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Radical Pension Reforms after the Crisis: A Comparative Analysis of
Argentina and Greece
Published in Politics & Policy, 43: 378-400, June 2015

Scholarly attention on pension reform following the recent global financial
crisis has focused primarily on cases entailing the renationalization of private
pension pillars. We argue that radical pension reforms should also include instances
of radical retrenchment of public pension pillars. We offer an explanation of such
reforms in the aftermath of the crisis by analyzing the reforms adopted in Argentina
and Greece since 2008. We demonstrate that highly indebted countries with no access
to international financial markets and unsustainable pension systems can introduce
radical reforms in response to short-term funding needs rather than long-term
adequacy concerns. We argue that the narrow timeframe of the recent reforms raises
questions about the sound footing of the new systems which may ultimately not
prevent the introduction of further measures. This comparison provides insights to
understand recent episodes of radical pension reforms in other countries

Introduction

The recent global financial crisis as a result of its impact on government
finances has put pressure on welfare institutions, which typically absorb a significant
proportion of government spending. As a result, since 2008 governments around the
world adopted a range of social policy reforms (Farnsworth and Irving 2011; Greve
2011; Starke et al. 2013, Vis et al. 2011) whose consequences have not yet been fully
assessed. In the pension field, the post 2008 period has witnessed the adoption of
radical reforms, such as the renationalization of private pillars of individual accounts
introduced in the 1990s. Renationalization has attracted prominent attention with
scholars explaining the type and timing of enacted reforms as the product of
institutional and economic factors (Arza 2012; Datz and Dancsi 2013; Fultz 2012;
Simonovits 2011). Nonetheless, radical pension reforms may also include instances of

radical retrenchment of the public pension pillar, resulting in a significant reduction of

pension benefits for both current and future pensioners.



Analyses that compare the factors underlying the adoption of such diverse
range of radical pension reforms are still missing in the comparative pension reform
literature. Taking into account the different types of radical reforms, is it possible to
detect a common reform mechanism that explains this broad range of radical shifts in
pension policy? More specifically, what are the factors that explain the adoption of
radical pension reforms that may significantly reduce or increase the role of the state
in pension provision? Ultimately, do these radical reforms prevent the adoption of
further measures? The article aims to explore the above questions and fill in the gap in
the comparative welfare state and pension reform literature by focusing on the latest
radical reforms enacted in Argentina and Greece after 2008: nationalization of the
private pillar in the former and radical retrenchment of the public pillar in the latter.

In understanding the factors that explain the latest radical reforms, we argue
that -in the context of the recent global financial crisis- highly indebted countries with
no access to international financial markets and unsustainable pension systems
introduce radical reform as a response to pressing economic concerns, related to the
need to access funding and ameliorate their fiscal position. In such context, the
structure of the pension system shapes the reform content: renationalization or radical
retrenchment. Nonetheless, the subordination of the reform to short-term economic
goals undermines the sound-footing of the reformed pension system essentially
limiting it to a 'quick fix" which acts to the detriment of adequacy and sustainability
issues. Ultimately, in a context where pension reform is increasingly being used as a
tool serving short-term macroeconomic goals, we expect to witness radical reforms
which may nonetheless not prevent further reforms.

The increasing adoption of radical reforms in other countries like Bolivia and

Hungary in 2010 and Poland in 2013 allows us to argue that the two countries under



study should not be regarded as exceptional or extreme cases. On the basis of this
observation, our analysis provides insights in understanding the mechanism of other
recently adopted reforms thereby contributing to the literature on pension reform and

to comparative welfare state research.

Pension reform amidst the global financial crisis

The literature on the politics of pension reform has grown significantly over
the past twenty years. Early studies, focusing on continental pension systems
characterized them as ‘frozen landscapes’, highlighting their reform inertia (Esping-
Andersen 1996; Myles and Pierson 2001). As public pension systems enjoyed high
levels of public support, radical reforms were considered risky both in political
(electoral) and economic terms (Bonoli and Palier 2007). In relation to the latter, the
transition to a multi-pillar system' has been regarded out of reach due to the 'double
payment' problem. This problem arises from the fact that in public pay-as-you-go
(PAYG) pension systems where workers pay contributions that are used to finance
current pensions, the transition to a funded system would require workers to continue
to pay contributions to the public pillar in order to pay the pensions of current
pensioners and, in addition, make contributions to the new private pillar of individual
accounts to finance their own future retirement (Myles and Pierson 2001).
Alternatively, this cost would have to be financed by the government either from
general revenue or by issuing new debt.

In the EU, the Maastricht Treaty convergence criteria and the Stability and
Growth Pact essentially prohibit the adoption of reforms with a negative impact on
government deficit and debt limits that member states must observe. Thus, the

introduction of a private mandatory pillar financed through an increase of public debt



has not been considered as a viable option for many European countries (James and
Brooks 2001). However, more recent studies have showed that radical retrenchment
has been possible in continental European pension systems through an incremental
process entailing long phasing-in periods and the introduction of a funded second
pillar in stages in exchange for the support of key veto actors in the policy process
(Bonoli 2000; Bonoli and Palier 2007; Ebbinghaus 2011; Immergut et al. 2008; Natali
and Rhodes 2007).

Latin American countries have chosen a more radical path by introducing
structural reform entailing a one-step partial or full privatization of their public
pension system, with Chile leading the way in 1981 with the replacement of its public
pension system with one of mandatory individual accounts. Since the Chilean reform,
pension privatization has been promoted globally as a comprehensive answer to the
fiscal problems of public pension systems with more than thirty countries around the
world adopting a partial or full privatization of their public PAYG systems (Orenstein
2013).

