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B. Fiscal Commitments required by the Commission’s Recommendations

In order to increase the pensions of current and
future retirees, the Commission’s recommenda-
tions will require a greater amount of financial
resources from both the private sector and the
state. Regarding the cost to the state, below
we present a preliminary estimate of the most
important fiscal commitments that would come
from the Commission’s major proposals. The Bud-
get Office and the Ministry of Finance collaborat-
ed on this work.

1. Changes to the Solidarity Pension Sys-
tem

The Commission recommends extending cover-
age of the Solidarity Pillar from the current 60%
the poorest households of the population to 80%
of the poorest households of the population, and
increase the amount of the Basic Solidarity Pen-
sion Solidarity and the Maximum Pension for a
State Solidarity Contribution by 20%.

The model projection developed in DIPRES allows
us fo generate a baseline scenario projection of
expenditure of the SPS without reform, and also
allows us to project the new expenses associat-
ed with the increase in coverage and benefit
amounts. By 2013, spending on SPS represented
0.7% of GDP, of which 61.2% goes to the PBS and
38.8% goes to the APS.

The graph below presents the scenarios evalu-
ated with respect to the baseline scenario. The
blue line represents a possible increase in the tar-
geting of SPS to 80%, keeping the amounts of PBS
and the PMAS constant. The red line maintains
the coverage at 60% and increases the amount
of the PMAS and the PBS by 20%. The green line
increases the SPS parameters by 20% and in-
creases the targeting to 80%.

" Graph 16:

Marginal Effect of parametric changes to the SPS, Millions of pesos, 2015.
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This projection tells us that the expected cost for
2015 under the current SPS scheme represents
0.9% of GDP. With the proposed changes in tar-
geting and amount of benefits, this projection
would increase to 1.2% of GDP.

2. Increase in the contribution rate of the
employer

The increase in the employer’s conftribution rate
has a direct and indirect impact on the State’s
fiscal balance.

The first impact has to do with the increase in
spending for compensation and benefits associ-
ated with the payment of salaries by the Centrall
Government, Municipalities, Universities and sub-
sidies. The State must spend about US $200 million
for every 1% wage increase’%,

The indirect impact would come from the in-
crease in the balances of individual savings
accounts as a result of the greater number of
contributions that would enter into the system.
It is expected that the effect of the higher num-
ber of contributions will result in higher pension
amounts, and the expenses related to the APS
will also decrease.

3. Increase the taxable limit

In line with the increase in the contribution rate,
the adjustment of the taxable limit decreases
the take-home income of the people who are
affected by the measure which will require the
State to adjust salaries. In this regard, it is estimat-
ed that the increase in the taxable limit involves
a state expenditure of US $24.7 million per year
(0.013% of 2014 GDP).

If we simulate an increase in the contribution rate
of 1% for this new bracket of taxable income,
the combined effect for those who are currently
capped is estimated at US $2.5 million annually.

104 We must keep in mind that there are additional detai-
Is relating to payment, such as in the case of persons hired
under the labor code, public enterprises, and kindergartens,
among others.

4. State AFP

According to the Financial Report related to the
Bill that would create a State Pension Fund Ad-
ministrator, the Ministry of Finance is authorized
to “complete, within 36 months after the forma-
tion of the State A.F.P., SA, an initial extraordinary
capital confribution for up to $70 million to be
authorized and regulated by the Treasury and/
or CORFO, with the objective of financing the re-
quirements of the AFP, according to the applico-
tion of Article 40 of Decree No. 3500, 1980, and to
finance the start-up costs.”

The amount mentioned above includes the
amount required in Article 24 of Decree No. 3,500
of 1980, e.g. 20,000 UF (UF).

5. Creation of a subsidy to encourage
the employment of senior citizens

Following the model of the youth employment
subsidy (Law No. 20.338), the payment structure
of the Subsidy for Senior Employment (SAM) would
be equivalent to 30% of a gross monthly salary,
and increase with a person’s gross income up 1o
a maximum of $188,672 per month'®. Then the
subsidy would remain steady between $188,672
and $235,840 of a person’s gross monthly salary
and it would finally fall to between $235,840 and
$424,512 of gross monthly salary. The monthly
payment would mean that an older worker re-
ceive 2/3 of the subsidy, and the employer would
receive the remaining third.

Once the potential beneficiaries have been es-
timated by using projections of the population
of people above the legal retirement age, and
their income profiles according to data from the
CASEN 2013 survey are understood, then the
benefit can be targeted to the poorest 60% of
the population.

In this context, it is expected that the annual fiscal
cost of this benefit will be approximately $129,000

105 It corresponds to $160.000, which is the upper cap of the
top of the first section of the SEJ at the time the law was pas-
sed, adjusted according to the variations of the IPC to pesos
in 2013. This adjustment is to make the data comparable to
the CASEN 2013 data. The remaining amount, also equal the
SEJ upper caps readjusted by the IPC to 2013 pesos.



million pesos. It is also expected that this cost will
increase progressively, given that the population
will experience accelerated aging in the coming
decades.

