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PENSION NOTES  

No. 3 - SEPTEMBER 2015 
 

THE IMPORTANCE OF GENERATING AUTOMATIC ADJUSTMENTS OF THE PARAMETERS OF THE 
INDIVIDUALLY-FUNDED SYSTEMS1 

 
I. Introduction 
 
First of all, this Pension Note discusses the need to include automatic adjustments of the relevant 
parameters for obtaining adequate pensions in the regulations of pension systems. Secondly, it 
broadly describes the experiences of other countries that have implemented adjustments to the 
parameters of pension systems. And thirdly, some relevant aspects for the political economy of 
automatic adjustments are mentioned. Finally, it describes proposals for reviewing the 
institutional framework that enables generating automatic changes (on a technical basis) in the 
key parameters of the individually-funded systems. 
 
II. On the need to incorporate automatic adjustments to the parameters of the pension system 

in the regulations. 
 

The ongoing increases in life expectancy are good news for members, but pose challenges to 
public social security policies in general, and pension systems in particular. Regular adjustments to 
pension programs are required to enable dealing with the effects of population aging and 
increased life expectancy and ensure sustainable pensions. It is also important to properly 
measure the increases in life expectancy over time, since longevity has always been 
underestimated in the majority of countries. Population aging in the PAYGO systems has given rise 
to constant changes in the parameters and benefits of the pension systems, but these changes 
have only improved the deteriorating financial situation temporarily, and have never achieved 
long-term financial sustainability. The creation of the individually-funded systems brought 
considerable progress in different aspects of the operation of pension systems, including long-
term financial sustainability, but there are still challenges regarding the sufficiency of estimated 
pension amounts, which will be affected by demographic trends unless the  contribution rates 
and/or retirement ages are adjusted.  
 
In the last 15 years, many countries have introduced an automatic link between demographic and 
financial trends and the operating conditions of pension systems. The purpose of automatic 
adjustments is to lessen the impact of demographic and economic shocks on the financing of 
pension systems. Such adjustment mechanisms also incorporate an objective technical rationality 
for justifying changes, avoiding the political negotiations that have complicated  he introduction of 
such changes in many countries. The rationality of the adjustments also enhances the credibility of 
the system, ensuring that public pension programs do not generate an unexpected burden on 
public finances in the future (OECD, 2012)2. 
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According to Acuña (2015)3 , in the case of Chile: 
 
 The effects of higher life expectancy and changes in other factors that influence pensions 

will acquire ever more political importance. In the last decade, the country experienced a 
surge in the population aging process, which is expected to continue over the next seven 
decades.   

 
 It is estimated that the percentage of the elderly over 65 years of age in the total 

population will nearly triple over the next five decades (from 10% to over 29%), increasing 
the number and proportion of people in the passive stage.  

 
 It is essential to review the existing contribution rates and retirement ages of the system, 

based on the established replacement rate objectives. Changes to the main parameters of 
the system must be reviewed periodically, must be based on solid technical arguments 
and include automatic adjustments. In fact, the 2008 Pension Reform Advisory Council 
estimated that it would be necessary to carry out an actuarial study every five years to 
evaluate the effect of demographic and financial changes on replacement rates and fiscal 
commitments. On the other hand, the Undersecretary for Social Security (2013) proposed 
a number of improvements to the pension system, including the indexation of the legal 
retirement age to increases in life expectancy. Adjustments to the most important 
variables of the system must be based on an institutional framework intended to ensure 
consistency between the design and parameters of the pension system and replacement 
rate objectives. The absence of this institutional framework is a weakness of the existing 
pension system, but it can easily be corrected. Its creation must go hand in hand with 
measures to increase information, improve the education of members and reduce the 
levels of uncertainty regarding the benefits they will receive. 

