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The question that we shall be attempting to answer is: does a best way of organising 
the social security collection process exist, in terms of efficiency, costs, security and 
the possibility of supervision?

The order of the subject matter is as follows: we shall begin by defining what we 
mean by the social security collection process, in order to circumscribe our analysis 
of it, given that there are processes that are closely linked with this one and might 
be included within a broader definition.  Secondly, we present alternative schemes 
for the design of social security contributions and collection systems, from the 
theoretical-operational point of view.  Thirdly we shall examine the advantages and 
risks of integrated social security contributions, compared with separate ones, and 
centralised collection compared with de-centralised.  Then, on the basis of these 
options, I shall present the evidence arising from the analysis of social security 
collection systems in Latin America, and close the presentation by giving the 
conclusions.

I.  THE SOCIAL SECURITY COLLECTION PROCESS

The collection process includes three phases: it begins with the regular contributions 
paid by employers on behalf of their workers, and those paid independently by 
self-employed workers, being deposited in the bank account(s) of the collection 
agency(ies).   This sub-process includes two transfers: one of information and the 
other of money.  The second sub-process is the crediting of these resources to the bank 
account(s) and the checking carried out by the collection agency(ies).  The third sub-
process consists in transferring the monetary resources and back-up information 
from the collection agency(ies) to the pension fund administrators (AFPs).

Obviously, from a more comprehensive point of view, collection is a part of the 
overall process of managing social security resources and is included with the 
other processes of individual account management: enrolments and transfers, 
investments, managing the social security benefits and taking care of members.
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Other characteristics of the collection process are as follows: in the first place, a 
multiplicity of actors is involved (companies, workers, banks or other collection 
firms, pension fund administrators), located over a wide geographical area; in the 
second place, it is a process with intensive use of technology: hardware and software, 
information networks and traffic, storage and redundancy centres, security rules 
and contingency plans, that make it possible to design, execute and control the 
process by following international standards.

II.  ALTERNATIVE ORGANIzATION SCHEMES

In the comparative analysis of social security collection schemes, there are two 
outstanding models: the first is centralised, with its variations of public or private 
management; the second is decentralised, managed by firms that normally carry out 
other collection services.

Social security contributions for covering old age, disability and death can be 
collected separately or, alternatively, at the same time as other social security 
resources (such as family allowances, industrial risk, unemployment and health) or 
also with taxes or other quasi-fiscal resources.

III.  COLLECTION AND CONTRIBUTION SYSTEMS IN LATIN AMERICA

How is social security collection organised in Latin America?  In the ten countries 
studied, the models are divided in halves.  In five countries there are centralised 
schemes: Argentina, Costa Rica, Mexico, dominican Republic and Uruguay, and in 
the other five collection is decentralised: Bolivia, Chile, Colombia, El Salvador and 
Peru, though the internal organization of the collection scheme varies in each of 
them (see Table 1).

In the second place, it can be seen that social security contributions are integrated 
in the countries with centralised collection, whether publicly or privately managed, 
whereas in the decentralised collection systems, there is integration only in the social 
insurance area, except in Colombia, where social security and quasi-fiscal resources 
are collected together.
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Countries Type of Contribution
Collection Scheme

Centralised Decentralised

Argentina Integrated-social 
security

AFIP, Federal Public 
Revenue Administration

Bolivia Separate-social 
insurance

AFP, directly

Chile Separate-social 
insurance

AFP, directly or via 
PREVIRED

Colombia Integrated-social 
security –quasi-fiscal

Information 
operators PILA 
system

Costa Rica Integrated-social 
security

Caja Costarricense de 
Seguro Social

El Salvador Separate-social 
insurance

AFP, directly or by 
arrangements with 
banks

Mexico Integrated-social 
security-housing

IMSS, Instituto 
Mexicano de Seguridad 
Social

Peru Separate-social 
insurance

AFP, directly or by 
arrangement with 
banks

Dominican 
Republic

Integrated-social 
security

TSS, Tesorería de la 
Seguridad Social

Uruguay Integrated-social 
security

BPS, Banco de Previsión 
Social

TABLE 1

SOURCE: BERTÍN-CALVO (COMP). LA CAPITALIZACIÓN INDIVIDUAL EN LOS SISTEMAS DE PENSIONES DE AMéRICA LATINA 2007, <HTTP://
WWW.AIOSFP.ORG>

IV.  SOCIAL INSURANCE CONTRIBUTIONS: INTEGRATED OR SEPARATE?

Which is the best model for designing pension contributions?  In order to analyse 
this question, we shall take into consideration the points of view of three actors: 
collection agencies, employers and the self-employed.