6. Incentivize the creation of Day Care
Centers

Currently, the budget allocated to the creation
of day care centers under SENAMA is $780 mil-
lion, which represents an increase of 3% from last
year's budget. This amount will finance, in the first
stage, the care of 1,200 seniors who meet the fol-
lowing criteria:

» Be over 60 years old.
» Have a slight dependence.

» Reside in the district where the program is im-
plemented.

» Belong to the first three quintiles of vulnerabil-
ity, according to Social Protection Register or
the instrument that replaces it.

The Day Care Centers Program provides health
and social services during the day, support for
the family and cultural activities. They also pro-
mote active aging, maintaining adult in their
family and social environment. They operate in
physical spaces that are specially equipped for
the elderly and for universal accessibility. This
program is run by public or private nonprofit in-
stitutions, and those who apply to for a special
fund to finance projects and must be registered
in SENAMA's Register of Providers of Services for
Older Adults. These centers also receive techni-
cal advice and guidance from SENAMA.

Given the expected increase in demand for this
service, it is important to increase the supply of
public and private institutions that offer this ser-
vice and increase the program’s coverage to a
greater number of municipalities, which will also
require a major increase in the budget.

According to the latest CASEN survey, 7% of
seniors are in a situation of mild dependence,
corresponding in absolute terms to just over 180
thousand people. If the measure targets people
who are in the poorest 60% of the population, it
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has a target of 112,000 elderly—far above the
current 1,200 elderly people that the program
currently serves.

Given this, one criteria for setting the budget
could be to increase it by 25% per year, which
would triple it over five years. Under this scheme,
the budget could reach about $1.600 million
more.

7. Social security compensation for care-
givers of seniors and of people with de-
pendencies

Currently, the Home Care for Persons with Severe
Dependency Program is implemented in Prima-
ry Care Centers that are run by both municipal-
ities and the national level Health Services. The
program includes the payment of a stipend of
about $25,000 to caregivers of people with se-
vere dependence. The total number of caregiv-
ers served by the program is presented below.

ﬁ Table 21. Number of caregivers that receive the
stipends

- EEEEE

Total
Caregivers paid

19.745
22.706
22.757
22.569
23.219

22.112

Source: Primary Care Division, Undersecretary of Assistance
Networks, 2014.

(*)DIPRES Estimate under the assumption that the stipend is
maintained.

The Commission’s proposal sees the primary
caregiver of people with severe and moderate
dependence as the beneficiaries of the stipend.
According to the latest CASEN survey, the num-
ber of people with this level of dependence is
equivalent to 3.2% of the population under 60
and 11.9% of the population over 60 (in total, ap-
proximately 700,000 people). The caregiver must
also be a family member of the person in care.
With these requirements, we estimate that the
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number of potential beneficiaries of the caregiv-
ers’ stipend could be 223 thousand people'®. If
the stipend also requires the caregiver to be reg-
istered with home care program and prioritizes
the first three income quintiles, the total number
of caregivers who would be eligible for the sti-
pend could be 100 thousand people.

Under these assumptions, and considering a
credit of 10% of the minimum wage for an av-
erage period of four years, the cost of the Com-
mission’s proposal would amount to $1,156,800
pesos, 0.9% of GDP, which would be prorated as
the beneficiaries refire.

The potential beneficiaries could, however, in-
clude 698,395 caregivers. This represents the to-
tal number of people with severe or moderate
dependence today, a figure that will increase
further considering the estimated growth of the
population of older adults.

To estimate the cost of the proposal, we set the
amount of the credit at the equivalent to a 10%
contribution on the current minimum wage for
the total months of registered caregiving (which
is, on average, four years according to the Na-
tional Study on Dependence). Under these as-
sumptions, the potential cost of the measure is of
MUS $173,000, which is equivalent to 0.07 percent
of GDP. This amount will be distributed annually
to the caregivers who retire each year.

8. Summary

Considering all of the proposals discussed above,
the total cost of the proposals would be about
0.62 to 0.67% of GDP. Of these, the proposal that
would require more state expenditure is the pro-
posal to increase of the contribution rate. If this
proposal is not applied gradually, it would mean
an increased expenditure of the order of 0.3% of
GDP. The next most expensive proposals are the
ones that modify the Solidarity Pension System,
which, when taken together, would increase
spending by 0.25% of GDP.

106 This is under a scene without a focusing of the benefit
and considering that of the total of major persons with mo-
derate or severe dependence, 32 % has principal caregiver,
who in addition is familiar (National Study on Dependence).

m Table 22. Estimated Fiscal cost of the proposals

Increase in the

Proposal annual gross cost
(% GDP)

Increase Targeting of the 0,02
SPS to 80%
Increase the amount of 0,23
the PBS and the PMAS
by 20%
Increase in the contribu- 0,31
tion rate (4%)
Increase in the taxable 0,01
[imit
State AFP | 0,03
Subsidy for Senior 0,1
Employment
Increasing and sfreng- 0,001
thening day care cen-
ters
Social security credit to 0,07
caregivers
Total 0,62-0,77

These annual costs are evaluated for the first
year of implementation of the measures. In time,
as we discussed above, the expenditures will in-
crease, specifically the increase in coverage and
in the amount of the solidarity pillar will increase
by another 0.3 percentage points of GDP.