 
The reality of Chile can be extrapolated to other Latin American countries with similar individually-
funded programs. Hence, one could say that:  

 
 As life expectancy at retirement increases, the gap between the pensions actually paid (to 

retired members) and the pension estimates that the pension system can provide for 
future pensioners will naturally increase, since the pension will be received over a longer 
period of time, which translates into a reduction of the pensions that can be financed with 
the accumulated balances. It is therefore important to review the key parameters that 
determine pension amounts. Such key parameters are the retirement ages and the 
contribution rates.  

 
 Since any change in retirement ages and contribution rates has a high impact on workers 

enrolled in the system and on the labor market, the discussion can become distorted with 
political and economic pressures,that finally lead to stagnation. Hence, a process as 
technical and automatic as possible must be designed for adjusting these variables over 
time.  

 

                                                           
3
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 In general, there have been no adjustments to the contribution rates and retirement ages 
after the creation of the individually-funded programs, despite the significant changes in 
life expectancy and interest rates,  nor have any processes been established by law that 
impose regular and automatic revision of the key parameters to ensure their consistency 
with the replacement rate objectives defined for the pension system. The 2012 reform in 
Peru introduced advances, since it incorporated a provision that made it mandatory to 
review the contribution rates on a regular basis, based on technical criteria.4. 

 
 

III. Relevant experiences of countries that have established legal automatic mechanisms for 
adjusting the different parameters of the pension system.  

 
There are countries with public PAYGO systems that have experience with automatic adjustment 
processes. It is important to understand how these adjustments have been implemented, because 
they can provide the experience necessary for the introduction of public policies in the 
individually-funded programs in Latin America that ensure consistency between the design of the 
systems and their objectives.  

 
Table No. 1 shows the characteristics of the automatic adjustment mechanisms in different 
countries. Table No. 2 shows the countries that have implemented the so-called "sustainability 
factor," in which the variable generated by the automatic adjustment (in the initial pension, the 
retirement age or other parameters of the public pension system) is the increase in life 
expectancy, in the majority of cases. 
 
As shown in Table No. 1, the public pension systems have used three types of automatic 
adjustment instruments to address their actuarial imbalances: 
 

1. Adjust the level of  benefits (or the value of pensions), which directly reduces  pension 
expenditure; 

2. Adjustments to the retirement age, which postpones and reduces  pension expenditure by 
reducing the period of time over which the benefits are paid.; or 

3. Adjustment of the contribution rates, which increases the revenue of the system. 
 

Systems can also establish the accumulation of reserve funds to finance deficits that occur 
between pension inputs and outputs. 
 
The mechanisms for implementing the adjustments referred to in foregoing paragraphs 1, 2 and 3, 
are described below:5: 

 

                                                           
4
 Article 30-A of Law No. 29.903 of 2012 stipulates that the mandatory contribution rate must provide, in 

general terms, an adequate replacement rate for members, taking into account indicators such as life 
expectancy, the long-term returns of the pension funds, and the contribution density of workers. It also 
states that any proposed changes to the aforementioned contribution rate will require a legal amendment 
subject to the prior opinion of the Ministry of Economy and Finance and the Superintendency, which must 
also entrust the review and evaluation of the viability of the contribution rate every 7 years, at the most, by 
public tender to a reputable institution, which must propose the corresponding amendments to the 
legislation, if pertinent. 
5
 OECD, 2012.  Op. Cit. 



 
 

4 
 

1. Adjustment in the level of benefits. There are basically three mechanisms for modifying the 
values of pensions: 

 

1.1 Adjustments reflecting the changes in life expectancy. Almost half of the OECD countries 
have elements in their retirement income systems that establish a link between pensions 
and changes in life expectancy (the countries in which this link exists, and the 
implementation mechanism, are shown in Table No. 3).  

Some public pension programs have created notional accounts systems, which operate on 
an actuarial basis, and therefore adjust benefits when life expectancy changes. In such 
systems, the contributions of a worker throughout his working life accumulate in a 
fictitious (notional) individual account, to which a yield is applied, based on demographic 
or economic variables, or both. The notional account balance determines the value of the 
pension at the time of retirement. As in the defined contributions systems, these 
programs consider the calculation of a life annuity: upon retirement, the contributions and 
accrued notional interests are converted into a regular pension payment. As actuarial 
factors are considered in this calculation, the benefit levels fall as life expectancy 
increases. Five countries have adopted notional accounts: Italy, Latvia, Norway, Poland 
and Sweden6. 
 
