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Purpose and OrganizationPurpose and Organization

• Theoretical Foundations for Supervision

• Framework for Evaluating Characteristics of 
Approaches To Pension Supervision

• Apply Classification M ethod  to Eight Countries 
Representing Range of Supervision Systems

• Initial Observations About Relationships Between 
Context and The Design and management of 
Supervision



W hat is SupervisionW hat is Supervision

• Regulation:
– Legal Foundations and System of Rules and 
Regulations Governing the Structure and 
Operation of Pension Funds

• Supervision:
– Oversight and Enforcement of Compliance 
W ith The Rules

• M ay Occur W ithin The Same Organization 
and In Some Cases Simultaneously



Theoretical Basis for SupervisionTheoretical Basis for Supervision

• M arket Imperfections and Failures

• Asymmetrical Information 

• M oral Hazard

• Consumer M yopia

• Competition and Efficiency



W hat Is Distinctive About Pensions?W hat Is Distinctive About Pensions?

• High Vulnerability Leads to Less Risk Tolerance

• Greater Share of Average M embers W ealth

• Less Sophisticated Clientele –Low Income and 
Less Educated

• M andates and Limited Choice By Consumer

• High Public Fiscal Exposure

• Complex Legal and Regulatory Systems



Attributes of Supervisory System sAttributes of Supervisory System s



Elem ents of SupervisionElem ents of Supervision

• M onitoring

– Financial Reporting and Auditing

– Actuarial Reviews

– On-Site Reviews and Investigations

– Complaints & W histleblowers

• Licensing

– Pension Companies

– Fund managers and Trustees



Elem ents of Supervision (Cont)Elem ents of Supervision (Cont)

• Communication

–Disclosure

–Outreach and Education

–Training

• M easurement

–Comparison to Normative Standards

–Risk Based M ethods



Elem ents of Supervision (Cont)Elem ents of Supervision (Cont)

• Intervention

–Notification of Violations

–Directive Actions

• Correction

–Punitive

–Remedial

–Compensatory



Representative CountriesRepresentative Countries

• Ireland

• Australia

• Hong Kong

• Hungary

• United States

• Argentina

• Chile

• M exico
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Range of the Intensity of SupervisionRange of the Intensity of Supervision



Relationship of M onitoring and Relationship of M onitoring and 
Com m unicationsCom m unications





M andatory System s Require M andatory System s Require 
M ore Intensive SupervisionM ore Intensive Supervision

• Less Sophisticated M embers

• Greater Reliance on Pension for Subsistence

• Fewer Choices –Less M arket Discipline

• Voluntary Systems Can Afford Fewer Costs and 
Require M ore Flexibility
– Employer W ill Not Enter System If Risks Are 
Perceived As High

– Limits of Compensating Differentials –Cost of 
M onitoring and Intervention W ill Not be Absorbed by 
M embers





M ore Developed Econom ies and Large M ore Developed Econom ies and Large 
Num ber of Funds Reduces IntensityNum ber of Funds Reduces Intensity

• M ore Sources of Information with Greater 
Reliability Supports Reactive Approach

• Greater Diversity of Fund Design Limits Potential  
Intensity of Oversight

• M ore Flexible and Process Oriented Rules Not 
Conducive to Directive/Pro-Active M ethods

• Greater Reliance on Communication and 
Competition Improves Efficiency 





Higher Incom es Lowers Higher Incom es Lowers 
Intensity of SupervisionIntensity of Supervision

• Correlates W ith Presence of Strong Social 
Safety Net

• Better Capacity of Population To Exercise 
Individual Oversight –Greater Levels of 
Financial Literacy

• Lower Share of Household W ealth In 
Pension System?





Financial M arket Developm ent Financial M arket Developm ent 
Facilitates Less Intensive OversightFacilitates Less Intensive Oversight

• M ore Products Enhance Competition

• Institutional Development Creates Private Third 
Party Oversight
– Financial Accounting Rules

– Auditors

• Development and Supervision of Financial 
Professionals Limits Need for Specialized Pension 
Supervision

• Primary M arket Regulation Supports Less 
Intensive Oversight



Rule of Law Index and Rule of Law Index and 
Intensity of SupervisionIntensity of Supervision



Enhanced Enhanced ““Rule of LawRule of Law”” Lowers Lowers 
Required Intensity of SupervisionRequired Intensity of Supervision

• Greater Capacity for Individual Rights of 
Action Limits Need For Supervision

• Capacity to Achieve ex postRemedial 
Sanctions Diminishes Requirement for Pro-
Active M ethods

• Greater Reliance on Negotiated Process and 
Litigation



Some Basic Relationships For Some Basic Relationships For 
SupervisionSupervision



Concluding ObservationsConcluding Observations

• Indications of Consistent Patterns of Supervision 
in Relation to Design and Development

• Practices M ay Be Significantly Derived From 
M atching Context W ith M ethods

• Complex Relationships Between Design, 
Regulation and Supervision –Direction of 
Causality Difficult to Determine

• Effectiveness and Efficiency Require Further 
Analysis to Support Development of Best 
Practices M odels


