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PRELIMINARY COMMENTS

In this talk we shall be describing the various commissions structures used in the 
individually funded pension systems around the world; we shall discuss the reasons 
why price regulation in these systems is justifiable; and we shall comment on the 
relative advantages and disadvantages of the alternatives.  Finally, on the basis of 
this information, we shall attempt to reach a conclusion as to whether or not there is 
a single best commissions structure that this type of system should apply.

The above discussion takes place in the context of mandatory pension systems with 
individual funding, which include the functions of accounts management and fund 
management.  The conclusions of the analysis might be different if, for example, 
the financial management function of the pension fund is contracted separately 
from the accounting management of the individual account.  On the other hand 
it is important to be aware that our discussion will refer only to the structure of 
commissions and not their level (which will depend mainly on the level of costs and 
the degree of price competition in the respective systems).

TYPES OF COMMISSION USED

The structures of the commissions charged by pension fund administrators (AFPs) 
around the world share three distinctive elements (see Table 1).

In most cases the Administrators charge for managing active accounts and also for 
paying pensions.  Together with this, some countries authorise a variety of other 
charges for specific services.  In general, it is not permissible to make a charge 
for the management service in the case of those accounts that are not receiving 
contributions. In other words, there is no charge for managing inactive accounts 
(and, since there are costs associated with managing these accounts, it is evident 
that the commissions schemes currently in force generate crossed subsidies in 
favour of the inactive accounts. However, discovering who pays for those subsidies 
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is more complicated.  For example, it could be the worker himself, who has paid for 
the service of having his “inactive” account managed with the commissions he pays 
during periods when the account is active). 

At the same time, there is an obligation in almost all countries to apply the 
commission rates evenly to all members.  The only exception is that some countries 
allow a differentiation to be made in the amount of the commission, depending 
on the length of time the member has been a member of the AFP concerned 
(“continuance discounts”).

Finally, in a few countries, a fixed commission is charged (a fixed amount, regardless 
of the balance, contribution or wage) and a commission on yield results (though in 
several, a commission is in fact charged on the balance).

However, together with the common elements already listed, there are also 
important differences to be seen.  In particular, there is the fact that a commission 
on the balance (on the volume of assets under management) exists in most of the 
countries of Central and Eastern Europe, while only two countries in Latin America 
have this price.

TABLE 1
AFP: BASIC COMMISSIONS STRUCTURE

Latin America

Country Fixed 
Commission

Commission as 
percentage of 

wage

Percentage 
of fund under 
management

Percentage of 
yield of fund

Argentina x

Bolivia x x

Chile x x

Colombia x

Costa Rica x

El Salvador x

Mexico x x

Peru x

Dominican
Rep.

x x

Uruguay x x x(1)

(1) TO FINANCE CUSTODY ExPENSES
SOURCE: PRIMAMERICA CONSULTORES, ON THE BASIS OF INFORMATION PROVIDED BY FIAP, AIOS REPORT (2003) AND WEB PAGES OF 
MExICO, COLOMBIA, CHILE AND EL SALVADOR.
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Central and Eastern Europe

Country Commission as 
percentage of wage

Percentage of fund 
under management

Percentage of yield 
of fund

Hungary x

Kazakhstan x x

Poland x x

Latvia x x x

Croatia x x

Bulgaria x x

Estonia x x

Macedonia x x

SOURCE: CHLON-DOMINCZAK, AGNIESKA
FUNDED PENSIONS IN EASTERN EUROPE AND CENTRAL ASIA, DESIGN AND ExPERIENCE, 2003

 

OBjECTIVES OF COMMISSION REGULATION

In the case of all the countries that have set up systems of this type, the prices 
chargeable by the pension fund administrators are extensively regulated, in detail.  
The regulations include definitions of the type of services for which charges can 
be made, the type of price that can be charged, and the base on which the price is 
applied.  Furthermore, there are regulations on the possibility of offering, or not 
offering, differentiated prices and, in some cases, price levels and mechanisms of 
price formation are also regulated.  As a complement to price regulation, there are 
also rules in many cases on the expenses that the AFP is allowed to charge against 
the pension fund.