Together with the adjustment of benefits, the following trends have also been observed: 

 
 Many countries have replaced part of the public provision of pensions with 

mandatory defined-contribution schemes, or have added mandatory contributions 
to existing agreements. In defined-contribution plans, the accumulated 
contributions and the return on investment must be converted into a regular 
pension payment, i.e. a life annuity. The calculation of the latter is based on the 
projected life expectancy of retirees at retirement. Thus, the pension replacement 
rates are automatically lower as people live longer.  
 

 In the voluntary private pension systems in several countries, such as Canada, 
Ireland, the United Kingdom and the United States, and in the quasi-mandatory 
occupational systems in Sweden, there has been a fairly marked tendency to 
migrate from the provision of defined benefits to defined-contribution. 

 

1.2 Adjustment by means of valuation. Valuation is applied to reflect the changes in costs and 
standards of living between the time in which the pension is being constructed 
(accumulation stage) and the time in which it is received.  

 The valuation or adjustment of past income for the payment of pension benefits has 
a great impact on pension systems, due to the cumulative effect produced in the 
long term. For example, the OECD calculates that assuming an annual 2% growth in 
real wages and an inflation rate of 2.5%, the nominal incomes would grow 4.55% 
per year; for a full-career worker (20 to 65 years of age), valuating past income 

                                                           
6
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based on prices results in a pension of 40% less than the pension obtained with the 
valuation based on the growth of the average wage in the economy.  

 
 The valuation policy therefore has important implications for adequacy and the 

financial sustainability of the pension systems. Such sustainability can improve by 
switching to a less generous income valuation procedure. The majority of the OECD 
countries valuate the historical incomes in line with the growth of wages of the 
economy. Nonetheless, in recent years many countries have migrated towards 
valuation based on price, or that combines the growth of prices and wages (for 
example, France, Finland and Portugal). 

 
1.3 Adjustment through the indexation of pensions being paid.  

 
 Most of the changes to the indexation of pensions have involved less generous 

adjustment procedures, to reduce costs. For example, Hungary used to index 
pensions to wage growth, but at the end of the 90s migrated to an indexation based 
50% on wage growth and 50% on price increases (other examples are Finland, 
France, Slovakia and Poland). However, with the recent financial crisis, the 
Hungarian Government decided to migrate to an indexation based 100% on prices, 
although there will be increases in pensions above the growth of prices to the 
extent that there is rapid economic growth. 

  
 Although indexation is a common practice, it is only explicitly related to the 

sustainability of the system in a small number of countries. For example, in Canada, 
when there is an increase in the contribution rate, the indexation of pensions in 
course of payment is frozen for three years, until the publication of the next 
actuarial report and the re-evaluation of the pension plan.  

 
 In Sweden, in addition to the link to life expectancy included in the calculation of the 

life annuity, pension indexation aims to ensure that the solvency of the system is 
maintained; pensions being paid are indexed based on real wage growth: they are 
adjusted according to the notional interest rate, minus 1.6% (1.6% is the assumed 
real long-term annual growth of wages). If the real wage grows less than 1.6%, the 
annuity will grow more slowly than the inflation rate, and if the opposite is true, it 
will grow faster than inflation. Thus, retirees share part of the economic fluctuations 
with workers: in case of recession, retirees will see their pension indexation 
reduced. This mechanism, by itself, does not ensure the solvency of the system. 
Hence the indexation of pensions in Sweden can also be modified by a kind of 
automatic "brake," triggered by the evolution of the so-called 'balance ratio.' This 
ratio is calculated as the sum (at market prices) of the buffer funds and the 
contribution assets, divided by the pension liabilities. The ratio is calculated for a 
three-year moving average, in order to smooth out temporary variations. When this 
ratio is less than 1 (the assets are less than the liabilities of the system), the brake 
automatically reduces the interest rate used for calculating the pension accruals in 
the individual notional account, and reduces the indexation rate of the pension 
being paid by the same amount. These lower pension accrual and indexing rates will 
continue until the balance is restored. Similarly, if the balance ratio is restored and is 
greater than 1, the opposite adjustments will be observed: higher pension accrual 
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and indexation rates. All adjustments apply to the benefits and their accrual, 
whereas the contribution level does not change.  