Examining the reform process in Latin American countries, Brooks (2009)
highlights the influence of financial markets essentially through the creation of a
‘double bind.” Globalized financial markets foster strong incentives for privatization
so as to achieve the long-term macroeconomic goals of sound fiscal policy (by
limiting the state's rising long-term unfunded pension liabilities as a result of
population ageing) and potentially attract foreign investment. Yet, pension
privatization simultaneously increases the risk of punishment in the short-term for
cash-strapped governments. This is because governments in a dire financial position
(with limited borrowing capacity and high debt levels) that decide to privatize their

pension systems may risk capital flight as investors worry about their capacity to



honor their current debt and the one that would emerge as a consequence of financing
the transition to a private system (Brooks 2009, 30). The main implication of Brooks’
argument is that by attending to short-term concerns of global capital, reformers
ultimate trade-off some or all of their long-term privatization objectives. A similar
conclusion to that of Brooks has been advanced by Kay (1999) and Madrid (2003),
among others.

We support that some of the insights related to the distinction between short
and long-term economic concerns gained by scholars of the first wave of structural
pension reforms in Latin America can be applied to understand the radical reforms
enacted in the aftermath of the 2008 global financial crisis. We argue that worried
about their rapidly increasing debt costs in the context of declining availability of
funding in international markets or directly barred from accessing them, governments
have advanced radical pension reforms as a way to rapidly improve their finances.
The subordination of the reform process to short-term economic concerns has not
allowed enough time for the consideration of adequacy and sustainability issues
though, thus raising questions as to the sound-footing of enacted reforms and the
justification of the reform on the transition to a fairer and more sustainable system. In
essence, we contend that by subordinating pension reform to short-term economic
concerns, further reforms should be anticipated to address the sustainability and
adequacy issues that have not been properly tackled. In addition, current reforms
might also open the way for the introduction of further reforms if new economic
concerns arise.

While the pension reform literature has analysed the role of social partners in
the reform process (Carrera et al. 2011; Madrid 2003; Natali and Rhodes 2007) during

the recent crisis the role and influence of external constraints (international financial



markets) has increased in parallel with a decline of that of social partners to shape
reform (Natali and Stamati 2014). In addition, the need to resort to 'quick fix' has
limited the time available for consultation with social partners as was the case during
the reforms enacted in the 1990s. Therefore, in contrast to the previous reform wave,
while social partners have continued to be present their role has been marginal. In
terms of their political systems, the presidential system of Argentina and the
parliamentary system in Greece ensure strong governments. While the crisis has
contributed to a rise of political instability in Greece, both the socialist government
that passed the 2010 reform and the technocratic one that introduced further measures
in 2012 have not challenged the policy package accompanying the rescue agreement.
In fact, it was the socialist government who requested the rescue agreement from the
troika of the EC, the ECB and the IMF, while the technocratic government was
formed with the specific task of introducing the additional austerity measures.
Similarly, in Argentina the Kirchner administration has enjoyed a majority or a near
majority in each Chamber of Congress. This explains why the reform bill was barely
changed by Congress. Therefore, both institutional and partisan veto players have not
been able to affect reform outcome in more than a marginal way.

In the following sections we examine the ways in which each country's fiscal
position along with the lack of access to financial markets and the sustainability of the
pension system have driven reform. In particular we will examine how the reform
proposed has been essentially judged for its ability to alleviate fiscal pressures and /or
restoring investors' confidence which has essentially taken precedence over adequacy
and sustainability issues of the pension system itself, despite being justified as a

transition to a more sustainable system.



The pension systems on the eve of the crisis

In understanding the way economic pressures have interacted with the pension
system in the two countries during the recent crisis an introduction to their structure
prior to the latest reform is useful. Latin American countries have shared with those of
southern Europe a common policy legacy of Bismarckian welfare states (cf. Huber
and Stephens 2012). In the pension field, the introduction in Argentina and Greece of
the first occupational based schemes dates back to the beginning of the twentieth
century. Yet in the 1990s, while the two countries introduced pension reforms as part
of their attempt to put their battered finances in order, they chose two fundamentally
different reform paths.

In 1994, Argentina adopted a structural pension reform of its public PAYG,
earnings-related pillar, adding a private pillar to which workers would make
contributions in individual accounts managed by pension fund administrators (Madrid
2003). The design adopted was a partial private system where all workers made
contributions to a basic public pillar and then had a choice between the private pillar
and an earnings related public pillar. Such complex design was a result of the “double
payment” problem and the political negotiation with opponents from the labour
movement during the 1994 reform (Madrid 2003; Brooks 2009). The ultimate goal of
the reform was to ease pressure on government finances and increase levels of savings
and coverage. Yet, while pension funds accumulated assets roughly equivalent to 10
percent of GDP up to 2008, the public pension pillar registered a consistent deficit
between 1 and 2 percent of GDP following privatization and until 2003. Between
1994 and 2008 contributions to the public pillar represented less than 45 percent of
the total resources of the system on average, the rest coming from ad hoc taxes and

government transfers (Arza 2009).



The combination of a large informal labour market with harsher eligibility
requirements led to a decline in coverage. While around 45 percent of the economic
active population was contributing to the pension system in 1994, this fell to 33
percent in 2003, only to recover a few points in the context of the post 2002 economic
growth (Arza 2009). In this context, a majority of workers had an insufficient level of
savings in their private accounts and an insufficient number of contribution years to
qualify for a full pension from the public pillar, leading to an inadequate level of
income in retirement. In 2002, around 30% of the elderly in urban areas were below
the poverty line (INDEC 2003).

Similar to Argentina, the 1990s were also a landmark for pension reform in
Greece. Nonetheless, while reforms have been adopted almost every two years the
structure of the pension system has essentially remained the same with reform being
limited to housekeeping measures so as to minimize opposition from trade unions
(Carrera et al 2011; Featherstone 2005; Sakellaropoulos and Angelaki 2007). Among
the successive reform initiatives the 2002 one stands out as an attempt to bring the
mono (public)-pillar Greek pension system closer to a multi-pillar one through the
development of a second funded pillar (Sotiropoulos 2004); yet transition has
remained on paper as the development of the second pillar has been embryonic
representing in 2008 a little less than 0.3 percent of GDP (Petmesidou 2009).

On the eve of the 2008 crisis the Greek pension system was a multi-pillar on
paper and mono-pillar in practice dominated by a public (first) PAYG earnings related
pillar providing main and auxiliary defined benefit pensions. The system was financed
from employer and employee contributions representing 20% of earnings, while
further financial support was provided by the state yet mirroring the power of various

socio-professional groups rather than being a reflexion of need (Petmesidou 2009).



