social security system that carne into force in April 1996. 

2.4. The main shortcomings and defects of the previous system 

The aim of the reform is of course to resolve the main shortcomings ordefects 
of the previous system. 

As has been pointed out before, the level of spending on retirement and 
pensions couldn't be sustained by the system and had led to all kinds of 
injustices. As it had become very difficult tofinance the system the need arose 
for limits that set the retirement pension at seven minimum wages equivalent 
to between 600 and 700 dollars. The level of spending meant that during the last 
five years, by decreasing the rise in the minimum national wage set by the 
administration and on the basis of which limits are determined, the real value 
of pensions was reduced by half. 

Furthermore, the limits gave riseto distortions that undermined the system and 
encouraged a decrease in contributions. In many cases, those workers 
affected by the pension limits appeared on the payroll with less salarythan they 
actually earned and were therefore contributing less than they should. This 
drained the system of resources as well as violating the principie of solidarity. 

The high cost of social security had repercussions on the decline in the 
countries competitivity both within the region and without. 

The system encouraged evasion instead of contributions. In fact, the previous 
system only base the calculation of a worker's pension on the last three years 
of his or her working life. This led to less earnings being declared than was 
actually the case during most of a person's working life. Likewise, it was 
possible to artificially increase earnings during the last three years of work in 
orderto get more pension than one had a right to and receive itfor 17 or 25 years 
depending on one's sex. 
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With high life expectancy, high fixed replacement ratesfor minimum retirement 
ages encouraged early retirement, which meant that women could expect to 
receive penáion for 25 years. 

Calculating pension on the basis of income earned during the last three years 
of one's working life was unjust in those cases in which, due to different 
circumstances, a person that has worked all his or her life and made 
contributions, suffers a wage decrease during the last three years of their 
working life. 

In many cases, they contributed less than they should by not declaring the 
amountof yearsworked as theywere worked and contributions were made on 
income as it was earned. All this was protected by laws that allowed previous 
services to be recognized through testimonial proofwithout actually having had 
to make any contributions for recognition of years worked. 

The leve) of social security spending prevented resources being channeled into 
other sectors. A countrythat doesn't invest in productive activities, in education, 
health, housing and communications infrastructure loses the ability to create 
jobs, it simply stops growing. 

2.5. Scope of the reform 

The social security reform affects more than 90% of the active population and 
consists of all those activities covered by the Social Security Bank. (SSB)* 

The activities of five organizations are not covered by the new system: The 
Retirement And Pensions Bank, The Notarial Bank, The Retirement And 
Pensions Bank for University Lecturers and the Retirement And Pensions 
Services For The Military And Police Force. The new system however is 
universal to the extent that Act No.16.713 which created it has a mandate for 
Executive Power which, before the end of January 1997, enables it to submit 
to Congress the process of adaptation of the these five institutions to the new 

* The Social Security Bank is the state institution created by the Constitution of the Republic 
and is an Autonomous institution which coordinates the state social security services and 
organizes social security. 
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social security system taking into account the nature and specifications ofeach 
of the activities as well as their means of financing. 

2.6. Content of the reform 

Act No.16.713 ratified on September 3rd, 1995, and which carne into force on 
April 1st, 1996, creates a new social security system based on the mixed 
distribution and individual capitalization scheme that the Act respectively calls: 
pension scheme for intergenerational solidarity and pension scheme for 
compulsory individual saving. The former is managed by the Social Security 
Bank and the 'atter is managed by private companies, even though one ofthem 
is owned by state entities called Savings Funds Managers (AFAPs). 

The reform also tries to avoid the shortcomings and defects of the previous 
system. 

2.7. Scope of the reform for different generations 

The new system covers all those persons that were under the age of forty on 
April 1st, 1996 and all those that, whatevertheir age, entered the work market 
in those activities covered by the Social Security Bank after that date. 

Those who were olderthan forty on that date can opt for the new system within 
the period that expires on December 20th, 1996.1f they opt for the new system, 
it is fully applied. If they choose notto opt forthe new system, for the rest of their 
working lives they are covered by the so-called transition system which is 
nothing other than the previous distribution system managed by the Social 
Security Bank with some modifications made by the new law regarding the 
minimum retirement age for women and modifications to the new distribution 
scheme concerning the minimum number of years of service, period on which 
the basic pension is calculated and its calculation, new replacement rates or 
benefits and new retirement and pension minimums; furthermore, the transition 
scheme increases the limits of the previous scheme. 

People older than forty on said date which, according to the pension scheme 
being replaced have the right to retire until December 31st, 1996 even have the 
right to be covered by the previous scheme and benefit from other alternative 
settlements according tothat set forth in the law based on the provisions of the 
transition scheme and the new distribution scheme. These same persons can 
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opt for the new system ifthey make theirdecision known before the December 
20th, 1996, in which case they will get full cover. 

The new law does not affect the right to any current benefits. 

2.8. The new social security system 

2.8.1. Mixed integrated scheme 

Act No. 16.713 ratified on September 3rd, 1995 and which carne into force last 
April 1st, creates a new social security system based on a mixed scheme, 
which is nota publicor private scheme but the combination of a distribution and 
individual capitalization scheme in an integrated scheme with two pillars which 
are not self-excluding but complementary. 

2.8.2. The guiding principals of the new scheme 

Before going on to talk about the new social security system, we feel it is 
appropriate to clarify the two main guiding principals for its interpretation. 

The first is that the law creates a two-pronged, a distribution scheme and an 
individual capitalization scheme or compulsory individual savings scheme, 
which constitute a single system and are retirement and pension schemes. It's 
worth clarifying the so-called compulsory individual savings scheme because 
the retirement and savings scheme is self-explanatory. 

According to the system's new schemes for example, the minimum age at 
which a person has a right to retire, the number of benefactors of survival 
pensions, the calculation of their allocation based on the basic pension wage, 
the requirements that have to be met to get the pensions and the period of time 
for which they can be enjoyed are similar to each other. Once the retirement 
norms have been configured for the distribution scheme, they are configured 
for the savings scheme. 

The pension savings scheme or retirement benefit is paid monthly and is fixed 
(with the exception of the general adaptation of the value of total benefits 
according to the evolution of the average wage index) and is for life as is the 
case of the distribution scheme pension. In that sense, retirement programs of 
previous legislations are not anticipated. Retirement or pension benefits 
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corresponding to the savings scheme are adjusted or updated at the same time 
and using the same procedure used to adjust benefits corresponding to the 
distribution scheme. 

The worker's accumulated savings cannot be withdrawn from the company 
managing them unless the intention is to transfer them to another company or 
the insurance company that makes the corresponding pension payments. This 
is because the savings scheme is also conceived as a retirement and 
pensions scheme. Therefore any doubt arising from the application of the 
individual capitalization scheme should be solved on that basis. 

The second guiding principal foran interpretation of the social security scheme 
is that the law structures the two schemes around the concept of individual 
income. The law takes the individual's total earnings, which constitute 
computable income, from the activities covered by the Social Security Bank 
and makes cuts to considerthe different tranches of individuals' income which 
in turn are compared with the two levels governed by the two schemes. For the 
moment and in orderto simplify things, the law stipulates that the individual's 
income be totaled whether it is the result of one or more activities governed by 
the Social Security Bank, one or more affiliations or activities carried out as a 
dependent or independent worker. 

When we speak of different affiliations we referto the fact that in our country, 
as activities were added to the scheme that today is the Social Security Bank, 
different groups of activitieswere grouped into different affiliations or Funds that 
were to generate a pension for each Fund or activity group. This means that 
today we have and have had a civil and education affiliation, an industry and 
commerce affiliation, a rural and domestic service affiliation which enables a 
worker that is a civil servant or private sector employee to have a civil affiliation 
and industry and commerce affiliation which is ableto generate a pension for 
each affiliation in the distribution scheme. Multiple affiliation in the distribution 
system coexists with the concept of individual income that we referred to 
before, and this co-existence has had to be carefully harmonized in the law's 
decrees. On the other hand, the individual savings scheme works as if there 
were no multiple affiliation so that in orderto retire by this means, the worker 
must have ceased all activities covered by the Social Security Bank, except for 
when theworker is over 65, and qualifies according tothe retirement configuration, 
in which case he or she is allowed to enjoy the benefits of the savings scheme 
and stop contributing to itwithout having stopped all of his or her activities. 
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Having made these clarifications, which while extensive are important, wewill 
try to develop the mixed system on which the new social security system is 
based. 

2.8.3. Development of the new system-scheme mixed-schemes of coverage 
and income levels 

According to the individual's income tanches, the law defines various levels 
which in turn are identified with the two schemes or pillars. The first level is 
based on the individual's monthly income or their first tranche up to a value of 
$5,000 as stated by the law; the second level consists of the tranche of 
individual monthly income of between $5,000 and $15,000 anda so-called third 
level that covers the tranche of income over $15,000. ** 

The first level corresponds to the distribution scheme managed by the Social 
Security Bank; the second level with the individual capitalization scheme or 
compulsory individual savings scheme managed by the AFAP and the so-
called third level which doesn't in reality have a specific coverage scheme, is 
simply a ceiling or higher limit of the second level in which the worker has the 
freedom to make the decision that is most convenient for him or her, that is to 
save or not to save. 