 

2. Adjustment of the retirement age. The increase in the retirement age is the second most used 
instrument for achieving actuarial balance: more than half of the OECD countries are increasing 
retirement ages in their national pension schemes. In the majority of cases, the increases are 
based on a gradual adjustment schedule stipulated by law. Normal retirement ages will vary 
between 60 and 68 in the OECD countries once the reforms are in full force, with an average of 
65.2 years.  
2.1 Linking the retirement age to life expectancy.  

 So far, the majority of countries have tended to establish a link between benefit 
levels and life expectancy, rather than with the retirement age. The underlying idea 
is that if people continue retiring at the same age as they do now, their benefits will 
diminish as life expectancy grows. The above means that people would have to work 
longer to compensate for the reduction of pensions. However, there is no 
mechanism that ensures that people will in fact work longer.  

 
 Hence, some kind of link between the retirement age and life expectancy would be 

desirable and optimal. A link of this type should intuitively make the same amount 
of sense to voters as a link to the level of benefits, and would also be appropriate 
for countries with PAYGO public pension schemes in which there is a high level of 
public pension provision, benefits are not linked to life expectancy, and there are no 
plans to increase the retirement age in the short term. The regular OECD economic 
surveys of member countries recommended a link between retirement ages and life 
expectancy in 10 of the 17 countries that have carried out reforms (including 
Belgium, Slovenia, the United States, Holland, Hungary and the Czech Republic). It 
was also recommended that Poland and Sweden should increase the retirement age 
in line with life expectancy. Only in Slovakia and Slovenia was it proposed that the 
retirement age or the levels of benefits should be linked to life expectancy. 

 
 Among the OECD countries, Denmark is planning to index the retirement age  in line 

with increases in life expectancy, after an initial increase in the retirement age to 67. 
The possible increase will result in a review of life expectancy every 5 years, starting 
in 2015. However, prior approval by the Danish Parliament is required for 
implementing any increase in the retirement age. Other countries have initiated a 
gradual increase in the retirement age, although temporary and not  "specifically" 
automatic. Greece and Italy will have retirement ages indexed to life expectancy 
from 2021 and 2013, respectively. 

 
3. Adjustment of the contribution rate. The majority of countries have adopted increases in the 

contribution rate. Three countries, on the other hand, have mechanisms in place for 
increasing contribution rates.  

 
 In Japan, the mechanism is temporary and contribution rates will rise until 2017.  

 
 In Canada the contribution rate can be increased on the condition that: (i) The 

actuarial report of the Canada Pension Plan (CPP) shows that the legal contribution 
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rate is lower than the minimum contribution rate required for the sustainability of 
the pension plan; and (ii) The federal and provincial legislatures do not reach 
agreement on an alternative solution.  

 
 In Germany, the sustainability factor is not used only for indexing initial benefits, but 

also for increasing contribution rates. 
 

  



 
 

8 
 

Table No. 1 
Automatic adjustment mechanisms in the pension systems of different countries 

  Adjustment in the level of benefits 

Adjustment of 
the retirement 

age (2) 

Adjustment  
of 

contributio
n rates (3) 

Reserve 
funds  Country 

Pension linked 
to life 

expectancy (1) 
Valuation (1) Indexation (1) 

