— November 15, 2012

-

Pension reform Iin Latin America

Main developments and lessons learnt

Amsterdam, NL










R

DB to DC pension reforms in Latin America
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Outstanding results

« The main goal of any pension system is to deliver the best possible benefits

to its members (usually expressed in terms of a replacement rate)

e |n most Latin American countries under DC/individual accounts schemes, it

IS too early to assess such goal.

« However, it is relevant to analyze the main factors that will affect those

replacement rates

* Not being a goal by itself, it is also important to assess the impact of
pension reform on financial markets and on the economy as a whole, since
the outcome of the reform is closely connected both to the macroeconomic

performance d to the specifics of capital, labor and insurance markets,

amongs ers.
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Ibute to better pensions
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La@r market flaws have had an impact on

contribution density

Informal sector employment
(% of labor force)
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Such imperfections'in the labor market need to be faced in order to improve
contribution density and, therefore, replacement rates
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elatively low in most
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Average | retirement age is low, with life expectancy

similar to OECD levels
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Pen unds have contributed to the growth and
deepening of financial markets
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Pen funds are a major source of financing to
governments, banks and corporations

Pension funds: share of total
December 2011

Instrument / Country Chile México Peru

Public debt ¢ 31,8% 28,3% 13,5%
Banks debt 59,1% 1,2% 2,8%

Corporate bonds 41,0% 47,8% 32,3%
Equity 6,2% 2,4% 7,6%
Time deposits 8,7% 0,0% 13,7%
Mortgage backed securities 5,2% 21,1% 10,4%

(1) Includes Central Bank debt
Source: FIAP, with official data.

Pension funds have made a relevant contribution to the development of local capital
markets and have brought about other positive effects:

I. Increased efficiency in the financial markets, which in turn means:
— Higher long-run returns to investors

— Lower cost of capital for firms

— Higher economic growth

ii. Protection offthe economy against the volatility of international capital flows




Empiri Idence shows correlation between pension

reform and economic growth

The case of Chile: average GDP growth rate
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Between 1980 and 2001, pension reform in Chile explains:

Increase of financial deepening (financial assets-GDP ratio)
ntage points of real GDP growth (4.6% on average)
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System pillars

Coverage
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Asset
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Souce: FIAP.

Chile (2008)

New first, non-contributory, pillar

Compulsoty contribution of
self-employed

Bidding of new customers
based on price

Elimination of fixed fees
Splitting of disability/survivors’
insurance premium

Broadening of investment
regulation

Joint bidding
Separation men/women

Increased tax incentives

Measures to facilitate
outsourcing

recent developments

Mexico (2008-12)

Re-allocation of subsidy to low
income earners

Bidding of new customers
based on price

Unique fee on assets under
management;
Compulsory annual approval of
fees

Broadening of investment
regulation
Multi-fund approach

Peru (2012)

New first, non-contributory, pillar

Compulsoty contribution of
self-employed (gradual approach)

Bidding of new customers
based on price

Structure based on: decreasing fee on
contribution; and fee on asset under
management (only from new
contributions)

Broadening of investment regulation
Multi-fund approach

Joint bidding

Compulsory use of common
infrastructure for specific operations







Consistency. between principles and policies applied
at the macro/micro levels and the pension system

e There Is a close connection between the performance and
outcome of pension schemes based on DC/individual accounts
and the labor, insurance and capital markets ,

 Imperfections in the operation of those markets may have a
strong negative impact on the quality of benefits delivered by
the pension system

(1) This does not mean that those markets need to be well developed for a pension reform to be launched. However, regulations

and institutional framework must fulfill certain minimum requirements and, above all, there must be the political will and
commitment to undgrtgke the necessary and timely adjustments.
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