Individual income that is taken into account is computable income, that is, 
income that is taxed by social security special contributions. 

The worker's compulsory saving in the individual capitalization scheme is his 
personal pension contributionwhich is 15% of the income tranche covered by 
the second level or savings scheme. 

Given that the law takes all individual income into account, the worker, unlike 
other systems, doesn't have to opt for one scheme or another but 100% of 
workers affiliated to the Social Security Bank are covered by the distribution 
system either because their monthly income is lower than $5.000 nominal 
pesos or because in this scheme they are covered in the first tranche of 

** Allthefigures mentioned in pesos bythe law, are expressed in constantvaluescorresponding 
to the month of May 1995 and are adjusted like liabilities, by the average wage variation index. 
Five thousand updated pesos to the month of May 1996 are equivalentto approximately US$ 820. 
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monthly income for that sum. Workers who earn more than $5.000 are 
simultaneously covered by the two schemes, the distribution scheme and the 
individual capitalization schemeaccording totheirincometranche. In thisway, 
the two schemes that are complementary form part of one system. 

Should the worker's income vary from one month to anotherfor any reason, it 
may be the case that in some months, theworker is covered exclusively by the 
distribution scheme and in others by both schemes, because his or her income 
exceeds the limit of the first leve!. 

There is also the possibility that workers whose individual income doesn't 
exceed $5.000 each month, can opt to save half of it, or bettersaid, they opt to 
save half of their pension contribution and the other 50% forms part of the 
distribution system. Workers who make use of this option will be benefited by 
half of their income in the distribution system being multiplied by 1,5 with a 
$5,000 limitforthis multiplication. In thisway, instead of reducing their income 
by half, which they contributetothe scheme, in the best of circumstances they 
reduce it by only 25%. This produces a redistribution effect within thedistribution 
system. 

Workerswho make use of this option will be covered for life bythetwo schemes 
eitherbecausetheir income is always lowerthan $5.000 orbecauseexceeding 
this amount, that is, if their earnings fall into the level two tranche, they are 
covered by the savings scheme (see Annex IV). 

Annex IV 

-Economically active population (EAP) 
-Inactive population 
-Employed population 
-People who contribute to SSB 
-People who contribute to other social 
security organizations approx. 

1,400.000 people 
154,000 people 

1.250,000 people 
930,000 people 

100,000 people 
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Graph 1 

Graph 2 

Numberof people contributing to the SSB 
a- Covered in the Transition Scheme 

930.000 (100%) 

(all income from 40 to 58) 260.000 (27,96%) 
b- Under 40 (all income) 
c- Active people who qualify for retirement or 

who are about to qualify 
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Graph 3 

Number of people earning over $5,000 by age 
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Graph 4 

Number of people contributing to the SSB 
a- Covered in the Transition Scheme 

930.000 (100%) 

(all income from 40 to 58) 260.000 (27,96%) 
b- Under 40 (all income) 
c- Active people who qualify for retirementor 

who are aboutto qualify 
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Graph 5 

People covered by the savings scheme: 
a- Compulsory coverage (under 40 earning 

more than $5,000) 43.000 (4,62%) 
b- Those who can opt on the basis of their 

income (over forty earning more than $5,000) 60.000 (6,45%) 
c- Those who can opt to save half of their 

income dueto their age (under 40) 494.000 (53,12%) 
d- Those who can opt to save half of their 

income even though they are ove 40 200.000 (21,50%) 
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Those covered by the savings scheme at the beginning of the new system would be about a 
minimum of 43,000 (this number was surpassed when this work was updated and at the end of 
August reaching 230,000 affiliations to the savings scheme) and a maximum 797,000 people. It 
wouldn't be conven ient for those mentioned in d (over fifty but earning less than $5,000) to make 
use of the option and therefore the maximum number of people that could be covered by this 
scheme would be 597.000 at the beginning of the new system. 
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So that workers who have made use of said option don't see their savings or 
ability to save diminish, since by earning more they have moved up to the 
second level, the law provides for a special scheme according to which even 
if their income exceeds $5,000 but is less than $7,500 a month, they will save 
for the maximum amount to which they were entitled because they used the 
option; that isto say, they made contributions amounting to 50% of their income 
corresponding to the first level or $2,500 a month. Their contribution to the 
pension scheme, once $2,500 is subtracted from their total income, will be 
based on their contributions and income muitiplied by 1.5 and applying the 
above-mentioned $5,000 limit. 

Workers who have just begun to pay into the schemes and who earn between 
$5,000 and $7,500 are also subject to the same scheme. 

All the schemes cover disability, oid age and survival risks with benefits from 
the distribution scheme or both schemes even if the worker was only covered 
by the savings scheme for parí of his or her working life. 

2.8.4. The Role of the Social Security Bank: a Collecting Organization that 
Manages the Distribution Scheme and Keeps a Record of the Worker's Job 
History 

As one of the main concepts of the system is individuals income, there a single 
collecting entity which is the Social Security Bank. This is also the institution 
which, once the retirement or pension norms have been configured, grants 
benefits corresponding to the distribution scheme and savings scheme. 

Afundamental instrumentforworking of the whole system which complemented 
and implemented the social security reform law is the Job History Record. This 
is precisely a record of the worker's job history containing information about 
how long he or she has worked as well as each worker's earnings and 
contributions to which he or she has access and which enables him or her to 
check whether or not the employer is providing the right information and paying 
in the contributions that were deducted from the worker's wage. This gives the 
worker the role of a true auditor and he or she is also entitled to receive similar 
information about savings and yields from the corresponding fund manager 
(AFAP). 
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As regards benefits for total or partial disability, both schemes require that the 
workers be given a medical examination arranged by the Social Security Bank 
to determine the disability and the degree of disability which is subsequently 
analyzed by a board of representatives from all institutions involved in the two 
schemes prior to the granting of any benefits. 

2.9. Main differences between the two schemes 

Previously, we referred to some examples of similarities between the schemes 
which basically consisted of the concept of retirement and pension schemes. 
Without losing sight of those similarities we will now point out their main 
differences. 

2.9.1. Distribution scheme and individual capitalization scheme 

The main difference between the distribution scheme and the individual 
capitalization scheme, is that the former is a scheme with defined benefits and 
the !atter is a scheme with defined contributions. The distribution scheme takes 
computable income into account while the capitalization scheme takes 
contributions or accumulated savings intoaccount and only by exception does 
income in the case of benefits covered by the collective insurance scheme for 
disability and death count; for example, the benefit corresponding to total or 
partial disability, in which case the law determines beforehand a benefit based 
on income. 

2.9.2. Financing the schemes 

The financing of both schemes is different. The distribution scheme obtains its 
resources from workers' retirement contributions up to the income leve! for 
which they are covered by the scheme comprising the total contributions of all 
workers which are subject to Value Added Tax and financial assistance from 
the State if necessary. In the savings scheme however, the only resources it 
receives are workers' contributions corresponding to the scheme's income 
level, voluntary and agreed contributions and only in the case of activities with 
credited services does an employer's additional contribution provided forin the 
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law corresponding to the worker's income bracket covered by this scheme, 
constitute part of its resources. *** 

Returns on workers' contributions invested by the AFAP, also constitute 
savings scheme resources as well as sanctions for fiscal infringements which 
are collected by the Social Security Bank from workers who don't pay their 
contributions on the date stipulated by the pension fund according to their 
income bracket covered by the savings scheme. 

It is important to point out that Uruguay's system does not contemplate 
recognition bonuses because the distribution scheme's levels are very similar 
to those of the previous scheme due to the imposition of limits which are 
significantly improved for those who remain in the transition scheme or who 
qualify for retirement but haven't yet done so. 

2.9.3. Legal nature of the administrative organisms 

The management of the distribution scheme is the responsibility of a state 
institution called the Social Security Bank which is an autonomous entity; the 
management of the savings scheme on the other hand is the responsibility of 
private companies that belong to public or private entities that work like limited 
companies with a specific line of business called Pension Fund Managers 
(AFAPs) chosen by each member and whose task is precisely that of 
managing or investing the savings of member workers. 

In the savingsscheme, benefits are not granted by the AFAPs but by insurance 
companies that actas life insurers and are authorized to carry on activities in 
this area. These companies may be owned by the state, the State Insurance 
Bank which is an autonomous entity responsible to the State, or be private. 