The above numbers do not consider the use of
the Solidarity Fund financed with the proposed
confribution. So, for example, if 2 confribution
points go to this fund, this will franslate info ad-
ditional revenues of US $1.300 million per year or
the equivalent of 0.5% of GDP.

Therefore, in aggregate, the measures would
cost the system about 0.4 points of annual GDP.
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Appendix 1:

Speech by S.E. President of the Republic, Michelle Bachelet, on signing the Decree that created the
“Advisory Commission on the Pension System”

Gobierno
de Chile

Direccion de Prensa

DISCURSO DE S.E. LA PRESIDENTA DE LA REPUBLICA,
MICHELLE BACHELET,
AL FIRMAR DECRETO QUE CREA “COMISION ASESORA SOBRE
EL SISTEMA DE PENSIONES”
(MEDIDA N° 17)

SANTIAGO, 29 de Abril de 2014

Muy buenos dias, amigas y amigos:

Gracias por estar aqui esta mafiana. La verdad que hoy estamos
cumpliendo una promesa de campana, la medida 17 dentro de los
primeros 100 dias de Gobierno. Pero, por sobre todas las cosas,
estamos mas que cumpliendo una promesa de campana, estamos
iniciando un proceso fundamental de reflexion y de debate para que
las chilenas y chilenos cuenten con un sistema de pensiones digno y
adecuado a sus necesidades. Un proceso que queremos que sea
altamente participativo, pero también de muy alto nivel técnico, y que
nos permita hacernos cargo de las claras insuficiencias de nuestro
sistema previsional.

En los afios 80 se instauré en Chile un sistema de pensiones basado
en la capitalizacion individual, con administradores privados y un
Estado en un rol exclusivamente regulador.

Hoy, a mas de 30 afnos de ese momento, es un deber revisar si este
sistema ha cumplido o no la promesa con la que se puso fin al
régimen publico de reparto.

Para nadie es un secreto que las pensiones no estan a la altura de lo
que esperarian los trabajadores y trabajadoras. Ademas de los casos
especificos de las lagunas previsionales o el trabajo en forma
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independiente, hay quienes han cotizado toda la vida y aun asi
obtendran una pension deficiente.

Por otra parte, las Administradoras de Fondos de Pensiones han
perdido credibilidad en la ciudadania, y su modo de funcionamiento
merece ser analizado en detalle.

Sabemos que mejorar un sistema previsional toma tiempo. Debemos
tener certeza de que las decisiones sean responsables, se sustenten
en el tiempo y sean efectivamente un avance y no un retroceso para
los pensionados.

El ano 2008 hicimos una reforma que cambid no sélo el foco, sino
una idea central: que el Estado tiene un rol importante en la situacion
previsional de chilenas y chilenos, y el sistema de pensiones pasé a
tener un pilar solidario y a ser un derecho social garantizado.

Y los resultados estan a la vista. Hoy nuestro sistema de pensiones
solidarias beneficia a 1 millon 237 mil personas. Pues, ahora, 6 afos
después, ha llegado la hora de profundizar este proceso.

No queremos un pais en que la tercera edad sea sinénimo de
vulnerabilidad o desproteccion, y donde la jubilacion, en lugar de
descanso, traiga aflicciones a las personas.

Es por eso que hoy estamos convocando a un grupo de expertos
nacionales e internacionales que estudie a fondo nuestro sistema de
prevision social y haga una propuesta contundente respecto a cuales
son los cambios necesarios.

Yo, para esto, quiero agradecer a la ministra Javiera Blanco, y en
particular al subsecretario, Marcos Barraza, asi como al ministro
Alberto Arenas y todo su equipo, en lo que ha sido la identificacion de
los expertos y los términos de referencia y el trabajo en este sentido.
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En esta comisién van a participar expertos nacionales y extranjeros
de reconocido prestigio y de diversas sensibilidades politicas. Esta
comision sera presidida por David Bravo Urrutia. Les voy a pedir que
cuando los vaya nombrando se paren, para que la gente los conozca,
hay varios internacionales que obviamente no estan hoy dia aca,
pero van a trabajar en comisiones, en seminarios on line, con
ponencias, etc.

David Bravo Urrutia, economista, ingeniero comercial de la Pontificia
Universidad Catdlica y master en Economia de la Universidad de
Harvard. Fue fundador y director del Centro de Microdatos de la
Universidad de Chile. Es integrante del Consejo Consultivo
Previsional y fue miembro del Consejo Asesor Presidencial para la
Reforma Previsional el 2006.

La comisién estara integrada también por Cecilia Albala Brevis,
médico y especialista en salud publica, fue “profe” mia, ademas,
debo decir, profesora titular de la Universidad de Chile, en el Instituto
de Nutricion y Tecnologia de Alimentos. Es experta en estudios de
envejecimiento a nivel nacional y latinoamericano.

