
SUPPORT TO THE LEGAL FRAMEWORK OF THE NEW PENSION SYSTEM 
AND CREATION 017 THE PENSION SUPERINTENDENCY IN NICARAGUA 

(TC-99-0;!-01-0) 

EXEC U’ï IVE SUMMARY 

BENEFICIARIES: 

EXECUTING 
AGENCY: 

PROGRAM COST 
AND FINANCING: 

1MPLEME:NTATION 
TIMETABLE: 

SPEC IF1 C 
OB JE CTIVES : 

DESCRIPTION: 

Pension Reform Technical Commission (CREPEN) 
Pension Superintendency (SUPEN) 

Technical Secretariat of the Presidency of the Republic 

MIF Grant -Facility I: US$l.200.000 (60%) 
Local Counterpart: US$ 800.000 (40%) 
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The program will ;mist the Government of Nicaragua in the 
preparation of the two crucial steps necessary before workers start 
joining the new pension system currently being prepared: (i) the 
establishment of an adequate legal and regulatory framework (ii) 
the design and implementation of an appropriate supervisory 
oversight of the new pension system. These ob.jectives will be 
pursued i n  two separate and sequential steps corresponding to 
Part A and Part B of this project. 

Program componenis include: Part A (i) Preparation of a draft 
legal framework for the new pension system to be submitted to 
the National Assembly and preparation of regulation necessary 
for its implementati~om, including prudential investment rules for 
pension funds, (¡i) Training to legislators, aimed at increasing 
their awareness of the main problems of the current pension 
system and alternatives of reform. Part B: (iii) Support to the 
GON for the foimiilatioln and execution of an implementation 
strategy for the rcforni, (iv) Establishment of the pension 
Superintendency, including design and implementation of legal, 
institutional, administrative, Financial and technical aspects, (v) 
Information systems for the Superintendency, including internal 
system and online connection to the supervised entities, (vi) 
Training proigrani for the personnel of the Superintendency and 
for other key players in the reform. 
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ENVIRONMENTAL 
IMPACT: 

RISKS: 

RETROACTIVE 
RECOGNITION OF 
COUNTERPART: 

SPECIAL 
CONTRACTUAL 
CONDITIONS: 

The Environmental and Social Committee approved this operation 
in its session on May 3, 1999. 

This project faces two main risks: (i) Difficulty in approving the 
reform. The approval process in the National Assembly may prove 
to be lengthy given the political sensibility of social security. 
Measures to mitigate this risk are envisaged (par. 6.2’); (ii) 
Successful implementation of the reform. Given the complexity of 
the reform and the incipient financial sector in Nicaragua, there is a 
risk that fi111 implenientation may be difficult to achieve in a short 
time. Both the Government and the Bank are aware of this risk and 
have already t,akeii steps i n  order to mitigate it (par. 6.3). 

I 

Activities tinder f’arí A are already in preparation. It is proposed that 
the Bank ma’y recognize retroactively as counterpart contribution 
expenses incurred by the GON, including the INSS, for the purposes 
of this projeci.. after February 5 ,  1999 for hiring international legal 
and regulatory experts up to the amount of $120,000, provided that 
policies and procedures required by the Bank and the MIF were 
folloued. 

Prior to the disbursement of funds for components four and five and 
six of Part B the Technical Secretariat (SETEC) will submit to the I 
satisfaction of the Bank evidence that: (i) legislaiion establishing a 
new pension systeni which contains, among others, the elements 
described in paragraph 3.3 has been approved (par.3.3); (ii) it has 
hired the Program ,4dvisor and the Program Coordinator in 
accordance mith t e r m  of’ reference previously agreed upon with the 
Bank (par 5.4) 

The Bank will cancel the resources of components four, five and 
six of Part B of the Program if condition (i) above is not complied 
with within 24 moníhs from the date of the operation’s approval by 
the Donor’s (’ominii.tee. 
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I. DESCRIPTION 

A. 

1.1 

Eligibility of Country and Program 

The Donors Committee of MIF declared Nicaragua eligible to receive every form 
of financing the 30th of March of 1995. The present program complies with MIF 
guidelines to grant financing under the technical cooperation facility according to 
article 3 section 2 (d) of the MIF charter which allows granting resources to 
Governments to strengthen regulatory entities. The proposal is also consistent with 
the recommendation to support the development of the legal regulatory and 
supervisory framework for the financial sector. 