2.9.4. Benefits scheme 

Old age, disability and survival benefits managed by the Social Security Bank 
include: pensions (for common norms, old age or total inability to work), 

*** Retirement contributions for the entire system are no more than 15% of the worker's 
income. Employers generally contribute 12.5% of workers' income. In the manufacturing sector, 
the employer's contribution is 6.5%. Workers' contributions for sickness is 3% of income and 
employers pay 5%, although it may be higher if minimum benefits cannot be covered by this 
amount. 
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temporal assistance for partial disability, pensions, funeral expenses assistance 
and the old age and disability pension. The latter is assistance which is paid for 
by the State and to which every Uruguayan whodoesn't have the resources to 
cover daily needs and is 70 or over or who, whatever his or her age is unable 
to do paid work, has a right. 

Old age, disability and survival benefits paid by the savings scheme are 
pensions granted for the same reasons as the distribution scheme, temporal 
assistance for partial disability and survival pensions. The requirements 
needed to qualify for these benefits are configured in the distribution system. 

2.9.5. Determination of main benefits 

In the distribution scheme, pension benefits for common norms and old age are 
determined according to age and the number of years service entered in the job 
history record. The minimum age for normal retirement is sixty years for men, 
which is no different to the previous scheme and for women the minimum 
retirement age is lowered tofifty-five as stipulated in the previous scheme and 
is a gradual process that will conclude in the year 2003. The minimum age for 
old age retirement is seventy for both men and women; and is also increased 
gradually from 65 to 70. 

The minimum years service entered in the job history record in orderto qualify 
for retirement was increased from 30 to 35 years and old age retirement was 
increased from 10 to 15 years. 

New replacement rates or retirement allowances encourage workers to retire 
at an older age and so the common retirement allowance at the age of 60 
comprises 50% of the basic retirement wage consisting of updated monthly 
income over the last ten years of a person's working life or the worker's best 
twenty years of income with a 5% increase, taking the basic retirement wage 
as the lesser of the two. In all cases, if it is more favorable for the worker, the 
average monthly wage of the best twenty years of income entered in the 
worker's job record will be taken as the basic retirement wage. The best years 
of work after the minimum 35 years stipulated for common retirement increase 
the retirement allowance or replacement rate 0.5% for each year of service 
after the 35 year minimum until a worker qualifies, the maximum being 2.5%. 
In this way, if the worker qualifies at the age of 60 with 40 years service, the 
replacement rate base is 52.5%. For every year after the age of 60 in the case 
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of a worker who qualifies, an additional 3% of the basic retirement wage is 
added uptoa maximum 30% until the age of 70. In this way, the basic retirement 
wage can reach 82.5%. 

If at the age of 60 the worker doesn't qualify for retirement, for every year that 
he or she lives afterthe age of 60, 2% will be added up to a maximum 20% until 
the age of 70. The additional percentage for each year between the age of 60 
and 70 then, is either 3% or 2% depending on the worker's retirement 
configuration (see Annex V). 

ANNEXV 
REPLACEMENT RATES IN THE NEW DISTRIBUTION SCHEME AND TRANSITION SCHEME 
(COMMON RETIREMENT NORM) 

Ages 

Years 
Serv. 

60 61 62 63 64 65 66 67 68 69 70 

35 50 52 54 56 58 60 62 64 66 68 70 
36 50.5 53 55 57 59 61 63 65 67 69 71 
37 51 53.5 56 58 60 62 64 66 68 70 72 
38 51.5 54 56.5 59 61 63 65 67 69 71 73 
39 52 54.5 57 59.5 62 64 66 68 70 72 74 
40 52.5 55 57.5 60 62.5 65 67 69 71 73 75 
41 55.5 58 60.5 63 65.5 68 70 72 74 76 
42 58.5 61 63.5 66 68.5 71 73 75 77 
43 61.5 64 66.5 69 71.5 74 76 78 
44 64.5 67 69.5 72 74.5 77 79 
45 67.5 70 72.5 75 77.5 80 
46 70.5 73 75.5 78 80.5 
47 73.5 76 78.5 81 
48 76.5 79 81.5 
49 79.5 82 
50 82.5 

Note: Years of service are reached at the ages mentioned 

The retirement norm for old age is 70 and a minimum 15 years of service 
beginning with a replacement rate of 50% of the basic retirementwagetowhich 
1% for each year of service which exceeds the minimum of 15 years service 
is added until 64% of the basic retirementwage is reached. 

In the savings distribution system, all retirement benefits and pensions are 
granted not by an AFAP but by an authorized insurance company. 
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In the savings scheme, the common retirement benefit for old age is 
determined according to accumulated capital in the respective individual 
savings account, the technical interest rate the insurance company pays on 
said capital, and the life expectancy of the worker according to general tables 
determined by Uruguay's Central Bankforwhich the only distinction admitted 
is the worker's age. 

In this way, the law encourages retirement age at an older age in both the 
distribution scheme and the savings scheme. In the savings scheme this is 
encouraged twoways: through lower lifeexpectancyduetoan older retirement 
age and a longer period of accumulated savings. 

For all retirement norms, the common oneforold age ortotal disabilitytowork, 
must be configured in the distribution scheme managed bythe Social Security 
Bank, the minimum years of service required for each are considered only in 
relation to this scheme. In otherwords, to retire through the savings scheme, 
minimum years of service don't necessarily have to be met be met by 
contributing to this scheme, it issufficientforthemto have been calculated and 
registered in the distribution scheme. 

In the savings scheme, as has been mentioned before, theworker's compulsory 
savings consist of his or her personal pension contribution or pension fund 
corresponding to the income bracket covered by this scheme. If a worker has 
one or more jobs, he or she is only obliged to save the personal pension 
contribution corresponding to the savings scheme bracket and upto $15,000; 
aboye that amounttheworker is not obliged to save even when, for one or more 
jobs a greateramount has been deducted or retained by the employers. In this 
case, a worker's "excess" contribution would be returned to him or her by the 
corresponding AFAP if he or she decides not to designate it as a voluntary 
saving. 

Pension benefits due to total disability to work, temporary assistance due to 
partial disability and survival pensions due to the death of a working member 
or person who is receiving the benefits mentioned in this paragraph, are 
covered in the compulsory individual savings scheme b, a collective disability 
and death insurance that has to be contracted by the AFAP for all of itsaffiliated 
members. If the AFAP doesn't contract his insurance it will be responsible for 
covering the benefits. 
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2.10. The role of the State and the system's guarantees 

In the solidarity intergenerational pension scheme or distribution scheme, the 
State plays a key role in their administration and is their guarantor. 

In the compulsory individual savings scheme, the scheme combines a series 
of internal guarantees with state control and in some cases the guarantee of 
the government itself. 

An AFAP's initial minimum capital must be 60,000 Readjustable Units 
(approximately US$1,000.000) to which a special reserve must be added 
equivalent to 20% of capital or if it is 2% more than the Pension Fund it is 
managing, excluding investments in securities issued by the State. Once the 
Pension Fund is formed, the AFAP's minimum capital, excluding the special 
reserve, should be equal to the initial capital required as a minimum, or 2% of 
the value of the Pension Fund ifthis is higher. When for any reason the AFAP's 
capital falls below the minimum required, it should be reintegrated oyera period 
of 3 years. Should this fail to happen, the AFAP is dissolved and liquidated by 
Uruguay's Central Bank. In this case, each member will decide to which other 
AFAP their accumulated funds should be transferred. 

The AFAP's capital istotally independentof the Pension Fund it manageswhich 
is owned by the members and cannot be seized by the law. The Fund's 
accounting should be totally separate to that of the AFAP's. 

Investments undertaken by the AFAPs should take place according to the 
maximum percentages and investment diversification set forth in the law and 
the securities representing said investments should be in the custody of a 
single institution authorized by the Central Bank or in the custody of this same 
official institution. The Special Reserve that AFAPs must create has to be 
invested in the same instruments authorized forthe Pension Fund and have the 
same limitations, that is, the rights and goods of which they are comprised 
cannot be seized. 

Once the AFAP receives the savings of affiliated members, they become 
Readjustable Units and their value corresponds to the month in which they 
were received. * 

* The readjustable un it is a measurement value which is updated dueto variations. 
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AFAPs are responsible for ensuring that the real profitability rate of the 
respective Pension Fund is not lowerthat the annual minimum profitabilityof 
the scheme, which will be determined on a monthly basis. The minimum 
average annual profitabilityrate is the lesserofan annual 2% and the scheme's 
average real profitability rate minus 2 percentile points. 

Each AFAP, as part of the Pension Fund, must have a Fluctuating Profitability 
Fund expressed in readjustable units in order to guarantee the real minimum 
profitability rate mentioned. The Fluctuating Profitability Fund comprises the 
positive surplus profitability of the Pension Fund uptocertain percentages after 
which the surpius must be shared among all members. 

When the Pension Fund's profitability rate is less than the scheme's real 
minimum profitability rate in a given month, and if this difference cannot be 
covered by respective Fluctuating Profitability Fund, the AFAP must use the 
resources of the Special Reserve for this purpose. If all of the Special 
Reserve's resources are used and the profitability shortfall still cannot be met, 
the AFAP must reconstitute the minimum profitability and special reserve. Ifthis 
is not done within 15 days, the AFAP will be dissolved and liquidated by 
Uruguay's Central Bank and saverswill also decide towhich otherAFAP the 
funds should be transferred. 

