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etirement pensions are traditionally provided through government social

insurance systems, which pool risks broadly across the population and

provide benefits that are set in law. In contrast, under privatized systems,

workers’ benefits depend on their own individual account balances and
investment returns, with little or no redistribution and pooling of risk across the
population. In 1981, Chile became the first country to fully privatize its social
security retirement system, setting an example that Argentina and numerous other
countries later emulated. More than two decades later, both Chile and Argentina
undertook “re-reforms” to their privatized systems, with Chile maintaining its
privatized system while Argentina returned to a fully public system. The United
States also confronted efforts to privatize its Social Security system around the
same time periods—in the early 1980s and the early 2000s—but ultimately chose
to strengthen the existing system rather than privatizing.

This article examines and contrasts these three countries’ experiences in the
1980s-90s and 2005-08, probing the factors that led to or prevented privatization.
While finances usually provided the stated pretext for reform, privatization is now
widely acknowledged to worsen the financial challenges faced by pension systems.
Ultimately, neoliberal ideologies were pivotal in putting privatization on the policy
agenda, and institutional structures and interest group mobilization helped to
shape the outcomes of the privatization effort.

DISCLAIMER: The findings and conclusions presented in this paper are those of the author and do
not necessarily represent the views of the Committee on Ways and Means or its Members.
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INTRODUCTION

In 1981, Chile became the first country to fully privatize its social security retirement
system. This reform—which converted the country’s social insurance program into
a privatized system of individual accounts—quickly acquired a global reputation as
the model of privatization. Numerous other countries emulated the Chilean model,
including Argentina, which partially privatized its social security in 1994 (Turner
2005). Meanwhile, the U.S. Social Security program faced an immediate financing
crisis in the early 1980s, leading to a major package of reforms in 1983—a package
that pointedly highlighted and strengthened the founding principles of the public
program (Ball 2010). All three countries experienced pressure from supporters of
neoliberal economic platforms during the time of these reforms and two of the three
had conservative governments; yet each country reacted very differently, and their
social security systems took very different paths.

Fast-forwarding to the early 2000s, both Chile and Argentina undertook “re-reforms”
to their privatized systems: Chile maintained its privatized system while Argentina
returned to a fully public system (Mesa-Lago 2009). Around the same time in the
United States, a high-profile privatization campaign failed, after being launched by the
conservative administration of President George W. Bush.

This article assesses these three countries’ experiences in the 1980s-90s and the
2005-08 time periods in order to better understand the factors that contributed to
or prevented privatization, as well as the outcomes and lessons learned. It seeks
to answer the following questions: in the 1980s-90s, why did Chile and Argentina
privatize (to different degrees) while the United States deliberately did not, despite
making Social Security reform a priority? In the early 2000s, why did the United
States again decline to privatize, and why did Argentina reverse its privatization while
Chile maintained its system? What lessons can analysts and other countries take from
these experiences? To answer these questions, the article will examine each country’s
experience in detail and then discuss broader themes. The findings illustrate that
long-term financing concerns and especially neoliberal ideologies put privatization
on the agenda, and institutional structure and interest group mobilization help shape
the outcomes of the privatization effort.

BACKGROUND ON PRIVATIZATION

In general, “privatization” of social security retirement systems refers to a switch
from a public, defined-benefit, and pay-as-you-go system to a defined-contribution
system of individual private accounts. In the former, the contributions of current
workers and employers typically finance most or all of the pensions of current
retirees, with contribution and benefit levels set in national law. In contrast, under
privatized systems workers (and sometimes also their employers) contribute into
mandatory individual accounts that will finance their own future retirement pensions.
The account balances are typically invested, earning returns based on the market
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performance minus administrative fees or commissions. Contribution rates are set
in law, but benefit amounts depend entirely on each individual’s account balance and
investment returns, whether they include gains or losses.

Because privatized systems pay pensions based on each individual’s account balance,
there is by definition no redistribution. In contrast, traditional public social insurance
programs are built on the idea of collectively pooling risk (Kritzer 1981), producing
redistribution and solidarity. Pension privatization thus means that individual
workers and retirees bear more of the risks individually—such as the risk of lacking
sufficient income in old age or outliving one’s money—with fewer societal protections
(Hacker 2005; Arza 2012b).

In each of these six cases, policymakers were actively considering social security
reform, and there was a real opportunity for policy change to be enacted. Yet these
three countries took very different paths in response to their reform efforts, which
resulted in very different outcomes and levels of risk for workers in each country.

CHILE: 1981 AND 2008
1981 REFORM

By the late 1970s and early 1980s, Chile’s retirement pension program was under stress
in many ways. Financial pressures were the most alarming issue: the program provided
relatively low benefits to retirees but at relatively high cost, and increasing government
subsidies were required to keep the system operational (Rix 1995). The system was
comprised of a multitude of different programs and funds, segregated by occupation,
each with different rules and benefit levels (Kritzer 1981). Other problems included
inflation, inefficiencies, widespread payroll tax evasion, and low rates of coverage
among workers (Kritzer 1981). Only 70 percent of the population was covered despite
the existence of “more than 160 different funds regulated by more than 2,000 laws”
(Borzutzky 2005, 657). In short, the Chilean system was “expensive, chaotic, stratified,
and unequal” (Borzutzky 2005, 657). The Chilean public was aware of these challenges;
“most Chileans agreed that the old social security system required significant changes,”
though not necessarily total replacement (Kritzer 1981, 36). However, in late 1980, the
U.S.-backed military dictatorship under Augusto Pinochet decreed a radical change to
the pension program to take effect the following year: privatization.