The services for which charges are commonly authorised include management of 
individual accounts, payment of pensions, pension fund investment, custody and the 
switching of accounts between different administrators.  As we were seeing, the most 
common prices are expressed as a percentage of the assessable wage and a percentage 
of the balance accumulated in the individual account.  There are also commissions 
representing a percentage of the pension paid, fixed amounts and percentages of yield 
obtained.  The base of the charge is generally related with the type of commission.  For 
example, if there is a commission expressed as a percentage of wage, this price will 
be deducted from the wage itself (or the employer will pay it as an additional payroll 
cost); if there is a commission on the balance, this will be deducted from the balance 
itself.  However, there may be commissions that are charged on different bases.  
For example, authorisation could be given to charge a commission as a percentage 
of assets, but paid from the contribution and not from the balance of the account 
(a similar proposal was put forward recently in Chile).  Whatever the merits may 
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be of commissions with this structure, the case serves to underline the fact that the 
decisions regarding the type of price and base on which it is charged are independent 
of one another.  The distribution of the burden of commissions between employer and 
worker is another important dimension of this decision.

As we were saying, the regulations authorise (or forbid) administrators to use 
differentiated prices for the services that they offer.  For example, in some countries 
they are authorised to offer discounts for remaining with a given administrator.  
In others they are authorised to charge different prices, depending on whether 
members are covered by a disability and survivorship insurance2 or not.

In some cases the level of prices is also regulated (with maximum prices being fixed) 
and in others there is regulation of the price formation mechanism (meaning that 
the level of commissions is decided in a tendering process). 

The implied assumption on which regulations for commissions are based is that 
free price competition between AFPs would not produce a price structure that is 
“optimum” from the social point of view.  This assumes that there are one or more 
goals that commissions ought to meet and that the regulator is trying to achieve 
them.  In this sense, a considerable difficulty in evaluating the efficiency of the 
different commissions structures is that regulators rarely state explicitly what these 
goals are.  We shall be identifying some of the most likely ones below.

A first goal in price regulation would be to lower the costs of the pension system for 
certain groups that have been given social priority.  This, for example, is the basic 
rationale used to justify the existence of commissions expressed as a percentage of 
the wage (or the contributions) – even though the (operating) costs of the AFPs do 
not depend on the level of income of their members – which allows a contributor 
with a lower assessable income to pay less than a person with a higher assessable 
income. (This does not mean that there are necessarily crossed subsidies between 
the two groups, since there might also be a difference in the quality of service, for 
example, for one group or another).

Another goal of regulation might be to ensure transparency and simplicity in the 
structure of commissions, thus ensuring that these can be easily interpreted and 
compared by members and, in that way, promote price competition between the 
administrators.

Price regulation can also be used as an incentive to AFPs to develop certain attributes 
that are of special value to the regulator.  For example, it they were only to charge 

2 This happens in countries where the commission charged by the AFPs also covers the cost of the 
disability and survivorship program.
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a commission on wages, they would have a strong incentive to concentrate their 
commercial efforts on members with higher wages (because the cost structures do 
not depend so directly on wages).  Something similar might occur if there were only 
a commission on the volume of assets under management, because the AFPs would 
concentrate their commercial efforts on members with high balances, who would 
leave them a larger potential margin.

In some cases, price regulation has been used to lower the barriers preventing entry 
to the AFP industry.  In particular, the need for a commission on wages has been 
justified (instead of, or together with, a commission on the balance), especially when 
new pension systems are just coming into operation, because it would allow the 
AFPs to generate a cash flow, even though the balances under management may be 
very low.  In this way, their needs in terms of starting capital (and external funding) 
would be less during the early years of operation.

Finally, when it is felt that market conditions do not guarantee price competition 
between the administrators, regulation of commissions may be used as an instrument 
to ensure that the prices charged by the AFPs are similar to those that would prevail, 
according to estimations, under conditions of free competition.

COMPARATIVE ANALYSIS OF COMMISSIONS

Once the goals of price regulation have been defined, it is possible to evaluate which 
of the different types of commission (or a combination of them) will make it possible 
to achieve them best.

We shall be concentrating our next remarks on the two commissions that are used 
in most of the new AFP systems: the commission on contribution payment, usually 
expressed as a percentage of wage/contribution (or commission “on flow”), and 
the commission for managing the pension fund, expressed as a percentage of the 
balances accumulated in the individual accounts (commission “on funds”); and on a 
commission which, although less popular than the previous ones, may have certain 
advantages over them: namely, the fixed commission.