Germany ●           ●           ●             ●             

Australia ●                   ●           

Canada   ●           ●             ●           ●           

Denmark       ●               

Slovakia ●                     

United States ●                     

Estonia ●                     

Finland ●                     

France       ●             ●           

Greece       ●               

Ireland ●                     

Israel ●                     

Italy ●               ●               

Japan   ●           ●               ●           

Norway ●                   ●           

New Zealand           ●           

Poland ●                   ●           

Portugal ●             ●               ●           

United Kingdom ●                     

Sweden ●           ●           ●               ●           

(1) See point 1 of Chapter II; (2) See point 2 of Chapter II; (3) See point 3 of Chapter II. 
Source: "Towards Financial Sustainability of Pension Systems. The Role of Automatic Adjustment 
Mechanisms in OECD and EU Countries," OECD, June 2012. 
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Table No. 2 
Characteristics of the sustainability factor in the public  

 pension systems of different countries 
Country Sustainability 

factor 
Who does it affect? Determining variable Adjusted variable Revaluation depends on: 

Germany X All pensioners Salaries, contributions and 
dependency ratio 

Initial pension and 
revaluation 

Salaries, contributions and 
dependency ratio 

Denmark X New pensioners Life expectancy Retirement age Wages 

Spain X All pensioners Life expectancy, revenue 
and expenditure of the 

system, number of 
pensions and substitution 

effect 

Initial pension and 
revaluation 

Revenue and expenditure of 
the system, number of 

pensions and substitution 
effect  

Finland X New pensioners Life expectancy Initial pension Prices and wages 

France X New pensioners Life expectancy Initial pension and 
years required for 

generating a pension 

Prices 

Greece X New pensioners Life expectancy Retirement age GDP and prices 

The 
Netherlands 

X New pensioners Life expectancy Retirement age Wages 

Hungary X Pensioners in the system GDP, prices, and wages Revaluation GDP, prices, and wages 

Italy X New pensioners 
(notional accounts) 

Nominal GDP, prices, and 
wages 

Initial pension and 
retirement age 

Prices 

Japan X All pensioners Life expectancy and 
dependency ratio 

Initial pension and 
revaluation 

Rates, life expectancy and 
dependency ratio 

Latvia X New pensioners 
(notional accounts) 

Life expectancy Initial pension Prices 

Norway X New pensioners 
(notional accounts) 

Life expectancy Initial pension Wages 

Poland X New pensioners 
(notional accounts) 

Life expectancy Initial pension Prices and wages 

Portugal X New pensioners Life expectancy Initial pension GDP and prices 

Czech 
Republic 

X New pensioners Year of birth Retirement age Prices and wages 

Sweden X All pensioners (notional 
accounts) 

Wages, GDP, 
contributions, liabilities 

and life expectancy 

Initial pension and 
revaluation 

Wages, GDP, contributions, 
liabilities and life expectancy 

 
Source: The new revaluation and sustainability factor of the Spanish pension system, Bank of Spain, July 2014 (see here).  

 
 
 
 
 
 
 
 
 
 
 
 

http://www.bde.es/f/webbde/SES/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/14/Jul/Fich/be1407-art3.pdf
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Table No. 3 
Different ways of linking pensions to life expectancy 

 

 Country Mandatory defined 
contribution plan 

Notional accounts 
system 

Benefits linked to 
life expectancy 

 DB-DC 
migration in 

private 
voluntary 
pension 

provision 

Germany     ● ● 

Australia ●       

Canada       ● 

Chile ●       

Slovakia ●       

United States       ● 

Estonia ●       

Finland     ●   

Ireland       ● 

Italy   ●     

Mexico ●       

Norway   ●     

Poland ● ●     

Portugal     ●   

United 
Kingdom       ● 

Sweden ● ●   ● 
Note: DC = Defined Contributions; DB = Defined Benefits. 
Source: "Towards Financial Sustainability of Pension Systems. The Role of Automatic Adjustment 
Mechanisms in OECD and EU Countries," OECD, June 2012. 
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IV.  Political economy of the automatic adjustment mechanisms. 
 
