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Foreword 
 
 
Benefit schemes that are set up through private initiative or run by private bodies have long 
played a role in social protection. One of the ISSA Initiative themes focuses on the protection 
of rights that these schemes offer. Retirement benefits, in particular, are provided partly 
through privately managed schemes in a number of countries. ISSA has commissioned an 
international study on guarantees of individual rights under privately managed retirement 
benefit schemes. This study explores the extent to which private benefit schemes provide 
retirement income security and examines the mechanisms through which guarantees are 
provided. 
 
The following ten countries have been selected for the study:  Australia, Brazil, Chile, 
Germany, Hungary, Mexico, Poland, Spain, Switzerland and the United Kingdom. The 
private retirement benefit schemes of these countries present contrasting features which 
cover the gamut of types of arrangements. Given this diversity and the fact that the countries 
chosen are located in different regions of the world, the results of the research will be 
relevant to many countries beyond the ten selected for study. 
 
Many retirement systems involve both public social security institutions and private providers 
of retirement income. Sound partnerships between the different types of schemes must be 
based on a clear appraisal of their respective strengths and weaknesses. 
 
The results of this study will be useful well beyond the circle of ISSA members. They will aid 
international organizations, such as the Organisation for Economic Co-operation and 
Development, the European Commission and the World Bank, in efforts to improve 
regulations of private retirement schemes. More generally, the findings will help policy 
makers and the public at large to reach a better understanding of how privately managed 
benefit schemes function. 
 
The ISSA has asked the consortium of consultants who are carrying out the study to prepare 
this preliminary report for distribution before the September 2002 Conference on the ISSA 
Initiative. The purpose of this report is to provide background material for the Conference 
session on protection of rights under private benefit schemes. Further results from the study 
will be made available in Initiative publications after the Conference. 
 
 
 
 
Dalmer D. Hoskins 
Secretary General 
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The focus of our study is on the degree of confidence and security generated by the specific 
provisions of privately managed retirement schemes and the regulatory disciplines which are 
imposed on them. The term "provision" is to be interpreted here in a broad sense, 
encompassing not only statutory rules and regulations but also the institutional framework 
put in place in order to enforce the legal requirements - to give substance to the promises 
that individual rights shall be protected in well-defined specific circumstances. 
 
The study does not aim to make a comparison between public and private policies or 
performance.1 
 
The current commitments of privately managed retirement schemes stem from private 
initiative and State regulation, following a trend towards partnership and complementarity 
which has developed, internationally, quite widely in recent years. 
 
The final report will present the comparative analysis along thematic lines, rather than 
through a series of national monographs. 
 
Within each country the study focuses on (i) the schemes most widely applied, excluding, for 
instance, those being phased out, and (ii) on retirement provision, disregarding death and 
disability benefits. 
 
                                                 
1 The debate on the choice between public or non-public pension provision is already reflected in an abundant 
literature, both national and international. A recent contribution to the theme was included in: Social Security 
Pensions, Development and Reform: (Chapter 19), International Labour Office, Geneva, 2000. 



The schemes selected may be grouped as follows: 
 
A. Mandatory schemes 
 A.1 Employer-based schemes. The employee must join the scheme and the fund 

chosen for him (Australia, Switzerland). 
 A.2 Non-employer-based schemes. The employee is free to choose the fund to which 

he or she wishes to be affiliated (Chile, Hungary, Mexico, Poland). 
 

It is important to note that A.2 schemes are an extension of social security, in so far as 
scheme coverage is defined (except in Chile) by reference to coverage by the State 
scheme. The mandatory schemes are defined contribution (DC). 

 
B. Voluntary schemes 
 B.1 Collective coverage (Germany, Brazil closed funds, Spain, United Kingdom). 
 B.2 Collective/individual coverage. The individual coverage option is either an 

alternative to collective coverage or an autonomous choice of the individual (Brazil 
open funds, Spain, United Kingdom). 

 
The voluntary schemes are both defined contribution (DC) and defined benefit (DB) 
schemes. 

 
The above categorisation is a useful analytical tool. There is a close relationship between 
scheme patterns and the way in which rights are defined and protected. 
 