Benefits granted by the individual savings schemes are the exclusive 
responsibility ofthe retirement insurance companythat has a contract with the 
workerorthe insurance companythat has contracted a collective disability and 
life insurancewith theAFAP. Should this insurance connpany be liquidated, the 
AFAP that had entered into a contract with itwill be in chargeof the benefits that 
corresponded to the former. 

Only in the case of entities owned by the state, the AFAP and the Insurance 
Company, is the State guarantorfor the paynnent of the minimum profitability 
theAFAP can demand and the payment of benefits bythe insurance company. 

Uruguay's Central Bank and the Insurance and Reinsurance Inspectorate 
which is part of the former, control all aspects of the AFAPs and insurance 
company'sworkings. 
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2.11. S hortcomings and defects of the previous system that are overcome 
and means of overcoming them 

The new system will gradually decrease the level of state spending on 
retirement and pensions which will enable it to attend to the needs of other 
areas of society or decrease the tax burden and social security spending will 
correspond to the resources generated by the system itself. 

By reducing the replacement rate corresponding to the minimum retirement 
age and encouraging retirement at an older age, the effect of the aging 
population is corrected. 

By collecting social security contributions from the payroll, implementing the 
Job History Record that can be contraed by the workers themselves and 
extending the period considered for the calculation of the basic retirementwage 
up to the twenty best years of service recorded, the system encourages 
contributions during the whole of the contributor'sworking life from real income 
and evasion or contributing less than the stipulated amount is prevented. 

Consequently, the principie of solidarity is reinforced among generations and 
savings is encouraged besides eliminating the injustice of those cases in which 
the worker in the last stage of his working life sees his or her income diminish. 

Also, be being able to reduce social security costs in the future, the competitivity 
of domestic production will improve, there'll be more investment due to 
increased savings and new jobs will be created. 

By creating distribution and integrated savings schemes in one system that 
narrows the gap between contributions and benefits, limits eliminate injustice 
in the new system. 

The new system corrects the stimuli that previously led to evasion or contributing 
less than was stipulated and benefits workers earning less by improving 
minimum benefits and encouraging saving. 

Services resulting from the Job History Record, should be registered as they 
are carried out, thereby ruling out the possibility of them being recognized by 
testimony. 
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The new system definitely offers better expectations to the young and new 
generations and guarantees benefits for the current inactive population. 

2.12. Final remarks 

The conclusion that would correspond to this stage of the work, just four and 
a half months afterthe implementation of the new,  law, is obviously a preliminary 
one. However, some significant points can be mentioned. 

At the end of the month ofAugust 1996, the amount of people who opted for the 
new system has been higherthan expected: affiliations to the savings scheme 
total 230,000 people while itwasexpected at the outset that dueto theirage and 
income levet, contributors to this scheme would total just 43,000. 

These voluntary options for the new system on the part of people who weren't 
obliged to opt for it and for the mixed distribution and savings scheme, refiect 
people's desire for change and the fact that the new mode! correctly interprets 
their needs. 

To close it should be said that the mixed scheme on which the new social 
security system is based is nota metamorphosed distribution scheme that is 
the product of impotence, a lack of imagination or courage; rather it is a system 
that Uruguayans wanted and which has matured over time and has been 
adapted to the culture, sensitivity and idiosyncrasy of the Uruguayan which 
combines a balanced sense of the need for solidarity and individual saving. 

In our opinion this is the challenge of "Possible Social Security". 
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THE SOCIAL SECURITY REFORM IN MEXICO 

During the last two decades, the State's Theory has involved the crisis of the 
Welfare State and its dismantling. This academicdiscussion, at the beginning 
of the seventies, soon turned into a political subject involving various social 
powers. The trends of private enterprises are to fight for the State to forsake 
its leading economic role and to intervene in the economy's guidance. The 
state's public opinions defend their presence in all the economic boundaries, 
including the administration of enterprises addressed to the production of 
goods and services. This ideological struggle was translated into a new order 
of public finances and new definition of budgetary priorities. 

The State's fiscal crisis turned into the primary subject of discussion. The 
budgetary cuts and the search for new financial sources in the government's 
activities were priority tasks of those responsiblefortheeconomic policy in the 
States. Nevertheless, any decision on this matter has immediate effects in the 
population'swelfare, and the merelytechnical solutions, are not always socially 
norpolitically acceptable. Therefore, the problem leftthe offices of the financial 
counsellors and arrived to the public palaestra. 

In this context, Mexico started to study the need to change the social security, 
as it represents a substantial part of the public expenditure, and if it was not 
reformed in a medium terco, itwould turn into one of the most important financial 
pressures on the public treasury. But, facing the problem of a chronic lack of 
resources, there is also a state's commitmentto protect the workers' rights and 
to provide them with the minimal welfare for their and their families' overall 
development. 

Two economic and harsh realities, forced the Mexican State to outline, once 
more, the means to provide the social security benefits: 

1. The salary as in 1943, continues to be the only source for the workers to 
obtain the primary resources of subsistence for them and their families. 
Therefore, any fact which involves a loss or diminishment of their salary, 
represents a transcendent prejudice. 

2. The unbalance of the public finances turns into a runaway inflation, and 
unemployment has a primary impact on the workers' welfare. 

Based on the aboye, the governments basic pastor present concerns, are the 
following: 
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How to maintain the achievements of the social policy of the Welfare State, 
through the social security, and how to attack the financial unbalances 
derived fróm a runaway inflation and unemployment? 

How to support the benefits which are presently provided by the social 
security, without incurring into a future publicdeficitwhich would turn into a 
nninor welfare for the workers in a medium terco? 

These are some of the discrepancies which arose in the so called crisis of 
the Welfare State and which turned into a social security curtailment, having 
its major impact on the retired population in Mexico. 

Therein, the actof solving this antinomywas one of the Mexican Government's 
commitments with the young working generations, and the future pensioned. 
The solution was not the elevation of fees, as this type of fiscal policies would 
have negative effects in the employment's growth and in the overall economic 
productivity. Neither they could delay the radical modification of financing 
benefits', in the way of payment of pensions, nor in the way of managing 
savings, and the legal and administrativeways to end services. 

This economic context, in a broad outline is subject to the political and legal 
reality of Mexico. The Article 123 of the Constitution clearly establishes that 
the State is the protector of the workers rights and their welfare guarantor. 

This is more compromising for the Mexican Federal Working Law and the 
Chilean Working Code, established both in 1931, and which have been social 
examples and legal works emulated by other legal agents in the same matter. 

We wish to underline the fact that the right to social security Laws in Mexico 
is closely linked to the laborlaw since its beginning. 

This link is based on complementary effect of the salary, and the benefits of 
the social security. It is also based on the fact that the worker is preferential 
subject of the same and that both share the nature of being conquerors of 
the worker's nnovement and the State's instrument to reduce the economical 
differences among social classes. 

Therefore, it is valid to state, as it was in the Forties, that any change on the 
labour market, and consequently in the knowledge obtained from the 
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workers rights, has an impact on the legislation applied to the social scheme 
regime. The new Social Security Law, as in the case of the first one in 1943, 
is part of a wider movement of legal transformation, which must tend to 
protect the various types of workers which have emerged from the technical 
and open economies. The new Law, as it was the case in 1943, is the first 
changing step. 

The technological progress is also found among the causes of the 
transformation of the Welfare State which have substantially modified the 
working environments and relationships. In our times, the number of 
independently specialized workers who work in a space of their own, 
increases. Likewise the microenterprises which offertheir services in a non-
working market also increases. Nevertheless, these workers, as well as the 
owners of microenterprises, are persons who require of a social security 
protection, similar to the ones demanded by those salaried persons. The 
same thing happens with the unemployed persons who are incorporating 
themselves to the so called "informal economy". 

The technological process and the economic crisis are the main causes for 
the increment of the informal employnnent which must also receive the social 
security protection through a more simple, attractive and cheaper contri bution 
system, which would not include the intermediation of an employer. Despite 
of this market profile, a way to structure the social security was maintained, 
which did not allow the universalization of the coveragewith a financial sanity. 

Another element to take into account is, that the opening of the economy has 
forced the enterprises to adopt organized, more competitive structures and the 
free circulation of goods and services restrain the countries with high director 
indirect costs of manual labour. This diminishes the salaries and forces the 
governments to diminish the charge imposed on enterprises in relation to 
social security. A State which introverts itself and ignores what a globalized 
economy involves, is susceptibleto remain behind in relation to the economic 
development. 

This economic reality has substantially modified the relationships between 
the production factors: the capital and the work, as well as the technological 
progress of the capitalist societies have created peculiar ways to generate 
social wealth, which regulation is not satisfactory, specially in relation to its 
distribution. This situation getsworseduring the stagesof economiccrisis and 
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our belief is that the State must remain as an effective agent in the decrease 
of the social unevenness through the public expenditure and specially the 
expenditure devoted to the social security. 

