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I. Introduction 
 
FIAP and the Chilean AFP Association together organised the 2010 FIAP International 
Seminar, entitled “Developing the Potential of the Individually Funded Pension Systems”. 
The Seminar was held on the 6th and 7th May 2010 at the Sheraton Miramar Hotel, situated in 
the city of Viña del Mar, Chile. 
 
The main aim of the Seminar was to identify means and instruments whereby the pension 
fund administrators can deepen the contribution that they are making today to solving the 
pension problem and also extend that contribution to other spheres in such a way as to 
improve the quality of social protection available to the population. 
 
Three avenues were followed up in order to achieve this aim.  In the first place, different ways 
were explored by which the coverage of the fully-funded programs can be extended to sectors 
of the population that are not saving for pensions today, or that are doing so by using other 
types of instruments that are less appropriate for providing an effective solution to the pension 
problem. In the second place, ways were explored by which the pensions industry could take 
advantage of its experience and ability to meet other social needs of the population.  Finally, 
an analysis was made of organization alternatives and processes that would enable the 
operational management and efficiency of the industry to be improved. 
 
The Seminar had a practical approach, directed towards highlighting the characteristics and 
results of concrete experiences that can serve as points of reference for fund-management 
companies, legislators and supervisors, to introduce changes and improve their own processes 
and regulations.  
 
For the same reason, speakers were invited to present concrete cases of policies, products and 
organizational and management models and these helped participants to identify new 
opportunities and encouraged them to review their ways of regulating and managing their 
respective institutions.  Furthermore, dialogue between the audience and speakers and 
discussion between the speakers themselves was particularly encouraged. 
 
This Seminar coincided with the FIAP Annual General Meeting, and was the eighth of a 
series that began in the year 2002. As on previous occasions, over 200 participants attended, 
coming from different countries around the world (members of FIAP and others), including 
government authorities; members of parliament; employees of international organizations; 
representatives of pension fund administrators, mutual funds and the insurance industry; and 
other personalities related with the social security sphere.  On this occasion, the Seminar was 
opened by the Minister of Labour, Camila Merino. 
 
For your information: FIAP will shortly be bringing out a book published in Spanish and in 
English, containing all the presentations given at this Seminar. This will be available to the 
general public. 
 
For a view of the seminar program and presentations, please visit the following link: 
http://www.fiap.cl/prontus_fiap/site/artic/20100510/pags/20100510132201.html 
 
 

http://www.fiap.cl/prontus_fiap/site/artic/20100510/pags/20100510132201.html
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II. Opening Address by FIAP President, Guillermo Arthur.1 
 
Madam Minister of Labour, Camila Merino, Madam Superintendent of Pensions, Solange 
Berstein, Mr President of the International Organisation of Pension Supervisors (IOPS) Ross 
Jones, Superintendents, Members of Parliament from of Mexico and Peru, dear friends from 
the Associations of Pension Fund Administrators that together make up FIAP: 
 
First of all, I want to give you all a very warm welcome to this meeting in Viña del Mar.  You 
have come from distant latitudes to accompany us in this new challenge of thinking about 
pension system development. 
 
A year ago we met in Warsaw, in the midst of the economic crisis that had seriously affected 
the valuation of the pension funds.  The impact was so great that many nostalgic individuals 
began shouting about returning to pay-as-you-go systems. 
 
The truth is that at those points we reaffirmed that Pension Funds must be analysed using a 
long-term criterion, because this is an investment which is long-term by definition and is 
called upon to mature in 30 or 40 years.  Even so, there was insistence to return to the so-
called “defined-benefit” systems.  However, reality proved us right and we saw how the 
defined-benefit systems were hard-hit by the economic crisis, with more virulence perhaps 
than the Individual Capitalization Funds, because in their case the demographics problem 
occurring in the world was added to the crisis. So, all the defined-benefit systems began to 
make parametric changes, which meant that 57 countries were forced to change the rate of 
contribution to the pension system; 18 countries postponed their retiring age; and 28 countries 
changed their formula for calculating pensions.  
 
The question that needs to be asked then is, what is left for those defined-benefit systems? 
They have undefined and uncertain benefits, which is natural, because the demographic 
pyramid has turned upside down and it is impossible for a system of that type to provide an 
answer to the pension problem today.  By contrast, the individually-funded systems proved 
that they had greater strength to resist the crisis. Thus, between December 2008 and 
December 2009, 24 countries with funded systems, most of them members of FIAP, showed a 
40% recovery.  In other words, they increased the funds by 40%, bringing them back to 
practically the same position as before the crisis.  This proved how right we were in saying 
that analysis on these issues must be carried out in the long term. 
 
But more important than this is the fact that the average yield of all the countries that have 
introduced reforms based on individual funding has been 8% weighted average since these 
systems came into being, which is extraordinarily important.  We know that the rough 
calculations that have been made state that, with adequate contribution density, a yield of 4% 
would be sufficient to finance a pension of around 70% of the average wage, and we can 
already see that the yield so far has been double that 4% yield. 
 
We know that every point of increased yield on a fund has an effect of over 20% in the 
growth of the pension. This has been achieved by using very healthy criteria in the investment 
                                                 
1 These words correspond to a transcription of the opening address given by FIAP’s President, Guillermo Arthur. 
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of the pension funds.  We know that the investment criteria which are of the essence of any 
fiduciary administration are the yield and security of the funds.  There can be no other criteria 
in investment decisions.  However, despite having followed those principles faithfully, the 
pension funds have managed to be an immense contribution to the economic development of 
countries, through their contribution to the whole process of saving and investment and, 
certainly, to a deepening of their capital markets. 
 
On certain occasions we have analysed in FIAP meetings the paper prepared by Vittorio 
Corbo and Klaus Schmidt-Hebbel, in which it is stated that the Chilean pension system is 
responsible for 10% of the economic growth experienced by the country. 10% is explained by 
the contribution made by this system to the country’s economic development. 
 
Pension systems certainly face risks, which appear in both the accumulation and draw-down 
stages, and these are not only investment risks.  However, I believe that the individually-
funded systems have the flexibility needed to allow them to cope with such risks in a better 
way. The first risk that appears naturally is the labour risk, and that manifests itself in the 
changes that exist in the labour market and the irregularity of wages, resulting in an uncertain 
contribution density with which to cope with funding the future pension.  There are, however, 
ways of mitigating that labour risk and one of these is to use multi-funds. 
 
Multi-funds are an effective tool to enable people to adjust their investment at different stages 
of life.  When one is young, it is possible to assume greater risks; when one is older, it is 
natural to move towards more conservative portfolios. 
 
Multi-fund schemes have been adopted already in Latin America by four countries: Chile, 
Peru and Mexico, and Colombia, which will bring the scheme into effect next year.  In 
Central and Eastern Europe, five countries have already implemented them: Slovakia, Estonia, 
Hungary, Latvia and Lithuania.  Undoubtedly, this is an enormous contribution, enabling 
workers to improve the performance of their savings in order to have better funding for their 
pensions. 
 
One thing that concerns us, and we have discussed it frequently, even with the regulators, is 
the inertia that may exist among workers who, having chosen a riskier fund when young, 
remain in it, even when they are approaching retiring age.  However, the observation that we 
have made concerning the funds chosen by workers is that they correspond clearly to the 
criteria of the “Default Rule”.  In other words, workers have chosen the fund that corresponds 
to their age, according to the Default Rule, which confirms that workers do look for 
information, before choosing the most appropriate fund. 
 
An effective tool for facing up to labour risk is Voluntary Pension Saving.  Certainly, in the 
light of the irregularity of income, the cycles that every person faces in the course of his/her 
working life, in terms of unemployment or lower wages, voluntary pension saving seems a 
very effective tool.  We naturally hope that such voluntary pension saving will always have 
strong incentives, so that workers can, in moments when they receive better income, deposit 
extraordinary savings to cover those periods when they did not have them in the past and 
those periods when they will not have them in the future, 
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Another solution is the use of multi-pillar systems, such as exist in most countries. The first, 
non-contributory pillar is the most appropriate answer for all those workers who, for reasons 
of poverty, informality or unemployment, have been unable to fund their pension adequately.  
The first pillar must focus on the sectors with lower incomes, in order to guarantee them a 
pension, and must not become, as we have seen in some cases, a source of competition or a 
disincentive to the contribution that workers can make. 
 
There are other answers too to improve coverage, which we shall be exploring during this 
Seminar.  We shall see how the individually-funded systems can contribute to solving the 
pension problem of the poorest sectors, through incentives, pension education, etc. 
 
Another subject to be analysed is investment risk, both in the accumulation and draw-down 
stages. Investment risk is associated with the volatility of pension savings.  I am of the 
opinion that the individually-funded system has the flexibility and tools to mitigate such risks.  
The first is investment diversification: there are some countries that have extraordinarily high 
percentages of investment in domestic economies and government securities, which clearly 
puts those workers’ pensions at risk.  Diversification must be a challenge for our whole 
system. 
 
We have to continue advancing, not only in foreign diversification, but also in seeing how we 
can find other instruments for channelling pension savings.  During this Seminar we shall be 
looking at two instruments about which there is already a certain amount of accumulated 
experience: investment in infrastructure and investment in housing.  Those investments have 
the advantage, not only of channelling savings appropriately and delivering a good yield to 
those who have them, but also of making the pension system more approachable for workers, 
because they can see their savings tangibly invested in the building of houses and roads and in 
the improvement of their countries’ economies. 
 
Another risk faced in certain countries is the definition of the benchmarks (points of reference) 
for investments. There are absolute benchmarks and relative benchmarks. The problem with 
absolute benchmarks is that designing them means replacing a decision that corresponds to 
the administrator.  He is the one responsible for the funds’ investment, within the limits 
stipulated by the law. 
 
Relative benchmarks (of minimum yield, as in Chile’s case) produce a “herd effect” because, 
in order to avoid sanctions or commercial risks, all the portfolios begin to look the same. For 
this reason, these relative benchmarks must be designed with sufficient leeway to allow the 
administrator to be the person taking the decisions. 
 
In the draw-down stage, the member has to deal mainly with longevity risk.  One way of 
eliminating this risk is to transfer it to a Life Insurance Company.  However, in this case we 
have some enormous challenges.  One of these consists in seeing how to create indexed, long-
term bonds that are capable of hedging the investments in the various countries and at terms 
sufficient to finance life annuities.  The worker transfers the longevity risk to the Life 
Insurance Company once and for all.  However, to increase the strength of that system, we 
believe that there should be long-term instruments, duly indexed to inflation, in all the 
countries that offer life annuities. 
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In programmed withdrawal, the longevity risk is borne by the worker him/herself.  I believe 
that there are also formulas to be explored here, to see how that risk can be reduced by a 
mutualisation or insurance of those investments. 
 
In this Seminar “Developing the Potential of Individually-Funded Systems”, we want to put 
the experience acquired by the Pension Fund Administrators (AFPs) in managing pension 
funds at the service of the workers, to find answers to other problems that they are facing, 
which are closely related with social security. 
 
So we are going to analyse the possibility of managing unemployment funds too, or savings 
funds for health care in old age.  All these new products are going to be food for discussion 
during this Seminar. 
 
To conclude, I want to point out that the great challenge we are facing in all the countries is 
that of pension culture.  We want the worker to move away from the idea that he is being 
presented with a kind of tax and to understand that with his/her savings and the decision not to 
spend in the present, he/she is financing a better retirement stage.  This, given the growth in 
life expectancies, is a stage which is going to be increasingly long, and we therefore want it to 
be better covered. 
 