Orazio Attanasio, doctor en Economia de la London School of
Economics, profesor del Departamento de Economia de la University
College London. Ha desarrollado investigaciones sobre ciclo de vida
y evaluaciéon de politicas publicas en paises en desarrollo, y ha
estudiado detalladamente el impacto de la reforma previsional en
Chile, del 2008.

Nicholas Barr, doctor en Economia de la Universidad de California,
profesor de la London School of Economics. Es un reconocido
experto en los sistemas de pensiones de varios paises del mundo,
incluido Chile.

Fabio Bertranou Jalif, doctor en Economia de la Universidad de
Pittsburgh, especialista en mercado del trabajo, protecciéon social y
seguridad social, es oficial de la OIT en Argentina y especialista de
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mercado laboral y proteccién social de esta organizacién, y fue
especialista principal de seguridad social de la OIT en Chile.

Hugo Cifuentes Lillo, doctor en Derecho de la Universidad
Complutense de Madrid. Es profesor de Derecho de la Seguridad
Social en la Pontificia Universidad Catdlica de Chile y de la
Universidad Diego Portales. Es presidente de la Comision de
Usuarios del Sistema de Pensiones y delegado de la Organizacion
Iberoamericana de la Seguridad Social.

Regina Clark Medina, abogada de la Universidad de Chile, con
especializacion en derecho del trabajo y seguridad social. Es
profesora de Derecho del Trabajo e integrante del Centro de
Relaciones Laborales de la Universidad Central, y fue parte del
Comité Asesor Presidencial para la Reforma Previsional el 2006.

Martin Costabal Llona, ingeniero comercial de la Pontificia
Universidad Catodlica de Chile y MBA de la Universidad de Chicago.
Es director de empresas y miembro del Consejo Asesor Financiero
del ministro de Hacienda. Fue miembro del Consejo Asesor
Presidencial para la Reforma Previsional el afio 2006.

Carlos Diaz Vergara, ingeniero comercial de la Universidad Catdlica y
master en Economia de la Universidad de California. Es presidente
del Consejo Consultivo Previsional y especialista en economia de las
pensiones.

Christian Larrain Pizarro, ingeniero comercial de la Universidad de
Chile y magister en Economia de la Universidad Catdlica de Lovaina.
Fue director del Sistema de Empresas Publicas y es especialista en
reforma financiera, mercado de capitales, supervision y regulacion
bancaria y financiera.

Igal Magendzo Weinberger, doctor en Economia de la Universidad de
California, fue gerente de Analisis Macroecondmico del Banco
Central y asesor Macroecondmico del ministro de Hacienda, desde
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donde participé en el Comité de Inversiones de la Superintendencia
de Pensiones.

Mario Marcel Cullell, economista, ingeniero comercial de la
Universidad de Chile y master en Economia de la Universidad de
Cambridge. Es subdirector de Gobernabilidad y Desarrollo Territorial
de la OCDE. Asi que me imagino que esta en Paris, Mario, en este
momento, pero va a participar activamente. Fue presidente del
Consejo Asesor Presidencial para la Reforma Previsional el 2006.

Costas Meghir, economista, doctor por la Universidad de Manchester.
Es profesor del Departamento de Economia de la Universidad de
Yale, y sus areas de investigacion incluyen politicas publicas,
economia del trabajo, retiro y pensiones. Ha realizado un estudio
detallado del impacto de la reforma previsional de Chile del 2008.

Carmelo Mesa-Lago, es profesor Emérito de Economia y Estudios
Latinoamericanos en la Universidad de Pittsburgh. Es especialista en
Economia de la Seguridad Social en América Latina y miembro de la
Academia Nacional de Seguro Social.

Olivia Mitchell, economista, doctorada en la Universidad de
Wisconsin-Madison. Fue miembro de la Comisidon Presidencial en
Estados Unidos para fortalecer la seguridad social. Es directora
ejecutiva del Pension Research Council y directora del Boettner
Center on Pensions and Retirement Research, de la Universidad de
Pennsylvania.

Verénica Montecinos, socidloga, doctora en Sociologia de la
Universidad de Pittsburgh, muchas gracias por acompafarnos, ella
viene desde Estados Unidos, profesora de Sociologia en la
Universidad de Pennsylvania e investigadora de igualdad de género,
democracia y politicas publicas.

Leokadia Oreziak, economista, profesora de la Universidad Paris 1y
académica en la Escuela de Economia de Varsovia. Especialista en
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los campos de finanzas internacionales y los mercados financieros.
Participd en la reforma previsional polaca del afio 2011.

Joakim Palme, profesor de Ciencias Politicas en el Departamento de
Gobierno de la Universidad de Uppsala, en Suecia. Presidio la
comision nombrada por el Gobierno de Suecia, dedicada a la tarea
de elaborar un balance general para el desarrollo del bienestar social,
que reformé las pensiones en su pais.

Ricardo Paredes, economista, ingeniero comercial de la Universidad
de Chile y doctor en Economia de la Universidad de California. Es
miembro del Consejo Consultivo Previsional y profesor de la Escuela
de Ingenieria de la Universidad Catdlica de Chile.