For the collection agencies, it is obvious that integrated contributions in the social 
security area – or in social insurance at least -  make it easier to manage operations 
and carry out individual controls, crossed controls and, in general, all the controls 
involved in the tasks of supervision. 
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The integrated contribution scheme also benefits employers, because it simplifies 
management –one comprehensive payment per employee– and reduces the costs 
of internal administration.  There may be a point that needs evaluation in systems 
that mix too many contributions –social security with quasi-fiscal resources for 
example, as in the case of Colombia– because as the amounts of the contributions 
per employee begin to add up, the “cost” of the decision to pay, or not to pay, for all 
the items involved becomes higher.  However, this point becomes less important as 
countries put integrated mechanisms in place that make a direct link between the 
payment of taxes and the requirements for accessing operations in the credit market, 
i.e. loans, or the formal capital market, i.e. debt issuance.

For self-employed workers –given that the employer takes the decision in the case 
of employees– the system of separate contributions may have an advantage, in the 
sense that workers can evaluate the advisability of contributing in “each” of the 
various branches of social security, depending on their own individual preferences.  
In this sense, the comparison between coverage for old age, disability and death, and 
coverage for health or the risk of unemployment may vary for reasons of gender, 
and may depend on whether people are single or married, whether they have a 
lot of children or just a few, among other aspects.  However, since social security 
contributions are normally fixed in regulations as a percentage of taxable income, 
in practice these degrees of freedom to pay in more or less to one of the branches 
of social security do not exist –at least in the mandatory sector– so this matter does 
not have much weight in the decision on separating or integrating contributions.  
This means that the integrated contributions design in social security does have 
advantages over that of separate contributions.

V.  SOCIAL SECURITY COLLECTION: CENTRALISED OR DECENTRALISED?

The analysis of collection models is more complex and involves more variables of 
the context in the collection process, acquiring different aspects in the experiences 
of different countries.

In the first place, one has to consider the social security system in which the collection 
process occurs: there are countries in the region that only have a fully-funded pension 
system (Bolivia, Chile, El Salvador, Mexico and dominican Republic), while in others 
fully-funded systems are combined with pay-as-you-go schemes (Argentina, Costa 
Rica and Uruguay) or compete against them (Peru and Colombia).  In the countries 
that have combined systems, collection is centralised, because it was used originally 
–prior to the social security reform– by the public pay-as-you-go systems, and after 
the reforms, advantage was taken of the economies of scales and scope to benefit the 
fully-funded schemes (Argentina, Costa Rica and Uruguay).  At the other end of the 
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scale, the countries with fully-funded schemes have included the collection function 
among the activities of the pension fund administrators, allowing them to outsource 
the service to banks (Bolivia, El Salvador and Peru) or other agencies (Colombia) and 
also by setting up an ad hoc company belonging to the AFPs themselves (Previred in 
Chile).  Finally, Mexico kept its centralised collection in the Instituto Mexicano del 
Seguro Social (IMSS).

The so-called “starting point”, in other words, the way in which social security 
collection was organised before the funded schemes were introduced, must be 
taken into account when analysing cost/benefit, given that changes in the collection 
systems could produce a rapid amortization of the existing structures, which would 
hit general welfare.

Another variable to be considered in the analysis for designing a collection system 
is the possibility of taking advantage of economies of scale and scope, and the 
probability of these improvements having a positive result on the price charged 
for the service, which may mean a saving in operating costs and in the commission 
paid by members.  In this sense, as will be shown further on, public agencies 
tend to set a tariff that is not always linked with costs (these are the so-called 
“transference prices”), so the existing economies of scale do not get passed on in 
lower commissions for the service.  By contrast, when the function is carried out by 
third parties (i.e. banks) or the administrators themselves, there is more competition 
and/or incentives for the tariff to reflect only the total operating costs (including 
technological innovations), which results in lower tariffs for the administrators.

In the same way, it is important to evaluate the organisation scheme that is best at 
absorbing technological standards and security practices, to optimise the efficiency 
of the service.  It seems that there is no single, a priori, solution, because this will 
depend on the way public and private agencies work in the local situations of each 
country.

