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This is one of two volumes devoted to pension reform that are appearing as part
of a series of studies of social security issues prepared by the ILO project,
Strengthening Social Security in Central and Eastern Europe through Research and
Technical Cooperation, sponsored by the French government. The research
component of this project seeks to analyze the restructuring of social security
schemes in selected countries of Central and Eastern Europe that has taken place
since the political and economic transformation begun in 1989. The studies
examine both social policy formation in the region’s new multi-party
democracies and their early experience in implementing reforms. The broad
objective of the research is to provide countries still deliberating reforms with
pertinent information on the recent experience and policy results of neighbors
addressing similar issues. It is intended as well to empower the government’s
social partners in their role as participants in making social policy.

The research component of the project focuses predominantly on old age
pensions. Other topics are also examined, however, and further volumes will
address disability pension reform, the impact of social security reforms on gender
issues, and the efficacy of social security reforms in combating social exclusion
arising in the wake of the economic transformation. These studies will appear in
the spring and summer of 2002.

The two pension volumes (of which this is the second) examine approaches to
reform taken by four advanced EU-applicant countries, the Czech Republic,
Hungary, Poland, and Slovenia. Hungary and Poland, on the one hand, have
enacted major pension reforms that involve privatization of their national
pension schemes, replacing them in part with systems of private, individual
savings accounts managed commercially. In the Czech Republic and Slovenia, by
contrast, governments have decided to reform their existing public pay-as-you-go
systems without privatization. At the same time, they enacted laws that encourage
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citizens to save for retirement in private pension funds on a voluntary basis. Thus,
the two volumes examine distinct policy choices made in a similar regional
context.

The questions of key interest in the first volume bear on the early challenges of
implementing the new privatization laws together with their impact on the pre-
existing public pension system and on the adequacy of future pension benefits.
Since Hungary and Poland are the most advanced CEE countries in pension
privatization, their early experience in this regard is of considerable relevance to
neighboring countries and provides an important opportunity for sharing
knowledge within the region. The central focus of the present volume, by
contrast, is on explaining the policy choice made by the Slovene government in
favor of restructuring public pensions without privatization and, in the case the
Czech Republic, the government’s rejection of privatization and continuing
search for consensus on public reforms. Given the broad interest in privatization
in Central and Eastern Europe and the support for it by international financial
organizations that provide many countries with development capital, we ask, why
have these governments declined to privatize, instead seeking to restructure and
strengthen their existing public, pay-as-you-go pension schemes?

The study takes a political economy approach to this question, examining the
interplay of political and economic variables as they impinged on pension policy
making in the two countries. It identifies several common explanatory factors
including (1) the presence of well-placed actors in both reform debates with
serious concerns about the high financial costs of the transition from pay-as-you-
go to pre-funded pensions; (2) governments compelled to engage in broad
consensus building by their coalition status (Slovenia) or by a succession of
minority governments (the Czech Republic); (3) opposition from trade unions
that were mobilized by what they saw in privatization as a threat to the future
financial strength of the public pension system; (4) strong national orientations
toward the European mainstream, reinforced by the presence of EU-sponsored
programs like Phare in the area of pension restructuring; and (5) relatively low
levels of external debt, which may have rendered these countries less open to
influence from international financial organizations favoring privatization
strategies.

The present volume contains contributions from three authors: Tine
Stanovnik, professor of the Faculty of Economics and Institute for Economic
Research in Ljubljana, developed the case study of the Slovene reform (chapter 2).




FOREWORD

Dr. Martin Macha, former Director of the Research Institute of the Czech
Ministry of Labour and Social Affairs and currently of William Mercer Associates
in Prague, analyzed reform in the Czech Republic (chapter 3). Dr. Katharina
Miiller of European University Viadrina, Frankfurt (Oder) gave the research its
fundamental shape, provided important counsel in the writing of the case studies,
and contributed the introduction (chapter 1) and the conclusion (chapter 4),
which provides a comparative analysis of the reforms. At the ILO, Markus Ruck
provided a final critical review of the studies and Mercedes Birck implemented
the final changes. We express our appreciation to the entire team and thank the
authors for their excellent work.

