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PURPOSE OF THE COUNCIL

The Pension Research Council was formed in 1952 to undertake
academic research into those institutional arrangements designed to
provide financial resources for a secure and dignified old age. It seeks
to broaden public understanding of these complex arrangements
through basic research into their social, economic, legal, actuarial, and
financial foundations. While generally geared to the long view of the
pension institution, projects undertaken by the Council are always
relevant to real-life concerns and frequently focus on issues under
current debate. The Council does not speak with one voice and
espouses no particular point of view. The members do share a general
desire to encourage and strengthen private-sector approaches to old-age
economic security, while recognizing the essential role of Social
Security and other income-maintenance programs in the public sector.

Ix

The copyright for “The Economics of Pension Insurance” 
by R. Ippolito is held by The McGraw-Hill Companies, Inc.



--- Preface _

The Pension Benefit Guaranty Corporation (PBGC) was created by the
Employee Retirement Income Security Act of 1974. The PBGC was to
insure defined benefit pension benefits in the event of termination of a
pension plan with insufficient assets to pay vested liabilities when the
plan sponsor was unable to make up the difference. The insurance
program was started with almost no information about risk and
exposure parameters in the market and little or no information about
historical pension terminations. Premiums reflected neither the finan­
cial condition of the pension fund nor the plan sponsor; benefits were
set at very high levels; and the potential for moral hazard was virtually
unconstrained.

Insurance experts at the time predicted the so-called insurance
system had the potential to grow into a large federal transfer agency.
Many of their predictions came true. By 1986, the cost of the PBGC
program was perhaps 50 times original estimates.

Despite this experience, relatively little has been written that
evaluates the consequences of creating the new government insurance
system. Like most federal programs, it is easier to start than to revamp
once it becomes apparent that the cost is higher than anticipated.

This does not mean, however, that the PBGC problem has not been
studied or that an understanding of its causes and consequences has
not been developed. Various staff in the executive and congressional
branches-and the professional staff of the PBGC, in particular-have
accumulated a remarkable amount of information and understanding of
"the PBGC problem."

After spending approximately one year at the PBGC, I had the urge
to try to write down the information I had assimilated from the senior
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llil I PREFACE

staff in some systematic way_ The value of this exercise was not in
creating new information available to public policymakers in govern­
ment. Those involved in assessing the PBGC program have access to the
information and expertise necessary to evaluate experience and reform
ideas. Instead, my intention was to write a volume for the benefit of
those outside the government process.

I hope the book is of some interest to public policy experts and
those who operate insurance firms and pension plans. Most important,
however. I hope the information in the volume provides a basis for
study by students of insurance. The history of the PBGC provides a
textbook case study of the consequences of establishing an insurance
system that does not adhere to sound insurance principles, and the
consequent solvency problems provide a good backdrop for discussion
of various reform ideas.

I developed the outline of the book as if a well-meaning Congress
created the system with the ultimate idea that, after a suitable under­
standing of how a pension insurance contract could be written, the
insurance program could be transferred to the private sector. Thus, the
book is arranged in a way that tries to use historical claims experience
and various reform efforts toward developing a pension insurance
policy that ultimately would work in the private sector. While I ended
up trying to describe a system I thought would work. my main purpose
was to provide the information necessary for readers to come to their
own conclusions and to formulate their own ideas of how a pension
insurance market could actually work.
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