In order to provide this advice and extend this coverage, there are a thousand ways, all of 
which we are going to explore, but one of them is of great importance and consists of creating 
trust. Here we appeal to the authorities and politicians of the various countries for their 
cooperation in creating trust.  We must dig the debate about pension systems out of the 
ideological trenches.  They are no longer the response of a particular model of thought.  
Individually-funded pension systems are coming into being because there is no other viable 
system.  Pay-as-you-go systems can no longer guarantee defined benefits, as is shown by the 
magnitude of the parametric changes that countries have had to introduce.  That is not only 
due to poor management, but also to the demographic changes that are taking place in the 
world.  
 
Therefore, let us not damage the trust placed by the workers in management and in the 
provision of a long-term benefit from their pension savings.  We are convinced that a large 
part of the coverage problem is the constant ideological criticism levelled at these systems.  I 
am sure that time will prove us right, but today we must start creating this trust.  If we 
undermine it, we shall never find a way of improving the coverage that these systems require.  
 
Thank you very much. 
 
 
 
 
 
III. Summary of presentations  
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1. Sebastián Edwards2 – Crises and Pensions: Lessons from the Global Financial 
Crash 
 

− One of the three pillars of Chile’s economic success is the private system of 
individually-funded pensions.  One of the most notable 
aspects of that system is that it has survived the recent 
financial crisis quite well. 

− Any serious analysis of the pros and cons of private 
individually-funded systems must compare them with 
the alternative: public pay-as-you-go schemes. On 
making this comparison, the results are illuminating.  
The public pay-as-you-go systems with defined benefits 
are in a very delicate position: the excesses of public 
debt over GDP recorded by various of the world’s governments (e.g. Italy, Greece, 
Belgium, France, USA, etc.) are in fact above the levels that were considered to be 
absolute maximums just a short time ago (60% of GDP), and this generates great 
uncertainty as to the solvency of these systems when it comes to meeting pension 
obligations.  

− But the position of the pay-as-you-go systems is much worse, because their pension 
funds are not "marked to market", and because they have implicit hidden debts (there 
are contingent liabilities that are not captured by conventional accounting methods). 

− The State of California is an example of the situation that is occurring and will 
continue to occur in the pay-as-you-go systems.  There is a deficit of half a trillion 
dollars in the three public defined-benefit systems.  In order to solve this problem, it 
will be necessary to reduce wages by up to 20% and increase contribution rates. 

− The recent crisis of European countries such as Portugal, Italy, Ireland, Greece and 
Spain (the so-called PIIGS) shows that public pay-as-you-go systems may exacerbate 
a crisis.  There is a feed-back mechanism: the liabilities that exist in these systems 
make the crisis worse, and this is leading to a “down-grade” of the debt, which in turn 
makes borrowing more expensive and increases the size of existing deficits. 

− So it is the pensioners in these pay-as-you-go systems who will have to “pick up the 
tab”. For example, in Greece there may be a drop of 30% in pensions and a rise of up 
to 15 years in retiring age. 

− Fully-funded systems enable there to be funding for the accumulation of capital and 
the development of “private equity”, factors which are crucial for economic growth.  

− A list of possible improvements to the individually-funded systems includes: 

• Encouraging voluntary saving for old age. 

• Designing appropriate individually-funded programs sponsored by businesses. 

• Increasing coverage 
                                                 
2 Henry Ford II Professor of International Business Economics, Anderson Graduate School of Management, 
University of California (UCLA), Los Angeles, USA. 
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• Implementing mechanisms that minimise the inertia element in people’s behaviour. 
There is a tendency not to make any changes, and it is vital to take this into account 
and introduce design elements into the savings plans that enable this inertia to be 
overcome in the interests of achieving greater participation in them. One possibility 
could be automatic inclusion in voluntary saving programs in companies.  

• Including self-employed and informal workers in the system. 

• Eliminating gender discrimination.  

• Increasing the supply of investment funds. 

• Adding flexibility to portfolios (flexible investment limits). 

• Regulating the risk exposure of the savings during the years prior to the decision to 
retire. 

• Implementing a safety net which provides a minimum pension for poorer people, 
without reducing contribution incentives. 

• Reducing administration costs. 

• Improving the risk of administration. 

• Designing rules that reduce exposure to sudden slumps in the market in the period 
immediately prior to retirement. 

• Pension culture: to help people to understand that contributions are not taxes. This 
depends on traditions, customs and language.  In Chile, for example, employers 
and workers negotiate wages in net terms, which encourages people to interpret the 
contribution as a tax. 
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2. Felipe Kast3 - Challenges for Extending Coverage to Lower-Income Workers 
 

− On making a diagnosis of the coverage of the Chilean 
individually-funded pension system, it is found that: 

• The number of people contributing in the System 
has increased considerably from 1993 to the 
present day. There are currently about 3.965 
million people paying contributions into the 
system, implying a growth of 68% compared with 
1993. 

• Contribution amounts have tended to increase as time has gone by and, as a 
matter of fact, two new groups of contributors have appeared: those between 
750 thousand and 1,000 thousand Chilean pesos (CLP) and those between 
1,000 thousand and 1,300 thousand CLP. At present, the largest group is made 
up of contributors with incomes between 100 thousand CLP and 250 thousand 
CLP (34% of contributors). 

− The pension reform introduced in 2008 made great efforts to improve the pension 
system existing in Chile and ensure a minimum standard of welfare for the most 
vulnerable members of society.  However, one of the challenges still pending is how to 
increase coverage among workers with lower incomes. 

− How are lower-income sectors to be reached?  

• Strategy: to explore a possible type of Voluntary Pension Saving (APV) 
designed specifically for lower-income sectors, in which there is also a 
component of “precautionary saving”.  This component of precautionary 
saving is important because most of the poverty identified in Chile is explained 
by temporary income shocks.  

• Proposal: to take the Voluntary Pension Saving (APV) pillar to the lower-
income sectors by means of subsidies.  The idea is that the worker should have 
the possibility of automatically saving part of the subsidies that he/she receives 
from the State. So:  

i. The State would transfer the whole of the household’s subsidies to the 
beneficiaries’ account. 

ii. The beneficiary would immediately have the possibility of saving an 
amount in a capitalization fund. The fund could be used for two 
purposes: (i) Old-Age Pension (to complement the solidarity pension); 
(ii) Withdrawal in periods of low income. 

iii. Suitable incentives would have to be put in place to discourage 
withdrawal of the funds. The State would provide APV-type benefits 
for the funds that people save, to make the option of saving for the 
future an attractive one.  

                                                 
3 Minister of Planning, Chile. 
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3. Natalia Millán4 – The Pension System in Colombia: Challenges and Alternatives 
to Increase Coverage 

 
Diagnosis of social protection in Colombia 
 

− An analysis of the social protection problem in Colombia 
reveals that it is financed with taxes on work that 
represent up to 60% of the wage (70% for those with 
lower income). But the most serious aspect is that so-
called “pure taxes” have increased, producing the vicious 
circle of informality. It is also found that informality does 
not recede in response to variations in the GDP and that 
“self-employment” seems to follow the development of 
payroll costs very closely.  

− In Colombia the choice of “self-employment” is not voluntary and affects to a large 
extent the people who are most vulnerable.  In fact, in this country, statistics show that 
only 41% of self-employed workers are really contented with their jobs, whereas in 
countries like the Dominican Republic or Bolivia this percentage is over 70%.  
Furthermore, in the year 2006, over 60% of people in work in the poorest strata were 
working as self-employed.  

− Colombia is the Latin American country with the highest payroll taxes not associated 
with social security. This effect is even more serious, due to the existence of a 
relatively high minimum wage, meaning that the number of people earning less than 
the legal minimum wage is increasing all the time. 

 
Impacts on the pension system 
 

− Although there is an upward trend in the number of members for both schemes in the 
pension system [Individual Saving Scheme (individually-funded) and Average 
Premium Scheme (pay-as-you-go)], there are still low levels of coverage and loyalty. 

− Most of the people in work are not enrolled in the pension system  (in 2008 only 
43.5% of those in work were enrolled in the system) and obviously there is less 
participation in the case of the self-employed.  

− Most of the poorest population is excluded from the pension system and this is also 
true of the younger population.  

− If a solution is not found to this situation, when the population reaches retiring age the 
pension system is going to have the same problems as those found in the labour 
market (exclusion of the poorest population and low levels of coverage), which will 
result in a greater financial burden for the State. This is not a problem of ideology but 
one of fairness: the poor are excluded from the labour market or are involved in low-
quality self-employment, and have no pension when they reach old age. 

− The above is particularly serious if one takes into account the fact that pension 
subsidies are extremely badly focused.    

 
                                                 
4  Researcher on social issues, Fundación para la Educación Superior y el Desarrollo (FEDESARROLLO), 
Colombia. 



 

 12

Policy recommendations 
 

1. Let the Average Premium Scheme fade out, or eliminate it, (by prohibiting entry of 
new members and new transfers) because it is excessively expensive and is 
incompatible with the solidarity pillar. 

2. Implement a three-pillar system: (i) Solidarity pillar oriented towards the poorest 
population, financed with general taxes; (ii) Mandatory individual savings pillar; (iii) 
Voluntary individual savings pillar. 

3. Labour reform: (i) Eliminate 13 points of pure taxes on the first 2, 1.5 or 1.3 minimum 
wages; (ii) Carry out a deep reform of the index-linking scheme for the minimum 
wage (it only adjusts for inflation during the first 5 years, and differentiation of the 
minimum wage according to age and by urban and rural zone). 

4. Deep reform of the minimum pension scheme currently in force (minimum pension 
guarantee not tied to the minimum wage currently in force and the adjustment 
mechanism changed yearly). 

5. Give the pension system the possibility of responding to the various types of work 
contract existing in the labour market (e.g. allowing contributions to be paid on hourly 
work or occasional work).  
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4. Eduardo Fuentes5 – Encouraging the Self-Employed to Contribute Voluntarily to 
the Pension Funds 
 

− The pension reforms based on individual capitalization of 
savings have achieved financial legitimisation, because they 
have contributed towards: 

i)   The fiscal consolidation of the countries concerned. For 
example, if the reforms had not taken place, debt 
commitments in Latin America would have increased on 
average to levels approaching 200% of GDP. In this sense, 
the most solid profits come from having avoided the impact of the future ageing 
process on the public purse. 

ii)   Increasing levels of national savings (between 1 and 5 points of GDP) and increasing 
the growth of the GDP (0.5% of GDP). The positive correlation between the net 
worth of the pension funds and the savings rate has made it possible to reduce 
dependence on overseas funding. 

iii)  Developing capital markets. 
iv)   Producing positive, though limited results in terms of coverage and replacement rates. 

 
− However, the social legitimisation of the reforms (adequate pensions and, especially, 

greater coverage) is still pending. The coverage of the individually-funded pension 
systems continues to be the main cause for concern. The reforms have not managed to 
convince workers to contribute to the individually-funded pension systems. In some 
countries the lack of coverage is dramatic in the strata with lower resources. 

− Structural factors impose great challenges on the pension systems. Per-capita income, 
poverty levels and informality are conditions that influence the importance of present 
consumption for a considerable percentage of the population and limit their ability to 
save for the long term.  