ILO CEET gratefully acknowledges the support of the Ministry of
Employment and Solidarity of the Government of France. We appreciate its
understanding of the significance of social security for social cohesion and its
commitment to support the strengthening of social security in Central and
Eastern Europe.

We at ILO CEET hope that, by casting light on the dynamics of pension policy
in two countries that have made unusual choices in a regional context, these
studies will serve as a reminder that there is no single model for effective pension
restructuring. Rather, there appears to be room for diversity aimed at matching
pension restructuring to national conditions, needs, and values even in the
difficult context of economic and political transformation.

Jean-Pierre Laviec Elaine Fultz
Director Senior Specialist in Social Security
ILO Budapest ILO Budapest







Katharina Miiller!

Social policy experts have long been divided about the optimal features of old-age
security, and more recently about the strengths and weaknesses of the two
alternative financing methods.? Pay-as-you-go (PAYG) financing implies that
current outlays on pension benefits are paid out of current revenues from pension
contributions, thus calling for inter-generational solidarity as a necessary
precondition. Contrary to this, in fully-funded schemes with individual accounts
for workers, contributions are accumulated and invested over the entire working
life, and retirement benefits are closely linked to the resulting individual balance.

Besides the much-discussed choice of the financing method, there are other
design features of old-age security schemes that determine their economic and
social impact, while reflecting the underlying social contract. Pension schemes
can be publicly or privately managed, membership may be mandatory or
voluntary, and there are defined benefit and defined contribution plans. While
some retirement pension schemes are mainly designed to allow for a smoothing
of individual income over the life cycle, thus stressing the insurance aspect, others
aim to provide adequate retirement incomes for all, implying considerable
redistribution. Coverage of the existing old-age security schemes can be linked to
citizenship, to the place of residence or to dependent employment.

When debating the most suitable design of a pension scheme, opponents are
usually divided by fundamental normative differences regarding the appropriate
roles and responsibilities of the individual, the market and the state in social
security, as well as underlying notions of social justice. This is also true for the

! European University Viadrina, Frankfurt (Oder)
2 A concise summary and discussion of the arguments raised can be found in Barr (1998)
and (2000). For an ILO view see Gillion (2000) and Gillion et al. (2000).
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recent international controversy that was triggered by demographic ageing,
financially troubled public pension schemes and, last but not least, a novel wave of
radical reforms in Latin America (see Mesa-Lago, 1999; Miiller, 2000). While the
advocates of pension privatisation point to the iconoclastic Chilean reform of
1981 as a model to be followed, their opponents maintain that public PAYG
systems should continue to be the main providers of old-age security, even
though their technical parameters will need to be adjusted. The current pension
reform panorama in the post-socialist states reflects this controversy to a
considerable extent.

In the past decade, the countries of Eastern Europe and the Former Soviet
Union witnessed not only a fundamental transformation of their societies and
economies, but also of their retirement schemes (see Fultz and Ruck, 2000;
Miiller, 2002). This study focuses on the cases of the Czech Republic and Slovenia,
two of the most advanced transition countries, where policymakers dismissed the
privatisation of old-age security. Instead, they decided to improve the financial
health of the public pension insurance with a series of parametric reforms, while
complementing it with a voluntary private tier. This policy choice is in marked
contrast with contemporary moves in several other post-socialist countries. In
recent years, reforms implying full or partial pension privatisation were started in
Kazakhstan (1998), Hungary (1998), Poland (1999) and Latvia (2001), while
Bulgaria, Croatia, Estonia and Macedonia have enacted similar reforms and are
expected to implement them in 2002. Other transition countries, such as
Armenia, Georgia, Lithuania, Mongolia, Romania, Russia, Slovakia and Ukraine,
are considering this type of reform for the future. These radical reforms coincided
with the emergence of a ‘new pension orthodoxy’ (Lo Vuolo, 1996: 692) —a global
epistemic community particularly active in developing and transformation
countries, advocating the privatisation of old-age security (see Miiller, 2001).