Under the new system, each worker would contribute a mandatory 10 percent of
earnings into their individual account, with the accounts managed and invested
by new pension management companies, or AFPs (Administradoras de Fondos de
Pensiones) (Rix 1995). Employer contributions were eliminated, ostensibly to increase
employment (Kritzer 1981; Rix 1995). Each worker’s personal account contributions
and balance determined the pension amount they would receive upon retirement. New
workers entering the labor force in 1981 and later were automatically entered into
the new privatized system. Current workers could choose to stay in the old system or
switch to the new private system, with the government funding a “recognition bond”
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representing the accrued value of their past contributions (Borzutzky 2005). By the
end of 1982, nearly 70 percent of the current workers had chosen to move to the
new system, thanks to severe cuts in the existing benefits and also a large publicity
campaign emphasizing the flaws of the old system (Mesa-Lago 1994).

The military and the police were notably exempt from the reform and their existing,
relatively generous systems were preserved (Arenas de Mesa & Bertranou 1997).
Not surprisingly, a military regime exempting the military from an unpopular reform
created “resent[ment]” of the particular advantage allowed for this “very privileged
group” (Hiltzik 2005, 181-183); it also “undermine[d] some of the principles of
these reforms, such as standardization of entitlement conditions and elimination of
privileges” (Arenas de Mesa and Bertranou 1997, 28). However, it clearly reflected the
power structure of the regime.

The rationale given for the privatization reform focused on the unsustainable financing
and other challenges of the existing system. The reform’s goals were described as
“to reduce public sector social insurance costs and eliminate the inequities endemic
to the old system” (Rix 1995, 1-2) and “to switch the burden of retirement to the
individual, lessen the government’s financial responsibilities, stimulate the economy,
and encourage employment” (Kritzer 1996, 46). Each of those reflected a particular
challenge of the pre-reform system.

While those challenges provided the pretext, they arguably were not the main cause of
the reform. A 1979 law had addressed many of those problems already, including by
reducing costs and eliminating some of the most egregiously expensive and unequal
pensions (Borzutzky 2005). At a more fundamental level, the pension privatization
was driven mainly by the deeply held neoliberal ideology that was central to the
Pinochet regime (Pifiera 2010; Borzutzky 2005). The “Chicago Boys” economists—
trained in the United States and promoting a neoliberal school of thought focused
on the free market, individual freedoms, and markets over state intervention—had
become increasingly influential in Chile since the 1950s, and the Pinochet regime
put them squarely in control of the country’s economic policies. They believed above
all that “the market is the only social arrangement capable of regulating human
interaction without coercion, simultaneously guaranteeing freedom and rationally
based behavior. The goal was to have the market replace the state as the central
regulator of economic activity, guaranteeing efficiency and growth” (Borzutzky
2005, 659). Shifting to a system of private accounts fit with this notion of individual
responsibility and reduced government protections.

The new privatized system quickly encountered challenges. It had low rates of
coverage and low rates of contributions even for those who were enrolled in private
accounts—which was worrying given that future pension amounts were directly tied
to the account balance. By the mid-1990s, only about 55 percent of the labor force
was actively contributing to an individual account (Kritzer 1996). The transition
costs of switching from a pay-as-you-go system to an advance-funded system were
also extremely high; the Chilean government funded this using the large government
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surplus (Hiltzik 2005), which itself had been accumulated partly through other
privatization reforms, namely “the sale of state-owned enterprises to the private
sector” (Kritzer 1996, 46; Diamond and Valdés-Prieto 1994). The AFPs also charged
high and often regressive administrative fees and commissions: several studies
estimate that the administrative costs, compounded over time, amounted to one-
quarter to one-third of the accounts’ savings (Turner 2005; Diamond 1993). Still, the
strength of the Chilean stock market at the time enabled the privatized system as
a whole to perform reasonably well in the short term, at least for those who were
regularly contributing (Hiltzik 2005; Hiltzik 2016). Over the longer term, however, its
many challenges became more apparent, especially once workers began retiring on
their often-inadequate individual pensions.

2008 RE-REFORM

Chile’s 2008 “re-reform” of its privatized pension system after 27 years is notable for
maintaining—and in some ways improving—the system of individual accounts and
for doing so in a process that deliberately included broad social dialogue (Mesa-Lago
2009). In 2006, the president convened an advisory council, known as the Marcel
Commission after its chairman Mario Marcel, to evaluate the pension system and make
recommendations (Kritzer 2008). It had representation from multiple sectors and
held numerous public meetings (Mesa-Lago 2009, 605). Its report comprehensively
examined the system—including challenges such as coverage and contribution rates,
pension (in)adequacy, gender inequities, high fees and low competition among AFPs,
and other issues—and issued recommendations for improving the privatized system
(Kritzer 2008).

The resulting law, enacted in 2008, was “based largely on” the findings of the report
(Kritzer 2008), and made reforms aimed at addressing many of those issues: it
eliminated monthly fixed fees, added a basic universal pension for those not eligible for
any other pension, added a “maternity voucher” to increase gender equity, and created
new rules to encourage voluntary retirement savings, among other changes (Kritzer
2008; Mesa-Lago 2009). Prominent Latin American welfare scholar Carmelo Mesa-
Lago applauded the Chilean re-reform for being “preceded by social dialogue” and
concluded that it “is comprehensive and promotes the majority of [the International
Labour Organization’s] social security principles” (2009, 612).