− If pension system coverage continues to be so low, there will be permanent difficulties 
lying in wait for the industry in the short term. It is therefore necessary to identify the 
problems and responsibilities. The private pension systems based on individual 
capitalization do their job successfully for those contributors who pay their 
contributions into the system regularly. In the case of those who do not contribute: why 
do they not do so, and whose responsibility is it?: 

i) Worker  (Interest in the system / Socio-economic conditions) 
ii) Employer (Interest in the system / concern for the worker to be covered) 
iii) State (Social-economic-financial framework/ Work Framework/ Regulation) 
iv) Pension Company (Responsibility in management/ Proactive attitude in 

creating bridges between the different actors (especially with the State) in 
order to encourage the extension of the system to a greater number of workers) 

 
− The duty of the industry is therefore to analyse, propose and develop alternatives (and 

develop “know-how”) to encourage those who are outside the system (most of whom 

                                                 
5 Director of Insurance and Pensions BBVA America and Vice-President of FIAP, Spain. 
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are self-employed) to take part. The structural limits of the economies are great, but 
more participation could be achieved alongside them. 

− In order to tackle the problems of coverage, it is necessary: (i) To identify the causes 
of the informality problem; (ii) Find out the characteristics and preferences of those 
who are not covered; (iii) Identify schemes that will encourage workers to participate 
in pension systems; and (iv) On the side of the industry, design and provide attractive 
products. 

− How can one create schemes that encourage people to pay into an individual account? 
It must be recognised that different problems will exist, depending on socio-economic 
characteristics: income levels, poverty, household preferences and the need for the 
product/service, meaning that reactions to incentives may be different. 

− The relevant literature gives different definitions and determining factors of 
informality, which generally coincide in variables such as economic growth, rigidities 
in the labour market, excessive state regulation and optimisation of the worker’s 
decisions on a cost-benefit basis. As an industry, it is our job to work on the benefits 
that may attract those who are not contributing. 

− The case of Chile, based on the Social Protection Survey (EPS), is illuminating. In this 
country, almost 80% of self-employed workers do not contribute to the pension system, 
and those not contributing belong to the groups under 26 and over 65 years of age 
(over 80%). Furthermore, the self-employed are concentrated in economic sectors 
such as commerce, services, agriculture, manufacturing and building and have low 
incomes (69% of the self-employed receive income of less than US$ 380). The EPS 
also reveals that ignorance about the system and lack of money/work lead not only to 
failure to contribute, but also to very little willingness to do so voluntarily. 
Nevertheless, it was found that the preferred benefits for encouraging contribution 
would be health, education and housing.  

− If an econometric model is made for the Chilean case in order to identify the factors 
that increase the probability of people’s contributing to the pension systems, it is 
found that: 

i) Making contribution mandatory is not sufficient to solve the problems of 
coverage and pension amount, because only 49% of the self-employed are in a 
formal situation that can be checked by control mechanisms.  

ii) Self-employed workers are heterogeneous in terms of income level. They have 
preferences for different types of alternative savings, depending on their 
income level: 
those with low incomes prefer to save for housing 
those with high incomes prefer greater liquidity. 
An increase of 1% in alternative savings (capital goods or financial savings) 
reduces the likelihood of contribution: it is necessary to associate saving for 
pensions with other savings needs. 

iii) Incentives: the self-employed would be prepared to pay contributions if, by 
doing so, they obtained benefits in health, housing or education. 

iv) Children’s education. In the models estimated, where these are not controlled 
by income band, the “children’s education” variable is very significant. This 
means that an increase in the expenditure on children’s education increases the 
probability of contribution in the pension system in the case of income bands 
with middle-to-high incomes.  
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v) There is a positive correlation between contributing to the public health system 
and to pensions. However, contributing to private health institutions reduces 
the likelihood of contributing for pensions. It would be advisable to explore the 
possibility of adapting the regulations.  

vi) Other variables: 
a. Education: an increase in years of education increases the probability of 

contributing in the system by between 0.4 and 0.9%. 
b. Permanent work: being self-employed, but on a permanent basis, increases 

the probabilities of contributing in the pension system. 
c. Sex: where this variable is significant, it indicates that being male reduces 

the likelihood of contributing in the system. 
d. Age: between the ages of 26 and 65 there is an increased probability of 

contributing, which agrees with the life-cycle theory. The coefficients 
increase, in other words, the probability of contributing towards pensions 
increases as we move up the age-bands, reaching a maximum of 20% 
increase in probability in the age-band between 46 and 55 years of age.  It 
decreases in the last economically active age-band of workers’ lives, 
between 56 and 65 years of age.  
 

− By way of conclusion, the challenge that must be taken up by the industry includes: (i) 
Producing a product that encourages those who are excluding themselves from the 
system today to take part, by including some mechanism of access and/or association 
with related financial products for them, such as housing, health and education; (ii) 
Incorporating the participation of the State in order to complement the actions of the 
industry and contribute towards mitigating the impact of the countries’ structural 
factors: poverty, unemployment, low incomes and informality; (iii) Revising existing 
subsidy mechanisms in pension systems in order to seek alternatives for re-focusing 
these towards those who have no access to the pension systems (this focusing must 
seek to maximise contribution in the groups on the verge of being able to do so).  
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5. Carlos Herrera6 - Contribution Subsidies: Mexico’s Experience 
 

− Chile has shown us, in its pioneering work with the Social 
Protection Survey, that in Pension Systems, contribution 
densities are a key variable to be taken into account. 

− Being aware of the Chilean experience, the BBVA Service of 
Economic Studies carried out a study on the Pension System 
in Mexico, to find out about its problems and propose 
comprehensive means of reinforcement.  In this study, it was 
found that: 

i)  Contribution densities among members are very heterogeneous and it was 
realised that it is practically impossible to speak of representative individuals 
(there are 24 member profiles, if one differentiates by gender, wage level and 
contribution density).  

ii)  The contribution rate in Mexico is relatively low by international standards 
(6.5%, not including the “Social Contribution” 7 ). This leads to low 
replacement rates, especially in cases of low contribution densities.  

iii) The solution to the above problem implies raising contribution rates to 
international levels. 

iv)  Because of its design, the “Social Contribution” provides most benefit to 
people with few resources. For that reason, increasing the “Social 
Contribution” increases the social benefit, but then the question arises: How 
can the Social Contribution be increased without having a negative effect on 
the Fiscal Cost of the Reform? The study proposed redistributing the public 
funds of the Social Contribution to those people on whose pension it has a 
greatest effect. 
 

− The legal initiative of the Federal Executive which was enacted by Congress in May 
2009 was broader than that proposed by the BBVA study, but still with limited cost to 
the government (transference of about US$130 million to lower-income workers in the 
first year, with redistribution covering 60% of the cost).  

− The increase and subsidy on contributions through the “Social Contribution” today 
offers better welfare prospects for members with lower incomes: 

i) A more progressive allocation of public funds is achieved with the “Social 
Contribution”, aiding workers with lower incomes. 

ii) 90% of the workers who contribute to the Pension System will see an increase 
in the deposits in their individual accounts.  

iii) By improving contribution rates, replacement rates also improve.  
− Nonetheless, the aforementioned reform represents just the first step in solving 

problems inside and outside the Pension System, which call for a vision of an overall 

                                                 
6 Senior Economist, BBVA Bancomer, Mexico. 
7 The “Social Contribution or Cuota Social” is a solidarity instrument in the Reformed Mexican Pension System. 
It was set up in 1997 as a fixed monthly contribution from the Federal Government to each individual account 
for each day for which contributions were paid. Its amount is equivalent to 5.5% of the General Minimum Wage 
in force in the Federal District on 1st July 1997, which is updated quarterly in accordance with the local 
Consumer Price Index. 
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solution both in Mexico and in Latin America.  The main challenges pending are: (i) 
Formality in contractual relationships; (ii) Extension of coverage; (iii) Financial 
education; (iv) Incentives for voluntary saving; (v) Other pensions: disability and 
survivorship; (v) Concluding the tasks of fiscal consolidation; (vi) Broadening the 
bases of fiscal collection to provide general support for the Social Security Systems. 
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6. Joseph Ramos 8  - New Uses for Individually-Funded Systems: Unemployment 
Insurance 

 
− Why use individually-funded accounts for unemployment insurance?  

 
• Social benefit of individual accounts. Traditional 

unemployment insurance policies have a series of defects: (i) 
First, they create negative incentives for unemployment by 
prolonging the unemployment period while the person is 
using the insurance; (ii) Secondly, the insurance, by raising 
the reserve price of labour, means that the person may turn 
down jobs that he/she would otherwise have taken; (iii) Thirdly, the insurance is paid 
by third parties, typically the State, and that means that collusion often occurs between 
the employer and worker in the form of fictitious dismissals, and that makes the 
system extremely expensive. Individually-funded accounts solve these problems 
because they mean that the insurance is funded by the worker and employer without 
the State being involved. Furthermore, since this is safe money for the worker, 
whatever the circumstances, this reduces enormously the incentives to prolong 
unemployment, reject good jobs or get involved in spurious dismissals.  

• Private benefit of individual accounts.  From the point of view of the Pension Fund 
Administrators (AFP), there is a double benefit in individual accounts for 
unemployment insurance: (i) In the first place, there are many synergies with the 
handling of individual pension accounts in the offices used for attending the public 
and of course, in the investment committees for investing; (ii) In the second place, 
there are considerable resources involved. To give an example, to cover a normal 
unemployment period, one would need to collect 4% of the annual wage in such funds, 
in other words, 2% of the GDP, which is, by the way, more or less the level that will 
be reached by the scheme in the Chilean system.  Meanwhile, there are countries in the 
OECD that reach up to 5% in the total of what is spent on various programs related 
with unemployment insurance.  So one can definitely spend quite a lot of money.  

 
− There are 3 types of individual accounts that might be imagined for purposes of 

unemployment insurance: 
 
• Pure individual accounts alone. If unemployment were even and its duration identical 

for each worker, this compulsory saving would be sufficient and everyone would be 
fine.  The problem, of course, is that many workers are out of work more often or for 
longer periods. As a result, the system of individual accounts alone is insufficient.  

• Individual accounts plus access to loans. Martin Feldstein proposed that, together 
with individually-funded accounts, the worker should be given access to loans, the 
idea being that the individual account should cover normal unemployment and the 
loan be used for those who have the bad luck to experience a longer period of 
unemployment than normal. However, there are two problems with loan systems: (i) to 
the extent that the State provides that loan, it may well be considered a soft loan and 

                                                 
8 Professor, Department of Economics, University of Chile. 
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there may be a tendency not to repay it; (ii) secondly, even if it is paid, the loan system 
means that the whole cost of the unemployment falls on the worker (the worker who is 
unfortunate enough to be unemployed for 15% of his/her working life would therefore 
have to find funding for it). In other words, the loans system has the disadvantage that 
it is not insurance. With insurance, one would hope that there may be a spread 
between those who randomly have more unemployment with those who have less.  

• Individual Account plus Solidarity Fund. The above problem leads us to this third 
solution, which is already being applied in Chile. In this alternative, the risk of having 
more frequent unemployment than normal is socialised through a Solidarity Fund. 
This has the advantage that those who are unfortunate enough to have a lot of 
unemployment will receive a subsidy that is greater than their own contribution, and in 
that sense, it acts as an insurance.  

 
− The Chilean model of unemployment insurance: 
• The Chilean unemployment insurance is a double hybrid that includes individually-

funded accounts that cover, or aim to cover, “normal” unemployment and a Solidarity 
Fund, which aims to cover that part of the unemployment period that is over and 
above the normal.  This system was also conceived as a complement to, and not a 
substitute for, dismissal compensation. I shall return to this later on. The system 
concentrated on wage earners with open-ended contracts for more than one year, and 
not the self-employed, since from the management point of view it seemed better to 
focus on the former (due to the difficulty of distinguishing a self-employed person 
from one who is inactive or unemployed, and it is more of a priority to concentrate on 
those with “open-ended” contracts than on workers hired for specific jobs or fixed 
periods.) 

