
«There has been an
alternative to the public

pension system: the
personal capitalisation

system. The basis of this
new system is as follows:
the contributions of each
worker are channelled to

an individual account
where they are kept and

will grow due to the
effects of the accumulated

interest throughout the
workers working life.»
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pass into the hands of the gov-
ernment, but rather remains the
property of each contributor.

2. Each worker has the right
to choose the pension fund ad-
ministrator who will manage
his/her individual account and
also provide some services: in-
formation on the worker’s rights
with respect to the pension sys-
tem and the provision of infor-
mation with respect to account
balances, amongst others.

3. The system provides incen-
tives for work and professional
dedication: those contributing
more also receive more at the
end of their working lives.

4. The system encourages wel-
fare saving and allows — an im-
portant innovation — voluntary
contributions to the individual
account. These contributions are
in addition to the compulsory
ones and are liquid, being avail-
able after six months, although
their best use might be as a means
to increase the future pension.

5. The government receives
the help of the pension fund ad-
ministrators, but does not wash
its hands of the pensions since:

a) It strictly monitors the per-
formance of the pension fund
administrators — which are
strictly regulated and supervised
financial institutions.

b) It takes receipt of the contri-
butions and passes them on to
the pension fund administrators,
thus avoiding payment default
on the part of workers or em-
ployers.

c) It guarantees adequate pen-
sions to those workers who are
not able to achieve them through
the new system.

6. The Mexican system isolates
the administrator from the re-
sources which are being admin-
istered: the contributions are
credited on the same day that
they are received by the pension
fund administrators, in invest-
ment companies specialised in
retirement funds. Each pension
fund administrator manages one
pension fund company (perhaps
more in the future) which has in-
dependent legal status. This has
at least two advantages:
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The public pension systems
constitute one of the great ad-
vances in modern industrial so-
ciety, given that they have al-
lowed workers to retire, after
reaching a certain age, thus con-
tributing to the greater well-be-
ing of the population as a whole.
This type of system was first es-
tablished in Germany by Chan-
cellor Bismarck more than a
century ago, and the classical or
distributive public pension sys-
tem reached Mexico in 1941 with
the enactment of the Social Se-
curity Act. The basis of the sys-
tem was simple: with their con-
tributions present-day workers
pay for the retirement of pre-
sent-day pensioners, and in turn
future workers will pay for the
retirement of present-day work-
ers when these reach retirement
age. The state placed itself as an
intermediary between genera-
tions, receiving the contribu-
tions and paying the pensions, in
order to guarantee the correct
functioning of the system.

The problem is that this distri-
bution system carries with it the
seed of its own destruction, given
that the greater the well-being of

a society the longer its life ex-
pectancy, and therefore the
greater the number of pension-
ers with respect to the number of
workers. The only solution to this
problem is therefore to impose a
greater tax burden or to reduce
the spending power of pensions,
thus giving rise to an intergener-
ational conflict. And this presup-
poses public efficiency in the
management of resources —
something which is not the case
in many countries — thereby ag-
gravating the problem.

Since 1981, when it was set up
in Chile, there has been an alter-
native to the public pension sys-
tem: the personal capitalisation
system, which was instituted in
Mexico in 1997. The basis of this
new system is as follows: the
contributions of each worker
are channelled to an individual
account where they are kept
and will grow due to the effects
of the accumulated interest
throughout the workers working
life. The accumulated sum at the
time of retirement is used to buy
a life annuity which will support
to the individual for the rest of
his/her days. In order to carry
out this scheme the state re-
ceives the help of two types of
specialised private agents: pen-
sion fund administrators, who
keep and manage each worker’s
savings, and the pension com-
panies which receive the accu-
mulated funds as payment in or-
der to guarantee a life annuity. It
should be added that this last
step is not compulsory, and that
the pensioner is free to with-
draw his/her funds and use them
as desired.

The main characteristics of
the system are therefore as fol-
lows:

1. The contribution continues
to be compulsory, but it does not



subject to cover within a state
system through the payment of
an additional DKK 10 (€ 1.3) to
the fire insurance.