The gross average replacement rate prior to the 2010 reform was close to 100 percent
(Symenonidis 2013).

A further distinctive feature of the system is its fragmentation. Successive
reform initiatives have attempted to address it with the 2008 reform limiting the
number of pension funds from 133 to 13; nevertheless, this rationalization has also
remained largely on paper as merged and amalgamated funds have kept their own
rules in relation to eligibility conditions giving rise to inequalities. This explains why
the risk of poverty for those over 65 years stood in 2009 at 21.4 percent, despite
pension expenditure being close to the EU average. In addition to adequacy issues, the
system was also faced with sustainability challenges. Pension expenditure amounted
to 12.4 per cent of GDP in 2007 and was projected to increase by more than 10
percentage points reaching 24.1 per cent of GDP by 2060, significantly above the EU
average increase of 2.4 percentage points projected over the period (European
Commission 2009).

While in both cases the introduction of measures to tackle the systems’
adequacy and sustainability challenges seemed unavoidable, the crisis speeded up the

process in an unexpected way.

Reforms amidst the crisis

The landmark reform of 2008 in Argentina entailing the renationalization of
its pension system is the end result of a process that (despite its unexpected outcome)
starts with the 2002 crisis that led to the introduction of measures that progressively
expanded the role of the state in pension provision. The first step was made in 2005
through the 'moratorium’ provided in Law 25,994 allowing people over the retirement

age with an incomplete number of contribution years to have immediate access to a



pension. The “unpaid” contributions would then be deducted from their pension. As a
consequence of the moratorium and the other measures contained in the law, between
2005 and 2007 the percentage of people over 65 years with access to a pension
increased from 68 to 77 percent (Cetrangolo and Grushka 2008). In addition, while
the government had given since 2002 discretional increases for public pensions, based
on resource availability, the 2008 Pension Indexation Act set a formula that took into
account the evolution in wages and the resources of the public pension system. While
the Act was not applied retrospectively, it represented an improvement in future
benefit adequacy (Arza 2009).

The most significant legislative initiative prior to renationalization is
nonetheless the 2007 Pensions Act (Law 26,222). The law contained several measures
shifting the balance of the system from private provision to the state. Firstly, it
addressed the private pillar bias (essentially reversing it) by stipulating that workers
who did not make an active choice would have their contributions allocated to the
earnings-related public pillar, instead of the private pillar. In addition, the law allowed
workers to switch back from the private pillar to the public pillar, an option that was
not available under the previous legislation. The law also mandated that workers with
pension pots worth less than 20,000 AR$ (around 6,370 US$) and within ten years of
their retirement age would be automatically transferred to the public pillar. Finally,
the law improved the replacement rate of the public pillar and mandated that the state
would top up pensions paid by private pillar if these were below a specified
minimum.

The cumulative effect of measures introduced since 2003 was a significant
shift in the public-private pension mix. Between December 2006 (before the 2007

Pension Act) and September 2008 (before nationalization) the number of affiliates to



the public pension pillar grew by 144 percent. During the same period, affiliates to the
private system fell by 19 percent (Arza 2009, 13). With declining and irregular levels
of contributions to the private pillar and an increasing number of people relying on the
public pillar for retirement as a consequence of the reforms adopted since 2003, it is
hardly surprising that the performance of the system was not an issue of concern
(Arza 2012), even though the reforms had resulted in additional pressure on the
system’s future sustainability. Even before the 2008 reform only 45 percent of the
resources of the system came from active workers contributions, with the rest coming
from ad hoc taxes and government transfers (Anses 2013). In essence the measures
undermined support to the private system thus lowering the opposition to its reform.
In addition, performance gaps undermined further trust in the existing system."

While the prospects of the private pillar were not favorable, the 2008 crisis
would lead to drastic and until that point largely unforeseen consequences. The crisis
urged the government to consider the savings accumulated in the private pillar as a
solution to its pressing funding problems broadly emanating from the macroeconomic
policies adopted since 2003. The (populist and interventionist) policies of the
Kirchner administrations included, among others, subsidies to the transport and
energy sectors to keep utilities and fuel prices artificially low, promoting wage
increases above the inflation rate and expanding the number of public sector
employees. In the context of high economic growth due to strong demand for
commodities right after 2002, these measures would, initially not affect the
government's fiscal position. In fact the central government budget balance registered
a record surplus of 3.7 percent of GDP in 2005 (IMF 2013).

During the same period (in 2005 in particular) the Kirchner administration

offered a unilateral debt restructuring to holders of the sovereign bonds defaulted in



2002. The operation entailed exchanging defaulted bonds for new ones, worth roughly
35 cents to the dollar, denominated in dollars but linked to GDP growth (The
Economist 2005). Over 75 percent of bondholders accepted the deal in an operation
that was classified successful as investors were attracted by the “enhancement” of the
link to GDP growth in the annual coupon payment of the bonds given that the
economy was growing at rates of over 3 percent (the threshold established to make the
coupon payment).

While the debt exchange was a step forward for the country, the fact that not
all bondholders accepted the deal meant that the country was barred from accessing
cheap international lending. Again, in the context of current account and government
budget surpluses this did not represent a problem for the country. Nonetheless, the
payment of the coupons would represent an increasing outlay for government
finances. In 2006 the government paid over 100million USD for the coupon of the
dollar denominated bonds. In 2007 this increased to over 200 million and at the end of
2008 the payment due was over 450 million USD.

The government’s expansionist macroeconomic policies proved unsustainable
and towards the end of 2008 the government budget surplus would fall to 1.1percent
of GDP, less than one third of its 3.7 percent peak in 2007. The global financial crisis
would further expose the fragility of the Argentine economy as the crisis, at least
initially, led to a slump in global demand for imports and to slower economic growth
in countries such as China, which had become a key trading partner for Argentina.
Being barred to access international markets due to the bondholders that had not
accepted the 2005 exchange, investors became weary of the capacity of the Argentine
government to honor their debt. In this context, the value of Argentine bonds fell

sharply. This was reflected on the price of Argentina’s GDP linked restructured bond,



which fell from a peak of 12.7 percent in March 2008 to 3.5 percent in October 2008.
The fall in the price of the bonds would increase their yields and thus the payments
that the Government would have to make, putting further pressure on government
finances.