This collective research effort seeks to explain the observable policy outcomes
in Czech and Slovene old-age security as a result of the interplay of economic and
political variables. By so doing it intends to contribute to a multi-disciplinary
strand of literature that has developed over the past few years. Recent studies on
the political economy of pension reform in Latin America include Kay (1998,
1999), Madrid (1999, 2002), Mesa-Lago (1999), Mora (1999), Busquets (2000),
Huber and Stephens (2000), and Mesa-Lago and Miiller (2002). The making of
pension reform in post-socialist countries has been analysed by Miiller (1999),
Cain (2000), Cashu (2000a, b), Orenstein (2000), and Nelson (2001). Brooks

12
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(1998, 2001), Madrid (1998, 2001), Chlori and Mora (2001), James and Brooks
(2001), Miiller (2001), and Orenstein (2001) seek to provide a cross-regional
explanatory framework.

These analyses, that focus mostly on the explanation of the recent waves of
pension privatisation in Latin America and Eastern Europe, were written in
response to a bias in earlier research, that is limited both in terms of the
geographical scope and of the types of reforms analysed. In spite of their
differences in methodology and theoretical objectives, most contributions by
economists, political scientists and sociologists show one interesting similarity:
due to their exclusive focus on Western industrialised countries, they seek to
explain the expansion of the welfare state, the remarkable resistance of social
security arrangements to substantial downward adjustments, or the political
feasibility of moderate retrenchment (for an overview see Miiller, 1999). The
authors claim that ‘pay-as-you-go schemes may face incremental cutbacks and
adjustments, but they are highly resistant to radical reform’ (Pierson, 1998: 553).3

While these conventional approaches pay no attention to radical pension
reform, spreading from Chile to other Latin American and East European
countries since the early 1990s, the newly emerging multi-disciplinary literature
on the political economy of pension reform risks focusing too exclusively on the
full or partial privatisation of old-age security. Sure enough, half of all Latin
American countries have embarked on partial pension privatisation by now, and
so has one out of two post-socialist Accession Candidates to the European Union.
Ultimately, however, research on the political economy of pension reform will
need to take the full range of policy choices into account.# Notably in Eastern
Europe, many countries still rely on their public PAYG scheme as the only
provider of mandatory old-age insurance. Some of them have introduced
substantial parametric reforms, yet relatively little effort has been made to explain
their policy choice — against the recommendations of the ‘new pension
orthodoxy’ and in favour of a more moderate approach to pension reform. So far,

3 In a recent contribution World Bank-style pension privatisation is mentioned, but only in
passing (see Myles and Pierson, 2001).

4 In this context, it is interesting to note that in the ‘new pension orthodoxy’s’ terminology,
only pension privatisation is considered to deserve the label ‘reform’, or ‘real reform’ (see e.g.
Browning, 1983; Sachs and Warner, 1996; Goéra and Rutkowski, 1998), while less radical
approaches are viewed as mere ‘patching up’ (Feldstein, 1996; Borsch-Supan, 1998).
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only the studies by Miiller (1999) and Cashu (2000a, b) have explored the
political logic of parametric reform in post-socialist countries.

It is to shed more light on the cases where radical pension reform has been
rejected, that we have decided to analyse the policy outcomes in Czech Republic
and Slovenia. In the following two chapters, the individual country cases are
discussed in detail by Martin Macha and Tine Stanovnik, respectively. Both case
studies are oriented along similar lines, starting with a brief summary of pension
policy in the decades before 1990. They then proceed to give an account of the
post-socialist transformation of old-age security, covering the period 1990-2000.
The centre-piece of each case study consists of a section explaining post-socialist
pension politics, with a separate discussion of the relevant actors and their role in
the pension reform process. The concluding chapter, written by myself, compares
the Czech and Slovene policy choices in the area of old-age security, starting with
their pre-war and socialist legacy. Then the political, economic and demographic
context and the pension reform measures that occurred during the past decade
are reviewed in greater detail. Subsequently, this section seeks to come up with an
comparative explanation of the paradigm choice of Czech and Slovene
policymakers against the policy recommendations of the ‘new pension
orthodoxy’. The analysis is inspired by actor-centred institutionalism, while also
drawing on the recent literature on the political economy of policy reform.
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Chapter 2
The Political Economy of
Pension Reform in Slovenia

Tine Stanovnik!