II. CON'TEXT 
A. Background 

2.1 Problems. The current social security system in Nicaragua is administered by the 
Nicaraguan Institute of Social Security (INSS). The main problems of the system 
are: ( 1 )  Very lorn coverage, less than 1s 0/ó of economically active population, 
concentrated in the highly paid and stable urban jobs, especially in the public 
sector. (2) Insufficient benefits and contribution rates (5.5% of salary). The 
replacement rate is 36% of average salary (19% for survivors benefits) and 
pensions are not indexed to inflation, which results in a rapid erosion of their 
purchasing power. (3) High administrative cost (estimated at 15%) of pension 
benefits) resulting from the inefficiency of the system (4) Increasing cost for the 
affiliates given the rapid demographic transition which is gradually reducing the 
number of contributors for each retiree ( 5 )  Fiscal unsustainability, given that the 
system is already in deficit (0.8% of GDP in 1999, rapidly increasing), has 
insufficient and poorly managed reseirves and requires a growing budgetary 
contribution from the Govemnient. 

2.2 Strategy of the GON. Since 1998 the Government of Nicaragua has undertaken a 
project to reform the pension branch (disability, old age and survivors or IVM) of 
its social security system'. The (;ON has expressed its firm intention to structure 
the reform in two main pillars: ( i l  a so-called parametric adjustment to the current 
system, consisting primarily in a gradual increase in contribution rates and 
retirement age for workers older than 45, who will stay in the current system and 
(ii) the transition of all other workers to a new pension system based on the 
capitalization of contributions in individual accounts, to be pooled and 
administered by privately managed specialized companies (Pension Fund 
Administrators or AFPs), and invested in financial instruments in domestic and 
international capital markets, under tht: supervision of a specialized entity, the 
Pension Superintendency or SUF'EN. ïhe preliminary design of the reform has 
been drafted since mid-1998 by the pension reform commission (CREPEN), a 
technical unit within the INSS 

Steps already taken by CON. The Govemnent has formally committed to the 
reform by appointing an Interministry Commission integrated by the Minister of 
Finance, the President of the Central Bank, the President of the INSS, and 
coordinated by the Technical Sccretary of the Presidency of the Republic. ?'he 

2.3 

' Tlie other branch, related to health insurancc ha:; already been successfully reformed a few years ago. 
1 



Commission meets periodically to make key decisions on the reform process. It 
determined the main guidelines of the pcnsion reform on November 20 1998 aind I 
presented to the 13ank evidence of approval by the Commission and by the 
President of the Republic of the tina1 design of the reform on May 7 1999 (these 
documents are both available in the program’s technical files). The principles of 
the reform have also been informally discussed with the main political forces in the I 
country. 

IDB and World Bank involvement and expected timetable. At the end of 1998, the 
Government approached the World Bank and the IDB and requested both technical 
advice and financing for a comprehensik e technical cooperation package to finalize 
the design of the pension reform as well as its implementation and other 
complementary measures in the financial sector. The World Bank has already 
initiated its support with a grant priiiiaril!, used to carry out an actuarial analysis of 
the IVM in Nicaragua. in addition tht: W13 is finalizing the preparation of a 
technical cooperation which will complement this MIF by sponsoring two key 
activities that are not included here: ( i )  the design and implementation of a public 
awareness campaign to involve ciLi1 society in the reform, (¡i) measures to I 
modernize the financial system in Nicaragua and promote the development of the 
insurance sector, the creation of tliiancial instruments. and the establishment of risk 
rating agencies. The IIIB support has been requested by the GON to prepare two 
crucial steps of the new pension system. (i)  the establishment 01’ an adequate legal 
and regulatory framework. G( >N expect:; to submit the pension reforin legislation 
to the National Assembly in the second semester of 1999, (ii) the implementation 
of the reform. including the creation o f  a Pension Superintendency to supervise the 
system. GON expects to initiatc iinpltxneiitation as soon as the legislation is1 
approved. The transfer of workers. \hliii:h officially starts up the new system, is 
expected once the Superintendeiiq, is fi111 y operating and key complementary 
reforms are in place, tentatiirely at the end of 2000. It is important to stress that WB 
and IDB have formed a joint team and have worked together in the preparation of 
the respective operations in order to ensure maximum complementarity and avoid 
duplicating efforts. 

