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All over the world, Defined-Benefit, Pay-As-Y ou-Go, Social Security (SS)
systems are in crisis. The main reasons for this crisis are demographic trends — decrease
in birth rates, increase in life expectancy (longevity) — and shifting preference towards
early retirement. These trends created significant actuarial deficits which require a
decrease in benefits and/or an increase in contributions, postponement of eligible
retirement ages and other parametric changes. Many advocate a more fundamental move,
replacing the current with Defined Contribution, funded systems. The creation of
personal accounts and market investments raise new issues how to minimize market
risks, distributional concerns about low income families and the adequacy of insurance
and annuity markets. Consequently, the politics of SSreform are currently the hottest
policy issue in most developed countries.
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