Finally, it is also necessary to include the matter of control and supervision 
mechanisms for social security resources in the evaluation.  In all the countries, the 
final responsibility rests with the government itself, though in some cases (such as 
Chile) the AFPs have an intermediate responsibility. In the cases of centralisation in 
public agencies, the relationship between collection and supervision is optimised; 
whereas in cases of decentralisation it is necessary to have more coordination 
between the private companies and the national tax office. Table 2 presents the 
advantages and risks of the two schemes.
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TABLE 2
ADVANTAGES AND RISKS OF THE COLLECTION SYSTEMS

Advantages Risks

Centralised
Collection

Economies of scale

Economies of scope

Integrated supervision

Fiscal incentive

Transference prices

Relative importance 
of social security in 

the context of national 
revenue

Technological 
obsolescence

Decentralised
Collection

Greater competition

Incentives to reduce 
costs

Incentives on yield 
(with schemes of 

commissions on funds)

Barriers to entry

Technological 
obsolescence

Coordination of 
collection agency for 

supervision

SOURCE: THE AUTHOR

Centralised systems have advantages in terms of economies of scale (the public 
collector provides the services for internal and external taxation and those 
corresponding to social security) and scope (contributions are integrated in the 
social security area).  At the same time, there is a direct incentive to collect, because 
it is a function belonging to the Government.  In the same way, there is natural 
coordination between collection and supervision.  The main risk is related with the 
fixing of the tariff for the service and the asymmetry of power between the two 
parties to the contract.

In decentralised systems there is greater competition, which may result in lower 
prices.  In cases where the administrators carry out the service directly, there are 
also greater incentives to reduce costs.  In this latter case, there may be a risk when 
existing firms establish tariffs that constitute “barriers to entry” for new operators.  
There is an additional risk in the coordination between private collection and public 
supervision.
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VI.  COMPARATIVE ANALYSIS OF COLLECTION EXPENSES

The data of the AFPs’ balances for the year 20072 show that in countries with 
decentralised collection schemes, the costs of collecting social security contributions 
are relatively unimportant within the total operating expenses of the AFPs (see 
Figure 1).  These results coincide with the study made by FIAP in 20043.

So, although there are economies of scale and scope in centralisation, these are 
not reflected in the tariffs paid by the administrators for the service, because the 
public agencies set their prices with a margin over and above their operating costs.  
This means that the risk attached to the presence of “transference prices” seems 
to be occurring in practice, assuming that the administrators are in no position to 
negotiate the price against a service that is a state monopoly.

FIGURE 1
COLLECTION ExPENSES/AFP OPERATING COSTS (2007)

SOURCE: THE AUTHOR, BASED ON INFORMATION FROM SUPERVISORS

2 The source of information was the profit and loss statement corresponding to each of the AFPs 
in Latin America for the year 2007; these contain a record of the payments made by the AFPs to 
collection agencies for the service of regular collection of social security resources.  They therefore 
do not include the costs of social security supervision; in consequence there may be a slant towards 
decentralised systems, as the public collection agencies may be including this expense in the tariff 
they charge the AFPs, whereas it would not be included in the price the private decentralised 
agencies charge the pension fund administrators.

3 FIAP. Cost of collection in AFP systems, 2006. <http://www.fiap.cl>

0.0

2.0

4.0

6.0

8.0

10.0

12.0

Argentina Costa Rica Mexico Uruguay Chile El Salvador Peru

P
er

ce
nt

ag
e



263

COMPARATIVE MODELS OF CONTRIBUTION COLLECTION IN LATIN AMERICA 
HUGO BERTíN

PENSIONS FOR THE FUTURE:
DEVELOPING INDIVIDUALLY FUNDED PROGRAMS

CONCLUSIONS

Though there appears to be no perfect way of designing a social security collection 
model, decentralisation seems to be a more flexible scheme, with greater competition, 
and one suited to markets in which there are multiple service providers (i.e. banks 
or other firms).  Coordination with state supervision needs to be reinforced and it is 
important to be alert to avoid producing “entry barriers” against new pension fund 
administrators. 

Countries that have decentralised systems should review tariffs to eliminate existing 
“transference prices” before evaluating the change of system, since they could be 
increasing the operating costs of the administrators and, at the end of the process, 
might lead to higher commissions for members and lower rates of pension/wage 
substitution, which is the final aim of pension schemes.