Potential future IDB/WB operations. The GON also asked both the Hank and the 
World Bank policy reform loan i o  finance part of the transition cost to the new 
system. This cost is originated by the payment of pensions to current retirees and 
by the recognition of contributions of cim-ent affiliates who move to the new 
system It is important to point out that ( i )  this cost is small compared to 
international standards (under the most likely scenario it is in the order of 1.5 
percent of GDP in the first year declining to less than 1% in 10 years) and can be 
financed with a pool of measures that could reduce the need for external financing 
by multilateral institutions and; (i;) the cosí will be generated over many years 
starting once the new system is fully underway. Given that having an operational I 
Superintendency is necessary for trans ferririg affiliates to the new system, this 
pro-ject represents a prerequisite for a possible policy reform loan of the Bank. 
IMF support. The reform is supported also by the IMF and is included in the 
agenda of reforms to be carricd out by the Government of Nicaragua in order to 
qualify for the HIPC debt reduction initiative. 

2.4 

I 

2.5 

2.6 
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B. 

2.7 

2.8 

A. 

3.1 

B. 

3.2 

3.3 

Other IDB operations in Nicaragua 

Structural reforms. The present operation complements other Bank efforts for 
strengthening the financial sector in Nicaragua. At the end of 1998 the Bank 
approved a financial sector loan (FSL) whose main objective is to support the 
modernization of the banking system and the withdrawal of the Government from 
the ownership and operation of commercial banks . This operation is being 
executed and the E3ank is currently processing the disbursement of first tranche. 
Given the important implications of pension reform on the financial sector, a 
satisfactory implementation of the FSL, and the continuous good performance 
under the ESAF program is also a prerequisite for the approval of a potential 
second phase operation whicli nould finance a portion of the fiscal cost of the 
reform. 

rechnical Assistarice. In September 1998 the MIF approved a program to 
modernize capital markets ( ATN/MT-6 1 57-NI) executed through the Central Bank 
of Nicaragua whose objectives are: ( i )  the preparation of the legal and regulatory 
framework for capital markets. ( i i )  strengthening the oversight of the Bank's 
Superintendency, (iii) the iiiodernir,atioiqi of the clearance and settlement system, 
and (iv) the standardization of public (debt instruments. The program's special I 
contractual conditions were recently met and wxut ion  has started successfully. 

111. OBJECTIVES AND DESCH.IPT[ON OF THE PROJECT 

Objectives. 

The general objective of the program is  to support the ongoing pension reform 
which aims at increasing coverage and benefits, improving the equity of the system 
and iiisuring its financial solvency in the long run. The specific objectives of this 
program are to prepare the two crucial steps needed before workers can transfer to 
the new pension system: (i) the establishment of an adequate legal and regulatory 
framework for the new pension system (ii) the design and implementation of an 
appropriate supervisory oversight on the system. These ob-jectives will be pursued 
in two separate and sequential steps as explained below. 

Project's Description 

The project is articulated in two parts. As detailed in Section VI11 below, Part B 
will be initiated once an adequate legal framework is approved to the satisfaction 
oftht: Bank. 

Part A. Legal and regulatory framework for the reform. 

Component 1. Draft legislation and regulation. (US$ 360.000) 

Description. An adequate legislation and regulation is crucial to ensure the proper 
functioning and viability of the new pension system. As mentioned in paragraph 
2.3, the GON has already completed the technical design of the new pension 
system and discussed it with the main political forces of the country. This design 
needs to be translated into a drafit law to be submitted to the National Assembly. 
'The law will determine the main elements of the system such as: (i) general 



provisions,2 (ii) regulation of' the AFPs3, (iii) rules for the administration of 
benefits4. A separate law will contain the structure, functions and responsibilities of 
the SLJPEN as the regulatory body. Complementary regulation will define 
important aspects such as the imestmerit rules for pension funds, the criteria to 
evaluate AFPs portfolios, the custody of assets. the role of the INSS etc. 