As the government was unwilling to drastically reduce public spending,
renationalization of the private pension pillar was viewed as an option for reducing
public debt obligations and improving budget balances (Calvo et al. 2010).
Renationalization resulted in an inflow of large sums of money to the Social Security
Administration of around 9.5 percent of GDP, as the reform law stipulated that all
assets from private pension fund administrators would be transferred to the fund
managed by the social security administration (Anses 2013). This transfer was
justified in the law by stipulating that future pensioners would be “guaranteed” a
pension equal or better than that promised by their private fund administrator (Law
26,425, art 2). This point, while highly contentious as it did not explain what base
would be used for making such comparison, allowed the government to circumvent
the criticism that the reform would affect future pensioner’s property, by
“guaranteeing” a similar or better pension than under the existing system (Mesa Lago
2009). In addition to improving government’s sources of funding, the reform saved
the government another $313 million it would have had to pay to private pension
funds for the GDP index-linked bonds due for 15 December 2008 (EI Cronista 2008).
Finally, the government gained influence in key private sector companies as it became
a shareholder in companies where private pension fund administrators had shares.

The government justified the radical reform by highlighting the weakness of
the system (a discourse similar to the one used in the Greek reform) and the “bad

administration practices” of pension funds, which led to the decline in the funds’



value. In essence the government maintained that its intervention was necessary to
protect the funds from the effects of the crisis. Pension funds assets’ value declined on
average by 19.1 percent between November 2007 and October 2008 as the impact of
the financial crisis affected the local stock market (SAFJP 2008). Much of this decline
was nonetheless due to the fact that around 55 percent of private pension fund
administrators’ portfolios were invested in government bonds. Thus, the sharp decline
in the value of pension funds was related to the sharp decline of government bonds, in
turn partly reflecting investors’ concerns on the government macroeconomic policy
(Datz and Dancsi 2013).

Overall, short-term funding concerns have been pivotal in triggering the 2008
reform. In fact, shortly after the renationalization the government issued a series of
bonds that were subscribed by the social security administration (Anses). As of
December 2013, the Public Fund for the Sustainability of the Pension System (Fondo
de Garantia de Sustentabilidad del Regimen Previsional Publico — FGS) composed
mainly by the assets previously held by private pension funds, had 62 percent of its
assets invested in government bonds which in turn represented over 90 percent of the
assets in the fixed income category of the fund (Anses 2013). The reform law is vague
in terms of the supervision of the FGS: while it stipulates a bicameral commission, the
latter does not have binding powers. In practice, this means that the government has
ample discretion on how to manage the investments of the FSG (Mesa-Lago 2009,
21).

In terms of the negotiation of the reform, the government presented the reform
as a matter of utmost urgency given the sharp fall in the value of assets in the private
pension pillar. The law only contained 22 articles and simply stipulated that all

contributors and assets of the private pillar would be transferred to the public pillar.



The reform signified a return to the idea of the state as the main provider of retirement
income that fitted with the overall orientation of the government macroeconomic
policies of more state intervention in the economy. Furthermore, given the poor
performance of the private pillar, the history of intermittent contributions to the
private pillar and the high costs of the system, opposition to the bill was minimal
(Arza 2012). The social partners, in the voice of the main labor confederation (CGT)
openly supported the move given their opposition to the 1994 reform. The reform bill
was swiftly debated in three weeks passed in the Chamber of Deputies with 68
percent of the vote, and in the Senate with 72 percent (Arza 2012).

The short-term funding concerns that dominated the 2008 reform meant that
there was not much analysis on the impact of the reform on public finances in the
medium and long-term (Arza 2009). In fact, during the reform process the
government did not provide any official estimates on future spending on the new
public pension system, thus raising concern about its future sustainability. Under the
new system, future pensioners will obtain a pension that will amount to 45 percent of
their average earnings in the 10 years prior to retirement. Estimates provided by
private analysts at the time of the reform showed that the new system could
experience a deficit between 1.7 and 4.1 percent of GDP already by 2030, reaching
over 5 percent by 2050 (Bridger and Cado 2008, 12). In sum, the focus on the short-
term goal of gaining access to fresh funding may affect the financial sustainability of
the system in the long term.

Similarly to Argentina the Greek reform is the (unexpected) outcome of a
reform process that started in the early 1990s and culminates with the recent one.
Similarly again to Argentina pension reform has been affected by past economic

choices with detrimental effects on the country's fiscal position. Pension reform re-



entered the political agenda with the establishment in late 2009 of an Experts’
Committee, shortly after the advent of the socialists (PASOK) in government and
consistent with their commitment that pension reform would be among the policy
fields to be dealt with upon the first year of the new government's term. The
Committee’s final report submitted in March 2010 proposed a ‘new architecture’,
entailing the separation of the social insurance from the social assistance functions.
Despite the focus placed on the separation of the two functions though, the exact
configuration —while expected to be complementary- was left open as the mix was
regarded a political and not a technical or scientific issue (Stergiou and
Sakellaropoulos 2010, 87). While the report was criticized for not supporting the
proposed measures with the necessary intensity and clarity (Matsaganis 2010) the
crisis brought an unexpected turn to the reform process.

Not long after the onset of the global crisis the government announced the
misreporting of earlier fiscal data: deficit figures were revised from 3.7 percent of
GDP to 12.9 according to the data submitted to Eurostat on 21.10.2009 and then to
13.6 (revised figures published by Eurostat on 22.04.2010), while debt was revised
from 99.6 percent of GDP to 115.1 (Bank of Greece 2009:19). Markets reacted by
raising the cost of borrowing to soaring levels as shown in the increase of the spread
of Greek bonds and the downgrading of its credit rating.