However, the system’s ultimate results—especially once enough time passed that
workers started retiring based only on contributions into the privatized system—have
been far worse than that positive appraisal might imply. After mostly positive results
in the short term (thanks to “an unprecedented bull market in Chilean stocks”), the
longer-term returns and thus pension amounts have fallen far short of expectations:
high AFP fees, low returns to workers, and as a result, very low pension amounts
(Hiltzik 2005, 182-183). Chile’s average pension is only $315 a month, and there is a
very large gap between average investmentreturns (8 percent) and the average returns
to workers after administrative fees (3 percent) (Fultz 2017). Pinochet’s “promise
was that pensions would provide 70 [percent] of a worker’s final wages at work; the
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real figure is 38 [percent], the lowest rate among developed countries other than
Mexico” (Hiltzik 2016). Moreover, there are very low coverage and contribution rates
among some groups—only “about 30 percent of low-income workers contribute[d]”
to individual accounts in 2006—indicating that future retirees may receive even
lower benefits (Kritzer 2008, 74). Most strikingly, the nature of a system based on
individual accounts with no redistribution or progressive structure means that it
exacerbates, rather than relieves, the inequalities produced in the market economy
(Borzutzky 2005). On the whole, outcomes from the privatized system do not appear
to be positive for most workers and retirees.

ARGENTINA: 1994 AND 2008
1994 REFORM

Argentina’s pre-reform public pension system experienced many of the same issues as
Chile’s system, including financial pressures in the form of “growing deficits” requiring
government subsidies, “high payroll taxes that promote[d] under-reporting of income
and [tax] evasion,” uneven benefit levels, and “lax entitlement conditions” (Arenas de
Mesa & Bertranou 1997, 4). In 1993, the government enacted a comprehensive reform
that took effect in 1994. The Argentine reform is considered a partial privatization or
mixed system, as the public system was made optional, rather than being abolished
(Turner 2005; Kritzer 2002). The new “integrated” system consisted of three tiers:
a flat-rate universal benefit (based on years of contributions) for the lower-income
only; an earnings-based benefit for contributions before 1994; and an individual
choice between the public program and a private individual account (Kritzer 2002).
Much like in Chile, investment management companies called AF]Ps (Administradoras
de Fondos de Jubilaciones y Pensiones) managed the individual accounts and charged
fees and commissions for that service (Arenas de Mesa & Bertranou 1997).

However, the mixed system had some key differences from Chile’s fully privatized
system. Arenas de Mesa and Bertranou (1997) argue that the variations arose at least
partly as a result of Argentina learning from Chile’s experience and improving upon the
design of the plan. Argentina’s system was publicly administered (central collection of
payroll taxes), which is far more administratively efficient than Chile’s method of having
each AFP run its own collection (Arenas de Mesa & Bertranou 1997). Argentina also had
a publicly managed AF]JP, which provided “a minimum rate of return for the pension
fund equivalent to the interest rate for deposits in its savings accounts” (Arenas de Mesa
& Bertranou 1997, 24). Compared to Chile, Argentina had lower transition costs, higher
coverage, more solidarity (redistribution), less gender inequity, and better regulation of
the pension funds (Arenas de Mesa & Bertranou 1997).

The system still faced many challenges, including low coverage rates—with only 54
percent of the employed labor force contributing to the system—and benefit levels
that were likely to be relatively low for women and low-income workers (Arenas de
Mesa & Bertranou 1997). For instance, women’s benefits in the mixed system were
projected to be 10.5 percent lower than men’s, because women typically live longer
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and thus must fund more years of pensions from their individual accounts (Isuani et
al. 1996, cited in Arenas de Mesa & Bertranou 1997). High fees were also a problem,
despite somewhat more regulation than in Chile: by 2007, fees averaged nearly 18
percent of the mandatory contributions (Kritzer 2008). In addition, by “depriv[ing]
the government of alarge amount of tax revenue,” the privatization reform contributed
significantly to Argentina’s government deficits and economic crisis in the early 2000s
(Baker & Weisbrot 2002).

2008 RE-REFORM

Among the Latin American countries that undertook a second round of pension reforms
in the early 2000s, Argentina was an exception: rather than amending and improving
its partially privatized system, it “re-nationalized” the system—that is, it ended the
privatized system and absorbed the funds and the workers back into the public system
(Bertranou, Calvo, & Bertranou 2009). This was partly prompted by the numerous
problems with the mixed system discussed above, including high fees and low coverage
rates. Many retirees did not meet the work history requirements to receive a minimum
pension, regardless of their poverty levels (Mesa-Lago 2009). In addition, Argentina’s
2001 economic crisis had “provoked a drastic fall in coverage and the value of the
pension fund” (Mesa-Lago 2009, 604), and benefits in the public system were cut by 13
percent (Arza 2012b). The government appointed an expert commission on possible
reforms and sponsored an assessment by the International Labour Organization in
response to the crisis, but did not make any changes (Arza 2012a).