Terms and expressions used in various countries to describe the features of pension 
provision are not standard. For the sake of facilitating comparisons, a few conventional 
English terms have been used in the study, for instance: 
 
"Retirement scheme" or "retirement provision" are the terms used to describe any public or 
private scheme, plan, programme, etc. aimed at providing individuals who retire from gainful 
employment with an income in the form of a pension or a lump sum, by virtue of their having 
been covered by the said scheme. 
 
"Privately managed retirement scheme" is the terminology used to mean that the scheme in 
question has been established and/or is managed by private institutions or individuals. 
Among them, the most important are: pension foundations or trusts, pension funds or 
companies, mutual associations, banks, insurance companies, asset managers (institutions 
or individual), trade unions, employers, individual employees and self-employed persons. 
 
It is understood that although privately managed retirement schemes operate as a rule 
outside the government structure, the State dictates their regulatory framework and 
supervision by imposing multiple technical, legal, social, tax and accounting constraints. 
 
The term "private participation in pension provision" refers to one or more of the functions 
commonly discharged by private providers associated with pension provision, such as taking 
responsibility for: 

• establishing a retirement scheme; 
• drawing up scheme rules; 
• scheme administration: 

o data management 
o actuarial controls 
o collection of contributions 
o paying benefits 
o preparation of accounts 
o member communications 
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o general management (in the interests of the members) 
• management of the scheme's assets; 
• custodian duties. 

 
 
Understanding the private dimension of pension provision 
 
Private participation in retirement provision takes different forms. 
 
Employers, in the public and private sectors, may decide to establish a pension scheme for 
the benefit of their employees and take responsibility for drafting the scheme rules and 
choosing the financial vehicle and institutional framework which best suits their goals. 
 
Similar voluntary initiatives may be taken by trade unions, associations of self-employed 
persons, co-operative organisations and individuals. 
 
Voluntary private initiatives for establishing a pension scheme, such as those described, lead 
to the further involvement of private persons and institutions in the subsequent process of 
administration and asset management of the scheme. Insurance companies, banks, asset 
managers, private firms of actuaries, lawyers and auditors are at various stages brought into 
the picture. Since the large majority of privately established pension schemes are to be 
funded, the management of pension assets requires the participation of a broad range of 
financial services. 
 
The nature and degree of involvement of private persons, bodies and institutions are 
replicated without noticeable changes when the State takes the initiative of delegating to 
private actors the implementation of a mandatory component of the national pension system, 
as has happened, for instance, in Australia, Chile, Mexico and Switzerland and, more 
recently, in Central and Eastern Europe. 
 
Private participation in the context of retirement benefit provision has been enhanced in 
recent years by the broad political consensus reached in several European countries and in 
North America that, in addition to promoting occupational pension schemes at the level of the 
enterprise, the State should encourage individuals to save for retirement. Tax and other 
tangible incentives are increasingly channelling individual resources towards "pension 
products" designed and managed privately.2 
 
Increased acceptance of, and reliance on, private participation in the process of building up 
and implementing a national strategy of retirement provision is a trend now established in 
many countries, both among those which belong to the group of the economically affluent 
and among the less rich or less socially advanced.3 
 
A parallel trend is that the growing importance and scope of private participation (and the 
perceived need to address the specific risks and conditions associated with this form of 
retirement provision) have fostered increasing government intervention. Apart from enacting 
pension legislation underpinning mandatory as well as voluntary pension schemes (Pension 
Acts, laws, etc.), the State issues a body of rules and regulations intended to safeguard 
public interest in private provision and, at the same time, enforces an adequate system of 
control and supervision of the managements of such pension schemes. 
                                                 
