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In this document we shall be talking about the withdrawal stage, the stage for taking 
out the money that has been accumulated in the pension fund over many years.  As 
has been discussed in some of the talks, this is perhaps the stage that is least known 
and regulated, and in some countries there are laws on it that have not yet been 
issued; this is why we have been asked to talk about how we see this withdrawal 
stage and what kind of pensions should be allowed.

We shall be referring to three points: the pension options allowed in various countries; 
the experience of the pension payment stage in some of them – which varies from 
some that have only five years’ experience, because they are just beginning, to others 
with up to twenty or twenty-five years, in the case of the oldest –; and some possible 
lessons on regulation in the pension withdrawal stage.

I.  PENSION OPTIONS

The first of the pension options, and the most commonly accepted, is what we call 
“life annuity”, and there are many varieties of these. I can identify four pairs at 
the very least: a first pair corresponds to a life annuity that is fixed in relation to 
a variable; a second pair or combination consists of immediate versus deferred 
annuities; a third group or pair is provided by the simple life annuity, or the one 
with a guaranteed payment period – which is paid whether or not the person who 
purchased it is still alive -; and finally, a fourth group talks about a personal or uni-
personal life annuity, or a family annuity that generates pensions for the widow and 
children.

A second type of product that is fairly well-known is programmed withdrawal, in 
which, unlike the case of the life annuity, the pensioner assumes certain risks.   Two 
important risks are: longevity risk – the risk of living longer than expected –, and the 
risk associated with investment or the yield of the funds.  However, programmed 
withdrawal has a special feature, namely that the pensioner retains the ownership 
of the funds and these therefore generate an estate for the relatives of the deceased 
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pensioner.  Programmed withdrawal also allows the person the possibility of 
changing pension option, unlike the life annuity.  Once the life annuity has been 
purchased, one stays with that company for the rest of one’s life; in programmed 
withdrawal, that is not so; one can change both institution and product.

On the other hand, programmed withdrawal has a disadvantage marked by the 
recalculation of the pension, which takes place, period by period, generally once 
a year.  The providers of the two types of pension are different: the pension funds 
normally provide programmed withdrawal, whereas insurance companies are the 
life-annuity providers.  Finally, programmed withdrawal, in principle, does not 
have the risk of insolvency that does exist in the case of the insurance companies 
offering life annuities.

Whether a programmed withdrawal pension grows or shrinks depends immediately 
on the real return of the funds.  However, the nature of programmed withdrawal 
means that if the person lives for a long time, sooner or later the funds will run out. 
This is the longevity risk associated with programmed withdrawal.  As a counterpart 
to that, it implies an estate; obviously, if the person has lived for a long time, the 
estate will be used up, exhausted and no funds will be left, but if the pensioner dies 
within a reasonable time, he/she will leave an estate for his/her relatives.

After analysing life annuities and programmed withdrawals on their own, we now 
have combinations – an interesting third product – which are simply a hybrid of the 
first two.  We have a temporary income with deferred life annuity for example; 
also the sum of a programmed withdrawal with immediate life annuity, which 
together give a decreasing pension, but one that has a floor equivalent to the 
deferred life annuity.

Let’s look at other, less common, benefit options. Legislation does not generally 
allow  lump sum withdrawals of money.  There are exceptions: we have seen the 
case of Australia, but this is not a valid option for the legislations of Latin America 
and Eastern Europe.

There are certain exceptions, however, to this last comment, and one of them is the 
withdrawal of surplus amounts, which is allowed in certain legislations for people 
who have already reached a level of minimum pension defined by law.  The excess 
may be withdrawn as a lump sum.  However, withdrawing 100% of the fund is not 
allowed.

Permanent withdrawal is included in some legislations: this special option only 
allows the product of the capital to be withdrawn, i.e. the interest, and does not 
allow the capital to be used up, thus producing an obligatory estate.
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Finally, fractional withdrawal is another pension option.  In Argentina it has been 
stipulated that if the accumulated balance is very small, then a certain, constant 
level of pension must be withdrawn, rapidly, until the funds are exhausted.  That is 
fractional withdrawal. 

To summarise, life annuities are common to all the countries; the exception might be 
the case of El Salvador, where, although the law allows it, the secondary regulations 
have not been passed and so, in practice, life annuities are not sold.

Programmed withdrawal is almost as common as life annuity and the remaining 
options are extremely infrequent.  Only two legislations include permanent 
withdrawal: Costa Rica and Bulgaria.  Fractional withdrawal is found only in 
Argentina; and finally, combinations of life annuity and programmed withdrawal 
exist in various countries.