Under the reform passed in 2008, the government took over the funds in the individual
accounts, and also assumed responsibility for all future pension payments. Workers
with individual accounts were “guaranteed” that their public pensions would be as
good or better than what they would have received, but that guarantee was essentially
meaningless given the nature of a privatized system, where benefits depend on future
investment returns (Angelaki & Carrera 2015). As discussed more later in the paper,
Argentina’s enormous macroeconomic pressures were central to motivating this
reform, because taking over the accumulated pension funds helped the government
be able to meet its required international debt payments.

Data on Argentina’s outcomes are not readily available; however, the Organisation
for Economic Cooperation and Development (OECD) indicates that replacement rates
(the percentage of prior income replaced by the typical pension) are above OECD
averages (OECD 2017, Table 4.2, 101). For example, average replacement rates for
men with mean earnings are 72 percent in Argentina compared to 53 percent in the
OECD as a whole; for women, it is 64 percent compared to 52 percent.

UNITED STATES: 1983 AND 2005
1983 REFORM

The major Social Security reform in the United States in 1983 deliberately maintained
the traditional social insurance structure of the pension program. The reform process
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started in late 1981, when President Ronald Reagan appointed a bipartisan commission,
known as the Greenspan Commission after its chairman Alan Greenspan, and charged it
withrecommending changesto Social Security (Ball 2010; Hiltzik 2005). The commission
members represented a wide range of interests, ranging from elected officials to public
representatives of business and labor organizations (Altman and Kingson 2015). The
commission’s final report started with a ringing reaffirmation of Social Security’s
existing principles, stating that changes “should not alter the fundamental structure of
the Social Security program” and that they had “considered, but rejected” changes such
as privatization (National Commission on Social Security Reform 1983).

The commission report became the basis of the 1983 reforms passed by Congress,
whichincluded increasing the retirement age, making some benefits taxable, extending
coverage to newly hired federal employees, and delaying cost-of-living adjustments.
On the whole, its short-term adjustments were “a reasonably balanced mix of
contribution increases and reductions in benefits” (Gregory et al. 2010, 5); however,
its long-term plan was mainly benefit reductions, which will “ultimately lower Social
Security benefits for retirees by an average of 19 percent” (Reno, Bethell, & Walker
2011). The retirement age increase—effectively a benefit cut—was implemented so
gradually and so far out in the future that its full effects still remain to be seen.

2005 REFORM ATTEMPT

In 2005, the United States again rejected privatization, this time despite a
conservative president actively advocating for it. President George W. Bush had
spoken prominently about Social Security privatization during his 2004 presidential
campaign and again in his State of the Union address in early 2005. He then rolled out
a proposal (based on a 2001 Social Security commission to which he had appointed
almost entirely privatization supporters) and embarked on a nationwide tour and
publicity campaign to sell it (Hiltzik 2005; Galston 2007). The plan had clear echoes
of the Chilean privatization model, down to the use of “recognition bonds” for
workers transitioning from the public to the private system (Hiltzik 2005; Hiltzik
2016). As Bush toured the country touting his privatization proposal, he met with
a groundswell of public opposition. It quickly became clear that while the public
liked the general ideas of ownership and freedom, they were not in favor of private
accounts if it meant reductions in Social Security’s guaranteed benefits, as Bush was
proposing. His proposal “would have cut benefits for the upper 70 percent of future
retirees,” starting at people earning $25,000 a year (Galston 2007, 5). As a result
of the widespread public outcry, Democrats and many Republicans in Congress
publicly opposed the plan, and even the Bush administration had to concede defeat
within 10 months.

Turningbriefly to outcomes, the U.S. Social Security system provides average retirement
benefits of approximately $1,400 a month, with a progressive benefit formula that
provides relatively larger benefits to lower earners (Social Security Administration
[SSA] 2018). While many criticize the system for providing inadequate benefits—
and indeed, most developed countries have far more generous retirement pensions
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(OECD 2017)—it is widely recognized as “the most effective anti-poverty program” in
the country and has dramatically reduced elderly poverty rates (Gould 2013).

DISCUSSION

Comparing these three countries’ experiences with reform yields useful lessons on
factors that contribute to causing—or preventing—privatization reforms. Of the six
cases of potential policy change, four were what can be considered privatization
efforts, where the government was actively pushing privatization or where there
was a real possibility of a policy change in that direction. Some of those privatization
efforts were successful (Chile in 1981 and Argentina in 1994) and some were not
(the United States in 1983 and 2005). When Chile and Argentina embarked on “re-
reforms” in 2008, the systems were already privatized, so the situation was rather
different; still, those cases provide important insights to the analysis.

Concerns about long-term social security financing are used as justification for
nearly all reforms of these systems, but this does not explain why privatization in
particular is on the agenda as a solution—especially given that it exacerbates these
financing challenges. Instead, political and economic ideologies are fundamental in
shaping the direction of the proposed reforms, with neoliberalism motivating all
the privatization efforts discussed here. Once privatization is on the policy agenda,
institutional structure and interest group mobilization are particularly important
in shaping the outcome of the reform effort. Having an institutional structure that
limits the opportunities for input or vetoes, and little to no effective interest group
mobilization, makes it possible for privatization reforms to succeed. In contrast, the
combination in the United States of high and ongoing interest mobilization around
Social Security, and a decentralized government with many opportunities for public
influence, presents especially high barriers to privatization. Beyond those primary
factors, additional conditions such as an immediate social security financing crisis,
macroeconomic pressures, and the role of experts and commissions can sometimes
influence reforms in certain situations.