Marcela Rios. ¢Esta la Marcela? Ah, esta en Londres. Doctora en
Ciencia Politica de la Universidad de Wisconsin-Madison. Es docente
del Doctorado en Ciencias Sociales de la Universidad de Chile, oficial
responsable del area Gobernabilidad Democratica del PNUD en Chile
y consejera y directora de Comunidad Mujer.

Claudia Robles, socidloga de la Pontificia Universidad Catdlica de
Chile y doctora en Sociologia de la Universidad de Essex, Inglaterra.
Es especialista en politicas sociales y consultora de diversos
organismos internacionales. Cuenta con variadas publicaciones
sobre proteccion social y reduccién de la pobreza en América Latina.

Claudia Sanhueza, economista de la Universidad de Chile y doctora
en Economia de la Universidad de Cambridge. Es profesora en el
Instituto de Politicas Publicas de la Universidad Diego Portales y
especialista en Economia Laboral, Educacion y Politicas Sociales.
Fue integrante del Consejo Asesor Presidencial para el Trabajo y la
Equidad, el afio 2007 y 2008.

Jorge Tarzijan, es economista de la Universidad Catodlica de Chile y
doctor en Management por la Northwestern University. Ha sido
consultor de diversos organismos internacionales en termas
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relacionados con sistemas de pensiones y desarrollo de mercados
financieros.

Sergio Urzua, economista de la Universidad de Chile y doctor en
Economia de la Universidad de Chicago. Es profesor en el
Departamento de Economia de la Universidad de Maryland y de la
Pontificia Universidad Catolica de Chile. Fue miembro de la
Comisién Presidencial para el disefio del Ingreso Etico Familiar, del
afo 2010.

Andras Uthoff Botka, ingeniero comercial de la Universidad de Chile,
doctor en Economia de la Universidad de California. Es profesor de
la Universidad de Chile, fue miembro del Consejo Asesor
Presidencial para la Reforma Previsional el 2006 e integra el Consejo
Consultivo Previsional de Chile.

Como ustedes ven, tenemos una Comision técnica de excepcion,
pero también queremos escuchar la voz de todos los actores
sociales. Esta Comision va a dialogar con representantes del mundo
laboral y empresarial, Administradoras de Fondos de Pensiones,
companias de seguros, organismos internacionales, asociaciones de
pensionados y expertos en la materia. Porque nosotros creemos que
este debate no es sélo un tema de expertos, este debate nos
incumbe a todos. Y queremos que la discusion sea amplia, sea
transparente y sin temas vetados.

Sé que en este trabajo podremos articular puntos de vista,
comprendiendo que el interés ultimo es el bien de Chile y su gente.

Ellos tienen dos hitos. El primero, en octubre del 2014 me tienen que
presentar el estado de avance, y las propuestas y el informe final
tendra que ser entregado en enero del 2015.

Por lo tanto, en enero del 2015 vamos a contar con un diagnéstico
riguroso y, sobre todo, espero yo, con propuestas concretas para
resolver las deficiencias de nuestro sistema previsional.
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Amigas y amigos:

Hacernos cargo de las necesidades de nuestro sistema previsional
es apostar por una patria donde las personas no teman a la
desproteccion. Es dar tranquilidad a quienes han contribuido por
afos a nuestro desarrollo como sociedad y como pais, y es
reivindicar la idea de que nadie que trabaje, puede tener una pension
que lo empobrezca, en una patria justa. Y es demostrar que la
grandeza de un pais no solo esta en las grandes cifras, sino, ante
todo, en el bienestar de cada uno de quienes habitamos este pais.

Muchas gracias.

* k k k %

Santiago, 29 de Abril de 2014.
Mis.
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Appendix 2:

Decree: Creation of the Advisory Commission on the Pension System.

Ministeno de Hacienca
Subsecretaria de Hackenda

MINISTERIO DE HACIENDA
OFICINA DE PARTES
E3764/2014

RECIBO

CONTRALORIA GENERAL
TOMA DE RAZON

RECEPCION

|
|

DEPART
JURIDICO

Y
REGISTRO —

CONTABILIDAD |—

SUB. DEP.
C.CENTRAL  |——

SUB. DEP.
E.CUENTAS |—

SUB. DEP.
CPY

BIENES NAC

DEPART.
AUDITORIA | —f

DEPART.
VOPUYT —

[~ suB. DEP:
MUNICIPAL 1

REFRENDACION

REF. POR
S,
IMPUTAC,
ANOT. POR
S

IMPUT.