• As regards costs, in the case of employees with open-ended contracts, 3.8% of the 
worker’s wage goes into the individual account (2.2% payable by the worker and 1.6% 
by the company) and 0.8% of the wage (payable by the company) goes to the 
Solidarity Fund; in the case of workers hired “for a specific job” 3% of the wage goes 
into the individual account, all of it being payable by the employer. Access is 
conditional: anyone who has been contributing to the system for 6 months when 
becoming unemployed or leaving his/her job voluntarily has access to the individual 
account, but 12 months’ contributions are required in order to be entitled to the 
Solidarity Fund.   

• As regards the benefits, everyone who is dismissed or leaves voluntarily is entitled to 
them, provided that he/she has contributed to the individual account for the relevant 
length of time; in other words, it is safe money, when you retire if not before. Those 
who are dismissed have access to the individual account and, once the resources are 
exhausted, to the Solidarity Fund. In Chile the Solidarity Fund is fairly mean, giving 
50% of wage as a maximum and with an upper limit of US$380 per month, amounting 
to about two-thirds of the average wage, and decreasing from then on to the fifth 
month, when it is equivalent to 30% of the wage. In case of very high unemployment, 
the benefits are extended by two additional months. 

• The administration of the unemployment insurance is in the hands of the AFP 
consortium (a tendering process was held to award the administration of the insurance 
for 10 years and this was won by the AFPs).  A commission is charged for this service 
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on the accumulated funds (at this point in time they are approximately US$ 2,000 
million, equivalent to 0.6% of the funds per year). 

• Today the investments of the unemployment fund have fixed income and equities, 
because the average worker is in the company for about 5 years, which means that it is 
not necessary to have as much liquidity as was believed at the outset.  

• The unemployment insurance model in Chile has made it possible to eliminate leaks 
and wrong incentives. The Solidarity Fund concentrates on the issues with highest 
priority. The person who leaves a job voluntarily also benefits: the Law sought to 
provide help for the person who leaves a job voluntarily too, in order to improve 
labour mobility. The model also minimises the increase in hiring costs, because the 
amount that the employer contributes to the individual account can be deducted from 
compensation (this reduces the costs of compensation for him by approximately 20%). 

• In view of the fact that there is a monopoly in the administration of the Chilean 
unemployment insurance, a Users’ Committee was set up. This was quite an unusual 
institution, made up of union representatives, businessmen and academics, with the 
aim of ensuring that there was compliance, not only with the letter but also with the 
spirit of the Law.  

− There are two possible extensions for the unemployment insurance model: 
• Individually-funded accounts with a loan and subsequently the Solidarity Fund. The 

Chilean system (individual account + Solidarity Fund), is quite tight-fisted in terms of 
the benefits that it provides. So the idea is to make it possible to have higher 
replacement rates by allowing there to be a loan, not out of the Pension Fund, but 
using the Pension Fund as guarantee of a loan in the private sector. That loan would be 
paid back as a higher contribution when the person is re-employed. This would have 
the advantage of allowing much higher replacement rates than those seen in the 
Chilean case, to be followed later with the Solidarity Fund.  This model therefore lays 
a large part of the cost of the unemployment on the worker, but provides a 
replacement rate that is much higher than those at present.   

• To change the system of compensations to one of individual accounts. Why change it? 
Basically because of the rigidities that the system of compensations imposes on the 
hiring of labour, and because the compensation system, even in the best situation,  
constitutes an imperfect defence against unemployment. Especially for people who 
have one or two years’ seniority, compensation provides very little protection.  In that 
sense, an unemployment insurance would be better. The resources involved in the 
compensation system are very great. Brazil and Colombia are Latin American 
countries with experience in this sense. In Brazil, ever since the year 1966, dismissal 
compensation is deposited each month in an individual account which can only be 
touched in case of dismissal. This has produced the problem that many workers agree  
with their employers on a fictitious dismissal, in order to get their hands on those 
funds. In Colombia, much more recently, the compensation system of one month per 
year of work in case of dismissal, was changed to one month per year in any event. I 
am not sure how many employers would be really enthusiastic about the proposal, but 
Colombia did it that way and the early results would appear to be fairly positive. 
Somewhat less daring than the Colombian system would be to change not to a month 
per year, but to half a month per year in any event, which is the real cost for the 
employer.  To put it this way, it would be a reform that would obviously reinforce the 
unemployment insurance considerably.  
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7. Augusto Iglesias9 - Voluntary Pension Saving 
 

− Why is it important from the point of view of public policy to encourage Voluntary 
Pension Saving (APV)?  

 
• In many countries in the world, the total replacement rate 

(pension over salary) that workers obtain from the various pillars 
of the pension system is quite low. It is possible to see, 
especially in the case of workers with average or above-average 
incomes, that the replacement rates resulting from the sum of 
pensions provided by social security are relatively low.  In a 
country such as Germany, a worker who earns twice the average 
income receives a pension from social security that represents 30% of his wage.  In a 
country like Mexico, which has an individually-funded system, what the average 
worker receives will be around 35.8% of the wage.  In the case of Poland it is 
estimated to be 61%. The situation is even worse for women, because they usually 
retire earlier and have fewer accumulated contributions. That means lower pensions, 
whether in an individually-funded or pay-as-you-go system.  

• In general around the world, social security systems are not offering workers with 
average or higher incomes a pension that allows them to replace the income they 
received during their working years at an acceptable level.  As a result, many workers 
are going to need supplementary pensions. Now those supplementary pensions, or the 
increase in pensions compared with what is seen today, are not going to emerge from 
the pay-as-you-go programs, because they are facing financial difficulties all over the 
world.  What those programs are doing generally is lowering their benefits and making 
the conditions to qualify for them increasingly restrictive. 

• But even in mandatory funded systems, the amount of the pensions may turn out to be 
insufficient because, according to the logic of those systems, the way to improve 
benefits consists of raising contribution rates, increasing the maximum ceilings of 
earnings for purposes of mandatory contribution, and achieving higher contribution 
density (which usually lies outside the sphere of pension policy and depends more on 
the results of the labour market). Increased life-expectancies in themselves mean that, 
with the same contribution rate, the same level of yield and the same density of 
contribution, the level of the pensions will fall.  And a possible low yield on 
investments may affect some generations more than others.  All this influences the fact 
that the amount of pensions in the context of a mandatory system, even an 
individually-funded one, may be relatively low.   

• It is also worth remembering that the contribution rates of the individually-funded 
systems are very low in certain countries, especially in Eastern Europe. What they did 
in those countries was take the total contribution rate and divide it, one part going into 
the individual funding system and the other into pay-as-you-go. With such low rates 
being dedicated to capitalization, the pensions that will eventually be delivered by 
those systems are also very limited.  

 

                                                 
9 Undersecretary of Social Pension Provision, Chile. 
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− What solutions are there to the problems stated? 
 

• The options for improving pensions in a pay-as-you-go system today are practically 
non-existent. And in an individually-funded system, the options either have high 
political costs or are outside the scope of pension policy. What remains is for us to 
encourage workers to supplement their mandatory savings with voluntary pension 
contributions.  

• The impact of APV on pensions may be significant: it can significantly increase the 
pension obtained from the mandatory system. The sooner APV is started, the greater 
the effect. Women stand to gain far more, even than men, by doing APV. 

 
− How have APV systems been developed?  

 
• There are any number of countries around the world that have had APV programs for 

decades. The experience of these countries teaches us certain things and tells us, 
specifically, that seven basic conditions are needed to encourage APV: 
 
i. The pensions obtained by people from the mandatory systems must really be 

low. If we had a mandatory system offering pensions that replaced 100% of 
income, we would be forgetting the possibility of having a voluntary system of 
any size worth mentioning.  
 

ii. The existence of appropriate incentives. What is involved here is the fact that 
tax incentives are, to all intents and purposes, a necessary condition for the 
development of APV, whether these allow APV contributions to be non-
taxable, or give people the option of choosing between a system where the 
contributions are subject to tax, but there is no tax when they are withdrawn, 
and one where the contributions are not taxed originally but are taxable on 
withdrawal.  It is also very important that the contribution paid should not form 
part of the taxable base, so that the tax rate applied to the rest of the income is 
not affected by the person’s level of saving.  
 
The possibility of having State subsidies for APV undoubtedly acts as an 
important incentive. But, why should the State subsidise people’s APV? Most 
of our Social Security systems include a non-contributory or social solidarity 
component guaranteed by the State. In other words, if the pensions provided by 
the contributory systems are too low, it will be State itself that has to pay the 
bill in the end. It may therefore make financial sense, from the State’s point of 
view, to have a system of subsidising APV which avoids it having to incur 
expenses in the future to support pensioners in straitened economic 
circumstances.  
 

iii. APV needs liquidity. In general, and especially for young people, having to 
save voluntarily by means of a mechanism that denies access to those savings 
until retiring age may be a strong disincentive. There must therefore be some 
way out in APV systems. Now if there are specific tax incentives involved, that 
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way out must have some kind of penalty attached if the savings end up being 
used for some purpose other than pensions.  
 

iv. There should be competition between the bodies managing the APV. Chile’s 
own experience shows that when various different actors take part in the 
management of the APV, that competition of itself helps to expand the market, 
improves the products offered and helps to reduce prices, and there is no doubt 
that the existence of bodies competing for these savings and distributing APV 
through multiple channels contributes towards educating workers and making 
them more aware of the product.  
 

v. The employers’ role. An APV plan must include the employers’ inputs, 
because they are the people who have most direct contact with the workers. 
There is no doubt that the employer’s contributions, which are added to those 
of the worker, also give this type of product a considerable boost.   
 

vi. To design schemes of operation that simplify contributions and withdrawals. 
This is an extremely important challenge.  On average, between 40% and 50% 
of the workforce in Latin America consists of informal workers who are 
usually outside the normal networks of the financial market, and they are 
definitely not participating in the pension systems (either in pay-as-you-go 
systems or individually-funded systems), but that group of informal workers 
does have the ability to save. A great challenge for pension systems in Latin 
America today is to increase coverage to that group of more informal workers 
and, in order to achieve that, we will probably need to illuminate public policy 
with initiatives that are being produced and have been produced in the private 
sphere. This has to do with thinking up ways of making it possible to collect, at 
very low costs, amounts of savings that will probably be very small. 

 
vii. To have educated workers. This is essential to generate awareness of the need 

to save for pensions and explain the advantages and incentives of APV. 
 

− What are the opportunities for the AFPs in developing the APV market? 
 

• In Chile, APV already represents approximately over 5% of the funds accumulated in 
the mandatory pension funds; in Colombia, over 10%; in Costa Rica over 7%. That 
shows us the potential that this market may have. For the AFPs, the opportunities are 
obvious; they are in an ideal position to promote voluntary saving and in fact it might 
be said that it is part of their mandate. The AFPs should and must show the need to 
complement mandatory savings, explain the procedures and set up the simplest 
possible methods of voluntary saving.  

• This is also a business opportunity, because experiences have shown that the managers 
of mandatory pension funds are in a particularly strong competitive position for 
offering voluntary saving products too. Not only is it a new activity that can add to 
their income; in conditions of competition with other providers, evidence suggests that   
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AFPs in particular may achieve an important position in the market. In addition to this,  
APV undoubtedly leads to a closer relationship with the administrators’ own members 
and creates loyalty and faithfulness, an effect that is hard to achieve with mandatory 
savings.  There are also extremely important synergies between managing voluntary 
savings and mandatory savings which work in the AFPs’ favour. Furthermore, APV 
contributes towards improving the business relationship with employers, who can see 
in this product an efficient mechanism for providing workers with compensation and 
planning their retirement from the company. Finally, the AFPs have potential relative 
advantages over other APV providers (the average price of the Chilean AFP is 0.55% 
annually, over balance). 
 