LONG-TERM FINANCING CONCERNS

In each of the four privatization efforts, concerns about the long-term financial
sustainability of increasing pension costs appeared to play a significant role in
prompting reforms. For instance, Chile’s pre-reform system required ongoing
government subsidies that were expected to increase “nearly tenfold in 20 years,” and
these increasing subsidies were frequently discussed as a cause of the reform (Kritzer
1981, 34). However, a deeper analysis shows that while financial pressures nearly
always provide the pretext for privatization efforts, privatization in fact exacerbates
financial pressures. Diamond expressed surprise about “the high cost of running a
privatized social security system” in Chile (1993, 1), and went on to conclude that
“[r]ather than privatization being a cure for a chronic deficit, it may be the case that
a surplus is an important condition for a successful privatization” (1993, 16-17).
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Indeed, “the cost of [Chile’s] pension system for the state was twice as high in 1999
as it was in 1980” (Borzutzky 2005, 669). Argentina also struggled with high costs of
its partially privatized system, compounded by the country’s broader deficits: “[in]
fact, the deficit created by Social Security privatization is almost exactly equal to the
government budget deficits that Argentina ran in [1994-2001]" (Baker & Weisbrot
2002). The U.S. Greenspan Commission in 1983 showed some awareness of the fact
that privatization would exacerbate Social Security’s financial challenges, and that
helped contribute to steering the discussion away from privatization.

Thus, we should be wary of arguments that financial pressures are the driving force
toward social security privatization. While long-term finances usually provide the
stated pretext for reforms, privatization is now widely acknowledged to worsen
financial challenges.

NEOLIBERAL IDEOLOGY

Neoliberal pressures were a key inspiration behind each of the privatization efforts
studied here. Both in Chile under Pinochet and in Argentina under President Carlos
Menem, the social security privatization reforms were seen as the central piece of
the government’s broader neoliberal economic strategies. The Chicago Boys band of
neoliberal economists consolidated power under Pinochet and undertook a series of
market-based reforms, including pushing through social security privatization with
the support of the dictator (Borzutzky 2005; Pifiera 2010). The regime’s goals for that
reform included reducing the state’s role in pensions, which fit with the ideological
underpinnings of the reform (Mesa-Lago 1994). Likewise, Argentina’s partial
privatization formed part of a broad-scale privatization campaign that Menem was
undertaking across many different sectors, involving the sale of state-run enterprises
in railroads, utilities, TV stations, airlines, oil companies, and more. This privatization
campaign in turn was linked to an even broader process of “economic liberalization”
including reducing both regulations and workers’ bargaining power (Calvert 1996).
Borzutzky (2005) and Arza (201243, 48, citing Cortés and Marshall 1999), respectively,
argue that these neoliberal movements were a driving force behind the privatization
reform in each country.

Privatization attempts in the United States were also motivated heavily by ideology,
especially leading up to 2005 (Hiltzik 2005). Groups pushing for privatization thatyear,
such as the conservative Cato Institute, did not hide the fact that they “saw the issue
in terms of ideology, not economics—as a classic battle to promote libertarian ideals”
(Hiltzik 2005, 212). For example, a Cato analyst acknowledged, “In the end, this isn’'ta
debate about the system’s solvency [...] it's about whether you think the government
should be in control of your retirement or people should take ownership and
responsibility” (quoted in Hiltzik 2005, 212). Similarly, a 2005 internal White House
memo described the privatization effort as “one of the most important conservative
undertakings of modern times” (Altman 2018). In 1983, too, President Reagan and his
budget director were “philosophically opposed to all big government programs other
than military” (Ball 2010, 2), and appointed the Greenspan Commission only after
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trying—and failing—to drastically cut Social Security benefits in 1981 (Ball 2010).
The commission itself also heard directly from one “early proponent of privatization”
(Ball 2010, 27). In short, privatization efforts in all three countries were motivated in
large part by neoliberal ideologies.

Argentina’s experience in the 2008 re-reform also demonstrates the importance of
ideology, albeit an ideology of a different type. By increasing the government’s role
as “the main provider of retirement income,” the pension renationalization “fitted
with the overall orientation of the government macroeconomic policies of more
state intervention in the economy” (Angelaki & Carrera 2015, 16). President Cristina
Fernandez de Kirchner had nationalized several other enterprises during her tenure,
including some that had been privatized under Menem in the 1990s (Romero &
Minder 2012).

Industry profits can also be closely related to ideology, as political elites are often
linked to financial elites. For instance, Chile’s largest two AFPs, which controlled 60
percent of the market, had direct ties to the Pinochet regime’s neoliberal economists
(Dahse 1979, cited in Borzutzky 2005). The financial industry typically stands
to gain a massive influx of investments under a privatized system where private
investment companies manage the individual accounts and set commissions or fees.
Not surprisingly, then, the financial industries in both Chile and Argentina reaped
large profits post-privatization, with “the industry profit margin exceed[ing] 50
percent [...] in some years” in Chile (Hiltzik 2005, 183). Similarly, in the United States,
a privatization reform in 2005 would have handed “the investment and insurance
industries [...] an unprecedented amount of revenue” (Hiltzik 2005, 16). Research
conducted by economist Austan Goolsbee indicated that this would have represented
“the largest windfall for financial managers in American financial history” (as quoted
in Hiltzik 2005, 17). This profit motive both feeds on and contributes to the ideological
pressures toward privatization.