As 10-year government bond spreads reached 270 basis points by 1st February
2010, 430 basis points by early April and eventually 755 by the end of the month and
the country's credit rating was downgraded to below investment essentially
prohibiting access to international financial markets it became obvious that the deficit
reducing measures introduced until that point (including freeze in wages, increase in

VAT rates and other indirect taxes, further reduction in wages through a reduction in



allowances, partial abolition of Easter, summer and Christmas bonuses of civil
servants) were not succeeding in placating the markets. Concern over the country's
fiscal situation was further exacerbated by its unsustainable pension system.

Following the continuous worsening of market conditions throughout 2010 the
government announced on 2 May an agreement with the troika of the EC, the ECB
and the IMF on a three-year programme of economic and financial policies, supported
by a €110 billion financing package. The immediate priority related to containing the
government's financing needs and reassuring the markets on the determination of
authorities to undertake necessary measures that would ensure fiscal sustainability
(European Commission 2009). In such context pension reform featured prominently
among the series of frontloaded measures aimed at restoring fiscal sustainability.
Thus, in contrast to Argentina who used pension reform to access funds to bypass her
isolation from financial markets Greece used reform as part of an effort to affirm her
ability to undertake reforms that would allow her to re-access international markets.

The policy package had immediate effects on pension levels through the
introduction of cuts in higher pensions expected to save 350 million euros in 2010 and
the abolition of the 13th and 14th pension payments (yet replaced by a flat-rate
payment of 800 euros on an annual basis for those with pensions below 2500
euros/month) in turn expected to save 1500 million euros in 2010. A freeze of pension
indexation was also foreseen for a three-year period (2011-2013). More importantly,
though, the bailout agreement included the elaboration of pension reform before the
end of June 2010, which would contribute to the cost-containment effort.

The agreement foresaw the transition from 2015 to a new system that would
consist of a basic pension and a proportional one based on life-time earnings in line

with the recommendations of the Experts' Report. According to the explanatory



statement accompanying the bill the proposed reform would not only rescue the
pension system but would also contribute in avoiding bankruptcy, while ameliorating
public finances (Hellenic Parliament 2010). The proposed reform was further justified
by reference to the unsustainability of the system: in its absence pension expenditure
would rise from the current 11.5 percent GDP to 24 percent and the system’s deficit
from 3 percent GDP to 15.7percent in 2050 (and without taking into consideration the
state contribution of 1percent GDP). Based on these estimates the system’s debt
would reach 250 percent GDP or even 350 percent according to other, yet optimistic
estimates, given their (positive) assumptions on growth and unemployment (Hellenic
Parliament 2010). The reform was thus proposed as the only solution for a country in
a state of emergency and with no time available. The adoption of the specific reform
was thus constrained by the system’s structure and the state of the economy; the
adoption even of partial privatization that would lead to an increase in public deficit
would not have been possible in a country with already prohibitive levels of public
debt.

From 2015 pension benefits will consist of a newly introduced basic (flat-rate)
quasi-universal component amounting to 360€ in 2010 prices, granted on a 12 month
basis and a proportional PAYG one based on life-time earnings; retirement age is set
at 65 for both men and women, while the award of full pension requires a 40 year
contribution record. The law also introduces a safeguard clause, whereby if actuarial
analysis falls somewhat short of the final objective to reduce increases in future
pension costs by 2.5 percentage points of GDP (taking 2009 as reference year) the
government will introduce further measures aimed at lowering pension expenditure,
including a combination of adjusting parameters of the system, the basic pension and

auxiliary pensions. In terms of the pension politics the stringent external constraint



(troika) has reduced the role of social partners even though some deviations from the
agreement were allowed like the preservation of the separate funds for journalists and
'scientists’ (i.e. doctors, engineers and lawyers).

Despite the large consolidation undertaken in 2010 progress became uneven
by the end of the year in part due to the reluctance or inability of the government to
realize the necessary fiscal adjustment and structural reforms. Furthermore, the
country had entered a prolonged and deepening recession with the economy
contracting for a fourth consecutive year in 2011 by 6.9 percent, with GDP declining
for more than 13 points since 2009, yet with deficit remaining close to 10 percent
despite the deep recession (IMF 2012). Market sentiment on the other hand which had
plummeted since the onset of the crisis and following a brief amelioration after the
announcement of the rescue package continued worsening. As highlighted by the IMF
(2012: 6) ‘worsening fundamentals, further adverse data revisions and, not least,
public calls for a sovereign debt restructuring mechanism for the eurozone made the
initial forecast of return to markets by 2012 a distant scenario’. In such context, a
second bail-out program of €130 billion was agreed to cover the country’s financial
needs in the 2012-2014 period. The programme was conditional on the
implementation of hard austerity measures and a restructuring of the Greek debt
following the agreement of private creditors.

PM Papandreou’s decision to call for a referendum on the bail-out agreed by
EU leaders, resulted in his resignation following the explicit pressure exercised by the
latter. A national unity government (initially composed by the socialists (PASOK),
the conservatives (ND) and LAOS a right-wing populist party) was subsequently
appointed under L. Papademos, former ECB Vice-President, with the task of

approving the bail-out package (Euractiv 2011). The austerity measures — a



precondition for the EU and the IMF for releasing the funds- were approved in mid-
February 2012, yet with important political repercussions. The measures were voted
against by LAOS that subsequently withdrew itself from the government, while the 43
MPs from PASOK and ND who also voted against were expelled by their parties.

As stated in the Memorandum of Understanding for the second bail-out
programme (2012: 5) 'given the high share of pensions in Greek government
spending, the large remaining fiscal adjustment will necessary have to involve further
pension adjustments'. Following the adoption of Law 4052/2012 the defined benefit
system of supplementary funds will be replaced by a notional defined contribution'
one, operating on the basis of individual pension accounts. The introduction of a
sustainability factor will prevent the creation of deficits by adjusting benefits to
contribution levels and demographic characteristics. The passing of the reform has
been facilitated by highlighting the unsustainability of supplementary funds, while
opposition was minimized by limiting the reform to supplementary funds and through
the introduction of a phasing-in period. Additional measures included cuts of 12
percent in primary pensions exceeding 1300 euros per month (affecting 13.6 percent
of pensioners) and cuts between 10 and 20 percent in supplementary pensions
(affecting half of supplementary pensions' recipients). These measures were expected
to generate savings of about €450 million for 2012 (0.2 percent of GDP) (IMF 2012).