In viewof the aboye, next year the federal govemmentwill addressan important 
amount of resources to this area, in order to support the transition and 
strengthen its role of wealth re-distributor, through a fixed social fee in the 
retirement insurance, retirement, and the fixed fee in the maternity and sick 
insurance. 

Ifwe add to the aboye situation of increased social unevenness suffered by the 
latinamerican countries, weadd the fact that there is an excess of non-qualified 
manual labour in the world, an extra -specialization of some workers which 
contrasts with an underqualified majority, with low school levels, and a low 
productivity of industries with an intense human resources inputs, in relation to 
thosewhich have been "automatized", then we have a disadvantaged panorama 
forthe Latinamerican workers who demand at present, more than ever, for a 
state presence in the maintenance of social welfare. 

These three facts: the technological progress, unemployment due to the 
economic crisis and manual labour specialization, amongst others, has led to 
an isolation phenomena of the working sectors, as they considerthatworries 
and demands are particular and are not common amongst themselves. One 
trained worker of an enterprise devoted to services, does not share any value 
with a person, salaried agricultural or with a non-qualified worker. Eachworker 
receives his/her rights in a different way, and demands a different protection 
from the State and the unions. Nevertheless, he remains being subject to 
economiceventualities. 

In order to establish mininnum parametersof protection and to combine them 
with the possibilityto improvethem through the strengthening ofthe initiative of 
each individual, are challenges of the social security. 

The participation of the State must drastically change in order to be efficient 
and not to jeopardize the public sector to criticism, consisting in that this is 
dispensable, as it cannot discriminate among the needs of the different 
social groups. 

228 



THE SOCIAL SECURITY REFORM IN MEXICO 

The new Social Security Law propose to make the flexible insurance 
schemes available to the workers. These schemes must cover their own 
needs, capacities and effort. It increases the benefits for those who work 
for a larger period and whose saving is higher and, at the same time, keep 
the minimum of the law it repeals, this means that it opens the possibilities 
to a substantial pension improvement, in direct proportion to the effort of 
each individual and it offers a minimum, updated according to the runaway 
inflation. 

At this moment, when a minor political state participation is needed in the 
economic life, the paradox consists in the fact that the worker has become the 
centre of the technical, as well as economic moving progress process, 
continues to be the most vulnerable factor of life contingencies; therefore, the 
state commitment to protect him against deprivation, cannot be forsaken. 
Furthermore, any person whoobtains an income from his or her effort, being 
or not, subject to a formal working relation, is detached to the economic 
struggles involved in accidents, illness and retirement from theworking force. 
Thereforethe stateobligation ofgranting social security must continue expanding 
to those non-salaried groups in various ways. 

Another current problem is that social security fees rise the price of the 
manual labour, and this has an impact in the cost of goods and services 
produced by enterprises. The fact of increasing these fees, diminishes their 
capacity of competition and it only causes major levels of tax evasion. The 
graphic shows how, only a part of the salaried population is covered by social 
security, despite the fact that the law demands from all employers to register 
their workers in the compulsory regime of the social security. 

Further questions are outlined, as follows: 

How to expand the social security to the whole working population? How to 
support these services? 

How to avoid tax evasion without forsaking the compulsory principie which 
governs the social security regimes? 

The Welfare State and its institutions gave solutions to other type of economy 
which has eventually disappeared. The concrete ways to grant the social 
security should change in order to fit into the economic reality and present 
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demography. The following graphic shows the evolution of the pension 
members, compared to the growth of the future quotable members. The 
pension members population will increase more rapidly than the working 
population, therefore in less than twentyyearswe will have a different relation 
between the passive worker and the active one. We must be ready to face it. 

The social security, the most evidentof the State'stypesof achievements, has 
been theoretically and legally reviewed. Mexico has notescaped from this new 
process of outlining strategies' to extend the benefits of social security in one 
stage, with economic pressures to reducethe social expenditure in view of the 
need to address resources to the productive investment. The dilemma 
consists in defining which is first, the generation of wealth, or its distribution. 

We had to question ourselves as a society, what would happen if the Mexican 
Instituteof Social Security wished to establish again thefinancial balance of the 
distribution system. The answertothis question is that the I nvalidity Old Age 
a Death (IVCM) branch fee would have to increase 17% in the next 20 or 30 
years. Thiswas not a feasible solution in view of thefact that the dennographic 
structure of this country, which is characterized by an increased percentage 
of persons in age to enter the working market, would demand the creation 
of employments at high rates. Any fiscal policywhich would not motivate the 
formation of empioyments and productivity, meant that the welfare options 
for new working generations would be canceled. We had to take care of a 
fundamental indication of social security: there is no social security without 
an employment. 

Furthermore, there were two basic conditions to outline a new initiative of 
Social Security Law: 

• 1. Onewas the commitment and conviction of the Mexican Government to 
preserve the original principies of Social Security Law, this means, that the 
legal forms of financing and lender institutional services, maintaining the 
social justiceguidance, the human, solidary and universal principies, aswell 
as the Mexican social security nature which is to protect the rights of the 
workers and to distribute the income, had to be modified. The right had to be 
modified with the law right. 

. 2.The decision of the Mexican State to continue keeping on guaranteeing the 
social security, through the Mexican I nstitute of Social Security. The public 
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nature of thiswas not subjectto arguments, norwas the leading role which 
the Mexican government had to perform. But there was a need toconciliate 
them with the need to exploit otherelennentswhich gave a legal certainty to 
the insured person in respect totheway offinancing a pension in the future. 
Such is the case of the right of property which is granted to the worker over 
the accumulated resources in his/her individual account. 

Under these circumstances, itwas elaborated the initiative of the Law of Social 
Security which modified the structure of insurances, includes new legal 
figures, has technical and complex aspects, and it becomes attached to the 
principies of the constitutional article 123, mentioned before. 

At present, the structure offees paid at the Mexican Institute of Social Security 
is as follows: 

Insurance Branch 
	

Fee% 	 Contribution 

I.V.C.M. 	 8.5% 	 Tripartite 
Sickness and Maternity 	 12.5% 	 Tripartite 
Working Risks 	 2.5% 	 Patronal 
Day Care Centres 	 1.0% 	 Patronal 
S.A.R. 	 2.0% 	 Patronal 
Total 	 26.5% 

The 5% of Housing has to be added to these fees. 

The tripartite contribution is disbursed as follows: 70% employer, 25% 
worker and 5% Government. 

The legal more relevant modifications to the new Law are the following: 

• A new pensions system. 
The Disability, Old Age, and Death, are the four branches which are 
separated to create two new insurances: 

Disability and Life (I.V.), replacing the previous one, of Disability and Death 
as well as the medical expenses of pension members. 
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Retirement, and old age (R.C.V) integrating the SAR (Retirement Savings 
Insurance) and Housing contributions. 

• The financial system of the new system of pensions. 
The present system of the disability, old age, and death insurances, are 
covered with a tripartite fee of 8.5% of the basic quotation salary and in the 
proposed system, in which the two insurances are created: 4.5% of such 
fee, corresponds to retirement, and old age, and 4% to disabilityand life. As 
we may see, there is no increase on fees. 

• Description of the new pensions system. 
By dividing the disability, old age, and death insurance in two, a 4.%of the 
tripartite fee will be deposited into the individual account of theworkers, 2% 
for retirementwhich is the employer responsiblity, 5% for INFONAVIT which 
is also exclusive of the employer's responsibility, and the additional social 
fee, which represents a 5.5% of the minimum wage of Mexico City ($1.24 
at present). The resources accumulated in the individual account, will be 
operated by a retirementfunds administration (AFORE). 

• AFORE. 
The AFORE (Retirement Funds Administration) is created to generate 
profits in the individual account of workers. Those who comply with the 
established norms of a radical reform may build up an AFORE in this 
respect, under the supervision of the authorities from the Ministry of 
Finance. Each workerwill be capable of choosing the AFORE he/she may 
wish, based on the benefits and profits offered totheir individual accounts. 

• SI EFORE (Specialized Investnnent Society of Retirement Funds). 
This is a specialized investment society of retirement funds in which the 
AFORESwill Invest the accumulated resources into the individual account 
of workers with the purpose of generating profits. 

• The new structure offees for benefits in kind, of the sickness and maternity 
insurance. 
The government has a fixed contribution for all workers which is updated 
according to the Consumer Prices National Index. 
The employers have a fixed fee for all the workers which will rise according 
to the increase on the minimum wage. 
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The workers which earn up to three minimum salaries in Mexico City, are 
released from the paynnent of this insurance which becomes bipartite. 

. The modification in working risks. 
The classification based on riskstypes and degrees, disappears. 
Each enterprisewill pay its fees according to its own level of risk, regardless 
of the industrial branch it belongs to. 
Thefeeson enterpriseswill be reviewed in a yearly basis, in orderto confirm, 
reduce or increase it. 