Political and economic ideologies clearly played an important role in these pension
reform efforts, with neoliberal pressures especially likely to put privatization on the
policy agenda.

INSTITUTIONAL STRUCTURE AND INTEREST GROUP MOBILIZATION

Once privatization is on the agenda for reform, two closely related factors appear
particularly importantin shapingits outcome: the government’s institutional structure
(including the degree of centralization, veto points, and opportunities for public
input), and the degree of effective interest group mobilization. Privatization tends to
generate strong opposition because it is typically accompanied by large reductions
in the guaranteed (that is, public) pensions. However, the degree to which public
sentiment shapes policy outcomes depends not only on interest group mobilization,
but also on the institutional structure of the government. In general, countries with
low interest group mobilization and/or highly centralized governments—where
the executive holds a strong degree of policymaking authority, where there are few
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other “veto points” in the policymaking process, and where opportunities for public
influence are limited—appear to have a higher likelihood of privatizing. In contrast,
when the institutional structure allows many opportunities for input or vetoes
and interest groups are highly mobilized, there are likely to be strong barriers to
privatization.

Chile’s privatization under a military dictatorship presents an extreme case; as one
might expect under those circumstances, the reform was announced and implemented
unilaterally, with no legislative process and little to no public input (Kritzer 1981;
Mesa-Lago 1994). As Kritzer explained, “[i]t is important to note that these reforms
were proclaimed by executive decree and not by a plebiscite. Labor unions were
not consulted” (1981, 36). Kay (1999, 409) emphasizes that the reform “generated
opposition from a range of interest groups [...]. However, the repressive dictatorship
largely ignored these groups.” This is not to imply that there was no discussion of
the reform; however the political debates were “transferred from the public sphere
to the intragovernmental spheres. It was within the regime, and specifically within
the junta, that the discussions about the extent of the reform took place” (Borzutzky
2005, 670). As the proponents of a more corporatist welfare state ideology—who had
argued for changes within the existing pension system—fell out of favor during the
ascendancy of the neoliberals, the possibilities of major privatization rose (Borzutzky
2005). The institutional structure of the government meant that public opposition
from interest and advocacy groups, which had been strong enough to block proposed
reforms as recently as the mid-1970s (Borzutzky 2005), had no opportunity to affect
the direction of the privatization reform (Mesa-Lago 1994). Although its origins in a
dictatorship initially weakened the new system’s legitimacy, especially internationally,
those concerns were reduced when Chile’s new democratic government in 1990
“endorsed” the privatized system (Mesa-Lago 1994, 89).

Argentina was one of the first countries with a substantial pension program to
privatize under a democracy (Kay 1999), and the resulting uniquely mixed (public/
private) system stems partly from its fragmented public opposition and centralized
government structure. Compared to attempted pension reforms in some other
Latin American democracies, Argentina’s institutional structure “provided fewer
opportunities for opponents [of privatization] to act as veto players” (Kay 1999,
417). Specifically, President Menem frequently used emergency executive decrees to
bypass the normal legislative process, weakening the legislature’s power. Argentine
legislators were also heavily dependent on the central political parties, and thus less
likely to bow to interest group opposition.

In addition to the institutional structure limiting opportunities for input, Argentina’s
interest groups did not effectively mobilize against privatization. The labor and other
opposition movements were very fragmented due to political divides and “failed to
form a durable coalition” against the reforms, while business and pro-privatization
groups were more effective (Kay 1999, 411-412). Though there was some opposition
from the public (a massive anti-privatization petition in 1993 had amassed 1.3 million
signatures in just three months), many others were unaware of privatization’s effects
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(Kay 1999). Ultimately, even the limited amount of stakeholder involvement “was one
of the most important factors explaining why the Argentinean public pay-as-you-go
system was reformed and not completely substituted, as in Chile” (Arenas de Mesa
& Bertranou 1997, 32). Despite not mobilizing effectively enough and not having
enough opportunities in the institutional structure to fully defeat the privatization
reform, opposition groups did influence it enough to hold it to a partial, rather than
full, privatization.

In contrast, the combination in the United States of a decentralized government with
many veto points, and high and ongoing interest mobilization around Social Security,
presented especially high barriers to privatization. The U.S. government—with its
separation of powers, limited executive role, and election structures—is considered
highly decentralized, even for a democracy (Janda 2006). In 1983, for instance, the
key negotiations on Social Security reform occurred between representatives for
President Reagan and House Speaker Tip O’Neill, because of their positions as possible
veto points for the legislation (Ball 2010,). Both were acutely aware of the need for a
prominent Social Security solution. Moreover, the U.S. direct election structure meant
that members of Congress (in addition to the president) were especially aware of
the dangers of antagonizing their senior citizen constituents ahead of the elections.
Similarly, in 2005, legislators and ultimately the president had to concede defeat on
privatization after seeing the overwhelming opposition from their voters.

The role of public opinion and interest group involvement on Social Security in the
United States is hard to overstate. Social Security is often called “the third rail” of
American politics because politicians have long understood the danger of proposing
unpopular changes. Andrea Louise Campbell (2003) argues that Social Security itself
helped produce this extremely motivated, informed, and active senior citizens lobby—
because Social Security increases nearly all seniors’ financial resources, allows them
to retire and thus have free time for civic participation, and directly ties their interests
to the government’s actions.