Reforms aimed at improving the financial sustainability of the PAYGO and defined benefit systems, 
attempting to contain expenditure (by reducing benefits and/or raising the retirement age), or 
increasing the taxable base (increasing contribution rates), are politically controversial and may 
face widespread rejection by certain interest groups. Given the above, policymakers have often 
tended to make changes that are less visible and more difficult to understand, or to postpone 
them for future Government decisions. On other occasions, long transitional periods are 
established, excluding the majority of actual workers from the reforms and focusing the 
implementation thereof only among young and future workers. 

 
Automatic adjustment mechanisms seek to implement changes to the benefits and main 
parameters of programs, that enable achieving long-term improvements in them, that are 
generated and applied on the basis of a process the least politically contaminated as possible, 
founded on technical arguments, such as demographic, economic and financial trends and their 
impact on social security systems. Thus, the political risk of inaction or mistaken pension reform 
action is considerably reduced. 
 
There are some experiences that must be highlighted in the design of automatic adjustment 
mechanisms7: 
 

(i) The frequency of reviews of the status of the system for defining adjustments is 
important. Infrequent reviews will probably lead to larger changes in the parameters 
affected by the automatic mechanism, compared to the changes required by reviews in 
shorter periods. For example, in Italy the review of the transformation coefficients that 
reflect increased life expectancy was originally set at 10 years (never implemented in 
practice); the outcome of this review would probably have encountered stronger 
opposition than an annual review of the coefficients. The recent reform in Italy reduced 
the frequency of the review to 3 years, between 2010 and 2019, and 2 years from 2020 
onwards. 

 
(ii) The greater the speed of implementation of changes arising from automatic adjustment, 

the greater the probability of strong opposition. Political pressure may be stronger when 
the defined automatic adjustments are implemented in a short period of time, with little 
or no transition, because the impact on benefits or conditions applied to affected groups 
will be more noticeable. 

 
(iii) The importance of establishing an institutional framework that guarantees the 

application of the automatic adjustments. There are different experiences regarding the 
actual implementation of the automatic adjustment mechanisms. In some cases delays 
have occurred in the implementation of these adjustments, and in others the heat of the 
political debate has hampered them, despite there being agreement on the technical basis 
of the adjustments. Furthermore, the most recent global financial crisis had a profound 
impact on pension systems, leading to the suspension or review of the supposedly 
automatic adjustment mechanisms, as, for example, in Germany or in Sweden, in order 
not to affect the standard of living of pensioners. It is too early to determine whether 
automatic adjustment mechanisms have been truly effective in achieving their objectives 

                                                           
7
 OECD, 2012.  Op. Cit, p. 44-46. 



 
 

12 
 

and whether the institutional framework in place is sufficient for avoiding the political 
pollution of a process based on technical aspects.  

 
(iv) The distribution of losses is important. The people affected by the adjustments triggered 

by automatic adjustment mechanisms are important in terms of political risk; the 
consequences will be different depending on whether the adjustments affect current or 
future retirees.  

 
 
V. Proposals for the revision of the institutional framework that enables the generation of 

automatic changes in key parameters (on a technical basis). 
 
In the legislation governing the mandatory individually-funded defined-contribution systems 
created after the 80's, there is usually no institutional framework that enables regular and 
technical adjustment of the main parameters of the contributory programs, for ensuring their 
consistency with pension objectives. 
 
Since the systems were created, there have been significant changes in life expectancy, interest 
rates and returns on investments, which added to low coverage and the contribution density of  
the average member in most pension systems, and certain restrictions to the investments that the 
fund managers may perform with the funds, negatively affect the adequacy of pensions provided 
by the individually-funded programs to their members. 
 
In this context, and bearing in mind the experiences and trends discussed in the previous sections, 
the need arises for creating a legal institutional framework for regularly, automatically and 
technically adjusting the main parameters of the individually-funded contributory programs that 
are most relevant for the fulfillment of their objectives.  
 