. The creation of a new insurance for day care centres and social benefits. 
Further resources will be available in order to expand the covering of the 
present service. 
A wider geographic covering will be available ata minor cost, in order to 
reach, in a medium term, at least a 50% of the current demands from the 
working insured mothers. 
The level of social benefits is increased and there is a guarantee that the 
social benefitswill remain. This is coherentto an overall and wide perception 
of social security. 

. Description of transition. 

Present Pensioneers: 
The Mexican Institute of Social Security will continue paying the present 
pensions, with resources provided by the government, increasing them 
according to the minimum wage. The complayment of pensioners will be 
released from the paymentofdisability and life, as well as medical expenses 
fees. 

Active workers: 
Every active worker will enter the new system, but at the end of his/her 
working career, he/she will have the right to choose the most convenient 
pension, calculated according to the Laws of 1973 and the one of 1997. 
The new contributors starting July 1st, 1997 will begin their individual 
account in the new pensions system. 

. The family health insurance, has the purpose of favouring an access to 
medical care for the economically active population which lack of a formal 
working relationship, and therefore are notgetting benefit from the compulsory 
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regime. Its monthly cost is a 22.4% of the minimum wage in Mexico City 
($1.54 at present). 

The modification of social security in Mexico has just started. A deep 
administrative reform in the Mexican Instituteof Social Security started in July 
1993. The primary axis ofthis reform was to de-centralize. In 1995, a radical 
reform took place. We Mexicans are aware of the factthat the social security 
will need a great collective effort in ordertofitthe pieces of a new system which 
could still be out of place. 

I brieflyexposed thewaytofinance the various insurances of the New Social 
Security Law, but we have to underline the fact that the innovation is the 
payment forro of social security benefits and the way of administering the 
resources addressed to it. 

On one hand, the procedures established by law which will be enforced on 
July 1 st, 1997, link two types of rights, with a different view: the social right 
and the private one. This hybrid feature has the advantage of incorporating 
creativity generated by competence in one market, but demands of the 
authority's control on this activity in orderto avoid deviations. Incentives have 
to be generated to favour the acquisition of utilities but, at the same time, a 
balance nnust be obtained sothatthis legitimate objective does notdiminish the 
benefits the system may grant to the workers. 

The creation of life income "markets" and administration of retirement funds 
has beneficial consequences on the internal saving and employment. This 
affirmation can be sustained if the experienceson similar reforms such as the 
South Cone's are analyzed in a medium and long terms. 

Nevertheless, these attractive macroeconomies have a secondary 
importance, iftheyare compared with the state's commitmentofguaranteeing 
the workers and theirfamilies' welfare, when their salary is being threatened. 

The concreteways to grant social security in the new Law, guarantee that the 
contributorwill receive at least what he/she received with the previous legislation 
and his/her personal effort will be the element to establish a substantial 
difference between what he/she will receive and what he/she should have 
received in the event the legislative change had not occurred. The protective 
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nature of the social security is maintained and it is strengthened with the 
concept of the State the society and the individual's co-responsibility in these 
activities' funding. it is also maintained in the surveillance of the participantsto 
fulfill theirobligations, and in the election of the bestagentsfortheadministration 
of resources. 

On the other hand, the presence of the Mexican Institute of Social Security 
in the national boundary and its firm establishment in Mexico, allowed it to 
preserve a leading participation in the social security system, as the authority 
in charge of the fees collection in relation to the insurance of retirement, early 
retirement and old age. it also allowed itto be the main guarantorof existence, 
persistence or modification of the condition of disability, but also as participant 
in the "new markets" with its administratorof retirementfunds and safeguarding 
of state's propriety. 

With this, the hybrid nature strengthens the new system, even more, in the 
event that the Mexican instituteof Social Security maintainsthe management 
of the reserves of working risks, disability and life insurances, which preserves 
the principie of solidarity of the distribution system, in which the young and 
healthy people provide resources to fund the pensions of those disabled, 
widowers, and orphans pensions, as well as the sickness and maternity 
insurances of the pension members. 

At the same time, the federal government increases its participation in the 
social securityfunding, and strengthens its leading capacity in this subject. The 
problem outlined with the reform was not how to reduce the social security 
expenditure, but how to increase it, in such a way that it may approach a higher 
numberof Mexicans; this means, howtospend more, without letting this action 
turn into a regressivesolidarity, in which a fewer numberoflow income sectors 
were benefitted, as it happens in the present disability, old age and advanced 
years suspension and death. (IVCM) 

In view of the aboye, social security must renounce to the ideologic patterns 
and the rigid trench warfare in which the good ones are found on one side, 
and the evil ones on the other; in which the positions of those who want to 
privatize and those the who favored state are extreme, and in which there are 
unique formulas of granting the social security benefits to all of them. 
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The fact is that the governments in the so called crisis of the Welfare State, are 
facing the political commitmentto remain as workers welfare's guarantor, and 
it also faces the imminent lack of resources. What it is true, is that each State 
has a history of political idiosyncracies and that the national solutions and not 
the imported ones, are acceptable. We live in an inter-dependent and 
communicated world which allows and impels us to analyze the experiences 
from other countries. We have a commitment with workers to maintain and 
enhance social security. In the future the young generations will demand, a 
social protection similar or better to the one their parents or grandparents 
received, and we must be financially prepared for that. 

It is evident that the discussion about the social security is ideological. 
Therefore, the Mexican state, with the promulgation of the new Social Security 
Law, must be coherent with its historical origins and alliances with the working 
movement; this means, that it must confirm its nationalist ideology and its 
conviction of defense of the working class; it must acknowledge that the 
capitalist production manner leads to social disparity, and therefore, it has to 
intervene in promoting social justice and permanently pretend to increase the 
population'swelfare and to promote the complete application of resources and 
policies of income's distribution. But this discussion cannot be petrified. There 
are not unique formulas to make this commitments of the Mexican state to 
come true. 

In this sense, the new Social Security Law confirms the original principies of 
social security and adopts legal and financial nnannersto connply with the basic 
principies of Article 123. It has its attention addressed towards the young 
generations' future and welfare. 

The change will open the discussion about the feasibilityof the new pensions 
system. This system does notyet include a definition of some operational and 
control matters of the participants, not it includes some legal reforms which 
are being analyzed among the various institutes involved. We know that the 
model included in the new Law is not definitive, and it will need reforms and 
modifications along with new emerging situations. What it is true, is that the 
Mexican State will surely not forsake its basic principies which legitimate and 
foster it; and these basic principies are confirmed in the social security 
system which we will implement in the next decade. The change has just 
begun. 
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The new Social Security Law responds to the Mexico of tomorrow. It establishes 
the economicand legal pillars ofthe social securityforthegenerationsto come. 

1996 was a complex year for the Mexican Institute of Social Security, and at the 
same time, it is a year to strengthen its structures. 

We, who belong to the Mexican Institute of Social Security, are proud to know 
that 1997 will representa new stagewhich will be of benefitfor many decades 
more. 

We live in a changing Mexico. The reform is a challenge. The challenges 
demand courage and determination. The Mexican Institute of Social Security 
gets reinforced from each challenge, with a renovated spirit and with the 
certainty of the social mission it performs. 
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In a world of constant and accelerated changes such as the world where we 
live in, remaining staticand stagnant means lagging behind in the development 
process and tragically to solve the problems too late. 

However, the speed with which we live should not justify leaving fundamental 
values aside, such as the human feeling of solidarity, the integration and 
integrity of the family and, aboye all, we should not forget that the guiding 
principie of any change in Social Security schemes must guarantee better life 
standardsforthe individuals and theirfamilies, bettercircumstancesforthefull 
expression of their capabilities and potentials and, finally, must establish 
proceduresthatreducethe inequalitiesand elíminatethe gap existing between 
those who have in excess and those who lack the basic items. 

Unfortunately, the movements and trends to develop Social Security have not 
been solid, neitherthey have had a single direction, though it seems to be, and 
especially in the speech, that we are going back to the origin and starting point: 
the man and woman and their needs. 

This high-level meeting, summoned and organized by the Interamerican 
Conference on Social Security, has been attended by well-known, experienced 
experts, who expressed their points of view on the international situation of the 
reforms to Social Security. The ultimate purpose of this effort is to contribute 
to define with precision the course that the successful reforms have taken in 
orderto be used as a reference by the countries that are giving the first steps 
on the road to reform their Social Security systems, or to adjust the reforms 
already in process or about to take place. 

Mrs. María Elvira Contreras Saucedo, Secretaryofthe Interamerican Conference 
on Social Security and excellent hostess, emphasized in herwelcome speech 
to the participants the momentous role of the Conference in the promotion of 
the exchange of experiences among the different Social Security institutions 
and administrations and other related organizations. Likewise she stressed the 
commitment of the CISS to continue being an open, democratic and plural 
forum in which ideas for the strengthening of social security are proposed. 

The meeting was inaugurated on 2nd September 1996 by Mr. Genaro Borrego 
Estrada, President of the Interamerican Conference on Social Security and 
General Director of the Mexican Institute of Social Security. 
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In his speech, the President urged the participants to establish "a Social 
Security according to our times" to increase, improve, and turn it into a solid 
long-term policy with a sound and efficientfinancial support in orderto ensure 
the fulfillment of its inescapable social commitment. 

