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THE CHILEAN PENSION SYSTEM

PREFACE

The Chilean pension system has attracted justified international interest
and with every reason. Of course, in the first place, there is the pioneering
aspect of transferring from a pay-as-you-go system to one based on
individual capitalization, which is sustainable in time and consistent with
the rapid, irreversible aging process in the population. Added to this,
there is the positive performance of the pension funds’ yield during more
than two decades of operation, the reduction of the contribution rate to
half its former level, with the resulting increase in the net salary and
productivity of the workforce and the significant impact of the pension
funds on the development of the Chilean capital market and on the
country’s levels of savings, investment and growth.

The Chilean pension system is based on the capitalization of social
security savings in individual accounts, on professional management of
the resources by private Pension Fund Administrators devoted exclusively
to that end, on individual ownership of the contributions, and on a system
whereby the processes of collection, investment and payment are strictly
regulated and supervised. The principles outlined above have been
included in social security reforms passed in dozens of countries in the
past two decades and have given rise to what is increasingly known as
the “Chilean model” of social security in pensions.

All'in all, it is the result of on-going development and improvement. Over
thirty legal amendments have been introduced to the original version of
D.L.3,500, seventeen of them during the democratic governments which
succeeded the military government in power at the time when the system
was conceived and put into effect. The most recent, and perhaps most far-
reaching reforms correspond to the new system of voluntary social
security saving and the opening up of new ways to invest social security
resources by means of multifunds. This process of change and regulatory
modernization reveals not only a practice of constant improvement, but
also the consolidation of the essential bases and principles of the system
by governments of different ideological persuasions.

The present edition of THE CHILEAN PENSION SYSTEM reflects this
history. It contains a general outline of social security in Chile, including
a description of the social security system in force before the 1980
reform. It explains the origins and grounds of the reform, the transition
that was used, and decribes — with due depth and clarity of explanation
— the fundamental bases and characteristics of the individual
capitalization system. In that section, the book deals with the State’s role
as guarantor and creator of rules and regulations, the coverage provided
by the system, the types of contributions and benefits, the system of fund
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investment, the commissions structure, the information received by
members and matters related with collection and delinquency in social
security.

The text then sets out the results of the system after more than 21 years
in operation, both as regards its own, inherent indicators: coverage,
benefits, investments, yield and cost, and its impact on related markets
or fields, such as the capital market, the insurance industry, the
productive sectors, the labour market and the country’s economic
growth.

It also gathers and describes the most recent improvements, which have
contributed significantly to the modernization of the system in our
opinion, and have raised the standard of the services that it provides for
its members. In these chapters there is a description of the legal changes
concerned with the creation of the multifunds, voluntary social security
saving, the system of investment both in Chile and abroad, the
incorporation of Internet as a vehicle of social security services and the
transferability of individual accounts between different countries with
similar pension systems.

A book describing a story of constant change and improvement would
be inconsistent if it did not deal in a special chapter with the on-going
challenges. The final chapter serves to define the priorities as regards the
areas needing work in the constant task of development and change, in
order to correct those aspects which are functioning below their
potential. Neither the undoubted solidity of the system’s bases, nor its
positive results to date, are a reason to indulge in immobility or
stagnation. The history of the system has never been that way, and neither
should its future be. For that reason, this book concludes by sketching in
the areas where future efforts at reform should be concentrated.

This book represents an effort made by the Superintendency of AFPs, and
particularly the professionals of the Research Division, to give the local
and foreign reader a complete, accurate, objective and illustrative picture
of the Chilean pension system. This edition adds to its predecessors the
references to recent reforms and pending challenges. It does more than
simply update the text; it reflects clearly and eloquently the desire for
essential continuity and on-going improvement in the Chilean pension
system.

IRO YAZIGI
SUPERINTENDENT OF AFPs
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