2 Legislation fostering individual savings for retirement has been adopted in the last decade in many European 
countries, most notably in the United Kingdom, Germany, Italy, Spain, the Nordic countries, and also in Japan, not 
to mention the United States where a similar framework has a longer history. 
3 The rationale underlying the growth of the private component of the so-called "second pillar" of pension 
provision was described in: G. Tamburi: “A European Overview of the Likely Evolution of Supplementary 
Pensions”: Social Europe, supplement 7/96. European Commission, Brussels 1996. 
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One should abandon the old-fashioned sharp dichotomy suggesting that pension provision is 
implemented either via public schemes or via private schemes.4 It would be more accurate to 
call "public schemes" the social assistance, social security or social insurance pension 
schemes entirely under the responsibility of public bodies and institutions. The label “non-
state pension schemes” should then be employed when describing other forms of pension 
provision, whether voluntary and/or mandatory which involve heavily the responsibility and 
performance of private bodies and institutions, while, at the same time, complying with a 
regulatory framework defined by public authorities. 
 
Non-state pension schemes and individual savings for retirement are becoming less free or 
independent of government regulation and supervision. This is a trend that is, generally, 
welcomed by the membership of privately managed schemes. Employers, sponsors and their 
advisers are, however, sometimes frustrated by the restrictions imposed upon them and 
have to face increasing administrative costs generated by State intervention. Such costs can 
diminish the value of members’ pensions. Similarly, investment portfolio limitations, which try 
to minimize investment risk, can lead to relatively poor rates of return − which, again, may 
diminish the prospective value of members’ pensions. 
 
One has to accept the fact that, in a modern State and in a market economy, public interest 
and private performance are inevitably intertwined, whether one deals with consumer 
protection with regard to food consumption, health-related matters or pension provision. 
 
We are witnessing therefore the growth of non-state pension schemes under a growing 
umbrella of public regulation and control. As with other noticeable shifts in social policy and 
social provision, the trends observed have direct implications for individuals on two levels: 
one is that new expectations are raised and another is that the risks incurred may become 
more diversified. 
 
Transparency and consumer understanding may, however, present particular problems with 
regard to retirement schemes. In spite of the apparent simplicity of some of them, the area is 
full of complexity and sophistication: there are many options as regards scheme design and 
implementation. 
 
 
The variety of schemes 
 
The principal rules and characteristics of voluntary private retirement provision do not 
conform to a single pattern, whether one looks at them from a national or an international 
point of view. 
 
Diversity applies to the constitution and design of retirement schemes, methods of financing, 
types of benefit, institutional profile and legal frameworks. 
 
One factor contributing to such a lack of uniformity is the voluntary nature of the process 
leading to the constitution of many retirement schemes and funds. Another factor is the 
influence of national traditions, historical circumstances and, at times, the interaction with 
economic and social issues of a particular period. Finally, the tax environment plays an 
important role, being country specific and subject to unforeseen change. 
 

                                                 
4 As early as 1986 experts had warned that the line of demarcation between public and private schemes was 
becoming blurred and unclear. G. Tamburi, P. Mouton. “The uncertain frontier between private and public pension 
schemes”: International Labour Review, Vol.125, No.2, 1986. 
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On the other hand, the recent and current emphasis on State regulation of private initiatives 
and options, which was pointed out earlier, tends to have the opposite influence. It helps to 
standardise the pattern of voluntary provision because it endeavours to promote alignment of 
rules and behaviour on perceived desirable outcomes and the "good common". 
 
Of course, when private participation takes place according to a mandatory State set of 
provisions, a large measure of uniformity is achieved at a national level. 
 
It could be argued that a variety of available or possible schemes, at national level, benefits 
the individual in so far as it increases the chances of access to a second pension. Clearly if 
only a "one fits all" pattern were available, potential scheme sponsors and promoters might 
not be encouraged to commit their resources voluntarily or to take initiatives that favour 
employees. 
 
But it could equally be argued that, if widening the options available to scheme sponsors 
does indeed increase employee opportunities, it may also expose them to higher risks.5 
 
One concern often voiced in this context is that when regulators broaden the choices of 
voluntary scheme design to include defined contribution (DC) schemes (as was done in 
Japan in 2000/2001), or to make available new DC options (as with the introduction of 
personal pensions in the United Kingdom in 1985), individuals become exposed to 
investment risks. Under defined benefit (DB) schemes, the investment risk lies, mainly, with 
the scheme sponsor. 
 