The following experts participated as lecturers: 

. Karl Gustaf Scherman, Chairman of the International Social Security 
Association, who delivered the inaugural lecture. 

. Armando Gonzalez, Deputy Connmissionerfor the Region of Dallas, Texas, 
US Social SecurityAdministration. 

. Pablo Serrano Calvo, Chief of the Social Development Unit, Economic 
Commission for Latin America and the Caribbean. 

. JavierSlodky, Advisor, Social Security Board, Ministry of Labor and Social 
Security of Argentina. 

. Eduardo Miranda Salas, International Advisor on Social Security and 
Economy of the Education of Chile. 

. CarlosWolff Isaza, Chairman of the Social lnsurance Instituteof Colombia. 

. Edward Tamagno, Director General of International Benefits and 
Development of Human Resources of Canada. 

. Renan Rodriguez, Social Security Consultant of the Executive Power of 
Uruguay. 

. Sergio Valls Hernandez, Juridical Director of the Mexican Social Security 
Institute. 

The main topic of this meeting was to revise the pension systems in force or 
being reformed, starting with the participation of the Chairman oftheAlSS, Karl 
GustafScherman, who made an interesting dissertation on several issues for 
the future development of Social Security and urged the participants, several 
times, to join the initiatives oftheAlSS, especiallythe initiatives of Stockholm. 
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Mr. Scherman emphasized that the current situation is mainlycharacterized by 
the willingness of most (of the) countries to redefine and redistribute 
responsibilities among the State, the public and the private sector, as well as 
to face the challenge that the modification to their retirement and pension 
systems means, in accordance with the new redefinition and redistribution of 
responsibilities. Likewise, he pointed out the important contribution of social 
security systems to peace, social coherence and economy. 

The lecturer noted that, according to him, too much importance has been 
wrongly conferred to the solution of the economic problems to the detriment of 
social security systems, and suggested that in the future, it is important to 
consider the economic problems and the welfare problems at the same levet. 

Afterthis, he analyzed the different optionsforthedesign and modernization of 
social security systems, emphasizing on the one hand, that depending totally 
on individual saving systems involves certain risk and, on the other, the 
possibility that universal systems could reduce the saving rates. 

The creation of new models must be based on two basic aspects: the trust and 
harmonization between the economic and social policies. 

The lack of clearness on social security objectives and principies has as a 
result the incomprehension of the publicopinion. 

The capability of the societyto choose an objective depends on the capability 
of the democratic society to create new models. 

Finally, the Chairman of the AISS described in detail the different stages and 
action programs aimed towards connplying with the initiative of Stockholm, and 
urged the participantsto join this effort and contribute in this way to achieve a 
betterfuture for humankind. 

Armando Gonzalez described the National Basic Security Program (OASDI) 
that includes almost all the private activities, aimed towards achieving an 
individual equity and a social sufficiency, fighting povertyamong the elderly and 
serving asa family integration instrument. 
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The OASDI is the main source of revenue of 63% of the beneficiaries over the 
age of 65, even ifjust part of the lost income is replaced. Therefore the workers 
must have other sources of revenue. 

The current structure will be affected by the retirement of the Baby Boom 
generation. However, it is considered that the basic structure adopted 60 years 
ago is solvent. 

Forthe short and medium term, there is an improvement program to the OASDI 
administration that includes the supply of services, technology, human 
resources, qualified administration, facilities and re-organization. 

For Pablo Serrano, representative of ECLAC, the decade of the 80's (lost 
decade) had as a result a serious economic and social crisis in the Central 
American countries that increased the average population that lives under 
extreme poverty and even indigence conditions. The drops on the government 
spending were reflected on the decrease on the quality of services, the 
withdrawal of the Statefrom many of its obligations, and on the success of the 
privatizing policies. The social policywas redirected towards giving supportto 
the most vulnerable sectors of the population. Within this social context, the 
ECLAC proposed three guidelines to achieve a productive transformation with 
equity andan integral approach: the generalized incorporation of technological 
developments, the generation of productive ennployment and the investment 
on human capital. These proposals were made because it was known that 
Social Security schemes were not enough to palliate the growing social 
backwardness. 

Finally, he noted that the main reforms to health systems include basic health 
attention packages, decentralization, efficiency in the use of resources and 
allocation of funds from the civil society to finance health activities. 

The advisor of the Social Security Board of the Ministry of Labor and Social 
Security of Argentina, Javier Slodky, described the historical evolution of the 
pension system during its different stages of crisis, discredit and collapse. 
Likewise, he pointed out that some of thefactorsthat originated the debacle of 
the old system are: 

. Recognition of the lower marginal productivity .  of the beneficiary. 

. Mobility based on active salaries. 
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. Laxity in the requirements to give benefits. 

. Proliferation of preferential regimes. 

The characteristics of the new Argentinean welfare system are: 

. Establishment of a mixed system made up by a public solidary distribution 
regime and an individual capitalization regime, administered and controlled 
by public agencies. 

. Elimination of market criteria forthe determination of the retirement credit. 

. Strictness in the fulfiliment of requirements toobtain benefits. 
▪ Progressive increaseon the age required to retire. 
. Maximum contribution and pension limits. 
. Rigorous procedures to obtain disability pensions. 

The new structure of the welfare system allocates important duties to the State 
as part of it. In the individual capitalization regime, the State guarantees: a 
minimum income return, the separation of capitals in the event of bankruptcy 
of the administration or insurance company, and the general comptroller 
system bytheAFJP superintendence, the Central Bank, the National Securities 
and Exchange Commission and the insurance Superintendence. 

The basic challenge of this system is to include the equity and solidarity 
principies in the Social Security system in an adequate way. 

Eduardo Miranda Salas explained that, before the reform to the Chilean social 
security, the system was based on the collective capitalization system and not 
on the principie of solidarity among generations, as in the distribution systems. 
However, the capitalization of the accumulated amounts had negative effects 
dueto the inflation and the low interest rates of the mortgage loans, with the 
social criteria underwhich theywere made. 

With the reforms to the Chilean social security system, the Pension Fund 
System based its operation on financial aspects only, and the problem of the 
social benefits was nota priority any more. 

The current Pension Fund System presents otherdeficiencies: the universality 
of the system was not total; three administrations attend 69% of all active 
affiliates; there is no guarantyof positive real income return of the funds -since, 
in 1995, the annual real income return of the pension fund was 2.5% 
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approximately- and the State is responsible for the minimum pensions. 
Therefore, the AFP system is legally dependent. 

One of the mostworthy contributions of his exposition was his comment that 
the reforms must be executed in a systematicway, without leaving aside any 
of the basic components of Social Security, social welfare and the pension 
system. 

Carlos Wolff Isaza pointed out that after the 1993 reform, the Colombian 
Social Security became an integral system in its structure and operation. In this 
system the efforts of the State are closely coordinated with the efforts of the 
private sector, giving rise to an enhanced competition, but keeping the 
unavoidable responsibilityof the State to guarantee Social Security asa public 
compulsory service, and as an intrinsic right of all Colombians. 

He mentioned that the following principies have been strengthened with the 
reform: extension of the coverage; integrity and equity of the medical services 
and pension schemes; betterfinancial balance; administered competition and, 
aboye all, the users are again free to decide who is going to take care of their 
health and the health of their family, turning them into external and permanent 
evaluators of the quality of services. 

He mentioned that since the reform was recently executed, it is nota finalized 
process and it must: 

. Adjust the unbalances between supply and demand of services, because 
the latter have increased fasterthan the installed capacity. 

• Avoid the over-reguiation, so that no straitjackets are put to the free 
competition. 

• Make the regulations congruent and compatible so that no opposing 
collisions or interpretations emerge. 

Edward Tamagno described the situation of the Canadian muitipillar pension 
system. The first universal pillar has given minimum protection to the low-
income population. However, the foreseen impact ofthe Baby Boom generation 
retirement on the cost, makes necessary to review the system. The second 
pillar is based on a collective system that covers the salaried population and the 
self-employed workers. This system will be affected by the same situation in 
the medium run. 
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Besides, the following considerations have been made: 

• Any change must be evaluated from the perspective of the current pensioners 
as well. 

. The present active workers have planned their retirement based on the 
existing programs. 

• The inter-generation justice of present and future workers must be also 
taken into consideration. 

In this way, Canada proposes a reform to the first protection pillar that 
increases the benefits for the most needy, and reduces the benefits for people 
with more resources. The system should be in force by the year 2001. 

The second pillar must be strengthened by increasing the contribution beyond 
the current expenses, with the purpose of keeping the surplus on the reserves 
invested in orderto compensante future expenses. Several measures aimed 
towards reducing the costs of this pillar, approximately by two points of the 
contribution, will accompany this reform. 