• In Chile, the evidence shows that in December 2009, the AFPs had 65% of the market 
in APV management. This is a percentage that has been gradually falling over time, as 
other participants in this industry have reinforced their own offering. This reflects the 
fact that this market may be interesting for everyone and that there is a position where 
there should be special interest among mandatory fund-managers to take part in the 
business.  
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8. Michael Cannon10 - Personal Medical Accounts: An Alternative to Compulsory 
Health Insurance 

− Savings accounts for health are crucial to improving medical care 
in all the countries that have some kind of mandatory health 
insurance.  Accounts of this type, like those dedicated to savings 
for retirement, respect workers’ fundamental human right to 
control the fruit of their labours and the decisions that affect 
themselves and their families.  

− In the health sector in the U.S.A., the private sector has developed important 
innovations and improvements. 
 
• Important state-of-the-art medical innovations have been developed and exported to 

the rest of the world.  
• Private medical plans have been developed to avoid the occurrence of the medical 

errors that often happen in government health plans (statistics show that some 98 
thousand people have died as a result of errors of this type). 

• Health insurance has been made safer by replacing lower-cost nurses with doctors, 
and general doctors with specialists.  

• The cost of the premiums has been kept down by eliminating unnecessary services.  
• Electronic medical records have been developed. 
• The coordination of the care provided by the doctors has been improved. 
• Research into the effectiveness of medical treatments has been improved.   

 
− A well-designed system of savings accounts for health can avoid the price control 

exercised by the State and allow innovation to produce a better quality of health care 
for workers. In a system like this: 
 
• Financing would be done by a reduction in the tax burden of each worker (Chile is 

an example of this, where 7% of the worker’s wage is paid into a state health plan 
(FONASA) or a private institution (ISAPRE)). 

•  The workers would invest these savings, and the investment rules would be similar 
to those applied to individual retirement or unemployment accounts.   

• The funds could be used to purchase a health insurance policy or for direct medical 
attention. The withdrawal of resources for non-medical purposes would be 
prohibited.  

• The freedom to save should be preserved rather than the obligation to buy a health 
insurance policy.   

 
 
 
 
 
 

                                                 
10 Director of Health Research, Cato Institute, U.S.A.  
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9. Wenceslao Casares11 - How to innovate in a regulated industry? 
 

− Innovation and success normally require iterative processes 
in which the initial business plan is rejected in order to find 
the “matching” with the market. Most failures occur because 
of not knowing how to adapt the original plan. 

− It is important to bear in mind that in environments where 
innovation is encouraged, 40% of what is put into practice is 
“pure innovation” and the remaining 60% corresponds to 
unwanted effects (disorder, high costs, errors and inefficiencies). 

− It is difficult but not impossible to break new ground in regulated industries. It is more 
difficult to do it in regulated industries because: 

• It is rare to find the fear of disappearance, which encourages innovation. 

• The environment is highly structured. 

• Those subject to regulation end up absorbing that regulation and find it difficult to 
think differently. 

− In some cases, innovation may not be the best answer, e.g. the recent financial crisis. 

− It is more usual to find industries introducing changes more frequently when they are 
dedicated to improving services and meeting customer needs, than when they are 
focussed on increasing economic returns. 

− In order to develop innovation, it is necessary to understand the customer’s need in its 
purest form. It is also necessary to have a minimum critical mass which, in turn, 
generally calls for state subsidy.  

− Bottle-necks occur in the teams that are capable of implementing good ideas, rather 
than those producing them.  

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

                                                 
11 Founder and Executive Co-Director, Bling Nation, USA 
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10. Ross Jones12 - Pension Information and Organisation 
 

− The problem currently confronting us is characterised by: (i) 
considerable growth in defined-contribution plans, which has 
highlighted the risk borne by individuals; (ii) disincentives to 
save, which precipitated the recent financial crisis; (iii) little 
support for better social security funded with higher taxes; (iv) 
little support for mandatory savings systems; (v) the 
inadequate level of financial knowledge possessed by the 
population in general.  
 

− In the face of this problem, the immediate answer of those responsible for policies has 
been to keep them running, emphasising the long-term nature of pensions, improving 
the design of defined-contribution plans, improving diffusion and communication on 
pension issues and improving financial education.  

 
− It is possible to identify at least four good practices in financial education related with 

pensions: 
 
i. Define the problem in terms of what people need to know. For example: what 

are the risks to which they are exposed in the accumulation stage, the risks of 
asset volatility at retiring age, longevity risk, inflation risk, etc.  

ii. Financial education and products for retirement: conceptual framework, 
definition and objectives. Here it becomes necessary to help people understand 
the need for long-term saving and also to understand investment products and 
the performance of financial intermediaries. Financial education is not a 
substitute for prudential regulation and customer protection. 

iii. Roles and responsibilities of the main actors involved in achieving awareness 
of matters concerning retirement income: 
 

• Government campaigns for promoting public awareness and specialised 
agencies to encourage financial education in the context of pensions.  

• Trade unions, employers’ associations and pension funds should 
contribute on these subjects.  

• Company-sponsored pension plans should provide education for their 
members. 

• Pension Funds should provide correct, timely and accessible 
information. 
 

iv. Evaluate the needs of programs, the mechanisms and tools. 
 
 
 

                                                 
12 President, International Organisation of Pension Supervisors, IOPS.  
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− The need of financial education is vital, if one considers that: 
 

• The long-term nature of the contract between the individual and the pension 
provider produces high levels of apathy in younger members. 

• There are low levels of financial education among older people and among the 
poorest people, where the need is greatest. 

• The complexity of pension products leads to an asymmetry of information 
between pension providers and consumers.  

• The language used in pension matters is obscure and sometimes deceptive. 
• Political, social and cultural elements of retirement income have a great impact. 
• Consumers overestimate their financial knowledge. 
• In countries with defined-contribution plans there may be “too much” choice.  

 
− Financial education should respond by: (i) Closing the gaps in members’ expectations; 

(ii) Explaining the consequences of their various decisions; (iii) Producing risk ratings 
of financial products; and (iv) Publishing pension fund information at a level that 
people can understand.  
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11. Dariusz Stańko 13  - Cases of Information Campaigns Implemented by the 
Industry 

 
− The information campaigns developed by the industry have 

involved a variety of subjects, such as: implementation of 
reforms (starting the system, multi-funds, new rules, etc.). In 
this sense, the typical actions carried out are related with 
increasing the population’s awareness of pension issues and 
explaining the system (rules, obligations and rights, the 
institutions involved), and also with pointing out the advantages 
of the private individually-funded systems compared with the public pay-as-you-go 
systems (rates of return, security, possibility of choice, demographic changes), and the 
possibility of saving voluntarily. 

− Also, and no less important, the information campaigns have involved actions 
designed to explain the handling of financial crises in individually-funded systems (the 
recent example of the crisis in the year 2008). 

− The typical tools used in the information campaigns have been: (i) personal contact 
(letters, phone calls, text messages SMS, e-mail, visits to companies); (ii) seminars, 
conferences and breakfast meetings with journalists; (iii) appearances in magazines, 
newspapers, radio, television, web sites and chats; (iv) public relations agencies in the 
case of large-scale campaigns.  

− Some examples of the campaigns that have been held: 
• Chile: Campaign for the start-up of the Multi-funds system, in conjunction 

with the government and the Superintendence of Pensions (2002). 
• Uruguay: National Social Security Dialogue in 2007-2008. 
• El Salvador: Program of pension education together with the  Superintendence 

of Pensions starting in the year 2010. 
• Mexico: Cooperation with the supervisory body (CONSAR) and the National 

Commission for the Defence of Users of Financial Institutions (CONDUSEF). 
• Hungary: Alliance with trade unions to avoid increasing taxes on voluntary 

contributions (2009). 
• Poland: Public information campaign about the pension system (called “too 

good education”). 
− The problems generally encountered when holding the campaigns are related with the 

population’s low level of financial education, its limited or non-existent interest in the 
subject (especially among younger people) and the limited or non-existent support of 
governments, plus problems of coordination, the linking of the pension system with 
specific ideologies (the short-term, populist view of some politicians), and also the 
fact that part of the target population lies outside the range of the campaigns 
themselves unless television is used as the medium to reach them.   

− Among the actions that must be drafted in to campaigns in the near future are: (i) 
making members aware of pension issues (about the need to save and how to do so); 
(ii) concentrating on workers who are outside the system or have low wages; (iii) 
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working on the performance and security of the systems; and (iv) showing the nature 
of the demographic problem.  

− In the way of conclusions, it is possible to state that: 
• The main message of the campaigns must be kept as simple as possible.  
• It is highly advisable, before launching large-scale campaigns, to identify more 

exactly the preferences of the groups one is hoping to reach with the message.  
• As a general rule it is also necessary to understand that communication and 

education is an on-going process (for that reason one should not save on 
communication campaigns when the climate is “good”), and one should create 
good relationships with leaders of public opinion and trade unions, because 
they can influence the workers and the general public.  

• A good way of focusing on the younger population is to insert notices in 
cinemas, shopping centres and via Internet.   

• To counteract the problem of financial education and political influence in 
pension matters, it is very necessary that pension education should be part of 
the curriculum in schools and universities. 
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12. Solange Berstein 14  - Cases of Strategies and Information Campaigns 
Implemented by the Supervisory Institutions  

 
− Though mechanisms certainly exist to prevent members from 

having to bear excessive risks (allocation by default, among 
others), financial and pension education play a vital role in 
defined-contribution systems.  

− International evidence shows that there is a low level of 
financial understanding among those interviewed. For example,  
secondary students in Korea and the U.S.A. answered less than 
60% correctly in a test to measure financial knowledge. In 
Japan, 71% of adults had no knowledge of investment in shares and bonds; 57% of 
financial products in general and 29% of insurance, pensions and taxes. The evidence 
also shows that those interviewed feel that they know more about financial issues than 
is in fact the case. For example, those interviewed in the U.S.A., the U.K. and 
Australia appeared confident of their knowledge of financial matters, though it was 
clear, when they were set a test on basic finance, that they had limited understanding 
of these issues. 

− In Chile, the evidence shows that although the Pension Reform was given wide 
publicity, not everyone is aware of its benefits. For example, 31% of those interviewed 
said that they knew of the Basic Solidarity Pension (PBS) and in the case of the 
Solidarity Pension Contribution (APS), less than 10%. The grant per live birth, 
meanwhile, is the best-known benefit, with over 60% of those interviewed knowing 
about it. The surveys also show that there is even less knowledge about financial 
issues, even though these are elements of the System that have been in existence for 
longer. In fact, only 24% of those interviewed say that they know how many types of 
fund exist, 34% say they know which fund their savings are in, 40% say they know 
which is the riskiest fund and less than 45% say they know what balance they have in 
their individual account.  

− The OECD points out that defining the problem in terms of the issues which 
individuals really need to know and understand is one of the good practices in this area 
(risks in the accumulation stage, risks of investment volatility at retiring age, longevity 
risk, etc.).  

− The Superintendence of Pensions has devised a series of initiatives designed to 
improve the information of the system: 

• The appendices on yield and costs in the four-monthly statement were 
redesigned as from the year 2004, and an appendix included with a 
Personalised Pension Projection (PPP) as from July 2005. 