Importance of' investment rules. The operation mentioned in par 2.8 together with 
other potential MIF projects under consideration5 wi II help achieving the 
fundamental objective of gradually preparing a set of financial products in which 
the pension funds could eventually invest. Projections indicate that the expected 
flow of funds in the new pension system will be relatively small for a number of I 
years, given the low coverage of the current system and the lorn averuge salary of 
affiliates. However the Bank is well m a r e  of the current lack oí' instruments in 
Nicaraguan markets. the problems associated with investing pension funds 
predominantly in Government debt and ithe need to maintain stability in the local 
financial markets . Thereforc this component will also support the establishment of 
adequate investment rules for pension funds. 

Execution. This component will support the preparation of the draft laws and draft 
regulations for the new pension system, as well as the basic regulation and norms 
needed for its implementation. The prugram's resources will be used to hire 
international experts, preferably with specific previous Latin American exposure, 
in the fields of: pension law. regulation and supervision of pension funds, and 
financial markets legislation. In addition, given the importance of protecting 
pension savings from the high risks associated with emerging capital markets, the 
program will hire an international risk aiialyst to conduct a study of the financial 
instruments available in the Nicaraguan market and make recommendations on 
fundamental issues including among others the need and the size of: (i) a ceiling 
for pension fund investment in every instrument, ( i i )  a minimum percentage of 
pension funds to be invested in highly rated foreign instruments (iii) minimum 
requirements of portfolio adjustments to be made by AFPs over time as the system 
matures. Once this study is completed, the Technical Secretariat will submit to the I 
Bank for its acceptance, a proposal for iticorporating the study's recommendations 
in the regulation of the new pension y stem. 

Component 2. Training for legislators (rJS(6 80.000). 

Description. The understanding ot'a pension reform often involves a high degree of 
technical knowledge due to the interdisciplinary nature of such reform and its 
likely impact on the financial sector. In order to stimulate political acceptance of 
the pension reform law and mitigatc the rnain risk of this project (see par.6.2), it is 

3.4 

3 5 

I 

3.6 

-- _ _ ~ _ ~  
' These include participation criteria. affiliation to AFPs and switching rules, level of contributions by 
workers and employers, collection procedures. separation lof premia for disability and survivorship 
insurance. tax exemptions and other general provisions. 
i Such as requirements for the incorporation, licensing procedures. minimum capital, conflict of interest. 
permitted activities, marketing, accounting, publicity and transparency in the provision of information, 
separation of administered fund:s, liquidation and 1i)reclosure procedures. 

recognition of acquired rights under the old system. retirement benefits alternatives, extent of any 
Government guarantee. 

Central Anierican stock market:;, and the promotion of mortgage securitization 

rhcse are: required age, contribution history. certification of eligibility for the different schemes, 4 .  

These include the creation of the regional prospectus for issuing private and public sector instruments in 
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3.7 

3.8 

3.9 

3.10 

3.1 1 

important to support training activities directed to the legislators and aimed at 
increasing their awareness of the main problems of the current pension system and 
the main alternatives of reform. 

-- Execution. The program resources will be used to provide information and training 
to the members of the National Assembl,y, particularly to members of the 
legislative commission which will examine the draft pension refomi laws. Eligible 
activities include courses, seminars, woi-kshops, contact with legislators in other 
countries", preparation of written or audiovisual material and the formulation of 
best practices related to other countries in the region. 

Part B. Reform Implementation. 

Component 3. Implementation strategy. (US$ 1 10.000) 

Description. The pension reform envisaged by the CON is a deep structural change 
that vvi l l  affect the provision of social security, redefine the responsibility of the 
Government's INSS in this area and require a gradual modernization of the 
financial sector. This component will support the formulation and execution of the 
GON implementation strategy for the reform. The strategy will include all 
necessary steps for the implementation of the laws approved by the National 
Assernbly, the formulation of follow-up 1 egulation, the coordination of the pension 
reform with other reform efforts being pursued in the financial sector and the 
design and implementation of a transition phase to help the INSS modernize aiid 
play the role assigned to it by the law. 

___- Execution. Project's funds u i l l  be used to hire one international corisultant with 
stronig management skills and exposure to linancial sector reforms in the Region as 
a strategic support to the project executing agency (see Section V below). This 
consultant will formulate a cornprchensive implementation strategy for the pension 
reform and a follow closely its execution 

Component 4. Establishment of the Pension Superintendency (SUYEN). 