1. The legacy: Old-age security before 1990

1.1. Developments to the mid-1980s

Social insurance in Slovenia has a long tradition, which is not surprising, since
Slovenia was part of the Austro-Hungarian empire. The origins can be traced
back to 1854, when the mining act introduced health insurance, accident
insurance and insurance for old age. In 1858 railway workers were given health
insurance, which was extended to accident insurance in 1869 and to insurance for
old age in 1874. The first general scheme for health insurance was founded in
1889, thus closely following developments in vanguard Germany and Austria.
There were no general schemes for old-age insurance, but in addition to the
schemes for miners and railway workers, a scheme for civil servants was
introduced in 1906.

After World War I, Slovenia became a part of the Kingdom of the Serbs, Croats
and Slovenes (later renamed the Kingdom of Yugoslavia). This was a very
centralized state, and the constituent parts enjoyed little autonomy. In 1922,
general health insurance and accident insurance were introduced — or
reintroduced, in the case of Slovenia and parts of Croatia. The other parts of the
kingdom did not have any forms of social insurance prior to World War L
A general scheme for old-age insurance was first introduced rather late, in 1937,
although separate schemes for certain categories of workers were enacted soon
after World War I, such as for civil servants, railway workers and miners. The
pension fund for civil servants in Slovenia was particularly known for its

! Faculty of Economics and Institute for Economic Research, Ljubljana.
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ambitious investments in real estate, and an illustrious building in Ljubljana — the
Skyscraper (Neboticnik) — was wholly financed by this fund (Valant, 1978).2

After World War II, the social security system in Yugoslavia underwent
fundamental change. The real assets of the former pension funds were mostly
nationalized, and only a small share was transferred to the newly formed
institutions for social insurance. In addition, the system was transformed into a
pay-as-you-go (PAYG) system. Early post-war legislation introduced in 1947
contained certain Soviet-style features, such as different pensionable ages for
various labour categories.> In organization and financing, the post-war social
security system was in a state of flux. Originally decentralized and contribution
financed, the system became strongly centralized by 1950, and was financed
through the Yugoslav federal government budget. Then in 1952, a Federal
Insurance Institute was formed and contribution financing was restored. The first
serious devolution of federal prerogatives occurred in 1953, when separate social
insurance institutes were formed in the individual Yugoslav republics. Although
these had their own financial resources, they were still limited in autonomy, since
the contribution rate was set at the federal level. The devolution process
continued in 1955, when separate funds for health insurance, unemployment
insurance, and pension and disability insurance were formed. A joint
contribution rate was set at the republic level, and split into contribution rates to
finance each branch of social security. Devolution also received a strong impetus
with amendments to the Yugoslav constitution (and later a new federal
constitution of 1974), enacting a vast increase in the autonomy of the republics
and provinces. From then on, the general legislative pattern was for the Yugoslav

2 This investment was subject to strong criticism, particularly by members of the fund, since
the rate of return was supposedly quite low.

3 These explicit provisions were not retained in later pension legislation, where special
working conditions were taken into account, but in a more general framework and without
specific reference to occupations. This was accomplished through the instrument of differing
insurance periods and an earlier pensionable age based on working conditions. Thus, in later
legislation an insurance period of 12 months could be counted as 18 months (or 14, 15, etc.).
Of course, this entailed higher employer social security contributions. The insurance period
was therefore increased by a given number of years, and simultaneously the pensionable age
was decreased by the same number of years. A list of occupations entitled to the varying types
of increased insurance periods (18 months for 12 months of insurance, and so on) was not part
of pension legislation.
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parliament to set broad guidelines or minimum standards in federal laws, with
the republics given considerable latitude in formulating their own legal acts.

