Bosko Mijatovi¢”

ON PUBLICLY FUNDED PENSION FUNDS: REPLY!

In the last issue of the Economic Annals, Nikola Altiparmakov (2013) commented on one of my
books (Mijatovic, 2008) in a negative and inaccurate way. This is my response.

First, Altiparmakov argues that Mijatovi¢ "advocates" and "express[es] optimistic views" about
publicly funded pension funds, which is not true. My book does not advertise these funds; it is
rather an attempt to examine this model of pension insurance based on economic
considerations and experiences of several countries. Therefore a very cautious attitude has
been maintained, and this is very obvious in the conclusion of the book that | quote here
entirety:

"The herein outlined proposal may contribute to alleviation of the pension crisis in the near and
distant future, and could be beneficial for the population of Serbia and its budget. However,
this idea makes sense only if Serbia is capable of successfully legislating a good model of
publicly funded pension funds, and if this model is implemented exactly the way it is designed
and legislated. Otherwise, it is better to refrain from engaging in this endeavor."

Altiparmakov also claims that | did not provide "economic analysis" that supports my claims
and, even more, that | did not investigate whether Serbia’s public funding would result in
“economically efficient intergenerational transfer of wealth from current to future
generations."

The claim that | did not provide economic analysis of this model of pension reform is not
correct-- the book is discussesed analytically, which includes issues of savings, sources of capital
funds, investments and investment policy, yields, equity, and management. This is obvious to
anyone who even browesed the book.

The next claim -- that | did not research quantitavely the future effectiveness of
intergenerational transfers -- is accurate.” But, there is a good reason for this: we do not know
what the relevant economic processes in Serbia during the upcoming decades will look like
guantitatively and for this reason it is not possible to talk seriously about the transfer efficiency
in the Serbian case. Let's have a look at the three crucial variables: economic growth,
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investment returns and cost of Serbian public debt. Do we know the rate of growth for the
Serbian economy during the next half of century or later? Can we even approximate what the
returns on investments in 21st century Serbia will be? Do we know what the interest rate will
be for the Serbian public debt during the next decades? Of course we do not know, and for this
reason we cannot seriously discuss quantitavely whether the public fund transfer will be
efficient or inefficient.

The procedure taken by Altiparmak clearly confirms my last statement. In order to show how to
perform the efficiency analysis of these transfers, he compared a 4% return rate with a 4% rate
of economic growth and, adding the present price of Serbian public debt of 5%, he concluded
that this transfer would be ineffective. Where did Altiparmakovu get these figures from? He
assumed the future 4% rate of return, without any argument. He has assumed the future 4%
rate of economic growth without quoting the source -- probably from the "Crisis model ", which
is certainly unreliable. The current 5% Serbian cost of debt does not predict figures for the next
few decades, and should not be taken into consideration.

In other words, Altiparmakov has based his argument on one of his own unsubstantiated
estimates, on one unreliable projection, and on one actaul value that he assumed would not
change in the future. In this way, he attempts to provide a very important conclusion in a
resolute way, i.e. that pension system based on current funding (PAYG) is more effective than
the funding system. In my opinion, there is no doubt that this is inaccurate and a very
unconvincing procedure.
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