Commission on flow

From the point of view of the contributor, it is easy to compare the commission on flow 
charged by one AFP or another, because all one needs to know is the corresponding 
rate.  If in addition the commission on flow is charged on the wage (and not on the 
accumulated balance) then it may serve better than other commissions to promote 
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the goals of price structure transparency and competition, because it is very likely 
that members will be more sensitive to the impact of the various commissions on 
their net wage than the impact that these may have on their final pension (what is 
more, the impact of commissions charged on the balance may be confused with the 
yield results, which would reduce members’ sensitivity to price differences even 
further). 

At the same time, as we have already mentioned, this commission reduces the AFPs’ 
requirements in terms of external funding in the early stages of the pension system’s 
operation (compared, for example, with the commission on balance. See Figure 1).

When a commission is charged exclusively on flow (percentage of wages), the 
contributors with less assessable income will pay a lower price than those with 
higher assessable income.  Therefore, if one wishes to use the AFPs’ price structure 
as an instrument to redistribute income between members, the commission on flow 

 FIGURE 1
OPERATING MARGIN OF AFPS WITH DIFFERENT COMMISSIONS STRUCTURES

ASSUMPTIONS: COMMISSION PER MONTHLY WAGE = 1.86%; COMMISSION ON BALANCE = 1.14%; REAL ANNUAL YIELD = 5%; MONTHLY 
WAGE = 0.5 OF AVERAGE, AVERAGE AND 1.5 OF AVERAGE; ANNUAL GROWTH OF INCOME = 0%; CONTRIBUTION DENSITY = 100%; MONTHLY 
CONTRIBUTION RATE = 10%; MEAN OPERATING COSTS = 1.3 TIMES AVERAGE MONTHLY CONTRIBUTION.
SOURCE: PRIMAMERICA CONSULTORES
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is one alternative.  In fact, in practice, this seems to be the main reason why the 
reformer countries have used this type of price3.

The other side of this characteristic of the commission on flow is that it does not match 
the administrator’s cost structure, since no operating cost depends directly on the 
wage level of the members (except the premium of the disability and survivorship 
insurance in cases where this applies).  Therefore, if the rate of this commission 
is the same and if, in addition, it is not combined with other commissions, it will 
create incentives for the AFPs to concentrate their commercial efforts on workers 
with higher wages.  This situation could mean a reduction in the pension system’s 
ability to extend its coverage to lower-income sectors (and it might also lead to a 
potential differentiation of service between members with more or less income).

The commission on flow is a price that is charged “up-front”.  In other words, it 
is charged in a single action for the service of managing the funds collected on 
that same occasion, but this has to be provided continuously for the whole time 
that the member concerned remains with that administrator. One consequence of 
this fact is that administrators gradually lose the incentive to continue managing 
that member’s account as he/she gets older and the (expected) number of periods 
during which he/she will continue to pay commissions grows less.  In an extreme 
case, if the AFP identifies a member with a low probability of continuing to pay 
contributions, it should try to persuade that particular individual to terminate his/
her contract and switch to another administrator.  For the same reason, if the only 
commission charged is of this type, an AFP will have less incentive to “remain in 
business” as its portfolio of members grows older.  For example, an AFP that has no 
prospect of continuing to grow by attracting young members might conclude that 
its most profitable option is simply to close down.

Commission on funds

The commission on funds encourages an investment management focused on 
seeking the maximum possible yields (within the framework of the investment 
policies that have been adopted); imposes a lower capital requirement for entering 
the industry when there are already accumulated funds; and makes it possible 
to charge for an inactive account (to the extent that the respective commission is 
charged to the same accumulated balance).

3 However, the efficiency of this instrument is questionable.  On the other hand, and from the 
perspective of the AFPs, since members with higher incomes leave a larger operating margin with 
the commission on flow, the competition for these members should tend to disperse at least part of 
this difference.
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However, at the same time it may be argued that the demand for AFP services is not 
sensitive to differences in commissions on funds, particularly when they are charged 
to the accumulated balance (as happens in all the countries that use this type of 
pricing).  There may be various reasons to explain this result.  In the first place, 
when the commission is charged to the accumulated balance (unlike what happens 
when it is charged to the wage), it will only affect the final pension (and not the net 
income).  As a result, for all those members who are not immediately approaching 
retiring age, the commission becomes a price to be paid at some indefinite date in the 
future.  For this reason, the differences in commission between AFPs also become 
less relevant.  In the second place, as we were saying, the effect on pensions of 
commissions charged to balances may well be confused with yield results, and this 
also contributes to a lower sensitivity to price differences on the part of members.  In 
the third place, a commission charged on the balance is totally irrelevant in the case 
of members who hope to benefit from a minimum pension guarantee or, in general, 
those who will have a guaranteed pension level (and this category includes all who 
expect to receive a disability pension – or die – before the legal retiring age).  So, 
one disadvantage of this commission is that it is unlikely to help towards enhancing 
price competition in the industry.  In fact, the available evidence for the case of the 
mutual fund industry, where commissions are preferably charged as a percentage of 
assets under management, shows that the demand does in fact have low sensitivity 
to price differences.