CREA COMISION ASESORA PRESIDENCIAL
SOBRE EL SISTEMA DE PENSIONES

Ne 718

SANTIAGO, 29 ABRIL 2014

VISTOS: Lo dispuesto en los articulos 1° inciso
cuarto, 19 N° 18, 24. 32 N° 6 y 35 de fa Constitucion Politica de la
Republica de Chile, los articulos 1° y 3° del D.F.L. N° 1/19 653 de
2001, del Ministerio Secretaria General de la Presidencia, que fia el
texto refundido. coordinado y sistematizado la Ley N° 18.575, Organica
Constitucional de Bases Generales de la Administracion del Estado: el
Decreto Ley N° 3.500, de 1980, del Ministeno del Trabajo y Prevision
Social que establece un Nuevo Sistema de Pensiones y en la
Resolucion N° 1600, de 2008. de ia Contraloria General de la
Republica, y

CONSIDERANDO:

1. Que, por medio de ia dictacion del decreto ley N” 3.500, de
1980, se instaurd en nuestro pais un Sistema de Pensiones
que significd una profunda transformacion del sistema
previsional chileno, pasando de un régimen publico de reparto
a uno de capitalizacién individual, con administradores
privados y regulacion del Estado;

2 Que, habiendo transcurrido veinticinco anos desde la
instalacién del sistema, en 2006 se convocd al Consejo
Asesor Presidencial para la Reforma Previsional a fin de que
realizara una evaluacion informada acerca de los logros y
carencias del sistema previsional chileno;

3 Que, la mision de dicho Consejo fue elaborar
recomendaciones que sirvieran de base para el disefio de un
sistema de pensiones que entregare proteccion social
efectiva a toda la poblacion, incluyendo medidas para
aumentar la densidad de cotizacion de los afiliados, aumentar
la incorporacion de los trabajadores independientes ai
sistema previsional, eliminar discriminaciones contra las
mujeres y los trabajadores de menores ingresos, y elevar el
rendimiento de las cotizaciones efectuadas por los
trabajadores;

4. Que, los resultados del trabajo de dicho Consejo, junto con la
labor del Comite de Ministros para la Reforma Previsional,
constituyeron una solida estructura para la elaboracion del
Proyecto de Ley de Reforma Previsional que fue enviado al
Congreso Nacional en el mes de diciembre de 2006;
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Que, dicho proyecto de ley fue aprobado, convirtiéndose en la ley N° 20.255 que establece la
Reforma Previsional, la cual fue publicada el dia 17 de marzo de 2008;

Que, la Reforma Previsional introdujo diversas modificaciones al Sistema de Pensiones, tales
como la creacion del Sistema de Pensiones Solidarias: el bono por hijo en el caso de las
mujeres; la incorporacion gradual de los trabajadores independientes; modificaciones al
sistema de inversiones; la licitacion de cartera de nuevos afiliados y del seguro de invatidez y
sobrevivencia; modificaciones al funcionamiento de los gobiernos corporativos de las
Administradoras de Fondos de Pensiones (en adelante AFPs); el fortalecimiento del Ahorro
Previsional Voluntario; y el fortalecimiento de la institucionalidad publica ligada al
funcionamiento del Sistema de Pensiones:

Que, la precitada reforma supuso importantes avances, en especial la erradicacion de la
indigencia y la reduccion la pobreza de nuestros adultos mayores;

Que. no obstante lo anterior hoy en dia existe consenso de que el actual Sistema de
Pensiones debe ser revisado. de modo de asegurar que todas las personas puedan gozar de
una vejez digna y de una adecuada proteccion frente a la invalidez y en el caso de
sobrevivencia; y

Que, es un compromiso de este Gobierno revisar el actual Sistema de Pensiones a fin de
realizar un diagnostico acerca de su funcionamiento y elaborar alternativas de solucion frente a
las deficiencias que se encuentren. con especial énfasis en mejorar la cobertura -afiliacion y
densidad de cotizaciones-, la calidad de las pensiones, la equidad de género y las condiciones
de ahorro en el sistema contributivo

DECRETO:

ARTICULO PRIMERO: Créase una Comision Asesora Presidencial sobre
el Sistema de Pensiones, en adelante, “la Comision”, que tendra por objeto estudiar el Sistema de
Pensiones establecido en el decreto ley N° 3.500 de 1980 y en la ley N° 20 255 de Reforma
Previsional de 2008, realizar un diagndstico acerca del actual funcionamiento de estos cuerpos
normativos y elaborar propuestas destinadas a resolver las deficiencias que se identifiquen

ARTICULO SEGUNDO: Para el cumplimiento de su cometido,
correspondera a la Comision especiaimente las siguientes tareas

a) Realizar un estudio y analisis de los resultados observados vy
proyectados dei Sistema de Pensiones, tomando en consideracion las necesidades de
la poblacion;

b) Elaborar un diagnostico acerca de los atributos, limitaciones, deficiencias

y desafios del Sistema de Pensiones;

c) Elaborar propuestas orientadas a resolver las principales deficiencias del
Sistema de Pensiones, identificando, asimismo, otras medidas complementarias que
resulten necesarias;

d) Requerir de los ministerios. servicios y organismos publicos toda la

informacion que considere necesaria para cumplir el mandato encomendado

e) Solicitar a los organismos competentes la realizacion de estudios que
permitan conocer |la opinion de la ciudadania en materias relativas a ia prevision social;

to
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f) Realizar audiencias con organizaciones de la sociedad civil.
representantes del mundo laboral y empresarial. Administradoras de Fondos de
Pensiones. Comparias de Seguros, expertos y academicos nacionales e
internacionales en la matena:

Q) Efectuar seminarios, en los que seran convocados connotados expertos
internacionales. a fin de conocer las principales tendencias a nivel comparado en
materia de sistema de pensiones, aprovechando dicha instancia para resolver
interrogantes sobre aspectos especificos de la realidad previsional chilena; y

h} Realizar las demas tareas que sean necesarias y pertinentes para el
cumplimiento de su cometido de asesoria a la Presidenta de la Republica.