According to the Labour Institute between May 2010 and June 2012 cuts in
main and supplementary pensions have amounted to 4.2 billion euros, while cuts in
main and supplementary pensions, lump sum payments and social assistance benefits
foreseen for 2013/14 will result to further cuts of 5.5 billion euros (INE 2013). As a
result pension expenditure has decreased from 33 billion euros in 2009 to 22.5 in

2013, a decrease of 32 percent (Robolis and Betsis 2013). This massive retrenchment



has resulted in significantly reduced benefits for current pensioners by about 40 to 50
per cent for certain income brackets (Petmesidou 2013). The ‘Helios’ Unified System
of Pension Payments estimated the average gross pension in November 2013 to 927
euros, compared to 1350 euros in 2009 according to the Labour Institute estimate, i.e.,
a decrease of 31.5 percent. According to Helios a quarter of pensioners have a mean
gross monthly pension of € 360 (equal to the amount of social pension), while in the
case of supplementary pensions 99 percent of old age recipients receive a mean (gross
monthly) auxiliary pension of about €187 (Petmesidou 2013). At risk of poverty for
those over 65 stands in 2013 at 23.6 per cent.

Yet despite the massive retrenchment the system's sustainability is based on
shaky ground. Rising unemployment as a result of the crisis (27.5 percent in 2013),
contribution evasion (estimated between 12-15 billion euros per year) and the
inability of nearly half of the self-employed to pay their contributions (To Vima 2012)
raise serious concerns. By mid-2013 the social insurance funds deficit has reached
€2.5 billion (Petmesidou 2013). In addition, the debt restructuring took also its tool on
pension fund assets that had been invested in Greek government bonds and which lost

almost 50 percent of their value.

Conclusions
The present article focused on instances of radical pension reform in
Argentina and Greece following the latest economic crisis. Whereas the contribution
of pension reform in maintaining sound finances has been examined in the past, the
crisis has challenged us to focus on the use of radical pension reform as a tool serving
short-term economic goals and on the implications of such choice on the future

prospects of pension systems. Fiscal pressures and lack of access to international



financial markets coupled with the unsustainability of the pension systems under
study are central in understanding the radical character of enacted reforms. In both
countries, pension reform provided an immediate ease on budgetary pressures in a
context of no access to international markets. The structure of the pension system has
shaped reform content: rationalization of assets held by the private pillar in Argentina
and radical retrenchment of the public pillar in Greece. Nonetheless, while the reform
mechanism has been similar, the underlying reason was different: Argentina pursued
the reform as a way to bypass her continuous isolation from international markets,
while Greece introduced the reform as an attempt to show her readiness to them and
aiming at an eventual return.

Reform has been facilitated in both cases through a legitimising discourse
defending the transition from the current unfair and unsustainable pension system to a
fairer and more sustainable one. However, the use of pension reform as a “quick fix”
to pressing economic concerns has not allowed the proper consideration of adequacy
and sustainability issues raising concern as to the sound-footing of the new pension
system architecture opening up a window for further interventions.

External constraints, namely the role of international markets, have gained
importance during the recent crisis, while the role of social partners has diminished.
In addition, the subordination of the reform process to short-term economic goals has
resulted in limited room for consultation with social partners, thus lowering their
influence.

The increasing adoption of radical reforms in other countries around the world
allows us to argue that the insights from our analysis are useful to understand other
recent cases of radical pension reforms. Within the EU, the Hungarian reform

constitutes a typical example. In 2010 the government pursued a radical pension



reform by de facto re-nationalizing the second pillar introduced in 1998 under
pressure to finance her short-term debt obligations and promote deficit reduction in a
context of restricted access to international credit. Like in the case of Argentina, the
government sought a 'quick fix' by using the accumulated capital of the second pillar's
funds as a source of finance (Simonovits 2011). In 2013 Poland nationalized her
private pillar with the government justifying the reform as a way to reduce
government deficit and debt levels (Reuters 2013). Beyond the EU, Bolivia adopted
renationalization to allow the government to access around 3$billions (Mesa Lago
2013). While critics have argued that the reform would increase long term costs, the
government in a similar way to Argentina justified the reform by highlighting the loss
in value of funds due to the crisis and the low coverage of the system (Hujo 2013,
263)

As radical reforms are increasingly being adopted by countries a central
question relates to the extent at which such reforms succeed in securing the long-term
sustainability of pension systems. The analysis of pension reform in Argentina and
Greece seem to confirm Datz and Dansci’s (2013: 92) observation that ‘when
pensions become levers for state financing under duress not only are careful
calculations about the long-term sustainability of the pension system [are] neglected.
It therefore comes as no surprise that despite the adoption of radical reform pensions
are still an important issue on the political agenda.

A final issue of concern relates to the changing public-private mix. Thus far,
while we have seen a retreat of the pension orthodoxy, this has not been compensated
by an increase in state provision resulting in the overall retrenchment of pension

benefits. Pension privatization might not be exactly dead (cf. Orenstein 2011), yet the



new model is still in the process of being shaped without though showing signs of a

return to the past, i.e. a reaffirmation of the state's central role in pension provision.

Table Al. Key Facts of the Pension System in Argentina and Greece (before the

Crisis)
Argentina Greece
First Membership Mandatory Mandatory
Pillar
Contribution 11% employee 6.67% employee
levels
17% employer 13.3% employer
Financing PAYG + government PAYG + government transfers
transfers
Benefit paid Defined Benefit (salary Defined Benefit (salary related)
related)
Pension benefit ~ 5.4% (2007) 12.4% (2007)
spending
Replacement 60% 100%
Rate
Second Membership Mandatory Voluntary
Pillar
Contribution 11% ee, if not a member Not specified
levels of first pillar
Financing Member contribution Member contribution
Benefit paid Defined Contribution Defined Contribution
(contribution related) (contribution related)
Assets (% of 10% (2008) 0.3% (2008)
GDP)
Other Retirement Age 60 women - 65 men 60 women - 65 men
indicators

Old-age poverty
ratio (65+)

13.40%

21.40%

Sources: Arza (2009); European Commission (2009); Eurostat (2015); Petmesidou (2009)

About the Authors

Marina Angelaki is a teaching associate at Panteion University and research associate

at the National Documentation Centre/NHRF. Her research interests focus on

European integration, comparative social policy, and pension policy.