Another potential disadvantage of the commission on funds is that is may encourage 
the adoption of short-term investment strategies, with higher risk.  As a result, its 
possible use must be accompanied by a carefully designed framework of regulations 
and a constant monitoring of risks on the part of the authorities.

This commission also reduces incentives to contribute for members with a larger 
balance (who are generally older members with a higher assessable wage), who 
pay a substantially higher price for the service compared with members who have a 
smaller funds.  For example, the commission on funds produced by the same annual 
collection applied to a member who has contributed for ten years should be six time 
less than the commission on funds paid by a member with the same income (and 
who has obtained the same yield on his fund) but has contributed for three years 
(see Figure 2).
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FIGURE 2
EQUIVALENT ANNUAL COMMISSION ON BALANCE (“ON FUNDS”)

ASSUMPTIONS: CONTRIBUTION PERIOD = 30 YEARS; COMMISSION ON MONTHLY WAGE = 1.80%; REAL ANNUAL YIELD = 5%; MONTHLY 
WAGE = AVERAGE OF SYSTEM; MONTHLY CONTRIBUTION RATE = 10%
SOURCE: PRIMAMERICA CONSULTORES

Finally, the commission on funds does not match the AFPs’ structure of operating 
costs, any more than the commission “on flow”.  In fact, some evidence suggests that 
the costs involved in the management of the pension funds’ investments – which 
do depend on the accumulated balances – represent less than a third of the AFPs’ 
operating costs.  Furthermore, in many cases the regulations allow at least some 
of these costs to be charged directly to the pension fund, which implies that only a 
small proportion of the AFPs’ costs depends on the size of the accumulated fund.

Fixed commission

When a “fixed commission” is charged (an amount in pesos), the collection does 
not depend either on the level of the contributors’ income or on their accumulated 
balances.  In this case, the collection made by the AFP will change according to 
the change in the number of contributors (and, of course, the level at which the 
commission is fixed).  depending on whether the amount charged is taken off the 
wage, the contribution or the accumulated balance, the level of the commission will 
affect either the net wage or the final pension.

Compared with the other alternatives examined, the fixed commission matches 
the AFPs’ structure of operating costs more closely, particularly the cost structure 
associated with the management of individual accounts. (As we have already said, 
the costs related with managing investments depend more directly on the volume 
of funds under management).  The use of a fixed commission therefore avoids 
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creating incentives for AFPs to concentrate their commercial efforts on select groups 
of members who may possibly leave them a greater margin.

At the same time, the fixed commission is simple and easy to compare.  If it is 
charged to the wage, the sum of these attributes should make members sensitive 
to the price differences between administrators, which will contribute towards the 
goal of competition.

despite the potential advantages described above, there are very few countries that 
authorise the use of fixed commissions and none that uses this price alone.  This 
result might be explained by the fact that, if fixed commissions were to be used, all 
workers would pay the same price, regardless of income, meaning that the regulator 
would lose the ability to redistribute income, which exists in the price scheme 
where the commission on flow is used, for example.  Although this problem could 
of course be solved by establishing a direct subsidy in favour of those groups that 
one wishes to benefit, apparently the political costs involved, first, with making the 
magnitude of the associated transfers transparent and then, establishing a scheme 
of price subsidies in the context of a pension system managed by private companies, 
are so high that they have prevented this type of commission from being adopted.

IS THERE A “BEST” COMMISSIONS STRUCTURE?

A consequence of the above comments is that, from the regulatory perspective at 
least, there would seem to be no best price structure for the AFPs.

If the main aim of regulation is to bring down the prices paid by low-income 
members, then a commission on flow (percentage of wages) should be chosen.