II.  RISkS OF THE PENSION OPTIONS

What are the risks for the pensioner? There are basically three of them: longevity, 
yield and the solvency of the institution paying the pension.  longevity is a risk 
for the pensioner under the programmed withdrawal, fractional withdrawal and 
variable life mutuality options, but not in the case of the life annuity.  Yield is not a 
risk in the case of the fixed life annuity, but is in the case of variable life annuity and 
programmed withdrawal and its variations.  And finally, solvency: to the extent that 
the AFPs or fund-managers that sell programmed withdrawals or similar products 
offer no guarantees, in principle they are not subject to solvency risk, whereas the 
companies that sell life annuities, are. 

III.  RESULTS IN A FEW COUNTRIES

Let us look now at some of the results of these pension options.  Some countries 
already have hundreds of thousands of pensioners and I shall be referring specifically 
to the cases of Argentina and Chile.  In the Argentine case, programmed withdrawal 
is clearly the most successful product, with two of every three pensioners having 
chosen this option.  In Chile, the reverse is true: life annuities are the option most 
sold today, with 390,000 pensioners, as against 250,000 in programmed withdrawal.  
In other countries the proportion is more or less even.

It is worth noting that, in Chile, programmed withdrawals were sold most up to a 
certain point, but since the year 1996 the life annuity product has been winning this 
competition, and has become considerably more successful.
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Who chooses life annuities? And what is the profile of that typical pensioner?  People 
who depend exclusively on this type of pension for their future consumption tend to 
prefer life annuities; they cannot risk variability in their pension and tend to prefer 
a definite income.  People who are averse to risk, or who cannot face investment or 
longevity risk, also prefer not to buy programmed withdrawal.  In general, older 
people, perhaps because they are more averse to risk, tend to prefer the security of 
the life annuity rather than programmed withdrawal.  Finally, a larger proportion of 
men tend to choose life annuity than women, for some reason.  

Who chooses programmed withdrawal as a counterpart to life annuities?  Workers 
with low wages.  In Chile in particular, if the pension is very low, it cannot be acquired 
through the life annuity option, so people have to accept programmed withdrawal.  
But there is also a free insurance effect in the guaranteed minimum pension offered 
by the government; so, instead of purchasing and paying for the security of a life 
annuity, there are people who prefer programmed withdrawal because of the free 
insurance provided by the minimum pension guaranteed by the State.

Workers with a very high balance in their individual account or who have a lot of 
capital tend to prefer programmed withdrawal, because they are more willing to 
assume the yield risk of that product. Finally, those who believe, or know, that their 
life expectancy is short also tend to prefer programmed withdrawal, because the life 
annuity does not give them a sufficient reward.

Let’s look at a summary of the profile.  Comparing men and women: about a third 
of men prefer programmed withdrawal and two-thirds, life annuity, while among 
women the distribution between the two options is very similar, with a slight 
preference for programmed withdrawal.

One way of evaluating the results of the life-annuity market is through an indicator, 
the money’s worth ratio, which divides two items: in the numerator, the value of what 
I am receiving, the present value of the future pensions; and in the denominator, 
how much it costs me, the premium or associated price.  If the ratio is 1, the price is 
fair; if the ratio is well below 1, they are giving me little benefit for what I am paying, 
for the cost or associated price; if the ratio is over 1, I am obtaining more benefits 
than is fair, for the premium paid.

In a study conducted on two separate occasions in Chile, in 1999 and repeated in 
2003, the ratios are very close to 1, which says that the price of a pension in the 
Chilean life- annuity market is fair.  If the calculation is made using an interest 
rate that is not risk-free, but one that corresponds to the yield rate of bonds, the 
indicators fall to around 0.85 or 0.90.
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Those figures may be compared between countries.  Let us take the cases of 
Australia, Canada, Switzerland and the United Kingdom: the numbers also tend 
to be close to 1 in those countries, except in a few measurements or where these are 
made in relation not to a risk-free rate but to the interest rate of corporate bonds; 
there, clearly, because the rate is higher, the indictor of the benefit (the present value 
of those benefits) is lower, but close to 0.85 or 0.90.