ARTICULO TERCERO La Comision debera velar porque las
propuestas que formule sean relevantes, concretas, eficaces. eficientes y viables, y por la
coherencia interna de todas ellas. precisando la gradualidad para su implementacion. Asimismo,
debera velar porque ellas cuenten con viabilidad financiera. politica e institucional

ARTICULO CUARTO: La Comisién debera entregar a la Presidenta de
la Republica un informe de estado de avance, durante el mes de octubre de 2014, que resuma los
testmonios de los participantes de las audiencias realizadas y contenga el diagnostico sobre el
funcionamiento del Sistema de Pensiones. identificando sus principales deficiencias

Asimismo debera elaborar un informe final que contenga las propuestas de solucion a las
deficiencias identficadas en el diagnostico, el que sera entregado a la Presidenta de la Republica
en el mes de enero de 2015. Con la entrega de dicho informe finaliza el funcionamiento de la
Comision

ARTICULO QUINTO - La Comision estara integrada por las siguientes
personas,

Dawvid Bravo Urrutia, quien ejercera como Presidente de fa Comision
Cecllia Albala Brevis
Orazio Attanasio

Nicholas Barr

Fabio Bertranou Jalif

Hugo Cifuentes Lillo
Regina Clark Medina
Martin Costabal Llona
Carlos Diaz Vergara

10. Christian Larrain Pizarro
11. Igal Magendzo Weinberger
12. Mario Marcel Cullel!

13. Konstantinos Meghir

14. Carmelo Mesa-Lago

15. Ofivia Mitchell

16. Veronica Montecinos Mac-Adoo
17 Leokadia Oreziak

18. Joakim Palme

19. Ricardo Paredes Molina
20. Marcela Rios Tobar

21. Claudia Robles Farias

22. Claudia Sanhueza Riveros
23. Jorge Tarzijan Martabit

24. Sergio Urzua Soza

25. Andras Uthoff Botka

©C®NO D WN =
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Las personas antes designadas no podran ser reemplazadas en caso de
ausencia o impedimento en el ejercicio de sus funciones, salvo expresa designacion por medio de
la dictacién del Decreto Supremo respectivo.

Cada uno de ellos, sin perjuicio de su pertenencia o vinculo actual o
pasado a aiguna institucion piblica o privada, no integrara ia Comision en calidad de
representante de ninguna de ellas

Sin perjuicio de lo anterior, la Comisidn podra solicitar la participacion de
funcionarios de la Administracidon del Estado, asi como de personalidades de reconccida
competencia en los ambitos politico, social, cientifico o académico. expertos o personas,
nacionales o extranjeras, vinculados a temas de prevision social

ARTICULO SEXTO: El Presidente de la Comision, ademas de las
funciones que le corresponden como miembro integrante de aquella, estara a cargo de su
conduccion y contara con las atribuciones necesanas para su adecuado funcionamiento interno.

La Comision Asesora contara con una Secretaria Ejecutiva, que servira
de instancia de comunicacion y coordinacion con los organismos publicos y privados refacionados
con la matena y sera responsable del cumplimiento de la agenda de trabajo de la Comision, asi
como del registro y sistematizacion de sus audiencias y deliberaciones. Una Secretaria Técnica
que, por otra parte, generara y mantendra el matenal bibliografico que requiera la Comision
Asesora, coordinara la ejecucion de los estudios que 1a Comision encargue para el desempeno de
su labor y realizara las labores encomendadas por el Presidente de la Comision

Correspondera al Presdente de la Comusidn Asesora Presidencial
designar al Secretario Ejecutivo, al Secretario Técnico y al personal técnico de apoyo, de
conformidad a lo dispuesto en el articulo siguiente.

ARTICULO SEPTIMO: El Ministerio de Hacienda y de Trabajo y
Prevision Social, prestaran el apoyo técnico que sea necesario para el funcionamiento de la
Comision. Can todo, los actos administrativos que se requieran para el adecuado funcionamiento
de la Comision seran emitidos a través del Ministerio del Trabajo y Prevision Social

ARTICULO OCTAVO: Las autoridades y directivos de los érganos de la
Administracion del Estado prestaran a la Comision, dentro del ambito de sus respectivas
competencias, toda la colaboracion e informacion que éste ies solicite

ARTICULO NOVENO: La Comisisn fijard, en su sesion constitutiva, las
demas normas necesarnias para su funcionamiento. Los integrantes de la Comision desempenaran
sus funciones ad honorem.
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ANOTESE, TOMESE RAZON, COMUNIQUESE Y

PUBLIQUESE.