Lothar entered France by the
coast of Brittany at around sev-
en in the morning on Dec 26,
with winds of 160 km/h and
gusts exceeding 180-200 km/h.
Despite the fact that the French
meteorological service Météo
France predicted the arrival of
the disturbance, it underestimat-
ed the speed of the winds which
were later recorded. The most
affected countries were the
northern half of France, Switzer-
land, Luxembourg, Austria and
southern Germany. Contrary to
what usually happens, the storm
did not lose strength as it pro-
gressed towards the East with at
a displacement velocity of 100
km/h, because it entered into
resonance with a whirlwind lo-
cated at a height of some 10,000
m, causing the area of low pres-
sure to become even deeper.
The storm thus affected Switzer-
land with the same intensity as it
had affected Brittany, hundreds
of kilometres back and almost
nine hours before.

Martin developed from an-
other Atlantic centre of low
pressure and again entered the
East coast of France towards the
final hours of December 27. This
time it entered at a more
southerly latitude, affecting the
southern half of the country, the
North of Spain, Italy and again
Switzerland. The winds associat-
ed with the extra-tropical cy-
clone Martin was somewhat
lower than those of Lothar,
showing wind speeds of more
than 140 km/h with gusts of 160-
180 km/h. Despite this, the sys-

Europe suffered the effects of 3
extra-tropical cyclones during the
month of December in 1999: Ana-
tol, Lothar and Martin; these de-
veloped from centres of low pres-
sure in the Atlantic and experi-
enced rapid development and
intensification. The economic
and insurance impact — the final
figure still to be determined —
has been so great that these three
storms are already considered to
be on a par with those which oc-
curred at the beginning of 1990.

Anatol, during the days 3,4
and 5 of December, followed a
track which took it from Ireland
to the United Kingdom, North
Germany, Poland, Denmark and
Sweden before finishing in the
Baltic republics and Russia. It
caused the death of at least 20
people. The country which was
most affected was Denmark,
where preliminary estimates in-
sured damage issued by the Cen-
tral Danish Insurance Office for
were placed at DKK 1 billion
(€ 133.8 million), it is possible
that this may increase by a factor
of 10, whereby the total econom-
ic damage would practically co-
incide with the insured loss. The
West coast of Denmark was
flooded by the sea as a conse-
quence of the storm surge. The
damage caused by this hazard is
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a) In the case of bankruptcy,
receivership or any other cir-
cumstance affecting a pension
fund management company, the
system allows for the alternative
management of the correspond-
ing pension fund, where the
workers’ money will remain safe
from any of these eventualities.

b) The pension fund is a col-
lective investment tool, where
many small investors unite to
form one large investor. When
united in the pension funds, all
workers who are affiliated to the
social security system — no mat-
ter how small their salary — be-
come large investors, in the
sense that they may have access
to the rates of return which are
reserved for these.

7. The personal capitalisation
system is still not universal: it on-
ly encompasses those who are
affiliated to the Instituto Mexi-
cano de Seguridad Social (IMSS),
but not the rest of Mexican work-
ers (and especially, due to their
large number, government
workers). In addition to this, the
system only manages retirement
and unemployment resources,
and not the housing resources of
those who are affiliated to the
IMSS, which continue to be man-
aged by the government.

8. The Mexican system is a
copy of the Chilean one, but it
has been so much improved that
it is serving as an example for
other countries as far away as
Poland. Even in Chile they are
looking at some aspects of the
Mexican system which are an
improvement on their system.

I believe that, two years after
setting up the system it may be
said that Mexico now has one of
the best pension systems in the
world. Its consolidation will pro-
vide the country with a level of
domestic saving which is able to
substantially limit is its depen-
dency on foreign capital, and
will give each of its contributors
the satisfaction of personal sav-
ings which form the basis for a
pension and which are based on
an individual’s efforts — and not
those of others. ■
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«Political pressure on the
insurance sector forced it

to make the claims
handling process more
flexible, to limit policy

deductibles and to speed
up the payment of

claims.»