By the time of the Greenspan Commission and the resulting 1983 reforms, Congress
and the President were acutely aware of the dangers of provoking this sleeping giant
of public opinion. In 1981, a widespread public outcry led by seniors’ organizations
had very quickly defeated a Reagan administration proposal for massive benefit
cuts. It had been “the first call for cuts in Social Security benefits since the program'’s
enactment in 1935, and it was met by a firestorm of protest” (Campbell 2003, 104).
Seniors and senior organizations sprang into action and “dramatically increased” their
letters and calls to Congress (Campbell 2003, 108). In just over a week, the proposal
was dead (Hiltzik 2005). Senior involvement continued at a high level through the
1983 reforms, and politicians were clearly aware of that (Campbell 2003). The
Greenspan Commission—which itself included a broad range of stakeholder views—
also made a point to reach out to influential outside organizations such as AARP (Ball
2010, 28), and ultimately, the commission’s proposal “was widely accepted, even by
senior citizen groups” (Campbell 2003, 104). Thus, it appears that in 1983 the threat
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of a widespread outcry by the very active senior interest groups helped prevent even
a serious consideration of privatization or other forms of undermining Social Security.

Similarly, by all accounts, public and stakeholder opposition was the deciding factor
in bringing Bush’s 2005 privatization proposal to a decisive defeat (Altman & Kingson
2015; Altman 2005; Galston 2007; Hiltzik 2005). Individual citizens and organized
groups such as AARP were vehemently opposed to privatization, and they made their
voices heard loudly through grass-roots protests, public forums with members of
Congress, public opinion surveys, and media coverage (Hiltzik 2005; Altman 2005).
Throughout Bush’s nationwide tour, “support for [the plan] fell the longer he was
on the road” (Altman 2005, 291). Despite some conservative interest groups (who
supported privatization based on ideology) lobbying a conservative White House, this
public opposition was strong enough and so effectively mobilized that it left no real
chance of privatization being enacted.

Thus, the outcomes of these privatization attempts in 1983 and 2005 demonstrate
that the combination of strong interest group mobilization and the context of a
very decentralized government presents especially high barriers to Social Security
privatization. Unlike the pre-reform systems in Chile and Argentina, the existing
Social Security system is widely seen as a foundational—and successful—program
for the country. It represents the legacy of the New Deal and the country’s sense of
solidarity, to such an extent that it prompts political participation by seniors and
others far beyond what would be expected otherwise (Campbell 2003). Against that
backdrop, even a concerted campaign by a newly reelected conservative president
with considerable political capital was not able to overcome the opposition to
privatization (Galston 2007).

Argentina’s 2008 reform demonstrates similar lessons under different circumstances,
as the renationalization took place under declining public support for individual
accounts and a fairly centralized government pushing for the reforms. A series
of incremental reforms from 2005 to 2007 had slowly increased the state’s role in
pensions, such as by making the public part of the system (instead of private accounts)
the default option if workers “did not make an active choice,” and increasing the
benefits under the public part (Angelaki & Carrera 2015, 11). By 2008, there was
“a far-reaching political consensus that the private pension system established in
1993/94 needed to be reformed, and that the reform should be geared toward greater
state involvement and regulation” (Arza 2012a, 49). The government of President
Fernandez de Kirchner was heavily pushing the reform for its macroeconomic
benefits (discussed below), and the centralized institutional structure meant that
the Congress had a “rather limited” role; it passed the President’s reform bill in just
three weeks without any “substantive debate” (Arza 2012a, 49). Moreover, there was
little effective mobilization of any opposition to the re-nationalization. Public support
for privatized pensions was quite low—surveys showed 90 percent of Argentines
said pensions should be mainly government-run (Arza 2012a)—in large part due to
the unpopularity of the existing system, which was expensive, had low contribution
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rates, and had not done well in investments (Angelaki & Carrera 2015). Just that
year, the global financial crisis had caused the total private account balance to fall by
one-quarter (Mesa-Lago 2009). The domestic and international financial industries
opposed the reform, but their opposition was too weak to be effective (Arza 2012a).

Chile in 2008 was similar in some regards, as it also had a fairly centralized democratic
government and had experienced many of the same challenges in its privatized
system. However, Siavelis argues that the extremely centralized nature of the political
system—with little public influence on decisions or political parties—meant that
“elites avoided destabilizing change” and thus were reluctant to “engag[e] in any
reform of any of the fundamentals of the economic system inherited from Pinochet”
(2016, 79-80). Thus, the reform proposals under discussion hewed closely to the
existing system, and the question of whether or not to remain under a privatized
system was not even part of the debate. The Marcel Commission’s recommendations
focused on improving the existing system, and the government largely followed their
recommendations for the reform (Kritzer 2008). As aresult, there was little question of
public opposition because the specific recommendations were mainly improvements
to the existing system, and there was no fundamental reform under consideration.

Clearly, institutional structure and interest group mobilization are key factors in
shaping the outcome of social security reform efforts, after long-term financial
concerns and especially neoliberal ideologies put privatization on the policy agenda
in the first place. A decentralized structure and effective interest group opposition can
prevent privatization, while the opposite (a more centralized structure with limited
opportunities for public influence, and a weaker mobilization of the opposition)
allows it to go through. Similarly, when the question concerns a government proposal
to renationalize an already privatized system, the lack of effective opposition to that
reform is crucial in allowing it to be enacted.

However, additional factors can also influence reforms in certain less-common
situations. The following sections explore three such factors: an immediate social
security financing crisis, macroeconomic pressures, and the role of experts and
commissions.

