poor older people, with no access to either labour
market opportunities or alternative risk mitigating
assets, the only feasible institutional mechanism for
social protection remains the state. Therefore, the
development of policies prioritizing a strategic role
for tax-financed universal pension provision in LDCs
would provide a more immediate mechanism to help
mitigate life-cycle risks and to help lift older people
out of poverty.®

The facts speak: the failure to extend
pension coverage

Ten years after theorizing its extreme approach to
pension reform in Averting the Old Age Crisis, the
World Bank carried out a preliminary review of its
experience in pension reform in Latin America, with
some surprising findings.®

According to the Bank, Latin American govern-
ments that had undertaken structural overhauls to
their national pension systems had improved their
budget position, made public pensions more equi-
table, and encouraged savings and investment. But
Guillermo Perry, World Bank chief economist for
Latin America and the Caribbean, openly admitted
that “...the failure to extend coverage to a broader
segment of society makes it premature to call the
reforms asuccess. Old age poverty remains a signifi-
cant risk for the region’s citizens.”'® Furthermore, the
World Bank study pointed out that “more than half of
all workers [are excluded] from even a semblance of
a safety net during their old age.”

In the specific case of Chile," it was found
that the investment accounts of retirees were much
smaller than originally predicted — so low that 41%
of those eligible to collect pensions continued to
work. Voracious commissions and other adminis-
trative costs had swallowed up large shares of those
accounts (up to 50%), and the transition costs of
shifting to a privatized system were far higher than
originally projected, in part because the government
was obligated to provide subsidies for workers fail-
ing to accumulate enough money in theiraccounts to
earn a minimum pension.

8 McKinnon, R. (2004). “Social risk management and the
World Bank: resetting the ‘standards’ for social security?”,
Journal of Risk Research 7 (3), April. Carfax Publishing.

9 Gill, I, Packard, T.and Yermo, J. (2004). Keeping the
Promise of Social Security in Latin America. World Bank and
Stanford University Press.

10 World Bank (2004). “Keeping the Promise of Old
Age Income Security in Latin America”. Press
release, 13 December. Available from: <wbIn1018.
worldbank.org/LAC/LAC.nsf/PrintView2ndLanguage/
146EBBA3371508E785256CBB005C29B4?0pendocument>.

11 Anrig Jr, G. and Wasow, B. (2004). “Twelve Reasons Why
Privatising Social Security is a Bad Idea”. The Century
Foundation.
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PRIVATIZING SOUTHERN EXTERNAL DEBT

Andrea B: (F Culturale Res bilita Etica, Social Watch Italy)

The external debt of many countries in the South, and notably some of the poorest in the world,
has held back development, the fight against poverty and the financing of social security in those
nations for more than 30 years.

Northern governments and international financial institutions like the World Bank and the
International Monetary Fund (IMF), which are primarily responsible for this unsustainable situation,
have repeatedly declared their willingness to free the poorest countries from the burden of this debt
and the need to find a proper solution. Up until now, however, the declarations made and initiatives
formulated, such as those arising from the G8 Summit in Gleneagles in 2005, have yielded poor
results, if any.

Now the poor and highly indebted countries are facing a new threat, as they are obliged to
deal with new creditors that pay even less attention to their needs and requests: private financial
institutions.

In the last few years, an increasing part of the external debt owned by export credit agencies
(ECAs), private banks and in some cases even Northern countries has been sold onto secondary
financial markets, and is now controlled by highly speculative institutions such as private equity
funds and hedge funds.

The mechanism by which this debt has flown from publicly controlled institutions like ECAs to
speculative markets is called securitization, an instrument by which one financial institution sells risky
credits at a discounted price to another financial company or to the secondary financial market.

Afterthis process has taken place, itis now very difficult, and in some cases almost impossible,
to know who controls a significant part of some of the poorest countries’ external debt. As a result,
any future initiatives undertaken at the international level to eliminate a part of this debt could be
seriously thwarted by these new financial mechanisms.

Many countries in the South must now contend with this new threat to the fulfilment of
fundamental social and human rights. The securitization and privatization of debt is just one of
the financial mechanisms generating severely adverse impacts on the poorest inhabitants of the
planet. There is an urgent need to draw up and enforce adequate national and international rules to
regulate and control financial and economic powers, in order to bring them back to their original

role: helping people to improve their lives, instead of seriously threatening them. =

However, the Bank limited its self-criticism to the
need to improve market-based mechanisms in order
to fix outstanding problems in a privatized system,
and in particular to pay more attention to ensuring that
privately administered pension plans are efficient by
offering affiliated workers and their families the best
possible coverage at competitive prices. By doing
this, the Bank avoided answering the original question
which drove it into the social security reform busi-
ness in the first place: the question of how to extend
coverage to the elderly poor. Nevertheless, it finally
recognized after a decade that governments should be
paying much more attention to the poverty-prevention
function of national pension systems.

The World Bank’s controversial

new health strategy

The SRM framework and its flawed assumptions are
also at the heart of the World Bank’s approach in the
case of the 10-year Health, Nutrition and Population
Strategy elaborated in 2006, which consequently
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presents an incorrect diagnosis and therefore an
incorrect prescription for reform.

Once again — as in the case of social security
policy and the ILO — the Bank cooperated very lit-
tle with the World Health Organization (WHO) and
neglected most of the research, policy advice and
technical assistance already offered by this insti-
tution to developing countries’ governments. The
biased selection of research and analysis that un-
derpins the proposed new health strategy is moving
the Bank to further exacerbate existing shortages of
health workers, to further undermine public health
systems, particularly in low-income countries, and
to entrench two-tiered systems where the poor will
continue to be denied access.

12 Oxfam Great Britain (2007). “World Bank Health Strategy and
the Need for More Balanced Research and Analysis Across
the Bank”. Briefing prepared by Oxfam for Civil Society
Organizations. EU World Bank Executive Directors meeting,
Brussels, 6 February.
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