Let us look now at some of the factors that influence the decision regarding one 
product or another, apart from any attractions of their own:

a)  The state guarantee on life annuities.  If there are state guarantees in the case 
of an insurance company’s bankruptcy, obviously this produces a favourable 
effect towards life annuities; if on the other hand, there is a State guarantee on 
the minimum pension, valid for both products, there will tend to be a preference 
for programmed withdrawal.  The reason behind this is that it reduces the risk 
of having a pension below the minimum guaranteed by the State and retains the 
possibility of profits when times are favourable.

b)  The existence of other State pensions.  Other types of benefit from the State that 
are paid annually tend to reduce the demand for life annuities and increase 
programmed withdrawal, because they are an alternative source of security, of 
guarantee.

c)  Finally, life annuities that are not adjusted to the variation in the consumer price 
index (CPI), i.e. not linked to inflation, may be a bad product in an inflationary 
environment, and in that case lose value compared with programmed 
withdrawal, except perhaps in the case of variable life annuities.

There is one subject that we want to mention, which is a matter of some shame for 
us in Chile: sales commissions.  We are referring to the commissions paid to life 
annuity agents, measured as a percentage of the single premium.  There was a time 
in Chile when more or less 6% of what a worker had accumulated over 40 years of 
work went to pay a commission to the person selling the life annuity.  This level of 
commission is not a market price, we are all aware of it and ashamed of it; and the 
explanation is that people asked for it, the pensioners themselves asked the agent to 
let them in on the commission, to give them part of the commission, a large part of 
it.  How was the situation resolved?  Since it was impossible to find a natural way 
of avoiding that diversion of funds, the commission on sales of life annuities was 
limited directly, by law, to a maximum of 2.5% of the funds, and today it is going 
down to 2%.

The truth is that the threat of imposing that maximum commission worked.  
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The maximum was only fixed recently, in 2005, but the discussion of that law in 
Congress had already produced an effect and commissions had fallen before that 
date.  nowadays the commission on sales of life annuities is about 2%.  I mention 
this because it is really one of the worrying issues, in terms of the regulation that one 
would like to see in this market.

IV.  POSSIBLE LESSONS ON REGULATION IN THE WITHDRAWAL STAGE

What aspects should be borne in mind when regulating pension products?  Among 
others, there are regulations of the product itself: the type of life annuity (index-
linked, variable, etc.); the degrees of availability of the investments allowed in the 
market – are any of them index-linked? If there are no investments index-linked 
to inflation, it is unlikely that there will be index-linked life annuities on offer, 
because the mismatch could prove lethal for a pension company -; the frequency 
and form of calculating programmed withdrawals; the combinations of pensions 
(life annuity and programmed withdrawal, for example); the benefits to be given to 
beneficiaries (once the main originator has died, how much will the widow receive; 
what proportion of the originator’s pension?); requirements for retirement in terms 
of age and money; whether or not to allow lump sum withdrawals; the funeral grant 
or burial insurance allowed as part of the life annuity product; whether or not to 
grant loans to pensioners, etc..

Other rules that must be taken into account are the marketing regulations.  Which 
agents will be allowed? Which commissions will be allowed and up to what 
level? Will such commissions be able to make use of the funds accumulated in the 
individual account, or not?  Will the person be able to take money out of his/her 
individual account in the AFP to pay an agency commission? What advertising 
rules will there be? Because it is easy to deceive, easy to promise something that will 
never be delivered.

As regards pension simulations and comparisons (the SCOMP system in Chile2):  
it is not easy to compare a life annuity product with a programmed withdrawal: 
the life annuity ensures a pension that will remain constant while the programmed 
withdrawal pension becomes lower.  With what part of the programmed withdrawal 
pension should the life annuity be compared: the beginning, the middle or the 
end?

State guarantees are another subject that must be dealt with in regulations: a 
minimum pension, guaranteed by the State?

2 Pension Consultations and Offers System.
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Other aspects are the risks of supervising providers, especially the insurance 
companies dealing in life annuities (all are very relevant, but some not applicable 
to pension funds that do not guarantee anything); investment regulations, both for 
the AFP and the insurance companies; and finally, information and education for 
members and pensioners.

Finally, what pension options should be permitted, given the lessons learned in 
twenty years of experience, or twenty-five in some cases?  I believe that life annuities 
are a safe product, a winner, which is allowed and is very good.  Programmed 
withdrawal, to my mind, is a very good competitor and should be allowed in 
conjunction with life annuities, either as a substitute or by combining the two options.  
Lump-sum withdrawals should not be generally allowed, except where the long-
term need has been covered by a purchased pension.  Fractional withdrawal, yes, 
because there is no sense in low wages being transformed into very low pensions 
with administration costs eating up the benefit.  Finally, permanent withdrawal is 
too conservative and not really applicable.