Leandro N. Carrera is a research associate at the London School of Economics Public
Policy Group. He also works at the UK Pensions Regulator. His research interests
focus on comparative social policy, pension policy, and public administration. He is
the co-author of Growing the Productivity of Government Services (Edward Elgar,
2013) with Patrick Dunleavy. He has also published on pension reform and public
sector performance

References
ADMINISTRACION NACIONAL DE LA SEGURIDAD SOCIAL [ANSES]. 2013.
“Inversiones con futuro. Fondo de Garantia de Sustentabilidad.” Buenos Aires:
ANSES. Available online at
http://fgs.anses.gob.ar/archivos/secciones/Diciembrepercent202013.pdf
ARZA, CAMILA. 2009. Back to the State: Pension fund nationalization in Argentina,
Documento 73. Buenos Aires: Centro Interdisciplinario Para el Estudio de Politicas
Publicas (CIEPP).
—. 2012. "The politics of counter-reform in the Argentine pension system: Actors,
political discourse, and policy performance”. International Journal of Social Welfare
21(s1): s46-s60.
BANK OF GREECE. 2011. Annual Report 2011. Athens: Bank of Greece.
BONOLI, GIULIANO. 2000. The Politics of Pension Reform: Institutions and Policy
Change in Western Europe. Cambridge: Cambridge University Press.
BONOLI, GIULIANO., and BRUNO PALIER. 2007. ‘When Past Reforms Open
New Opportunities: Comparing Old-Age Insurance Reforms in Bismarckian Welfare

Systems’, Social Policy and Administration 41(6): 555-573.



BRIDGER, NICOLAS., and OSVALDO CADO. 2008. “El modelo provisional en
Argentina y su sostenibildad temporal.” Working Paper. Prefinex. November 2008.
Available online at http://www.senado.gov.ar:88/6964.pdf

BROOKS, SARA M. 2009. Social Protection and the Market in Latin America. New
York: Cambridge University Press.

CALVO, ESTEBAN., FABIO BERTRANOU and EVELINA BERTRANOU.
2010. "Are Old-age Pension System Reforms Moving Away from Individual
Retirement Accounts in Latin America?" Journal of Social Policy 39(2): 223-234.
CARRERA, LEANDRO N., MARINA ANGELAKI and DANIEL CAROLO. 2010.
"Political Competition and Societal Veto Players. The Politics of Pension Reforms in
Southern Europe.” Rivista Italiana di Politiche Pubbliche 1/2010: 5-31.
CETRANGOLO, OSCAR and CARLOS GRUSHKA. 2008. Perspectivas
previsionales en Argentina y su financiamiento tras la expansion de la cobertura. Serie
Financiamiento del desarrollo. Santiago de Chile: CEPAL.

DATZ, GISELLE., and KATALIN DANCSI. 2013. "The politics of pension reform
reversal: a comparative analysis of Hungary and Argentina.” East European Politics
29(1): 83-100.

EBBINGHAUS, BERNHARD. 2011. The Varieties of Pension Governance: Pension
Privatization in Europe. Oxford: Oxford University Press.

EL CRONISTA. December 5, 2008.

ESPING-ANDERSEN, G@STA. 1996. Welfare States in Transition: National
Adaptations in Global Economies. Cambridge: Polity Press.

EURACTIV. 2011. "Greece, Italy bet on technocrats to restore confidence.”
Accessed on September 3, 2013. Available online at: http://www.euractiv.com/euro-

finance/greece-italy-bet-technocrats-res-news-508917.



EUROPEAN COMMISSION (DG ECFIN-AWG). 2009. The 2009 Ageing Report:
Economic and Budgetary Projections for the EU-27 Member States (2008-2060).
European Economy 2/2009. Luxembourg: Office for Official Publications of the
European Communities.

FARNSWORTH, KEVIN., and ZOE M. IRVING. 2011. Social Policy in Challenging
Times: Economic Crisis and Welfare Systems. Bristol: The Policy Press.
FEATHERSTONE, KEVIN. 2005. "Soft" co-ordination meets "hard" politics: the
European Union and pension reform in Greece". Journal of European Public Policy
12(4): 733-750.

FULTZ, ELAINE. 2012. "The retrenchment of second-tier pensions in Hungary and
Poland: A precautionary tale.” International Social Security Review 65(3): 1-25.
GREVE, BENT. 2011. "Editorial Introduction: Overview and Conclusion”. Social
Policy and Administration 45(4): 333-337.

HELLENIC PARLIAMENT. 2010. "General Introduction to the bill "New Social
Insurance System and related provisions, regulations on labour relations”. Parliament
Proceedings, Accessed on August 30, 2013. Available online at
www.hellenicparliament.gr/UserFiles/2f026f42-950c.../n-neoasf-eis.pdf.

HUBER, EVELYN., AND JOHN D. STEPHENS. 2012. Democracy and the Left.
Chicago: The University of Chicago Press.

HUJO, KATJA. 2013. Reforming Pensions in Developing and Transition Countries.
Basingstoke: Palgrave-Macmillan.

IMF. 2012. "Greece: Request for Extended Arrangement under the Extended Fund
Facility. IMF Country Report No 12/57.

—. 2013. World Economic Outlook Database. Available:

http://www.imf.org/external/pubs/ft/weo/2013/02/weodata/index.aspx



http://www.imf.org/external/pubs/ft/weo/2013/02/weodata/index.aspx

IMMERGUT, ELLEN., KAREN ANDERSON, and ISABELLE SCHULZE. 2008.
The Handbook of Pension Politics in Western Europe. Oxford: Oxford University
Press.

