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Motivation é 
Â Reform initiation and progress of countries is weakly  

linked with  reform needs  
Â Perfect ly  designed scheme alone seems neither 

necessary nor sufficient for successful reform and 
implementation  
ÅIt stays on the shelf  
ÅIt gets discussed but does not receive majority 

support  
ÅIt gets implemented but is politically not 

sustainable  
Â Political economy of reforms seem crucial for 

success, but we seemingly still have limited 
understanding of the political, social, and economic 
determinants and requirements  

Â Political scientists are working on the topic what 
drives pension reform but few economists who are 
involved in pension reform  



é and Structure 

Motivation  

I. What triggers a pension reform?  

II. What makes a pension reform 
successful?  

III. Concluding remarks  
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I. WHAT TRIGGERS A 

PENSION REFORM? 



1. Financial needs 
Â Solvency issues, i.e. Pension liability > pension assets  

ÅLittle indications that the size of liabilities (ñimplicit pension 
debtò) is linked to reform efforts or creates financial market 
reactions  

Â Liquidity issues, i.e. benefit expenditure > contribution 
revenues  

ÅMany examples of short term parametric adjustments but 
limited examples of ensuing reform efforts  

Â Contamination issues, i.e. solvency & liquidity issues of 
pension scheme(s) impact the general budget stance 
and financial market credibility  

A number of notorious examples of reforms under distress e.g.  

ÅBrazil 1998/99, co - triggered by civil servants pension deficit  

ÅItaly and Greece 2008/09 financial crisis triggered reforms, 
with smaller effects in Portugal and Spain  

[ Overall limited empirical evidence that financial variables 

matter to trigger reform  



2. Innovation, Peer Pressure and 

Crowding Effects 

Â The Bismarckô pension r eform 1889  

ÅFirst pension system for workers world -wide  

ÅMarketed world -wide (e.g. St. Louis Worldôs Fair 
in 1904)  

ÅFollowers in Europe and other regions  

Â The Chilean pension reform 1981  

ÅFirst successful systemic pension reform world -
wide moving from PAYG to fully funded  

ÅMarketed world -wide (via its minister Jose Pinera )  

ÅFollowers in Latin America, Europe, and beyond  

 



Source: Orenstein 2003  



Figure 1: Evolution of number of countries with 

(mandated and funded) ñSecond pillarsò as of 2008 
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Note:  "Second pillar" is defined here as a pension system that has "mandatory personal retirement accounts". Exceptions and other 
detailed information in the source.  Source: Forthcoming World Bank database.  
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Innovation, peers and crowding (2/3) 

Â The NDC pension reform approach 1990s  

ÅDeveloped independently by Italy and Sweden in 
early 1990s, that influenced adoption in Latvia 
and Poland in the late 1990s  

ÅImitation to smaller and larger extend in  
  = Brazil    = Norway  

= Russia    = Egypt  

= Kirgiz Republic  

= Mongolia  

ÅServes as benchmark to all reforms of 
Bismarckian - type public pension schemes  



Table 2: Basic system architecture by region, 2011  

Source: Holzmann 2103  



Innovation, peers and crowding (3/3) 

Â Conceptual underpinnings of 
development  

ÅInnovation with attractive concept and 
story - line around the new scheme  

ÅPositive experience with new scheme 
and replications in other countries  

ÅPeer pressure leads to large -scale 
adoption and further diffusion  

 

 

 



II. WHAT MAKES A PENSION 

REFORM SUCCESSFUL? 

 



Lessons from countriesô experiences 

and proposed conceptualization 

Â Hasted pension reforms with ( i) slim political 
majority/support, (ii) lacking enabling environment 
such as on labor and financial markets, and (iii) bad 
implementation are little likely to be sustainable  

Â Suggest conceptualization is around  

ÅCommitment building  

ÅCoalition building  

ÅInstitution building  

ÅPractice building  

That borrows from political science and political 
economy approaches  



1. Political process and support 

COMMITMENT - BUILDING  

ÅCredible projections of 
unsustainability of current schemes  

ÅExposure to foreign experience  

ÅEmergence of a reform champion  

ÅDuration  

ÅCoverage  

ÅMultiplicity of actors  

ÅOpen disagreement  

  



