PRIVATIZING SOCIAL SECURITY:
BEYOND THE THEORY

Administering Individual Accounts

By: Daniel Lederman
President, Synergy Group, Inc.
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Administering Individual Accounts

° The road to individual accounts

> How to manage cost, what the experience shows
° Processes in a systern of individual accounts

o Some key differences

° Implermentation is critical

o Systemns in other countries

*  Conclusion
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The road to individual accounts

on of Social Security funds through individual accounts means different things to different people.
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Private participation

s to be determined the level of private participation in the
217)
ollection, Investrnent, Distribution, Managerment, Services

ing infrastructure and experience could be utilized to reduce
and developrment time

te participation creates cormpetition reducing costs and
oving service

ic institutions have to be considered
nforcernent, Regulation, Information
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Investment options

systern should allow participants to choose from
srent investment options
nis will stress the sense of ownership

ill offer different products according to people’s needs and
rofiles

strment options means

ore complex enrollment procedures
ore complex information systems
ore cormplex collection procedures
ne need for transfer mechanisms
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)mpetition through fund management options

Privaig vzriicigaiion + Invesimsnt ogtioris

petition could be provided by allowing several fund managers
rticipate in this new market

petition in the management of funds could contribute for better
ns overall

t comnpetition also requires strict regulations and supervision by
Jjovernment

Cognostitlon trroucn furl =V, SYNERGY group
(rafElgamarnt 9utors "’,«'j??»“



Centralized or decentralized

ate participation is allowed, the structure of the system
ation has to be designed:

Jne central entity responsible for the collection of payments that manages
ne central database with all participants information

several entities in a distributed network that handle the main processes

he Social Security Administration could participate in a centralized model
ith the information from its databases
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Employer participation

ough the system is directed to employees, the role of
ermployers has to be defined

nloyers are the link between the Social Security
erm and the participants

ough employers some tasks could be simplified,
cing costs

en calculating the cost of the system, the cost that
loyers incur has to be considered
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Time from contribution to investment

stern of individual accounts has to consider the
eption and expectations of its participants

3y decision has to be made on the time allowed for the
ributions to reach the individual accounts

ently it takes between 7 and 22 months to close this

system of individual accounts there could be
ications that have to be considered:

inancial implications

onfidence implications
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Withdrawal options

» key question for the system is the mechanism
ed for withdrawals

\nnuities

urnp sur

Yrogrammed withdrawals

institutions involved in the process and their
yonsibilities have to be defined

no certifies eligibility

no calculates amounts

no pays
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Regulation

esigning the regulatory framework for the systemn, all
srent perspectives have to be considered

1S 1o be determined which agency will be responsible
ne regulation

Chile is an independent agency related to the Ministry of
abor

Mexico it is related to the Ministry of Finance
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Enforcement

orcement in most systems is left to the government

ome systems, like Chile, enforcement is the
yonsibility of the private fund managers

information requirerments of agencies responsible for
yrcement, have to be considered
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siderations

Costs

cision tree could be design to determine when the Cost
ible becornes important and when is independent of other

Compulsory

Individual accounts

anaging institutions | Private participation

Investment options

tequlators T

Independent choice, shielded
from employers and unions

Employer participation

Cost

Centralized operations

Competition through returns,
services and cost

Decision tree for the Mexican System
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to manage cost, what the experience shows

keting and distribution
as shown to be an important cornponent of the cost

g in private institutions and provide incentives for their
icipation

julate through existing channels (SEC, etc.)

t the number of contributions per year to 12 or less
snsive use of electronic reporting from employers

icipation by Social Security with its information
Bms

=N SYNERGY group
W;”}?‘\ www.syn-g.com




rocesses in a system of individual accounts

o Enrollment
o Collection
o Distribution
° |nvestment
o Staternents
o Withdrawals
o Transfers
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Implementation is critical

r the key decisions have been made is important to
fully design the implerentation plan
formation systemns
Software
ardlware
“rocesses
Jatabases
stworks

erience shows that more time is given to the political
ate than to the implementation process

=N SYNERGY group
7}?‘\ www.syn-g.com



World examples

EESERtountries have pension systems managed through individual accounts. Each took a different approach:

UK,

Investment Competition | Centralized Employer Time to Withdrawal
options participation investment
Recently opened | Price, Decentralized | Contributions | Lessthan | Annuity or
for a second services 72hrs programmed
fund withdrawals,
choice of
provider
Wide range of Available but | Centralized Contributions, | Up to 24 Lump sum
(optionel options restricted by | collection some decision | months limited, Annuity,
Dersor conditions on provider choice of
pension (optional for provider
worker)
llexico Allowed not Price, Centralized Limited 5 business | Annuity or
implemented returns, operations through days programmed
services contributions withdrawals,
choice of
provider
Limited Directed to Decentralized | Employer Days Lump sum or
employer decide on plan Annuity, choice
decisions and provider of provider




Conclusion

ermine the priorities and true objectives of the
idual account systern in the U.S.

wer the key questions

ign a system based on the established principles
rch for alternatives with lowest cost

ign a thorough implementation plan

r enough time for implementation
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