The early devolution and shifting of responsibility from the federation to the
republics is a vivid feature of the decentralized nature of Yugoslav socialism. In
the field of social protection, this system was characterized by a large number of
institutions that assumed responsibility for social policy. These so-called ‘self-
managed communities of interest’ were in fact bipartite councils, comprised of
the relevant users and providers of social benefits and services. These groups
would jointly decide on the level and quality of social provision (health care,
pensions, etc) as well as the necessary contribution rate. In other words, they were
given the power to tax, and this predictably resulted in very low transparency in
public finances, with a myriad of taxes and contributions. True, the most
important social security contribution rates, such as for health insurance or
pension and disability insurance, were determined at the level of the republic (by
the republic’s own ‘self-managed communities of interest’). But for certain areas
of social policy, decision-making was even further diffused, down to the level of
local communities. Thus, from the late 1970s until 1991, local actors had the right
to set their own contribution rates for certain social services, such as childcare and
social assistance. In spite of this general decentralization, the federation still
retained some responsibilities in the area of social security, such as providing
social security benefits to military personnel and pension benefits for World War
IT combatants.

The most important legal act on social policy in the 1980s was the 1982 Federal
Act on Pension and Disability Insurance, soon complemented by corresponding
laws at the republic level. The Slovene parliament passed its Pension and
Disability Insurance Act (PDIA) in July 1983. The premise for the law was that
pensions actually represent remuneration for active labour participation in the
past. Consistent with this concept was a new pension indexation rule, according
to which indexation was no longer based on the cost of living, but rather on wage
growth.

The timing of the PDIA could not have been worse. In 1983, Yugoslavia
plunged into a severe debt crisis, to be followed by a general political and
economic crisis, which eventually led to the collapse of the Yugoslav federation in
1991. It is interesting that the authors of the 1982 federal act as well as its Slovene
counterpart were not unaware of its financial consequences. Thus, these acts
stipulated that the full application of the new pension indexation rule was to be
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postponed until the end of 1986. In fact, even a partial application of the rule
resulted in a significant improvement of the relative income position of pension-
ers. As seen in Table 1, the replacement rate in 1985 was 66.5 percent, which
increased to 74.2 percent in 1986 and 84.4 percent in 1987. The new indexation
rule also introduced so-called back payments, compensating pensioners for the
delay in adjustment.* This of course offered fine protection against inflation,
which was already approaching 100 percent in 1985.

Table 1
System dependency ratio, pension expenditures and replacement rates, 1970-1989

Insured persons  Pension expenditure Replacement

per pensioner (% of GDP) rate* (%)
1970 3.32 - 62.6
1975 3.51 - 67.8
1980 3.66 7.3 73.5
1985 2.94 6.8 66.5
1988 2.68 7.8 80.4
1989 2.52 8.7 80.0

* The replacement rate is the average net old-age pension divided by the average net wage.
‘Net’ is equal to ‘gross’ minus social security contributions and personal income tax.

Sources: For 1970, 1975 and 1980 Statistical unit of the Institute for Pension and Disability
Insurance (IPDI). For other years, yearbooks of the social protection system of Slovenia.
For GDP figures, Statistical yearbook of Slovenia — GDP figures through 1989 actually refer
to ‘social product’, a narrower concept than GDP.