PHASES: Examples from Eurasia  
 
COMMITMENT - BUILDING (PHASE 1)  
Sweden:   48 months (1991 - 1994)  
Hungary :   10 months (June 1995 - April 1996)  
Poland:   16 months (December 1994 - April 1996)  
Kazakhstan:   0 months  
Latvia:   10 months (October 1994 - August 1995)  
Egypt:                         48 months (October 2000 - October 2004)  
Jordan:   50 months (July 2002 ï September 2006)  
 

COALITION - BUILDING (PHASES 2 - 6)  
Sweden:   48 months (1994 - 1998)  
Hungary:   15 months (April 1996 - July 1997)  
Poland:   32 months (April 1996 - December 1998)  
Kazakhstan:  7 months (November 1996 - June 1997)  
Latvia:   50 months  (August 1995 - October 2000)  
Egypt:   36 months (November 2004 ï now) and counting  
Jordan:   11 months (October 2006 ï now) and counting  
 

IMPLEMENTATION STARTED  
Sweden:   January 1999  

Hungary:   January 1998  

Poland:   January 1999  
Kazakhstan:  January 1998  
Latvia:   July 2001 (NDC since January 1996)  
 
Source:  Holzmann  and Rutkowski  @ World Bank Pension Reform Core Courses  



Political process (2/2) 

COALITION - BUILDING  
ÅConcept preparation  

Â Governance structure of reform  
Â Cutting -edge knowledge and other countriesô 

experience  
Â Analysis and projections  
Â Opinion polls and focus groups  

ÅConcept presentation, dissemination and buy -
in  
Â Key messages  
Â Medias and core friendly group of journalists  
Â Interest groups  
Â Donors and international institutions  

ÅProgram Building: Working on new legislation  
Â Sequencing of pillar reforms  
Â MPs, trade unions, and constituencies  
Â Experts and lawyers  
Â Feedback into concept and lobby groups  

 



POLICIES BUILDING:  

PASSAGE OF LAWS 

 
 

 * Celebration 

 



2. The enabling environment: 

INSTITUTION BUILDING 
Â Successful pension reforms require specific 

conditions in place without which they risk 
derailing their intentions  

Â The conditions/the required enabling 
environment for introducing or reforming a 
pension system/schemes are situation specific  

Â The critical areas are around  

ÅLabor market conditions  

ÅFinancial market conditions  

ÅAdministrative conditions  



Labor market conditions, e.g. 
Â Level of formality impact on pillar selection, structure 

and parameter choices  

ÅZero/poverty alleviating pillar  

ÅMandated earnings - related pillars  

ÅVoluntary pillar  

Â For elderly workers impact on the effectiveness of 
measures to increase the retirement age  

ÅMechanisms to keep them healthy, skilled and motivated  

ÅLaws and regulations to keep firms interested in them  

ÅCapacity to address changing capacity and skills  

Â Level of youth unemployment and capability of 
addressing lump of labor fallacy arguments  

ÅCosts of early retirement is detrimental to youth employment  

ÅElderly and younger workers are more complements than 
substitutes, also in knowledge societies  

 



Change in Employment Rates by Age Group 
1997 - 2007 in OECD Countries  (in percent)  

Source: Dorfmann, Holzmann et al (2013), based on OECD data  



Financial market conditions 
Â Have a bearing on the introduction of  funded pillars 

for accumulation and decumulation phase  
Â General readiness indicators include  
ÅMacroeconomic stability  
ÅSound financial infrastructure  
ÅAdequate regulatory and supervisory capacity  
ÅGovernment commitment for continued structural reforms  

Â Proposed quantifiable indicators (Holzmann  et al 2009)  

1. Prudent Fiscal Approach to a Funded Reform  
2. Tax Administration and Collection  
3. Legal and Institutional Framework  
4. Availability and Quality of Information  
5. Transaction Security  
6. Availability and Quality of Critical Financial Services  
7. Availability of Financial Instruments  
8. Governance  
9. Historical Context  
10. Communication and Financial literacy/education  

 