The Canadians are convinced of the strength of their system and of the need 
to make some changes, in orderto continue receiving the same benefits. 

Renan Rodriguez, from Uruguay, talked about the technical and political 
components that framed the analysis and reform to the Uruguayan Social 
Welfare Model. He affirmed that the coverage of risks by social security should 
not be considered a simple commercial or financial traffic object, and that the 
State must withhold its irreplaceable role of ensuring justice and social security 
among the individuals. 

He emphasized the importance of the burden distribution among the different 
generations and sectors of the society, among active generations, among 
active and passive workers and, therefore, the equity problem in the distribution 
of these burdens. 

The Uruguayan welfare system shifted from a distribution system to a mixed 
one based on the distribution system but, alter a certain inconne, some 
contributions are made to the saving system. The distribution system (first 
pillar) is merelyofthe State, and the saving system (second pillar) is administered 
by the private Saving Welfare Fund Administrations (AFAP) selected by the 
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individuals. As a control measure, the State established a AFAP ruled by the 
private industry regulations, even if it is owned by public agencies. 

In this system, the retirement causal is configured in the distribution regime, 
while the saving regime is of retirement and pension. 

Mr. Rodríguez pointed out that social security systems must adjust themselves 
to the demographic variables, otherwise reforms become deficientafter some 
years. 

Sergio Valls emphasized that the Mexican Institute of Social Security, as part 
of its effort to search better options for the covered population, started a 
thorough study on its current situation that culminated in a diagnosis submitted 
to the publicopinion. In this way, itwas possibleto identify thevulnerabilities of 
the system, as well as the challenges to be faced in a future. 

The three sectors institution's had a basic role in the debate. This debate 
culminated in a proposal made to the Federal Executive Power, that becarne 
a bill passed by both Chambers in December 1995. 

The spirit of the new Law respects the principies of the original Social Security 
law, changing the juridical waystofinance and supply the institutional services. 
Likewise, the Mexican State reaffirmed its determination to continue acting as 
guarantor of Social Security through the Mexican institute of Social Security. 

The most important changes in the New Law are: 

. Existence of five insurance lines. 

. Give more suitable pensions by the time of retirement. 

. Creation of specialized agencies for the administration and investment of 
funds (AFORE and SI EFORE). 

. Introduction of a fixed contribution. 

. Disappearance of the classification based on levelsofoccupational hazards. 

. Each enterprise will pay their contributions, in accordance with their own 
loss. 

. Social Benefits are elevated to the rank of insurance, in accordance with a 
wide and integral Social Security conception. 

. Health Insuranceforthe Family. 
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Conclusions 

The reform to a pension sytem must consider os priorities the central 
objectives of social security: tendencytowards universality and equity, translated 
into adequate pensions for more people on retirement age. 

All reforms must enjoy consensus and the workers, the entrepreneurs, the 
government, the social security institutions and other related actors, such as 
the unprotected population, the non-government institutions and the academic 
institutions must participate in them. 

The reform proposal must be based on a serious and realistic diagnosis of the 
problems faced by the system of each country, in orderto adapt itself to its own 
economic, political and social realities. 

The Society must recognize and discuss the central aspects of the reform, 
such as costs, their distribution among the different actors involved, and the 
feasibility of benefits expected as a result of the change. 

The reform to the pension system must be linked to health and to all the other 
social security aspects. 

The trends in the labor nnarket, especially the incorporation of women into the 
labor market and the transformation of the family structures, involvechallenges 
that the pension systems must not evade. 

The dimensions of the reforms must be carefully considered since they 
representan effort and comnnitmentto all society, butwe have to be aware that 
despite their great importance, they can not solve all the problems and 
challenges that most of the countriesface. 
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Final Considerations 

Having the honour and the difficult task of summarizing all these worthy 
contributions, and making the conclusionsof this important cycleof conferences 
I could not help, in my capacity as moderator and narrator, to make some 
personal reflections on the axiomatic and methodological innplications of the 
topics presented during these days, 

I would liketo share with you some ideas on what I consider the fundamental 
values to execute the reforms to the social security systems of our countries 
in a successful way, as well as some experiences on the methodology to 
materialize thesevalues in specificdesigns. 

I start from the conclusion that the reforms to the social secuirty sytem must 
be designed in accordancewith the specific conditions and historical context 
of each country. 

Indeed, I thinkthat no model orvalid system in a country can be established in 
another country without adequations and critical appraisals. 

Therefore, this thesis emphasizes the importance of having an adequate 
methodological framework, in orderto execute or redirect the reforms to social 
security systems in America successfully. 

The central topic of the II High-level Conferences Cycle that concludestoday: 
"Social Security in America towards the End of the 20th Centurty, 
Reforms to Social Security and Economic and Social Policies", despite 
drawing our attention to the past and analyzing the current situation, hints the 
imminent proximity of the next century. 

Russell Ackoff, brilliant planning theoretician said that our orientation to the 
future based on the past, but situated at the present, would mean driving in the 
road looking at the rear-view mirror only. Therefore, I postulate that our reform 
must have, at least, four main characteristics: prospective, systematic, strategic 
and dyamic. 

Prospective because the nature of oursystem compels us to think in the long 
run. The iogics of the prospective design make us discriminate in the search 
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of possible solutions, within the imaginable world, as Renan Rodríguez 
affirmed. 

However, it is also true that, within the scope of possible solutions, not 
everything isdesirable, and within this not everything is viable orfeasible. 

Therefore, I suggest to gofurther and postulate not only "the possible Social 
Security, but also the desirable or feasible Social Security". 

This conclusion necessarilyleads us to the second characteristic of the reform 
methodology: it must be systematic. 

Indeed, social security is a complex system of the society, and means much 
more than a group of insurances that cover certain risks. Social security must 
become an attribute of the society, part of it. 

The systematic conceptualization shows that social security has complex 
interacting subsystems: to supply health service, to guarantee the income 
during the retirement stage, and tosupporttheworking mothers with day-care 
centers; outside it is conditioned by political, economic, social, demographic, 
sociocultural and technological conditions. 

This leads us to the third characteristicof the reform: it must be strategic, i.e. 
it must analyze the opportunities and threatens of its current and future situation 
but, at the same time, its interna! strongest cards and weaknessess. 

Oportunities must be harmonized with the strong cards, strategies must be 
designed in such a way that full advantage is taken of the improvement 
possibilites, and defense strategies must be established in order to face the 
threatens and weaknesses. 

Finally, it is obvious that it must be dynamic because both, the environment and 
the system are dynamic. Therefore, no reform is definitive. It is a permanent 
process that has a continuos impact on the results of the environmenttracking 
and it must renew and adapt itself to a changing world. 

It is evident that the aboye mentioned concepts would remain as simple 
theorical statements if they are not actually used in thorough studies and 
research for a succesful reform. It is olear that its methodological formulation 
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goes beyond the level of the categories explained in this document. However, 
I considerthat specialists in demography, actuary, economy, finance, medicine, 
administratión, political sciences, sociology, computer science, engineering 
and architecture, among others, must particípate in the process. 

Karl Gustaf Schermann stated in his bright lecture: "...there is a tremendous 
lacé of social c,omprehension on the philosophical basis of Social Security". 

This postulate moved me to conclude my speech with brief personal reflections 
on what I consider the main axiomatical basis of what social security for the next 
century should be. 

Firstly: the value of the human being's person and life, that we have always 
considered and will continue considering the reason and aim of our efforts, but 
I thinkthat, in a new axiomatical conception, we should consider the human 
being an active subject more than a passive subject. 

This approachwould promotethe participation of the citizens in the establishment 
of a new system. 

Second: the value of freedom. The individuals must be free to take their own 
decisions, such as selecting the phyisician and the attention theywill receive; 
selecting freely who will administer their resources and who will take care of 
their children, among otheitranscéndent decisions. 

Finally, the value of humanism, not agá detailed knowledge 'on men but as 
an attitude towards men thát leads him to postulate the value of serving, not 
in his own interest but based on the human value of solidarity, especially 
towards the most needy who are not Protected by social security. Along with 
them -and not for them- communitary and self-help participation schemes 
must be designed. 

These concepts can determine the difference between a rigid group of 
unconnected social insurances and an integral social security system. 

The value of solidarity also includes the inter-generational, inter-institutional, 
inter-regional and international scopes. 

It has been extremely gratifying to verifythis situation during the lastthree days. 
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COMMENTS AND-PONCLUSIONS 

In his inaugural speech Mr. Genaro Borrego Estrada that he was sure that 
this Second Cycleof High-leve) Conferenceswould contribute to understand 
better the reforms executed to social security and to the economic and to social 
policies in the American Continent, and to find procedures aimed towards 
strengthening social security in the next century: 

I am sure that all of you will agree if I say that we achieved our goal. 

I would liketo conclude my speech quoting a thought of a repowned philosopher 
and writer, Marcel Proust, that I think can contribute to shape our attitude 
towards the social security reforms for the next century: 	ffue discoveries 
are not done searching new lands, but looking with new eyes". 
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