Though farmers had been under a separate pension insurance scheme since
1972, they were fully integrated into the general pension and disability insurance
system through the 1983 PDIA. Even this separate scheme was strongly and
explicitly subsidized by ‘solidarity contributions’ from employees, and this
subsidization continued under the 1983 PDIA and other legislation (Kosak,

4 This delay occurred because wage data are available only with a two month lag. It was the
application of back payments that was put ‘on hold” until the end of 1986.
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1996).> The 1983 PDIA also extended coverage to all categories of self-employed
persons, again under favourable conditions.®

Under the 1983 PDIA, pensioning criteria were generous (see Table 8, which
compares the law with later pension and disability insurance acts). The
pensionable age was 60 for men and 55 for women, provided a 20-year pension
qualifying period had been accumulated.” There was no age criterion for persons
who had accumulated the full pension qualifying period, which was 40 years for
men and 35 years for women. Conditions for early retirement were favourable,
since they included only a required minimum age and minimum pension
qualifying period. Deductions for early retirement were temporary — i.e. lifted
when a person reached the age of 60 (men) or 55 (women). Accrual rates were
high. The 1983 PDIA also significantly expanded the scope of various non-
insurance benefits and solidarity measures. These included a pension income
supplement for persons receiving low pensions, and a supplement for aid at home
for pensioners with physical handicaps. It introduced new concepts such as the
minimum pension and the minimum pension base.?

Although not all the ‘goodies’ in the bag were handed out — the new indexation
rule was not applied in full — the relative position of pensioners improved
markedly for two main reasons: generally falling real wages in the 1980s, and the
determination of the pension base using a best-ten-year period of wages. One’s
pension could therefore be larger than the last salary or wage received. The very
high replacement rates in this period can be observed in Table 1. The generosity of
the pension system, as well as rapidly deteriorating economic conditions, resulted
in a large increase in the number of pensioners and soaring pension expenditures.

5 For farmers, the state pays the employers’ portion of social security contributions. Farmers
also have considerably more latitute in choosing their base for paying contributions.

6 If a self-employed person was not insured prior to 1983, he could purchase years of
insurance for all his past years of active occupation. The base for paying ‘past’ contributions
was the average national wage in the year prior to the application.

7 The pension qualifying period included the insurance period (i.e. the period for which
contributions had been paid) and a special additional period (granted by law). This special
additional period included, for example, years spent in the partisan resistance movement in
World War I1.

8 If the computed pension base was lower than the minimum pension base, a person’s
pension was computed using the latter.
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1.2. New concepts in the late 1980s

Slovenia was in many respects at the vanguard of Yugoslav republics. It was not
only the country’s most developed constituent republic, it was also a breeding
ground for theories of social development and social experimentation. Even the
concept of self-managed socialism was created by a Slovene, Edvard Kardelj, as a
direct response to centralized, Soviet-type socialism. However, social experimen-
tation went too far, and the Yugoslav system of self-managed, decentralized
socialism eventually resulted in cumbersome decision making, non-transparent
fiscal policies and lower economic efficiency.? By the mid-1980s social planners
thought that the system had reached its limits, and that a greater role in society
ought to be given to the individual. Their concern was not only with the
individual worker in a self-managed enterprise, but also with the individual per
se. Thus, the Long-term plan of Slovenia for the period 1986-2000 stated that
‘Socioeconomic development demands a change in some of the functions of the
individual, the family and social institutions. While we will preserve and develop
socially organized provision in the areas of health, education, childcare and
cultural activities, we will nevertheless encourage the individuals’ interest,
responsibility and actions aimed at satisfying these needs’ (p. 41).

Such general ‘statements of intent’ were further elaborated after the de facto
demise of the self-managed system. Thus, an indicative planning document
published in 1990, The analysis of development opportunities for Slovenia:
1991-1995, reiterated the ‘new role of the individual, who is becoming more
responsible for his health, education, social protection etc.” (p. 184). The analysis
further suggested that ‘mandatory insurance must be supplemented by various
voluntary associations’ (p.210).