• The web-tool “Compare AFPs” was developed, allowing the member to find 
out how much each AFP is charging, what the funds’ yield has been, which 
AFP he/she belongs to, where the offices of each AFP are located in the 
various regions and what quality of service is provided by the AFPs (taking 
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into account various areas of service, such as “pension formalities”, 
“relationship with the member” and “management of accounts”). 

• The web-tool “Compare Funds” was developed, allowing the member to find 
out how each type of fund is invested and also what the yield has been and 
what risk is attached to each of them. The risk indicator shows the member the 
ranges of the monthly profit or loss involved in having the accumulated 
savings in the various types of multi-fund, using an example based on a 
simulation.  

• Consultation and complaint mechanisms have been set up, both via the web 
and by letter, fax, telephone or directly in the offices. 

• There is a section called “Regulation in progress” on the Superintendence of 
Pensions’ web site. The drafts of all the generally applicable regulations to be 
issued by the Superintendence of Pensions are published on the web site, to 
enable interested citizens to send in by email their comments and suggestions 
about the regulation in question.  

• Dissemination programs have been developed: talks to workers and strategic 
groups such as Social Workers and those responsible for human resources in 
companies, in both the public and private sectors.  

• Personal attention has been arranged in more isolated places in the regions 
where we have an Office, with set scheduling.  

• The Superintendence of Pensions has made available to the general and 
specialised public a series of publications which analyse and study the Pension 
System and Unemployment Insurance, books that describe the systems, in 
addition to statistical and legislative information.  

− Three important measures were included in the 2008 Pension Reform: 
• Pension Education Fund: this is a fund, awarded competitively, which 

enables initiatives designed to improve the population’s pension education to 
be financed.  It is financed by the fiscal budget, donations or contributions. At 
least 60% of the funds is earmarked for beneficiaries outside the Metropolitan 
Region.  In the First Competition (2009) US$ 2.7 million was awarded 
between 34 projects, for amounts between 6.5 and 100 million Chilean pesos 
(CLP) (the maximum per project). For the Second Competition (2010), 
US$ 2.9 million is available and the maximum per project will be CLP 10 or 
30 million, depending on the type of applicant concerned.  

• Users’ Commission: this is a citizen’s participation mechanism that follows the 
model used for Unemployment Insurance. It is made up of a representative of 
the workers, one of the pensioners, one of the public institutions and one of the 
private entities in the pension system, chaired by a university academic. The 
main functions of the Commission are concerned with (i) Channelling 
evaluations of the system’s operation to the corresponding bodies; (ii) 
Proposing education strategies and ways to publicise the system; and (iii) 
Overseeing the quality of the information available to members for taking their 
decisions and proposing guidelines to be followed by pension publicity and 
education policies on the basis of that background information. 

• Pension Advisory Services:  this is a continuous process throughout the 
member’s life. Pension advisors, supervised by the Superintendence of 
Securities and Insurance (SVS) and the Superintendence of Pensions, provide 
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important information both in the accumulation stage [reducing the cost of the 
pension and maximising the accumulated capital (choice of AFP); tax 
incentives; planning the level of the future pension; the most suitable pension 
for each member, on the basis of personal preferences, investment and 
longevity risks] and in the active-passive transition [replaces the insurance 
broker (eliminating conflicts of interest); choice of pension option; financing 
advisory services with funds from the individual account is allowed (the limit 
is 2% of the funds with a maximum of 60 UF)]. 

• Among the pending challenges are: (i) To improve everyone’s financial and 
pension education by means of a joint effort with the Superintendence of 
Securities and Insurance and that of Banks; (ii) Produce a risk-pension 
indicator and design a way of presenting it to members so that they  understand 
it well enough to allow it contribute to their decisions; (iii) To encourage 
people’s active participation in pension savings decisions, by improving the 
AFPs’ Service Quality Index, providing information in such a way that the 
aspects of yield and risk are easy to understand, and providing clear, easily 
accessible information about pension cost.  

• Providing more information is not enough, because there is a low level of 
ability to understand financial information. That is why it is necessary to 
improve financial education by means of long-term programs, starting at 
school level. Ultimately, what is need is greater pension culture.  
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13. Lorenzo Larach15 - PreviRed: The Chilean Model of Contribution Collection by 
Internet 
 

− PreviRed is an Internet website for paying contributions to 
the Chilean Pension System, authorised by the 
Superintendence of Pensions. It belongs to the Pension Fund 
Administrators (AFPs) Provida, Habitat, Capital, Cuprum 
and Planvital. The project was started at the beginning of the 
year 2000 and the first contributions were received in August 
of the year 2001 (together with the opening of the website to 
the public).  

− Currently operating as clients in PreviRed are: (i) 65 institutions [AFPs-Social Pension 
Institute (IPS)-Social Security Health Institutions (ISAPRES)-National Health Fund 
(FONASA)-Mutual Benefit Funds-Compensation Funds-Unemployment Fund 
Managers (AFC)-Voluntary Savings Managers (Life Insurance Companies and Mutual 
Fund Companies)]; (ii) 411,350 Employers [Companies (242,399); Employers of 
Domestic Workers (119,495); Self-employed (Independent Workers, 49,636)]. 

− Collection is carried out through banks, which represent almost 100% of Employer 
clients (there are currently arrangements with 11 Banks for collection on-line), and by 
means of Credit Cards issued by Department Stores (there are currently arrangements 
with 2 Credit Cards).  

− The operation is financed with the Collection Fees charged to Institutional Clients 
(Fixed per payroll collected and variable per worker reported). Employers operate on 
the site free of charge (by ruling of the Superintendence of Pensions). 

− PreviRed creates benefits for: 
 

• Employers: (i) There is a reduction in processing time; (ii) There are no 
payrolls to be printed or cheques to be made out for payment; (iii) Data is 
validated on-line; (iv) It can be used on any computer with an Internet 
connection;    (v) Its convenience encourages payment; (vi) Hard payroll files 
are eliminated. 

• Workers: (i) It improves the quality of information; (ii) It speeds up the 
process of updating their accounts in the Pension Institutions; (iii) Delays 
caused by identification errors are reduced (data validation). 

• The Pension Institutions: (i) The cost of collection is reduced; (ii) Paper 
payrolls are eliminated; (iii) The quality of the data is improved; (iv) Typing in 
is eliminated; (v) Delays are reduced; (vi) Microfilming of payrolls is 
eliminated; (vii) Data is received more quickly. 

• The Country: (i) It increases productivity; (ii) Improves the quality of 
information; (iii) More rapid processing encourages payment;                         
(iv) It contributes to the country’s modernisation. 

− As of March 2010 the monthly amount collected in PreviRed added up to US$ 790 
million. As of that same date, a total of over 411 thousand employers were 
contributing on behalf of something over 4.6 million workers. 1.4 million payrolls are 
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received each month. In June 2006 financial break-even point was reached, in October 
2009 100% of the investment had been recovered and in April 2010 the first dividend 
was paid to shareholders. 

− PreviRed constitutes a support for the AFP industry: (i) It carries out joint procedures 
for all the AFPs to notify, regularise and support claims against employers presumed 
to be in default or with backlogs; (ii) It consolidates the information from all the AFPs 
and the IPS, in order to grant the Subsidy on Hiring Young People provided by the 
State; (iii) It coordinates, consolidates and validates the information sent by all the 
AFPs to the Superintendence of Pensions; (iv) It supports the exchange of information 
between the actors managing voluntary pension savings (APV); (v) It supports the 
exchange of information between the AFPs and the Life Insurance Companies, who 
manage the Disability and Survivorship Insurance (SIS). 

− PreviRed has an infrastructure that includes an outsourced Main and Contingency 
Data Centre, 11 Web Servers, 4 Database Servers, 4 ISP for entering the Site, 2 
Servers for Communication with Banks and a Contingency Site of a size to cope with 
the rush (in 2 hours).  

− In “rush hour”, 7 million Database Transactions are carried out, and in “rush hour” on 
the last day of payment, 40,000 paid payrolls are generated, with a response time of 
under 2 seconds.  

− The lessons and experiences of PreviRed’s development indicate that it is necessary to 
work very closely with the organisms responsible for rules and regulations, and also to 
make alliances with public and private institutions with a view to providing added 
value and achieving growth. It is also most important to standardise integration models 
with the Social Pension Institutions and Banks, create alliances and integrate with 
Wage Software Houses, developing navigation flows that are easy to use.  It is vital to 
be standards of reference on pensions, in order to achieve loyalty on the part of 
employers, and also very important to achieve tangible benefits, by regulation, for 
employers who use Internet payment, such as longer payment periods, early 
reimbursement of benefits, among others.  

− Given the experience of PreviRed, it can be said that the conditions for the success of a 
system such as this one are:  

• To have one single website available for paying all pension contributions.  
• To bring together all the industries and companies in the pension sector. 
• To have a network of banks available for Internet payment. 
• To have the backing and support of the authorities of the pension sector. 
• To have wide Internet coverage available in the country. 
• To develop a marketing force to train employers. 
• To have the support of the banks to encourage the use of on-line payment. 
• To be a standard of reference on pension issues and keep the website up-to-

date on the basis of the regulations currently in force. 
• To offer a 7x24 service, with good response times. 
• To have the backing of the AFPs and banks. 
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14. Miguel Gil-Mejía 16  - Centralised Social Security Models: The Experience of 
UNIPAGO, Dominican Republic  
 

− The Dominican Social Security System (SDSS) was set up in 
the year 2001. It has a centralised operating model, defined as 
3 regimes (Contributory, Subsidised and Contributory-
Subsidised) with three types of insurance (Pensions, Health 
and Industrial Risks). Taking part in the SDSS are 5 AFPs 
(Pension Fund Adm.), 27 ARS (Health Risk Adm.) and 1 
ARL (Industrial Risk Adm.), supervised by 2 
Superintendences. The system is mandatory for all public and 
private companies and billing is centralised and single for the three types of insurance, 
while payments are decentralised.  The management of the resources is carried out 
independently of the State. 

− UNIPAGO is the Database Processing Company of the SDSS, with its legal base in 
Law 87-01 and a Franchise Contract. It was founded on 29th October 2002 to become 
the only official Private Body forming part of the operating nucleus of the SDSS.  Its 
operations began on 1st February 2003. It handles enrolment processes and sub-
processes, payment validation and distribution of funds centrally. This company 
belongs to the AFPs and ARS, is highly supervised and shares operations with the 
Social Security Treasurer’s Office. Its financial objectives are self-sufficiency, 
efficiency, the reduction of costs to clients and no profit-making for shareholders. 

− The volumes of UNIPAGO’s operations have been increasing gradually over time.  In 
2003, the total membership portfolio amounted to 1 million, while this had risen to 8.5 
million by the end of 2009. The increase in the system’s expenditure has been in line 
with its increase in income, meaning that the system is financially self-sufficient. 
Furthermore, price rates have fallen by 69% in real terms compared with those of the 
year 2003. 

− The continuing reduction of the burden of UNIPAGO services on its clients’ costs 
produces: (i) Higher yield for the AFPs and ARS; (ii) Less pressure to increase the % 
of AFP commissions; (iii) Less pressure to increase the individual monthly fees for the 
services of the ARS; and (iv) Better use made of the contributions paid by companies 
and workers, for their own benefit.   

− With UNIPAGO, the average durations of processes are 5 days for transfers, 2 days 
for withdrawals and collection and 1 day for registration. These periods are much 
shorter than those of the systems in other countries, such as Mexico.   