(US$ 600.000) 

Description. The existence of a specialized institution which oversees the new 
pension system is fundamental for its functioning and long term viability. After 
carefill analysis the GON opted for creating a new Superintendency of the Pension 
System (SUPEN), rather than expanding the mandate of the existing SBIF because: 
(i) the SBIF is currently undergoing a major restructuring to strengthen its ability to 
oversee the stock market and this will commit its full institutional capacity, (¡i) 
previous intemational experience ,shows that the supervision of the pension system 
demands a high level of speciali,cation and independence, easier to achieve in a 
separate entity, (iii) additional optxating cost resulting from setting up the SUPEN 
is expected to be not significant aiid, on(:(: the system is fully implemented, largely 
covered by a small portion of workers' contributions to the pension system, to be 
regulated. 

The core functions of the SUPEN include: (i) to license prospective AFPs before 
they can operate, (ii) to interpret pension legislation and issue implementing 
regulation, (iii) to oversee and monitor the pension system, by collecting relevant 

According to MIF guidelines, any training initiatives that irivolve traveling of Nicaraguan stdff outside the 
Latin American region can only be financed with counterpart resources. 
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3.12 

3.13 

3.14 

3.15 

3.10 

inforrnation from the AFPs and conducting random audits. (iv) to sanction AFIPs 
as established by the law (v) lo disseminate relevant information on the pension 
system, such as costs, returns. benefits. 

This component will support the creation and start-up costs of the SUPEN through 
the detlnition of: (i) the legal nature of SIJPEN and the requirements for its 
establishment as an autonomous entity, adequately funded and directly accountable 
to the GON, (ii) institutional aspects, such as the organizational structure and the 
human resources strategy. The SIJPEN i:j expected to be a small entity employing 
professionals with high technical level, competitively selected and possibly 
compensated according to a separate scale from that of public employees, (iii) 
financial aspects, 'Such as the accounting and budget scheme. and sources of 
tïnancing including definition of the clLintributions from AFPs and of funding I 
required by the government in  the start up phase, until enough assets have been 
accumulated by AFPs. The objectivc is to ensure the financial independence of 
SUPEN. operational aspects, such as the design of the main operation 
processes, decision flows, and responsibilities of the different units of SUPEN, and 
( v )  technical aspects, such as the accounting, plan for the supervised entities, the 
inforrnation standards reported to the SUPEN, the inspection manual and 
inforrnation procedures. 

-- Execution. The f h d s  of this component will be used to hire international 
consultants, either firms or individuals, with experience in the legal, institutional, 
financial, and technical design of financial sector regulatory entities, preferably 
with experience on pension superintendencies in L,atin America. Consultants to be 
hired in this component are expected to make the SUPEN operational. A 
subsequent institutional stl-engthcning phase to be focused ori the main 
requirements of the new SUPE" is envisaged, and is included in the WB technical 
cooperation parallel to this operation (par. 2.4 1. 

Component 5. ínformation systems foi. the SUPEN. (US$380.000) 

Description. An advanced management of information is the key factor for an 
effective oversight of the pension system. Treatment of information includes 
capture, testing, analysis. evaluation. reporting, dissemination. storage as well as 
interaction with other entities. 

This component miill support the desigin and implementation of an information 
systems plan for SUPEN. mhich m i l l  iriclude a network integration with the 
supervised entities and with the SHIF. The expected result is that SUPEN will be 
able 1.0 monitor in real time the AFPa. obtain from them the required information 
online and exchange data with SBII'. 

-- Execution. The resources of this component will finance an international expert in 
the design of information systems, prefr:rably with prior work in financial sector 
supervisory entities. This consultant will be responsible for: (i) designing a 
comprehensive information sjctern pian for the SUPEN. The plan will define the 
strucí ure of the system, hardu are and software specifications, network properties, 
inaintenance procedures, technical ti-aiiiiing for users, implementation timetable, 
and budget, (ii) assisting the SIJREN in  the successful execution of the plan. A 
local firm is expected to be hired fbr thc execution phase. Other eligible activities 

(iv) 



to be financed with this component include acquisition of hardware, purchase or 
development of software, and computer training activities included in the plan. 