INDEC. 2003. Encuesta Permanente de Hogares de Argentina.

INSTITUTE OF LABOUR [INE]. 2013. Annual Report. The Greek Economy and
Employment. Athens: INE-GSEE/ADEDY.

JAMES, ESTELLE., and SARAH BROOKS. 2001. "The Political Economy of
Pension Reform™ in New Ideas About Old Age Security: Towards Sustainable Pension
Systems in the 21st Century, edited by Robert Holzmann and Joseph Stiglitz.
Washington, DC: The World Bank.

KAY, STEPHEN J. 1999. "Unexpected Privatizations: Politics and Social Security
Reform in the Southern Cone." Comparative Politics 31(4): 403-422.

MADRID, RAUL L. (2003) Retiring the State. Stanford, CA: Stanford University
Press.

MATSAGANIS, MANOS. 2010. H Kowwvikny Ilolitiky o€ 00oK0lOVS Kaipoig
[Social Policy in difficult times]. Athens: Kritiki.

MESA-LAGO, CARMELO. 2009. “La ley de reforma provisional argentina” Nueva
Sociedad (219) enero-febrero.

MYLES, JOHN., and PAUL PIERSON. 2001. "The Comparative Political Economy
of Pension Reform”, in The New Politics of the Welfare State, edited by Paul Pierson.
Oxford: Oxford University Press. 305-333.

NATALI, DAVID., and FURIO STAMATI. 2014. "Reassessing South European
Pensions after the Crisis: Evidence from Two Decades of Reforms™. South European

Politics and Policy 19(3): 309-330.



NATALIL DAVID., and MARTIN RHODES. 2007. "The ‘New Politics’ of Pension
Reforms in Continental Europe" in Pension Reform in Europe: Politics, Policies and
Outcomes, edited by Camila Arza and Martin Kohli. Oxon: Routledge. 25-46.
ORENSTEIN, MITCHELL A. 2011. "Pension privatization in crisis: the death or
rebirth of a global policy trend?" International Social Security Review 64(3): 65-80.
—. 2013. "Pension Privatization: Evolution of a Paradigm". Governance. 26(2): 259-
181.

PETMESIDOU. MARIA. 2009. "Annual Report 2009-Greece", available online at:

http://socialprotection.eu/

—. 2013.  "Annual Report  2013-Greece”, available  online at:

http://socialprotection.eu/

ROBOLIS, SAVVAS., and VASSILIS BETSIS. 2013. Kowoviky Ac@dAiion kat ot
EMATAOGELS TNG YNPAVONG TOV TANOLGHOV 610 acPaAoTIKO cvotnuo TG EALAdOg
2013-2050 [Social security and the impact of population ageing on the Greek social
security system 2013-2050]. Athens: INE/GSEE-ADEDY.

REUTERS. 2013. Poland reduces public debt through pension funds overhaul. 4
September 2013

SAKELLAROPOQULOS, THEODOROS and MARINA ANGELAKI. 2007. "The
Politics of Pension Reform in Southern Europe.” In The Right to Social Security.
edited by Jeff VVan Langendonck. Antwerp: Intersentia. 121-141.

SIMONOVITS, ANDRAS. 2011. "The mandatory private pension pillar in Hungary:
an obituary.” International Social Security Review 64(3): 81-98

SOTIROPOULOS. DIMITRI. A. 2004. "The EU's impact on the Greek welfare state:

Europeanization on paper?". Journal of European Social Policy 14(3): 267-284.


http://socialprotection.eu/
http://socialprotection.eu/

STARKE, PETER., ALEXANDRA KAASCH, FRANCA VAN HOOREN. 2013.
The Welfare State as Crisis Manager: Explaining the Diversity of Policy Responses to
Economic Crisis. Basingstoke: Palgrave Macmillan.

STERGIOU, ANGELOS and THEODOROS SAKELLAROPOULOS. 2010. H
Aopaliotikyy MeroppdGuion [Social Security Reform]. Athens: Dionicos.
SUPERINTENDENCIA DE AFJP [SAFJP]. 2008. “Rentabilidad de los fondos de
Jubilaciones y Pensiones — Serie Historica.” Buenos Aires: SAFJP.

SYMEONIDIS, GEORGE. 2013. "The Greek pension reform startegy 2010-2013.
Steering away from the tip or the iceberg?" Paper presented at the World Pension
Summit, 13-14 November, Amsterdam.

THE ECONOMIST. March 3, 2005

TO VIMA. 2012. "OAEE: Advvapia Katafoing tov elo@opdv dniovet to 45percent
Tov acpamopévov” [OAEE: 45percent of insured claims inability to pay
contributions].  Accessed on November 5, 2013. Available online at

http://www.tovima.gr/finance/article/?aid=464756.

VIS, BARBARA., KEES VAN KERSBERGEN and TOM HYLANDS. 2011. "To
What Extent Did the Financial Crisis Intensify the Pressure to Reform the Welfare

State?" Social Policy and Administration 45(4): 338-353.

i Brought to fame by the World Bank Report 'Averting the old age crisis' (1994) the 'new pension
orthodoxy' has advocated the transition to a multi-pillar system as a comprehensive answer to the
fiscal problems of state administered PAYG systems resulting from demographic ageing. The proposed
model consists of a less generous public pillar together with a mandatory second funded pillar of
individual accounts, topped by a third voluntary pillar of private savings.

" Citizens' lack of reaction to the governments' continuous oversight on pensions is explained by the
gap between promised and actual outcome as suggested by Arza (2012). Dissatisfaction with the
existing system and the promise of a batter outcome favours the adoption of reform; once the gap
between (new) promises and outcome becomes evident the reform cycle opens again.

" Notional defined contribution systems mimic a funded system of individual accounts, yet with a
PAYG financing structure. Pension contributions are tracked in accounts which earn a rate of return
which is set by the government and is not the product of investment return as accounts are notional.
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Upon reaching pension age, accumulated contributions and notional returns are converted into an
annuity.
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