Another, less frequent, observation on this point is that the widening of individual choice 
increases risk. The main danger concerns that of making the wrong choice. Many examples 
could be given to illustrate such a predicament. 
 
 
A perspective on risks and rights 
 
Employees and self-employed persons who join private retirement schemes enter into an 
environment commonly associated with specific risks. There are different ways of 
understanding risks and weighing their consequences. 
 
An individual can be exposed to risk: 
 

(i) because of the conduct or decision of another party; 
(ii) as a consequence of the individual's own decision and choices; or 
(iii) because of objective reasons independent of either of these. 

 
In connection with privately managed retirement schemes the risks incurred by scheme 
members are most commonly the consequence of wrong conduct or ill-considered decisions 
of third parties, although scheme members may have to pay the price of their own choices. 
As a rule, the direct influence of scheme members on scheme design and implementation is 
relatively limited. 
 
Risks linked to the age parameter (the process of annuitisation is an example) fall in the third 
category shown above. 
 
Not all the risks have the same probability of materialising. 
 
                                                 
5 John A. Turner. “Prise en charge du risque: régimes à prestations définies et régimes à cotisations définies”: La 
Revue de l'IRES, No.15, 1994, Paris. 
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Risk theory is applied effectively by insurance companies to work out the level of premiums 
for different policies, the need for reinsurance and so on. The kinds of risks (such as loss of 
rights) which we are dealing with do not permit, as a rule, such rational forecasting. 
Individuals perceive their possible occurrence irrationally, sometimes swayed by publicity 
given by the media to a particularly regrettable state of affairs (e.g. the so-called "Maxwell 
scandal" in the United Kingdom in the early 1990s or the losses of retirement savings 
suffered by ENRON employees in the United States in 2001). 
 
 
The growing emphasis on State regulation 
 
Apart from the supervision exercised by public authorities over the operation of the private 
insurance market - traditionally subject to State monitoring or regulation - the development of 
private occupational retirement schemes took place at first with little or no government 
intervention. Fiscal regulation preceded social regulation as fiscal encouragement introduced 
limits to the extent to which it would apply. 
 
From the 1950s onwards private pension provision began to develop and expand, in 
particular in countries where the level of social security pensions did not meet the retirement 
income security ambitions of better-paid employees. 
 
Employers and trustees enjoyed considerable freedom of choice in the design of their 
pension scheme, its implementation and financing. Such schemes were not mandatory. 
 
In the United States and in some European countries fiscal encouragement of private 
pension provision was exploited for the benefit of executives. Events such as insolvencies, 
mismanagement of pension funds and corruption were widely publicised. Clearly, private 
schemes did not always take sufficient account of the legitimate expectations of employees, 
nor public interest in its broadest sense. 
 
Many governments introduced a comprehensive approach to regulation and supervision. For 
example, an Act on Benefit Standards was passed in Canada in 1967. There were the 1974 
Employee Retirement Income Security Act (ERISA) in the United States and the 1974 
Pension Act in Germany. 
 
In the following years, the policy choices of many governments favoured a multi-pillar 
pension structure. Voluntary supplementary provision was encouraged and imposed 
discipline by legislation which dictated rules with regard to scheme establishment, scheme 
design, pension fund asset management, disclosures and many other aspects. 
 
Examples are the enactments in Portugal (1985), Spain (1987), Austria (1990) Ireland 
(1990), Italy (1993) and the United Kingdom (1995). 
 
Mandatory (rather than voluntary) privately managed pension provision was introduced in 
countries such as Australia (1993), Switzerland (1985), Hungary (1997), Poland (1997), and 
in several Latin American countries. Complex regulatory and supervisory frameworks were 
put in place. 
 
The main actors in privately managed pension provision have lost much of their freedom of 
choice. 
 
Regulators pursue three principal goals. 
 

(i) One is to ensure or enhance equity. In the context of employment, it is in the 
public interest that voluntary pension provision should not initiate and/or 
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perpetuate discriminatory practices. State regulation deals, for instance, with: 
equal treatment of men and women; fair rules about membership, vesting and 
preservation, in order to avoid discrimination with regard to age, length of service 
and labour mobility; and equal treatment of various categories of employees 
within the same enterprise. 