Component 6. Training. (LJS$ 190.000) 

Description. A cornprehensivc training program is required both as a means to 
attract and retain qualified personnel in the SUPEN and as an essential instrument 
to keep the Superintendency up lo date in the rapidly changing pension business. 
Therefore training will bc primarily directed to SUPEN staff and focused on 
strengthening its ability to effectively monitor the new pension system. Potential 
training areas include the control of AFl’s in : (i) procedures related to affiliation, 
fees, record keeping, customer senrice (ii) marketing practices and switching 
between AFPs (iii) investment of pension funds (iv) administration of benefits. 
There will be flexibility with respect to the type of training that the program may 
sponsor, and eligible training includes courses, on the job training, seminars, 
workshops, experience in a foreign pension Superintendency7, preparation of 
written or audiovisual material, best practices among other countries in the region. 

The promotion of‘ a continuing dialogue between the SUPEN and supervised 
entities regarding the progress in the implementation of the reform and the 
adjustments to be made to the system is also eligible to be financed under this 
component. 

___- Execution. An intemational consultani with experience in training programs, 
preferably for supervisory entities will be hired to design a detailed training plan, 
including the definition of ob-jectrves, birneficiaries, eligible activities and budget. 
In order to ensure the continuity of training activities beyond the execution of this 
program, the plan will also identify long term training objectives and modules for 
the SUPEN, estimate resources needed yearly and identify potential ways of 
financing them. Other experts may be hired to assist in the implementation of the 
training plan. It is expected that some iraining activities will be carried out with 
additional funds to be obtained by SUPEN from international donors or national 
sources. 

3.17 

3.18 

3.10 

’ Accoi ding to MIF guidelines, any training initiatives that involve traveling of Nicaraguan staff outside the 
Latiri American region can only be financed with local counterpart resources. 
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IV. COST AND FINANCING OF THE PROJECT 

MIF 
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-. 

. 
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. 

4.1 The cost of the program is US$2,000,000, including financing by the MIF of 
US$ li ,200,000 and local counterpart contribution of US$800,000 which represents 
40 percent of total financing. According to MIF guidelines 50% of local 
counterpart contribution will be provided in cash. Counterpart fiinds will be 
provided by the Technical Secretariat of the Presidency of the Republic, which is 
the executing agency. 

Program's Budget MIF/'ïC-99-02-01-0 (US$ .OOO) 

LOCAL TOTAL % 

160 440 22.0% 
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V. EXEC UTION 

Executing Mechanism and Agency. 

The Technical Secretariat of the Presidency of the Republic (SETEC), which is I 
responsible for the overall coordination of the pension reform, is the project 
executing agency'. Other entities mvolvcd in the implementation of this project are 
the Interministry Comniissinn, the Pension Reform Technical Commission I 
(CREPEN) and the Program Advisor. 

As mentioned in paragraph 2.3, the Interininistrj Commission is a decision-making 
body at the Ministers level coordinated by the SETEC. The Commission meets 
periodically to take a formal GON decision on key aspects of the reform. In the 
implementation of' this project, the Commission will maintain this high level 
decision-making role and will be responsible for coordinating activities among all 
government agencies involved i r 1  thc reforrn (SBIF, Central Bank, Ministry of 
Finance). 

The CREPEN, a small technical unit of the Social Security Institute (INSS), is 
responsible for coordinating activities in Part A under the direction of the SETEC. I 
Its role is to provide information, recommendations and feedback to the 
international consultants to be contracted to prepare the draft laws and regulation 
envisaged in Pai-t A. 

The Program Advisor will be an international consultant. hired by the Technical 
Secretariat to take responsibility lor coordinating activities of Part B including: (i) 
Finalizing action plans and preparing a detailed budget for each one of the 
components, (i;) Coordinating the actib ities of the consultants to be contracted, 
revieuing and approving their report+< before submission to the Bank. (iii) 
Supervising implementation, presenting a brief progress report to the Bank every 
three months and a detailed report once I I  year. The latter will include a description 
of activities and results obtained. a detailled jiistification for expected activities and 
results not achieved and a plan oí' acticins for the following year. with a revised 
budget. The Program Advisor, will be assisted by a full time Program Coordinator 
to be hired with counterpart funds for the execution of Part B. 

Disbursements. 

Given that the cxecuting agency is already in place, disbursement of Part A is not 
linked to any special conditions and can start as soon as the general contractual 
conditions are met. The resourceci corresponding to components of Part B may be 
disbursed independently from each other but the disbursement of funds for 
components four and five and six of €'art B will be made only after the special 
contractual conditions mentioned in Section VI11 below have been met. 