IMMEDIATE SOCIAL SECURITY FINANCING CRISIS

In contrast to the longer-term financial concerns discussed earlier, an immediate
social security financing crisis may effectively prevent privatization, due to the high
transition costs of switching from a pay-as-you-go system to an advance-funded
system. Doing so requires essentially paying twice for a period following the reforms:
the traditional public system requires ongoing payments in order to pay retirees’
benefits, and yet current workers are in theory switching their contributions to
individual accounts rather than continuing to contribute to the old system. Returning
to Diamond’s (1993, 16-17) conclusion that “[r]ather than privatization being a cure
for a chronic deficit, it may be the case that a surplus is an important condition for a
successful privatization,” we can take that a step further and argue that rather than
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privatization being a cure for an immediate social security crisis, the presence of such
a crisis may effectively rule out privatization.

The U.S. experience in 1983 clearly demonstrates the importance of this factor. By
the early 1980s, it was clear that Social Security “faced an immediate funding crisis
for the first and only time in its history,” thanks to the turbulent economy and raging
inflation of the 1970s (Gregory, Bethell, Reno, & Veghte 2010, 1). Unlike in Chile or
Argentina, where the concern was a general escalation of costs, this crisis was abrupt
and urgent: without immediate changes, Social Security would have been unable to
pay benefits in mid-1983. The Greenspan Commission “recognized that siphoning off
funds” toward private accounts would “exacerbate” this financial crisis, which helped
prevent privatization from being seriously considered (Bethell 2005).

THE ROLE OF EXPERTS AND COMMISSIONS

Several countries’ experiences demonstrate that these reforms differed widely in
their use of advisors and experts. First, the type of experts consulted—especially
whether they are primarily social security experts or general economic experts—
can be important in shaping the policy outcomes (Weyland 2008). For instance, the
1983 U.S. reform was dominated by long-time Social Security policy experts steeped
in, and fully convinced of preserving, the existing system’s structure. Robert M. Ball,
the commission’s leader from the Democratic side, was a prime example: he was
the longest-serving leader of the SSA, a revered leader in the field, and a staunch
advocate of the existing system (Ball 2010; Bethell 2005). Ball specifically aimed “to
avoid letting the commission become a forum for proposals to radically alter Social
Security’s fundamental principles or weaken its ability to meet the nation’s present
and future needs,” and his influence was such that he succeeded in doing so (Ball
2010, 15). He wrote later that the commission’s affirmation of the present system
was “what I still consider to be one of the most important objectives—if not the most
important—that [ was able to achieve in our negotiations” (Ball 2010, 58).

In contrast, Chile’s 1983 reform discussions were almost completely dominated by
neoliberal economists, and Argentina’s two reforms apparently did not include much
consultation with experts at all. In 1994, one primary inspiration was Chile, whose
privatization had had an enormous influence around the world on similar reforms,
especially in Latin America. Several common mental shortcuts of bounded rationality
played a key role in this influence, especially the availability heuristic (with Chile’s
recent reform “capturing the attention” of policymakers) and the representativeness
heuristic (assuming that Chile’s “initially stellar rates of return” were representative of
privatized systems as a rule) (Weyland 2008, 186). Weyland argues that “longstanding
specialists” in social security systems would have been “less easily swayed by” these
mental shortcuts (2008, 194). Argentina’s 2008 reform also included very little
consultation with experts at all, due to the dominance of macroeconomic pressures
in prompting the reform and “the need to resort to a quick fix” of those financial
problems (Angelaki & Carrera 2015, 6-7).
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Moreover, a variety of outcomes are possible following high-profile social security
commissions and other public discussions. When commissions are fairly appointed
and include representatives from a wide range of stakeholder groups—as in the U.S.
Greenspan Commission (1983) and the Chilean Marcel Commission (2006)—they can
help to build legitimacy for the resulting reform proposals. However, a commission
that is widely perceived as being “stacked” to one side of the debate - such as the
2001 U.S. President’s Commission to Strengthen Social Security, in which the White
House “controlled the agenda” and vetted members in advance “to make sure that
they all supported privatization”—will lack “credibility” and does not function to add
legitimacy or stakeholder support (Hiltzik 2005, 189-190). Similarly, if a commission’s
proposals or findings are mostly ignored in the subsequent reform proposal—as in
Argentina in 2008—that weakens the perceived legitimacy of the reform (Mesa-Lago
2009).

CONCLUSION

The six cases of potential social security policy change considered here represent
stark contrasts in the directions their social security systems took, and they offer
important lessons for other countries considering various types of reforms. Long-
term financing concerns are common in social security systems, so while they are
often cited as justification for reforms, they do not explain privatization in particular.
However, the combination of those concerns with neoliberal ideologies tends to put
privatization on the policy agenda in the first place. Next, the institutional structure
and interest group mobilization can heavily influence the outcomes: effective interest
group opposition and a decentralized structure that allows the public some influence
can prevent privatization, while the opposite (a fairly centralized structure with
limited opportunities for influence and a weaker mobilization of the opposition)
allows it to pass.

Finally, and perhaps most importantly, the systems differ in how well they protect
retirees against the risks of inadequate income, outliving one’s resources, and poor
investment returns. By moving from social insurance to a system of individual
accounts, privatization shifts risks to individuals and leaves them largely unprotected
from any possible shocks in old age.
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