Freedom and the role and responsibility of the individual in society were not
the only topics on the agenda. In the economic arena, discussions of the economic
(in)efficiency of Yugoslav self-managed socialism were at the forefront of debate.
At the heart of the efficiency problem was the concept of social property, which
was a very distinct feature of the Yugoslav brand of socialism. Here, capital was
not owned by the state, nor by workers, who were only ‘managing’ this property.
It was owned by society at large. Of course, such weakly defined property rights

9 The very decentralized structure in certain areas of social protection, such as child care and
social assistance, has already been observed.
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are hardly a recipe for the efficient allocation and use of capital. A privatization
law, enacted in 1988, endeavoured to change this, mostly by providing a legal
framework for management and employee buy-outs, through which social
property would eventually be transformed into private property. Professor Ivan
Ribnikar opposed this type of solution, and argued that in view of the genesis of
this property, and taking efficiency and equity considerations into account, the
titulaire ought to be someone outside the firm who would exercise passive
ownership rights (Ribnikar 1989a, 1989b). Ideally, this would be a pension fund.
Although very strong political interests prevented his proposal from being
seriously considered, his ideas did influence certain developments in pension
reform some ten years later.

2. 0ld-age security in transformation, 1990-2000

The first multiparty elections, held in spring 1990, brought to power a centre-
right coalition government, and a referendum for Slovenian independence was
passed in December 1990, with an overwhelming majority voting in favour. The
Parliament of Slovenia formally declared independence in June 1991, and a new
Constitution was adopted in December 1991. The new government was soon
forced to intervene in the pension system, since the already high replacement
rates were getting out of control. In November 1990, it introduced changes that
modified the indexation rule, followed by a cap on pension expenditures in
March 1991. The cap was not aimed at freezing pension expenditures, but at
limiting the ratio between the average old-age pension and the average wage to 85
percent.1? This measure immediately resulted in a large decrease in the replace-
ment rate in 1991, though it could not prevent a further increase in pension
expenditures, caused by a growing number of pensioners in the first years of
transition (see Tables 3 and 4). This growth was due to a large increase in early
retirement, which in turn was caused by enterprise restructuring and economic
recession.

The new government also quickly introduced legislation on privatization and

10 This ratio is computed by assuming that all actual old-age pensioners have a full pension
qualifying period. This computed average old-age pension is then compared to actual wages.

25



RESTRUCTURING OF PUBLIC PENSION SCHEMES: CASE STUDIES OF THE CZECH REPUBLIC AND SLOVENIA

denationalization. Through the 1991 Denationalization Act, the Institute for
Pension and Disability Insurance (IPDI) recovered most of its predecessor’s
housing stock — some 6,500 housing units, of which a smaller portion was offered
for sale to residents. The rest of the housing stock was to be managed by the newly
formed Housing Fund of the IPDI. According to the 1992 Privatization Act, 10
percent of the value of social property of privatized firms was to be contributed
for the initial capital of the IPDI’s Capital Fund. Both the Housing Fund and the
Capital Fund became separate and independent legal entities in 1996.

Preparations for a new pension and disability act started soon after the 1990
elections, and a new PDIA was passed by Parliament in March 1992. The 1992
PDIA reflects the profound influence of its 1983 predecessor. The similarity
might appear surprising, given the turbulent period of economic, political and
social change between the two acts, including the demise of the socialist self-
managed system, the introduction of multiparty politics, independence,
privatization and denationalization. The 1992 PDIA was not an ambitious or
radical enterprise, but the government still hoped that the new law would
contribute towards stabilizing the pension system. Eligibility conditions were
somewhat tightened. A full pension qualifying period no longer sufficed to
receive a pension — one also had to fulfil the age condition, which was gradually
increased for men from 55.5 years in 1992 to 58 years in 1998, and for women
from 50.5 years to 53 years (see Table 8). The age and pension qualifying periods
for early retirement did not change, but additional strings were attached, for
example, firm bankruptcy.

Overall, the 1992 PDIA may be characterized as ‘too little, too late’. By the time
the act was passed in March 1992, the worst in enterprise restructuring and
downsizing was already over. Also, the tightening of statutory eligibility
conditions did not prove a sufficient deterrent for retirement at the first possible
opportunity. The practice of purchasing insurance years was widespread, since
the price was low, with complete disregard for actuarial principles. As seen in
Table 2, the actual retirement age increased only modestly, and was close to the
statutory minimum age criterion