If, on the other hand, the main aim is transparency, the commissions structure 
chosen should be very simple, to ensure that all members understand it.  In this 
case, an alternative would be to adopt a fixed commission that is deducted from the 
wage.  This commission would also help towards meeting the objective of coverage, 
because it creates incentives for AFPs to bring in members, whatever their income, 
balance or age.

If one wishes to encourage certain specific aspects of the pension system, such as the 
yield of the funds, then the commission on accumulated balance (or on yield) seems 
a possible alternative.

If the aim of regulation were to ensure a price structure that matches the AFPs’ 
cost structure, the alternative would be to authorise a combination of commissions, 
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including a fixed commission and a commission on funds, at least.

Finally, if we wish to reduce the economic barriers to entry and facilitate the entry 
of more administrators to the market, then the commission on flow should be 
authorised at the beginning of the pension system’s operation and a commission on 
funds later on (or a combination of the two from the outset).

The problem for regulators is that, as we have said, none of these structures can 
simultaneously fulfil all the objectives that might possibly be demanded of the 
price structure in individual funded systems.  Consequently, the characteristics of 
commissions regulation adopted in one case or another will depend on which goals 
have higher priority.  Two comments on this:

In the first place, the definition of goals in pricing policy depends in part on other 
characteristics of the pension system.  For example, if the regulations state that the 
level of prices to be charged by the AFPs is to be defined in a tendering process, then 
the goal of “transparency” in price structure becomes less relevant and more complex 
commissions structures therefore become easier to accept.  Another example: if 
members choose separately between accounts managers and fund managers, the 
simultaneous use of two types of commission (fixed commission in the first case and 
commission on funds in the second) becomes less questionable.  Third example: if 
the regulations allow expenses involved in pension fund management to be charged 
to the fund itself and they are not paid out of the commission, then the argument in 
favour of a commission on funds becomes substantially weaker.

Secondly, it is important to stress that some of the goals fixed by regulators in 
the AFPs’ pricing policy could be met more effectively with other instruments of 
economic policy.  As we have already explained, this is the case, for example, in the 
use of the commission on flow to subsidise the price paid by workers with lower 
incomes, which could be replaced with a fixed commission plus a direct subsidy in 
favour of poorer members. So regulation of commissions is another example of the 
(mis)use of one instrument to cover a wide diversity of objectives.

FINAL COMMENTS

Commissions structures have a high degree of inflexibility and, once in place, are 
very difficult to modify.  Therefore, in addition to the difficulties already discussed 
with finding a commissions structure that makes it possible to meet all the objectives 
of AFP price regulation simultaneously, there is the possible problem of adjusting a 
previously approved structure when the regulator’s goals change.
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This is explicable to a large extent, because a modification will almost inevitably have 
an adverse effect on various groups of members (and possibly some administrators), 
who will therefore fiercely oppose the proposed changes.

Let us assume that someone has paid a commission on flow alone for years and 
the decision is taken to replace this with a commission on funds.  It is possible to 
demonstrate that, in order to avoid this change causing (predictable) damage to 
any group of members, it would be necessary to ensure that the new commissions 
payable on funds, added to the commissions on flow already paid, were exactly 
equal (in future value) to the sum of commissions on flow that they would pay 
if there were no change, for all categories of members.  However, this condition 
is very difficult to fulfil in practice, because each historic generation of members 
has paid different amounts of commission on flow in the past, so there is no single 
commission on funds payable in the future that would leave everyone in the same 
position.  It would therefore be necessary in the future to charge each historic 
generation a different commission on funds (and yet another, also different, for 
future generations that would pay commission on funds alone), in order to ensure 
“indifference” to the proposed change.  And there are other difficulties to be added 
to this one: for example, there is nothing to guarantee that the commission on funds 
will stay at the “equivalent level” of the commission on flow after the change; 
since the rate of net yield can fall (except in the case of the new commission on 
funds actually leading to higher yields), the cost of the disability and survivorship 
insurance can rise (in cases where it is funded with the commission on flow), etc..

Therefore, when deciding the characteristics of an individually-funded pension 
system for the first time, it is essential to define the commissions structure with the 
utmost care, on the basis of a clear definition of the goals being pursued, bearing in 
mind the long-term consequences of the price structure and attempting to choose 
the best available instruments for each one of them.