− Included among the strategic objectives for 2010-2012 are the following: (i) To re-
structure the Single Information and Collection System (SUIR), so that it becomes an 
100% on-line technology via web, with shorter times and process cycles; (ii) To 
provide Added-Value Services to Clients, transferring economies of scale, creating 
new income and financial self-sufficiency without increasing charges and 
transforming UNIPAGO into the clients’ back office; (iii) To provide services to 
clients in their relationship with suppliers; (iv) To penetrate other markets, providing  
services to the clients and suppliers of UNIPAGO’s clients; and (v) To generate new 
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peripheral income that will enable symbolic charges to be established in the future for 
the System’s basic services (Enrolment, Collection and distribution of funds).  

− UNIPAGO’s experience shows that the success factors for developing such a system 
lie in: (i) Developing the model “in house”, rather than buying it in; (ii) Having high- 
quality human resources with appropriate motivation and integration; (iii) Taking 
advantage of the services existing in the country; (iv) Supporting shareholders and 
authorities; (iv) Having the trust of clients and authorities.  The problems, meanwhile, 
have to do with: (i) Changing the culture of clients concerning the former model; (ii) 
The double role of Clients=Shareholders; (iii) The Single System: no availability of  
“know how” in the market; (iv) The need for rapid response to implementation of 
regulations; and (v) Working conditions: balance between pressure and motivation.   
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15. Sergio Baeza 17  - SCOMP: Chile’s Experience in Improving the Process of 
Pension Offers 

 
− The Situation Prior to the Reform 
• Formerly, sales agents and brokers had a lot of weight in the 

individual’s decision to retire. Information about the offers 
of life annuities was often unintelligible to potential 
pensioners and, since the comparison between offers was 
not transparent, what happened was that agents and brokers 
would lean naturally towards the company that offered them 
the best commission. Furthermore, since the pension funds 
did not pay commissions for choosing programmed 
withdrawals, this alternative was rarely suggested to clients. 
 

• The average commission earned by sales agents – 4.4% of the life annuity premium 
between the years 1991 and 2003 – was a strong incentive to find the client before the 
competitors did. For this reason, information about people on the point of taking the 
decision to retire became very valuable and the way of acquiring it lacked 
transparency.  

 
• Some clients suffered harassment from agents who presented them with the 

advantages of taking early retirement, which might not be advantageous for them, but 
were for the agent who was charging a commission. In order to persuade their clients, 
certain agents went so far as to pay them part of their commissions, amounting to 
almost 6% in the years 1999-2000. That procedure, which did indeed bring forward 
the payment of pensions, was welcomed by retired people with a short-term view, or 
those in great need of cash.  
 

• This scenario was ripe for reform and as soon as discussion of possible changes began, 
the market jumped ahead of them and commissions fell to less than 4% in 2001 and 
less than 3% in 2002-2003.  
 

− The reform and the model introduced  
 

• The new rules contained in the reform aimed to reduce commissions and so increase 
pensions. To achieve this objective, it was essential to provide clients with adequate, 
timely information at low cost, to make them more independent of the agents in their 
pension decision.  Pensions would also increase to the extent that the companies 
offering life annuities competed more among themselves to attract clients. This would 
be possible if client information were made available to the whole market at the same 
time and if the competitors had to make their offers simultaneously, in other words, 
without prior knowledge of the offers of their competitors. Another objective was to 
minimise the cost of the information of potential clients, in order to put all the agents 
and brokers on the same footing and eliminate the bad practices associated with access 
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to that information. This was to be achieved with a public register provided by the 
regulators for easy consultation by the whole market. 
 

• The Pension Fund Administrators and those Life Insurance Companies that offered 
Life Annuities formed a public limited company called SCOMP (System of 
Consultations and Pension Offers) with the aim of providing the information 
system that future pensioners were obliged to use.  
 

• The ownership of SCOMP was 50% for the pension fund administrators (AFPs) and 
50% for the life annuity companies, and the company was made subject to supervision 
by both the Superintendence of Securities and Insurance and the Superintendence of 
Pensions. 
 

• The cost of consultation is essentially free for potential pensioners and they can 
consult as many times as they wish (though only three times for each Balance 
Certificate).  In practice, people consult twice on average before retiring. 
 

• The person who wishes to consult the system can do so through a pension advisor or 
directly at an AFP or insurance company.  They pay SCOMP US$ 2 for each 
consultation or Offer Application. Later, when the person takes the final decision to 
retire and what is known in the system as the “closure” takes place, the pension 
provider pays SCOMP a fixed sum of US$ 7 for each closure and a variable amount, 
also per closure, which amounts on average to a further US$ 26, depending on the 
amount of the balance in the individual account or life annuity premium. 
 

− Processes: 
 

• The first step in the retirement process is to make a Pension Application at the 
member’s own AFP and obtain a Balance Certificate from that AFP. The Balance 
Certificate, in addition to the balance in the individual account, provides complete 
identification of the member, with age, sex and marital status, and the same for his/her 
beneficiaries. 

• Once the member has his/her Balance Certificate, which is valid for 35 days, he/she 
can choose to make a Pension Offer Application. To do this, through an agent or 
pension provider, he/she enters the Offer Application to the SCOMP system. SCOMP 
transmits that information anonymously to all the pension providers instantaneously, 
whether AFPs or life annuity companies.  The Offer Application must indicate the 
type of pension for which the member wishes to receive offers. 

• With the information received through the SCOMP system, the providers make their 
offers within 48 hours, SCOMP processes them, puts them into a comparable format 
arranged from more to less, adds the risk rating of the insurance companies and sends 
the member the document, called the Offer Certificate, by both standard and electronic 
mail. The offers contained in this certificate are irrevocable as far as the providers are 
concerned and are valid for 12 days. 

• The member is not forced to take a decision and can allow the Offer Certificate to 
expire, thus postponing his/her decision to retire in order to restart the process later on.  
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• But if he/she chooses to go ahead with retirement, he/she can select any of the offers 
received. In particular, if he/she chooses a particular life annuity company, he/she can 
ask it for an improved offer, called an External Offer. The company improves the offer 
that same day, usually with a charge against the agent’s commission, and SCOMP 
issues that External Offer with validity for a further 15 days. The member can once 
again postpone his/her decision to retire by allowing this deadline to expire too.  

• If on the other hand he/she decides finally on a Pension Option, he/she informs his/her 
own AFP of the fact, which in turn informs SCOMP and closure takes place.  If the 
option chosen is a life annuity, the AFP would then transfer the required capital to the 
insurance company. 
 

− Results: 
• The average commission received by agents and brokers in the period 1991-2003 was 

4.40%. In the years 2004-2009 the average annual commission fell to 2.07%. This 
2.33% saving of commissions can be applied to a life annuity capital totalling 
US$ 1,760 million as an annual average for the period 2004-2009. Given that during 
that period there were some 17 thousand retirements on average each year under the 
life annuity option, it is possible to calculate savings of about US$ 2,400 per person. 

• At the end of 2008, new rules governing agents and commissions came into effect. 
Their aim was to persuade agents to provide good pension advice, so they were asked 
to become Pension Advisors, sitting examinations set by the regulators in order to 
qualify.  They were authorised to charge a consultancy fee of up to 2%, with a ceiling 
of US$ 2,400. Set against this commission is the 1.2% that can be charged to the 
individual account in case of programmed withdrawal, with a ceiling of US$ 1,440. 
 

− Conclusions:  
• The arrival of SCOMP has been accompanied by savings of agency fees on life 

annuities worth about US$ 41 million per year which, for 17 thousand closures per 
year, represents individual savings of US$ 2,400. 

• This has been achieved by setting up an information system that had a low initial 
development cost of around US$ 500 thousand, once only. 

• The cost of operating the system is very reasonable: round about US$ 35 per closure. 
• The efficiency per closure is very high: a sum of US$ 35 is spent to produce savings of 

US$ 2,400. 
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16. Carlos Hurtado18 - Infrastructure Investment - Challenges for Regulations and 
Policies in the Public Sector: The Chilean Case 

 
− Chile’s is an interesting experience of how shortages of 

infrastructure occur and can be solved.  
− Until 1940 there was a balanced position, with respect for 

private rights and with a State that was active in large-scale 
projects involving railways, ports and irrigation.  Between 
1940 and 1973, pricing controls were introduced and there 
was a fall in supply, generalised nationalisation and huge 
deficits.  

− By contrast, from 1973 onwards a successful revolution began to take place, with a 
continuity of public policies that has been truly remarkable. Since this period, a whole 
process of regulatory modernisation has occurred, with its ups and downs.  

− One of the lessons learned from the process described above is that public services 
cannot be privatised without previously establishing sensible rules for investment, 
pricing and protection against monopoly abuses.   

− In Chile, the privatisations occurred at different rates, depending on the sector. Some 
privatisations took place during the Military Government (For example: electricity, 
telecommunications, ports, bridges (more slowly)) and others in the Governments of 
the Centre-Left Coalition. All the experiences have been interesting and brought about 
very significant improvements.  During the Military Government, investment in 
highways was weak, due to the presence of two restrictions:  

a. The financial restriction: public finances were in a complex situation and 
preference was given to other problems, leaving highway investment for 
later. This lead to a large deficit. 
 

b. The conceptual restriction. There are what is known as “enemies of 
highway investment and urban growth”. In their view, cars are monsters 
(polluting and wasting space) that have to be controlled, so the best plan is 
to reduce highway investment in favour of mass transport.  Also 
contributing to this is the strict control of territorial expansion of cities, to 
protect green rural areas and limit pollution. 

 
− Later there was an advance with the movement towards a broader view of territorial 

development, in which the ministers of that period took part (including Carlos Hurtado 
and town-planner Marcial Echeñique), looking at the topic from a comprehensive 
point of view and recognising the basic facts of the situation: (i) The car is a cultural 
aspiration that has a very elastic demand as terms of income and a very inelastic one in 
terms of restrictions; (ii) Population density in urban areas is decreasing (Santiago is in 
fact more concentrated than Tokyo). So it was necessary to achieve a harmonious and 
well-integrated development of the various means, the network of urban centres 
(looking at the central macro-region for example, to see what type of infrastructure 
was needed), and at the same time to ensure that the car paid all its costs.   
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− The Law of Franchises has been highly successful, producing a strong boost to 
competition and infrastructure funding. In 1996 the infrastructure bond was brought in, 
opening up funding to the AFPs.  

− There are still enormous challenges pending, bearing in mind that the systems 
developed are showing clear signs of approaching full capacity.  The correlation 
between income and infrastructure requirements indicates that Chile will have to 
double its infrastructure capacity in the next 10 years.  This demands: 

a. A huge effort of imagination and research to define the projects, and the ability 
to sort out the black from the white in a fairly large herd of elephants. 

b. A massive effort in terms of funding: a great challenge for infrastructure and a 
great opportunity for the AFP. 

c. An iron determination to ensure the opportunity represented for Chile by the 
fact of having world-class infrastructure. 
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17. Britt Gwinner19 - Residential Real Estate – Value After the Subprime Crisis 
− In many countries the urbanisation process has not yet finished, 

so there is a great opportunity for institutional investors 
because it means that there is a growing need for investment in 
infrastructure, housing and other types of real-estate.   

− However, in many emerging countries in Latin America, the 
urbanisation process has been badly managed or planned (bad-
quality materials, inadequate drains etc.). The unsatisfactory 
quality of the housing has fed the poverty cycle.  

− In emerging markets the financing of housing is connected with new buildings (as a 
result of the demand for homes), which produces economic growth (greater demand 
for labour in the construction sector and greater demand for building materials). By 
contrast, in developed markets the financing of homes is more closely related with the 
buying and selling of existing housing and with economic cycles.  

− In the initial phase of development, mortgage funding can add 0.5% of investment 
fixed as a percentage of GDP for each increase in the size of the market.   