Unlike the public PAYGO systems, in which the adjustments performed are indispensable for 
improving the financial balance of the programs and relieving the tax burden, in the individually-
funded systems adjustments are necessary to ensure the adequacy of pension amounts in the face 
of increases in life expectancy and economic and financial trends. In this type of system, 
adjustments should concentrate on the parameters that have a bearing on the accumulation of 
sufficient balances for financing pensions at retirement, i.e., contribution rates, retirement ages 
and tax ceilings. Given the operating principles of the individually-funded programs, if these 
parameters are not adjusted, the benefits obtained by members are automatically reduced. Of 
course, the process must go hand in hand with information and suitable education for members. 
 
This institutional framework and the realization of regular and automatic adjustments to the 
parameters of the system, would help to avoid or reduce the risk of finally carrying out reforms 
motivated by economic, political, macroeconomic and financial pressures that may impair the 
objectives of the social security system in the long term. A new institutional framework of this kind 
would also help to overcome the difficulties that arise for implementing needed reforms, but that 
are not politically correct, such as an increase in the legal retirement age.  
 
As part of this process, and although by definition the individually-funded systems do not 
determine old age pension amounts, but rather depend on the balances accumulated in the 
accounts and the capital necessary for financing each pension unit at the retirement date, the 
authorities should establish certain replacement rate and pension amount objectives to be 
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obtained by members. Once these objectives have been posed, it is important to ensure that the 
design and the value of the  parameters (contribution rates, retirement ages and tax ceilings) of 
the system are consistent with these objectives in the different countries. 
 
For example, retirement ages should be reviewed and adjusted according to the variations in life 
expectancy, so as to keep the relationship between the contribution period and the period in 
which the pension is received relatively stable. 
 
It is also important for the adjustments to the parameters of the individually-funded systems to be 
consistent with the characteristics and functioning of the pension system as a whole, particularly 
with the conditions and benefits granted by the other pillars that comprise it.  These adjustments, 
in turn, must safeguard the incentives for the formalization of the labor market and contributions 
to the contributory programs. 
 
From a broader institutional standpoint, there are four aspects of the pension system which, if 
properly defined in accordance with the reality and characteristics of each country, can contribute 
to a good outcome of the pension system, the achievement of its objectives and the adequacy of 
benefits over time:  
 

(i) Institutions responsible for defining the laws and issuing complementary rules and 
regulations;  

 
(ii) Agencies that enforce compliance with the laws and rules and regulations in force, and 

ensure the proper functioning of the system;  
 
(iii) Advisory bodies that contribute to a sound diagnosis of the evolution of the system and 

put forward proposals for improvement; and 
 
(iv) Institutions that impart justice and generate jurisprudence. 

 

More specifically, it is important to ensure that the established institutional framework enables 

adequately defining the following more relevant aspects of the pension system, or avoiding the 

presence of risks and unjustified restrictions to their operation: 

 

(i) Careful analysis of constitutional criteria that can negatively affect the flexibility and 
efficiency of the operation of the individually-funded system. 

 
(ii) Institutions or individuals who have the power to propose legal changes to the pension 

system or the changes that are submitted to the legislature. 
 
(iii) Percentage of congressional approval required for the amendment of the law governing 

the pension system. 
 
(iv) Existence of an institutional framework responsible for regularly reviewing the main 

parameters of the system (retirement age, contribution rate, tax ceiling) and eventually 
proposing adjustments to them, based on technical arguments that take into account the 
evolution of demographic trends and the labor and financial markets. The purpose of the 
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above is that these parameters should be consistent with the achievement of the 
objectives of the pension system. The analysis of this document has focused on this point. 

 
(v) Existence of an institution or technical council independent of any political power, with the 

right to express opinions, make diagnoses and put forward proposals of changes to 
different aspects of the pension system. Evaluate the possibility of it having effective 
influence in the issuing of the rules and regulations complementary to the law, and 
exercising some counterweight to the agencies responsible for such issuing. An example of 
this type of initiative is the existence of the Technical Investment Council in Chile. 

 
(vi) Specialization and scope of action of the body responsible for supervising the individually-

funded system.  
 
(vii) Election, autonomy, and duration in office of the Superintendent of Pensions (or 

institution responsible for the supervision of the pension system) and whether his election 
and term in office coincide with the presidential election and term in office. 
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