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Chile

retirement age and replacement rate

Atribut Women 👩🦰 Men 👨🦰

Current retirement age (entered market at 22 y.o.) 60 y.o. 65 y.o.

Future retirement age (just entered market 22 y.o.) 65 y.o. 65 y.o.

Net pension replacement rate of  0.50 of  AW 42.6% 44.6%

Net pension replacement rate of  1 of  AW 34.4% 37.3%

Net pension replacement rate of  1.50 of  AW 34.9% 37.9%

Expected years in retirement 19,7 years 14,7 years

Source: own calculations and OECD (2021): Pension at Glance statistics, available from stats.oecd.org



Basic setting since 1981

• Participant’s contribution to the new pension system is set to 10 % of his brutto salary, 
which is sent into his pension account / pension fund that is his property.

• Old-age pension depends just and only on his lifetime investments (savings + returns). 

• Retirement age is set to 60 years for women and 65 years for men.

• For cases of disability or death, every participant contributes 3.4 % from his salary as 
insurance against this, also administrative costs are paid from this add-on contribution.

• Every participant has the right to choose Administrator of his fund (AFP = 
Administradoras de Fondos de Pensiones).



Basic setting since 1981 + 2003

• AFP are private investment companies that administrate and invest participant’s 
contributions on the market.

• Since 2014 there are 5 different strategies how AFP can invest and participant can choose 
himself  which option he will use. Strategies differ by risk and expected returns from 
conservative home investment to dynamic worldwide investment.

• Unsuccessful AFP have to cover losses or lower returns to participants. On the other hand, 
successful AFP can keep part of  extra return or lower losses.

• Reaching retirement age, participant can choose from three different options of  pension 
payment and theirs combinations – Life annuity, gradual withdrawal and direct withdrawal.

• The state/government has just a supporting and guaranteeing role.



Impacts on participants

Source: Own calculations based on FIAP (1981-2005) a SAFP (2006-2020)



Source: Own calculations based on FIAP (1981-2005) a SAFP (2006-2020)



Source: Own calculations based on FIAP (1981-2005) a SAFP (2006-2020)



Impact of  Covid-19 on Chilenian pension 

system JAN2020 – DEC2020

Source: own calculation based on SIAP (2021)



Impact of  the transition from PAYG to FF on 

state budget in Chile 

Year

Direct impact of pension reform

(in million of pesos 1988)

Total

expenditu

res as % 

of GDP Old system

expenditures
Bonds‘ expenditures

Total

expenditures

1981 52 300 200 52 500 1,48

1982 124 200 3 300 127 500 4,19

1983 138 500 6 500 145 000 4,80

1984 146 500 7 900 154 400 4,80

1985 140 500 9 900 150 400 4,57

1986 150 800 14 100 164 900 4,74

1987 160 000 17 900 177 900 4,84

1988 163 000 19 400 182 400 4,73

1990 169 000 25 750 194 750 4,67

1995 182 500 47 300 229 800 4,52

2000 175 000 63 800 238 800 3,86

2005 145 200 78 200 223 400 2,97

2010 108 600 73 500 182 100 1,99

2015 85 000 43 000 128 000 1,15

Source: Own calculation based on Bosworth, Dornbusch, Labán (1994, p280) for years 1981-1988.. For years 1990-2015 based on the same source and IMF (2014).



Women, 

we have a problem!

• Net replacement ratio (NRR) based on OECD methodic incl. solidary pension is 

37% for men and 34% for women. Czechia has 60,3 % (OECD 2018)

• Women contribute to the system in average just 15.5 years and spend 29 years on 

average in old-age pension. 

• Men contribute on average just 21 years and spend 19 years in old-age pension. 

• If  participant worked all his life as a formal employee, man would have NRR just 

from AFP between 77 – 100% and woman would have between 48 – 68%.

Zdroje obrázků: muž:gettyimages, ženy:Kena Lorenzini



Changes = introduction of  “zero pillar”.

• 2008 – introduction of  the “zero pillar” paid from taxes:

• If  you lived in Chile at least 20 years after age 20 and you are not from richer household (6-10 
decile), then you are entitled to:

• A/ Base old-age pension (PBSV): In case the person over 65 y.o. is not entitled to any 
benefits from AFP, then the base old-age penion is paid in amount of  160 - 170 000 CLP 
(differs by age, 2021), which is valorised yearly – around 200 EUR. Currently 450 000 people 
over 65 y.o. are entitled to this benefit, 3/4 are women.

• B/ Supplementary old-age pension (APSV): In case the participant’s pension from AFP 
is lower than 470 – 500 000 CLP (differs by age, 2021) currently 600 EUR, they are entitled 
to Supplementary old-age pension that is calculated by the formula APSV = PBSV – 0,31 * 
AFP pension. Currently 400 000 people are entitled to this benefit, 2/3 are women.



Changes = introduction of  “zero pillar”.

• 2008 Reform lowered poverty rate by 2,6 p.p. in age group 65+. From 

10,9% to 8,3%.

• On the other hand, the impact to state budget is negative with 

negative outlook. In 2010 it was just 0,7 % of  GDP, in 2025 it is 

predicted to be 1,5% of  GDP. 

• For comparison, current public expenditures to state pension system 

in the Czech Republic is 9% of  GDP and 13 % in France.