Project Supervision 

I 

I 

A. 

5.1 

5.2 

5.3 

5.4 

B. 

5.5 

c. 

5.6 Part A will be supervised directly by the Bank. Supervision of Part B will be a 
responsibility of the Program Advisor  ho will be also provide periodic reports to 
the Bank as specified in par. 5.4 above. 

I ' Administrative aspects such as contracting, procurement, disbursements etc will be carried out by the 
SEI'EC through the existing project implementation unit. which has previous experience in implementing 
prqjects with multilateral agencies. This unit is now within the INSS but will be made directly accountable 
to the Techn id  Secretariat upon starting project's iinplennentation. 
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D. Beneficiaries. 

5.7 The direct beneíiciaries of the prqject are the pension reform technical commission 
for Part A, and the Pension Superintendency for Part B. Indirect beneficiaries sire 
all Nicaraguan workers who will benefit from the sound legal foundation and 
effective oversight of the new pension system. 

E. Execution Period. 

5.8 The execution period of the project is ,will be 36 months, and the disbursement 
period will be 40 months. 

VI. JUSTIFICATION AND RISKS 

6.1 The project's direct justification is to assist the Government of Nicaragua in 
finalizing and implementing the iàr reaching structural reform of Social Security 
that the GON has designed. The reform is aimed at improving the performance of 
the current system in terms of coverage, replacement rates, equity and financial 
sustainability. Once the transition period is completed, the reform is also expected 
to have a positive niacroecoiioniic imlpact for it will not require a large and 
increasing amount of resources to be transferred from the Government budget to 
the INSS every year. Spillover ef'fects that the reform does not pursue but might 
induce. include developing domestic capital markets, opening of the financial I 
sector to foreign investment, and modernizing the insurance business, banking and 
asset management. This project is designed to ensure that Nicaragua benefits from 
the experience of other countries in desi:gning the type of pension refbrm that best 
suits its needs and current situation. 

6.2 This project faces two main risks. (1 )  Difficulties in approving the reform. Once a 
draft pension reform law has been prepared and reviewed by the Government with 
the assistance of this program, the law mill  be discussed in the National Assembly. 
Approval in the Assembly may prove to be lengthy, given the political sensibility I 
of social security. The Government is aware of this problem and has expressed its 
willingness to: (i) involve tht. member:; of the National Assembly in a specific 
training program aimed at increasing their awareness of the problems of the current 
pension system and the main alternatives for reform. The Program will support this 
initiative with component 2, (¡i) seek a broad political consensus on the reform, 
b) involving civil society in a large and proactive awareness campaign. The World 
Bank's technical assistance package parallel to this MIF will finance such 
campaign. 

6.3 (2) Successful implementation of the retorm. Given the complexity of the reform 
and the relatively incipient financial sector in Nicaragua, there is a risk that full 1 
implementation may be difficult to achieve in a short time. Both the Government 
and the Bank are aware of this risk ml have already taken steps in order to 
mitigate it. These include: ( i )  component 3 of this project which will support the 
GON in designing and carrying out the implementation strategy for the reform, (ii) 
a careful analysis of local iinancial markets, with the objective of identifying a set 
of measures to complement the reform. These measures will be supported by the 
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paral le1 WB technical cooperation pac,kage which complements this operation. 
Component 2 of this MIF program will also contribute to that end by establishing 
prudential investment rules for pension funds, (iii) a continuing technical dialogue 
between government officials. ID13 and \NB staff and external consultants each one 
of the major design alternatives of. the reform and on the steps due in the 
implementation phase. 

6.4 Particular attention will be devoted to establishing an appropriate coordination 
between SBIF and SUPEN. The Hank is currently engaged in executing a MIF 
operation for the modernization oí’ capital markets in Nicaragua. This operation 
includes a component to strengthen the SBIF by restructuring it and promoting a 
better supervision of the stock market. Part B of the proposed operation will benefit 
from the lessons learned in this program ,and the joint execution will insure a strong 
coordination from the IDR Representation. 