 
(ii) A second goal is to ensure or enhance adequacy of the promised benefit. 

Regulation deals, for instance, with the minimum benefit levels that must be met 
by employers (United Kingdom) who choose to contract out of the State Earnings-
Related Pension Scheme, with the prohibition of drawing cash from individual 
retirement accounts before a prescribed age, or with the restriction on 
commutation of pensions into lump sums after retirement. Maintaining adequacy 
in times of inflation is another public concern. 

 
(iii) The third and most demanding goal for regulators is to try to guarantee or, at 

least, enhance security of pension promises, assets and expectations. 
 
Financial security requires sufficient funding and appropriate reserves, efficiently invested, to 
cover the liabilities. Productive and safe investment of pension assets requires well-
functioning and well-regulated capital markets and financial institutions, including a 
responsible annuity market. Financial security is the essential aspect of any system which 
aims at providing pensions, irrespective of whether these are funded or unfunded. 
 
The Organisation for Economic Co-operation and Development (OECD) has recently 
focused the attention of its member States precisely on the three goals outlined above. In a 
recent publication6 it stated: 
 

“An integrated approach to regulations (of private pension systems) is needed to 
ensure their convergence towards the same broad objectives. In this context, it must 
be noted that some regulatory measures can conflict with others .... Finally, regulation 
must be balanced and must avoid creating unnecessary distortions that would hinder 
the adequate functioning of private retirement markets." 

 
One should not, however, neglect the fact that voluntary private initiative is still the prevailing 
model in Western Europe and North America. One can assume that, even with the 
inducement of favourable tax treatment, governments may at times hesitate to impose 
regulations that employers and their advisers find burdensome, expensive, and inconsistent 
with their interests. The hesitation comes because of the fear that existing schemes may be 
wound up, terminated or transformed into models much less protective for the scheme 
members and less demanding in terms of cost and of administration. As a result of the efforts 
of State regulators to balance the interests of all the parties concerned, the rules and 
constraints imposed tend to become more complicated. 
 
As with any elaborate regulatory scheme, some of the regulatory solutions have 
shortcomings which new regulations may seek to correct. Pension regulation is not static. It 
must adapt to changing conditions, some of which may have, inadvertently, been stimulated 
by the regulation itself. 
 
 

                                                 
6 "Private Pension Schemes: Regulatory Policies. A working paper of the Directorate for Financial, Fiscal and 
Enterprise Affairs”: OECD, Paris, 1998. 
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The broad picture 
 
The growth of mandatory retirement schemes, entrusted by legislation to private sector 
bodies is a major development in recent years. The new schemes have two recurrent 
features which have a major impact on the traditional manner of appraising equity, adequacy 
and financial security. 
 
One is that the newly mandated schemes have wide coverage and are invariably structured 
as defined contribution (DC) schemes, operated as individual accounts. A second feature is 
that they are heavily and strictly regulated, a predictable consequence of having been 
legislated by the State, before being handed over to private sector bodies. 
 
The preference for DC schemes means that greater financial uncertainties fall upon the 
holders of the individual retirement accounts. The strong emphasis on regulation means that 
the basic individual rights of access, benefit accrual and portability are more firmly 
entrenched in the statutory framework. Valuable guarantees of institutional soundness are 
also provided. 
 
The newly mandated schemes in the hands of private managers (Central and Eastern 
Europe, Latin America) carry the additional characteristic of being non-employer based, in 
contrast to the traditional occupational pension schemes familiar to employees in Western 
Europe and North America. The result is that scheme members are free from pension 
constraints and potential losses associated with the interruption of an employment 
relationship (labour mobility, unemployment). Moreover, they become immune, or less 
exposed, to changing employers' behaviour in times of financial difficulties, mergers and 
acquisitions, restructuring, etc. 
 
The developments described above mark a transition from pension promises to pension 
ownership. 
 