Future changes?

• Involvement of  self-employed was discussed since ‘90s and was done in 2019 
(“just” 38 years after the reform started)

• Growth of  contribution from 10 to 13% from salary, which reflects lowering 
returns of  investments + 3 % to solidary pension, which would make from zero 
pillar, first pillar (PAYG).

• Increase of  retirement age from 60/65 to 67 for both sexes.

• Two controversial proposals are in consideration also:

• Consider women and men as one sex for life annuity calculation (EU way)

• Mutual funds for couples.
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Transition deficit and fiscal rules in CEE

Slovakia:

• Before 2005: 18% of  gross wage goes on PAYG DB

• Since transition in 2005: I.p 9%, II.p 9%

• Result SEP 2012: I.p 14%, II.p 4%

• Reasons: irrational II. p setting + budget deficits + political (Fico)



Transition deficit and fiscal rules in CEE

Czech Republic:

• Before 2013: 28% of  gross wage goes on PAYG DB

• Since transition in 2013: I.p 25%, II.p 5% or I.p 28% (voluntary decision)

• Result DEC 2015: I.p 28%, II.p cancelled and assets returned to participants

• Reasons: officially low-interest, reality: political (Social democrats)



Transition deficit and fiscal rules in CEE

Hungary:

• Before 1998: 30% of  gross wage goes on PAYG DB

• Since transition in 1998: I.p 24%, II.p 6%

• Since 2002: I.p 18%, II.p 8%

• Temporary result since 2008: I.p 24%, II.p 8%

• Result NOV 2011: We are going to make you an offer you can't refuse = I.p 33,5%

• Reasons: irrational II.p setting + budget deficits + EU rules + political (Orban)



Hungary

retirement age and replacement rate

Atribut Women 👩🦰 Men 👨🦰

Current retirement age (entered market at 22 y.o.) 62 y.o. 63,5 y.o.

Future retirement age (just entered market 22 y.o.) 62 y.o. 65 y.o.

Net pension replacement rate of  0.50 of  AW 78.4% 84.3%

Net pension replacement rate of  1 of  AW 78.4% 84.3%

Net pension replacement rate of  1.50 of  AW 78.4% 84.3%

Expected years in retirement 22,9 years 15,9 years

Source: own calculations and OECD (2021): Pension at Glance statistics, available from stats.oecd.org



Transition deficit and fiscal rules in CEE

Poland:

• Before 1999: 19,52% of  gross wage goes on PAYG DB

• Since transition in 1999: I.p 12,22%, II.p 7,3% with rational setting

• Temporary result since MAY2011: I.p 17,22%, II.p 2,3% -> 2,92%

• Result MAR2014: 

• Undisguised nationalization of  51,5% of  all assets in II.p (Polish Government Bonds)

• opt-out from II.p recommended 

• Reasons: budget deficits + fiscal rules + political (Tusk)



Poland

retirement age and replacement rate

Atribut Women 👩🦰 Men 👨🦰

Current retirement age (entered market at 22 y.o.) 60,8 y.o. 65 y.o.

Future retirement age (just entered market 22 y.o.) 60 y.o. 65 y.o.

Net pension replacement rate of  0.50 of  AW 36.3% 35.9%

Net pension replacement rate of  1 of  AW 27.3% 35.1%

Net pension replacement rate of  1.50 of  AW 26.8% 34.7%

Expected years in retirement 23,4 years 17,8 years

Source: own calculations and OECD (2021): Pension at Glance statistics, available from stats.oecd.org



Regulation of  Minimum % of  Return as a 

long-term killer of  any returns

• Real returns:

• Slovakia between 2005 and 2010: -1 % p.a.

• Hungary between 2000 and 2010: 0,65 % p.a.

• Poland between 2002 and 2010: 6,2 % p.a. and between 2005 and 2010: 4,4 % p.a.

• Chile between both 2002 and 2010 i 2005 and 2010: 7 % p.a.

• But why in global markets?



Portfolio settings in CEE in 2010

Source: own presenation of data from Hlaváč, Schneider, 2011



Reasons

• Slovakia and Hungary had strong minimum rates of return regulation. This
regulation forced private investing companies to invest participants’
contributions very conservatively, so that real returns in both countries were
lower than any pre-reform calculation predicted. Slovakia on average -1% p.a.
and Hungary 0.65% p.a. compare with Polish 6% p.a. where this regulation
did not exist.

• Opt-outs from PAYG systems in PL, HU, SK were higher than real economy
could afford. It led to higher state budget deficits every year, mainly during
the crises of 2008 and 2011.



Risks of  transformation 

from PAYG DB to FF DC

• In general, we can see from the previous presented data that main risk of this
transformation is, rather than market/financial risk, which is well known, the political risk
and debt risk.

• The Maastricht criteria in case of Hungary and own Constitution (fiscal rules) in case of
Poland, de facto, bring the incentive to political representation to undermine the trust of
citizen into the II. pillars and furthermore to (quasi)nationalise the assets in FF DC.

• We can conclude that application of FF DC in CEE is possible just in case of very liberal
and non-over-regulated settings. Moreover, to be applied to higher-income citizens only and
also as an add-on pillar without any opt-out from PAYG to avoid the debt risk.
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