− Real-estate properties have been widely used as an asset class. Mortgage instruments 
that are index-linked to inflation offer a natural protection against such inflation (e.g.: 
Chile’s case with mortgage-backed securities), which makes them ideal for the 
pension funds.  

− In general there are various types of instrument that make it possible to invest in real-
estate: 

• Fixed Income: 
i. Securitizations: are a way of selling a portfolio to a legal entity that 

issues bonds. 
ii. Covered Bonds: are debt instruments issued by banks, which are 

totally guaranteed by commercial or residential mortgage loans. These 
may exist in the form of a mortgage-backed security to the extent that 
each mortgage is scrutinised by a mutual fund.  

• Equity: Direct investments in apartment buildings for rental. 
• Hybrids:  

i. Trusts (Real Estate Investment Trusts), very common in U.S.A. and 
Asia and used increasingly in emerging markets (Colombia, Mexico). 

ii. Pure Funds. 
 

− Private pension funds have not invested so much in housing, due mainly to the 
existence of certain restrictions: 

• Macro-economic volatility [inflation, inconsistent policies, financial crises (Mexico 
‘95, Russia ‘98, Argentina ’01)]. This, together with high real interest-rates, has made 
investment in public debt more attractive.  

• Lack of long-term fixed-income instruments and lack of liquidity in the secondary 
market. 

• Investment channelled through personal rather than institutional media. 
 
                                                 
19 Principal Specialist in Financing for Housing, International Finance Corporation, IFC, Peru.  
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• Flowering of informal markets as a result of deficiencies in the legal and regulatory 
structures.  
 

− How can private pension funds be encouraged to invest in housing?: 
• Lower real interest-rates mean that private fixed income becomes more 

attractive. This has been the recent story of Chile, Mexico, Brazil, Colombia, 
Indonesia, India and China. 

• By promoting the existence of a wide range of long-term fixed-income 
instruments, and also of risk ratings, with the aim of moving away from 
incentives for triple-A rated markets.  
i. Allow securitization, covered bonds, pure funds, Real Estate Investment 

Trusts (REITs), so that the issuer can choose the best method of 
delivery. 

ii. Develop mortgage-backed securities (using Chile as model). 
• By promoting greater liquidity in the secondary bond market, reinforcing 

transparency and efficiency, among other measures. 
• By improving the legal and regulatory structures of the housing markets: more 

efficient planning in use of soils, registration of titles and in contracts awaiting 
execution.   
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18. Helga Salinas20 - Credit for Small Businesses (“Microempresas”) 
 

− The “microcredit” is a financial instrument, an alternative 
to the banking sector, which responds to a need for 
funding on the part of groups with the following 
characteristics in common: i) they are people with little 
access to conventional banking, ii) without real guarantees, 
or financial information in standard formats (balances, 
profit-and-loss statements), iii) they form part of the 
informal sector of the economy, and iv) they encompass 
all economic sectors from the production of artistic handicrafts to marketing and 
service provision.  

− The development of the market per region is uneven, and the average credit is also 
uneven, depending on the economic situation of each region. The age of the Micro-
Financial Institutions (IMFs) in each region is also different, even within each region 
and also at country level.  However, a global portfolio estimated at US$ 39,400 
million represents an investment opportunity for any institutional investor. 

− Estimates from different bodies that study this industry consider that this funding 
generates direct and indirect employment and other non-financial services, such as: 
training in managing a small company, education on various subjects, health, housing, 
etc. 

− Among the ways of granting the credit, the most widely-used methods are:  i) the 
solidarity credit in which 10 people form an association and obtain individual credits, 
guaranteeing each other; ii) individual credit in which each person obtains a credit 
with a personal guarantee of his/her own or from a third party and iii)  communal bank 
in which about 10 people form a communal bank, save, lend to each other out of their 
savings and out of the IMF, which at the same time gives them training on managing 
their communal bank and on other social and health topics.  

− In the case of the solidarity credit and the communal bank there is a solidarity 
guarantee: each of the groups act as surety for each other, and that provides a 
guarantee to the micro-financial institution in the sense that there really will be a very 
interesting percentage of payment, and default will be very low. In the case of 
individual credit, the analysis is made by the person him/herself and default rates are 
normally less than 5% in the industry as a whole, which shows a genuine advance in 
the control of credit and default.   

− Micro-insurance policies and micro-pensions (some insurance companies have taken 
the risk of moving into these markets, doing so through an IMF) are successful, 
because they mean big savings in marketing costs and the claims rate is controlled.   It 
is precisely in Latin America that the best experiences have occurred in this direction 
(non-encumbrance insurance and some health products). In the matter of micro-
pensions, one might ask oneself: why should a micro-financial institution, which is not 
a specialist in the area of medium and long-term risk like a Pension Fund 
Administrator (AFP), be getting involved in micro-pensions?  The reason is that this 
product is different from what is understood by a life annuity or medium or long-term 

                                                 
20 Associate and Director of CRECER, Formerly Superintendent of Pensions, Bolivia. 
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pension. What is being handled as a micro-pension is just a savings product with a 
defined term, which will serve for the different types of needs of a self-employed 
worker, so it looks like a very interesting market for the AFPs to enter.   

− It is important to emphasise that self-employed workers are individuals who are not 
normally covered by the AFPs.  Their life expectancy is lower, their income is lower 
and they obviously have other types of risk, meaning that a specific product would 
have to be designed for them, but advantage could be taken of the IMFs as a vehicle. 

− The main funding agencies of the IMFs and the portfolios have been the United States 
Agency for International Development (USAID), the World Bank, the Inter-American 
Development Bank (IADB), the Andean Development Corporation (CAF), the various 
governments of the European Economic Community (EEC) and the European and 
American Non-Governmental Organizations (NGOs). Initially, these IMFs simply 
applied the chosen methodology without needing supervision.  However, some 20 
years ago their activities began to be regulated in Latin America, establishing a 
category in addition to banking, under the principle of stock companies; they were 
allowed to start operations with less capital than the minimum for banks, but their 
activities were limited to collecting savings and providing micro-credits, restricting 
their ability to handle current accounts, credit cards and international trading 
operations.   

− Many of the IMFs have been graduating, in other words, they have moved from being 
a non-governmental organization to being an institution: that of a company with shares. 
In this way, financial funds, small-business banks, mutual funds, etc. have appeared, 
which, depending on the various countries, have developed according to the 
regulations in force. The models in Asia are quite different from those applied in Latin 
America, but the graduation process is present in all of them.  In Latin America, the 
most successful cases have been in Peru, Colombia and Bolivia, where the regulator 
has really tried to introduce mechanisms that allow these institutions to graduate and 
become regulated institutions with risk-ratings, so that they are in a position to issue 
instruments.  

− In every country the IMFs are issuing debt or capital instruments (bonds, promissory 
notes, portfolio securitization, shares, mainly in the primary market) and many of them 
are risk-rated as “investment grade”, in which the AFP can invest with limited risk and 
an important multiplying effect. The issues made by the IMFs have been private issues, 
but there have also been collaterals, which in many cases have been offered by the 
CAF in the case of Latin America: the CAF has made a fund available with which it 
has collateralised the issues, guaranteeing them, and therefore making it easier for 
them to be bought. Many of these instruments have been issued in local currency and 
also in dollars. In the case of Asia, mainly in India, a very special effort has been made 
to enable these instruments to be issued mainly in local currency, due to the fact that, 
obviously,  the exchange-rate risk is considerable,  and so what has been done is that, 
through second-floor banks, known in India as “wholesale banks”, the exchange-rate 
risk is absorbed. 
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19. Robert C. Merton 21  - Observations on Individually Funded Pension System 
Design:  Advances for the Future 

 
− A pension system has basically three components (i) personal 

savings; (ii) savings plans sponsored by employers; (iii) state 
plans. The mixture of these three components varies over 
time, but the aim of the system remains unchanged: to obtain 
a life-annuity protected against inflation, which enables the 
person to maintain the standard of living enjoyed during the 
last part of the working stage.  

− How can we improve the probability of achieving the aforementioned aim? There are 
at least four ways: 
i. By using all the employee’s disposable assets in an effective and efficient 

manner. 
ii. By increasing the contribution rate in order to save more. 
iii. By raising retiring age with the aim of working for longer. This decision must 

take each person’s situation into account when making a balance between what 
he/she wishes to have during retirement and the length of time worked during 
the working life. 

iv. By increasing the risk of the investments in order to obtain higher returns.  
− The management of pension investments must take various issues and/or 

improvements into account: 
i. Real interest-rate risk. It is not the same thing to have US$ 1 million for the 

rest of your life in an environment in which the only available investment gives 
a real, risk-free interest rate of 10% as to have US$2 million, also for the rest of 
your life, but at a real risk-free interest rate of 1%. 

ii. Duration of the mismatch between the flow of contributions and the flow of 
benefit payments. 
 
Two ways of overcoming these problems are:  
(a) To have a variable contribution rate, which depends on the interest 

rate, on age and/or on income, instead of a fixed contribution rate. In 
that way, for example, you would contribute more when the interest rate 
falls and vice versa.  

(b) To give the member’s permanent income for retirement on the first 
page of the four-monthly statements (which is what really interests 
him/her), and on the following pages the total accumulated as of a 
certain date, since this latter figure may be subject to great short-term 
volatility. For this reason it is necessary to measure the accumulated 
return in terms of “Units of Real Life Annuity” instead of in terms of a 
particular currency. By making this change, it is possible to see that the 
Real Life Annuity, which is what really matters to the member, behaves 

                                                 
21 Professor at the University of Harvard, expert in how capital markets function, and developer of the options 
valuation model (together with Myron Scholes and Fisher Black), for which he received the Nobel Prize for 
Economics in the year 1997.  
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like the “Risk-Free Asset”, whereas the “T-Bills” behave like risky 
assets.  

 
iii. Inflation and longevity risks. These risks must be covered, but the problem is 

that there is not yet a sufficient volume of longevity bonds to make it possible 
to do so. For that reason, while waiting for the longevity bond market to 
develop properly, what can be done is to keep in contact with the insurance 
companies and adjust costs according to changes in longevity. 

iv. Restrictions on overseas investment that make it impossible to benefit from 
global diversification. There are countries in which restrictions of this type 
exist, in order to avoid “corporate control by foreigners”; in such countries, one 
solution is the so-called “Equity Swaps”. 

v. Dynamic portfolio strategies. For example, offering insured portfolios with a 
guaranteed minimum and insured portfolios with a guaranteed minimum and a 
maximum payment level (in line with the target replacement rate). The higher 
the level of the guaranteed minimum, the lower the risk that has to be taken by 
the member.  

vi. Offering life annuities that are linked with consumption, in order to reflect 
the current standard of living. 

vii. Developing products that enable behavioural dysfunctions to be mitigated: 
(for example, people tend to become paralysed when there are too many 
choices and tend to increase their savings rate before getting a rise in their 
wages). 

viii. Using the so-called “Reverse Mortgage”22 as a way of providing extra income 
for retired people. 

ix. Using the resources that people have, to provide them in the future with 
medical care and life annuities in the most efficient way possible.  

                                                 
22 The concept involves selling one’s own house to a financial institution and living in it for the rest of one’s life, 
in order to have additional income with the onset of old age.  The reverse mortgage is in operation in most 
developed countries and with populations living ever longer, the system has experienced a boom in recent years 
in Europe and the United States.  The valuation of the property is one of the most complicated aspects of this 
scheme, because it is necessary to foresee the value of the property at the time of the client’s death, and in five, 
ten or twenty years the possibilities of what may happen with future valuations are numerous. 
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