Significant improvements as regards the defence and safeguard of basic rights (access, 
vesting, portability, etc.) are also noticeable within the rules applicable to voluntary retirement 
provision with, perhaps, one exception: the widespread lack of workable solutions for the 
transfer abroad of funds attributable to vested rights accrued in a national setting. Such 
constraints may, eventually, penalize employees who work in countries which have 
undertaken a process of economic integration, such as the member states of the European 
Union, NAFTA or MERCOSUR. The obstacles are almost entirely due to fiscal 
considerations. National interests and equity issues are at stake. 
 
Given the progress achieved in the safeguard of basic rights and in institutional soundness, 
the evidence seems to confirm that the major concern of individuals and regulators continues 
to be raised by financial risks in the following two areas: (i) liability and management risks (as 
defined earlier) and (ii) investment risk arising from uncertainty or potential loss due to 
investment decisions and market volatility. 
 
The prevention of risks falling in the first area is increasingly effective, as the evidence will 
show, while investment risks (poor or even negative yield) remain a major preoccupation for 
individual members of funded schemes of the DC type. 
 
It is common knowledge that volatility of market performance is unavoidable and that, in turn, 
such a phenomenon is due to economic and political factors which are well beyond the 
control of pension asset managers. To make things worse, some providers of financial 
services have the unfortunate habit of presenting over-optimistic forecasts of future 
investment yields. If the forecasts do not materialise, disappointment and loss of confidence 
in the retirement scheme as a whole can hardly be avoided. The fact is that minimum yield 
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guarantees or significant protection against severe under-performance are only available 
under funded mandatory schemes (e.g. Switzerland, Hungary, Poland). 
 
The practical consequence for individual scheme members (and for citizens at large who 
save for retirement), is that an absolute guarantee is not often available against the failure of 
an investment strategy involving pension assets. It is an illusion to believe that devolving an 
increased amount of responsibility for asset allocation to scheme members themselves 
increases the chances of profitability (long-term sustained yields). Individuals who, according 
to a much heralded economic theory, are supposed to be myopic when planning for their 
income security in retirement, are also likely to be naïve, imprudent, or simply ultra-
conservative when left to decide upon a long-term investment strategy. 
 
Qualitative rules are chosen by regulators who believe that investment rules should be based 
on the so-called "prudent person principle".7 Quantitative rules, on the other hand, aim at 
limiting the freedom of the pension asset manager. They prescribe the minimum or maximum 
amount of any asset class that the manager shall hold in a portfolio (e.g. domestic or foreign 
bonds or shares, mortgages, real estate, and so on). The two issues seem to be politically 
irreconcilable. One reflects an aversion to what is perceived as unnecessary State 
intervention in private pensions. The other is based on a perception that even prudence 
needs to be regulated, if the security of pension assets is to be protected and public interest 
is not to be neglected by those who are responsible for such assets. 
 
The new wide ranging pension fund legislation and regulation which have emerged since the 
early 1980s in Latin America (Chile, Peru, Argentina) and in Western Europe (e.g. Italy, 
Portugal, Spain, Switzerland) or in Central and Eastern Europe (Hungary, Poland, Russian 
Federation), have, consistently, paid more attention to quantitative rules. Quantitative 
constraints on asset allocation, often detailed, have been prescribed. 
 
Since 2000, real return on the investment of pension fund assets has on the whole been 
negative even when prudent experts were responsible for asset allocation. The main reason 
has been a general drop in equity prices and in the value of many other financial assets held 
by pension funds worldwide. 
 
Although individual rights can, by virtue of well ordered regulation, be protected in law, the 
expectations of individuals in privately managed retirement schemes may be greater than the 
rights, as defined in the documents. For DC schemes in particular, guarantees, other than 
mandatory or government guarantees, will not extend to cover negative real rates of return 
on invested contributions: they will also not extend to rates of annuitisation, when the values 
of individual pension accounts are converted to lifetime pensions. Protecting people’s 
expectations is not possible – even though the protection of their rights is an obligation of the 
law-makers. A clear understanding of individual rights can protect an individual from forming 
inflated expectations. 
 
 
 

                                                 
7 A definition is included in ERISA, the basic regulatory enactment for pension funds in the United States. 
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