VII. RETROACTIVE RECOGNITION OF COUNTERPART 

7.1 Activities under Part A are already in preparation. It is proposed that the Bank may 
recognize retroactively as counterpart cointribution expenses incurred by the GON, 
including the INSS, for the purposes of this project, after February 5 ,  1999 for 
hiring international legal and regulatory experts up to the amount of $120.000, 
provided that policies and procedures required by the Bank and the MIF were 
followed. 

VIII. SPECIAL CONTRACTUAL CONDITIONS 

8.1 Prior to the disbursement of funds for components four and five and six of Part B 
the Technical Secretariat (SETEC) will submit to the satisfaction of the Bank I 
evidence that: (i) legislation establishing a new pension system which contains, 
among others, the elements described i i i  paragraph 3.3 has been approved; (ii) it 
has hired the Program Advisor and the Program Coordinator in accordance with 
terms of reference previously agreed upon with the Bank. 

The Bank will cancel the resoiirces ofcornponents four, five and six of Part B of 
the Program if condition ( i )  above is not complied with within 24 months from the 
date lof the operation’s appro\ al b;y the Donor‘s Committee. 

8.2 
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Annex I 
NlC.4RACUA: SUPPORT TO THE LEGAL FRAMEWORK OF THE NEW PENSION SYSTEM 

AND CREATION OF THE PENSION SUPERINTENDENCY 

Pension Reform Law approved. 
Pension Superintendency (SUPEN) 
operational. 

Pension rcforni Ian and Pension 
Superintendency law presented to the 
National Assembly (approval of these 
laws is cxpccted ils a result component 1 
and 2 of this program as well as the WB 
uaraiiei operarion. See uai. ú.Lj. 

I MI I; Technical Coooeration Faciliîv 

(io\'cmiiicnt Iczeï siihmitting ¡;i\\ to 
National Assembly. 

I 

I 
Summary of Objectives, Kesults 

Government's commitment to a 

,Assembly and prcparation of replation 
necessary for i ts implementation. 

I structurai pension reíbrin 
Specific Objectives IO prcparc the t i yo  

with the attendance of kev members of 
the National Assembly 
Implementation plan formulated and 
being executed 

Pension Superintendency operating 

Superintendency collects data online 
from AFPs and shares it with SBIF 

Training plan approved by the Program 
Coordxator 2nd being implemented 

Periodic reports to the Bank from the 
Program Ad\ isor (par 5 4) 

Pension Superintcndcncy st'irts i!,wing 
regulation to AFPs 

Periodic reports to the Bank from 
Program Advisor (par 5 4) 

Training activities for SUPEN staff 

Sources of Verification i Indicators Assumptions 

Continuing coniniitnicnt of thc 
(;o\ ernnicni and acccprance by rhc 
hation:il 4>wnibl! 

Continuing commitment of GOL ernmcnt 

interest from members of the National 
Assemb!y in the tra!~inm ormani7-A " 5  5 " ' C ' " " '  

Approval of adequate legal framework 

Adequate initial financial contribution 
from the Government until the new 
pension system is underway. 

Cooperation from AFPs in releasini 
required information. 

Interest in training activities 



RGlI-NI148T 
TC-99-02-01 -0 
Original: English 

PROPOSED RESOLUTION 

NICARAGUA. NONREIMBURSABLE TECHNICAL COOPERATION FOR SUPPORT 
TO THE LEGAL FRAMEWORK OF THE NEW PENSION SYSTEM AND CREATION OF 

THE PENSION SUP-ENCY IN NICARAGUA 

The Donors Committee of the Multilateral Investment Fund 

RESOLVES: 

1. That the President of the Inter-Americani Development Bank, or such representative as 
he shall designate, is authorized, in the name and on behalf of the Multilateral Investment Fund, 
to enter into such agreements as may be necessary with the República de Nicaragua, and to take 
such additional measures as may be pertinent for the execution of the project memorandum referred 
to in Document MJF/AT- with respect to a technical coopemtion for Support to the Legal 
Framework of the New Pension System and {Creation of the Pension Superintendency in 
Nicaragua. 

2. That up to the amount of US$1.2010.00(3, or its equivalent in other convertible 
currencies, is authorized for the purpose of this resolution, chargeable to the resources of the 
Technical Cooperation Facility of the Multilateral Investment Fund. 

3. That the above-mentioned sum is to be: provided on a nonreimbursable basis. 