[) s £o20et—

MICHELLE BACHELET JERIA
Presidenta de la Republica

Ministro de Hacienda

Ay

¢ JAVIERA BLANCO SUAREZ
Ministra del Trabajo y Prevision Social
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Appendix 3: Description of some of the elements which make up the Chilean pen-

sion system

The Return Fluctuation Reserve Fund was made
up of affiliate resources that were used to cover
risks and to absorb possible negative returns of
the pension funds.

Reserve is the money, equal to 1% of the accu-
mulated funds in an AFP, which has to be keptin
reserve to contribute to the affiliates’ accountsin
the case of returns fall below than the minimum
requirement. With the modifications of these two
factors, the elimination of the Return Fluctuation
Reserve Fund and the decrease of the Reserve,
the risk of losses has been transferred from the
AFPs to the affiliates.

The Multifund system (created by Act 19.795 on
February 28, 2002) refers to the administration of
5 Pension Funds by each AFP, which differ from
each other in the ratio of their portfolio invested
in equity securities, which implies different levels
of risk and profit. Fund A has a larger share of in-
vestment in variable returns, which progressively
diminishes in each of the subsequent funds.

SCOMP is an electronic consultation system for
pension amounts. It is a system which allows
future pensioners to request offers for pension
amounts, in order to facilitate an informed and
fransparent decision.

The grant per child is a benefit that increases
women’s pension amounts by awarding a bonus
for each child born alive or adopted. It is a state
contribution, equal to 10% of 18 months of mini-
mum wage as determined for workers between
18 and 65 years old. The grant is applied during
the month of the child’s birth.

Collective Voluntary Welfare Saving is a mecha-
nism for saving which a company can offer. With
this mechanism, workers’ savings are comple-
mented by contributions from their employers.

Social security subsidy for young workers is a
state run benefit, corresponding to a welfare
subsidy targeted at young workers and their em-
ployers, equal to 50% of the mandatory welfare
contribution (10% of taxable income with a max-
imum limit of 72.3 UF), calculated over the mini-
mum monthly income. Both the worker and the

employer receive equal amounts of the benefit;
in the case of the worker, this benefit is directly
transferred into their individual capitalization ac-
count.

The Welfare Education Fund was created with
the aim of supporting the funding of projects,
programs, activities and measures for the promo-
tion, education and dissemination of the pension
system.

Compensation in the case of divorce consists
in the transfer of funds, once the judge deter-
mines that there has been economic damage
towards one of the spouses, from the individual
capitalization account of the spouse that must
compensate to that of the spouse who must be
compensated. The AFP has to transfer the funds
as ordered by the judge.

The User Commission of the Pension System
serves to inform the Undersecretary of Social Se-
curity and other public organisms from the sec-
tor about the evaluations their representatives
carry out assessing the operations of the pension
system, while proposing education and dissem-
inafion strategies. The Commission includes a
representative of the workers, of the pensioners,
of public institutions and of the private entities of
the pension system, as well as an academic who
presides as the president.

The Advisory Council on Social Security serves to
advise the Labor and Social Security Ministry as
well as the Treasury Ministry about matters relat-
ed to the Solidary Pension System.

The Technical Council of Investments was creat-
ed with the aim of formulating reports, proposals
and pronouncements regarding the investment
of Pension Funds, in order to achieve adequate
returns and financial security. The Council is
made up of a member designated by the Pres-
ident of the Republic, a member designated
by the Council from the Central Bank of Chile,
a member designated by the Pension Fund Ad-
ministrators and two members designated by the
Economy and Business Administration Depart-
ments of the Universities with accreditation ac-
cording fo Law No. 20.129.
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The taxable limit: according to Article 16 of the
Decree 3.500 from 1980, the taxable limit refers
to the limit established by the maximum income
subject to social security conftributions. Unftil the
2008 reform, the taxable limit for the mandato-
ry pension account remained unchanged, in a
context in which real income had grown and an
annual average rate of 2.4% for the 10 years prior
to the reform. Since the 2008 reform, this limit has
been adjusted annually according to the vario-
tion of the Real Income Index (IRR), published by
the National Institute for Statistics. Today the limit
has grown by 17%, reaching 72.3 UF.

Minimum return required: Each month, the ad-
ministrators are responsible for ensuring that the
annual real return of the last 36 months of each
of their funds does not fall below whichever stan-
dard is lower: a) the annual real return of the last
36 months’ average of all the funds of the same
type, minus four (two) percentage points, or b)
the annual real return of the last 3¢ months’ aver-
age of all the funds of the same type, minus the
absolute value of 50% of that return.

Abbreviations

Basic Solidarity Pension
Top Up Welfare Complement

Solidarity old-age Welfare
Complement

Maximum Pension with
Solidarity Complement

Pension Fund Administrators
Assistance Pension

Social Security Institution
Budget Directorate

PBS
APS
APSV

PMAS

AFP
PASIS
IPS
DIPRES
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Appendix 4: Global Proposals for Reform Analyzed by the Commission

1. GLOBAL PROPOSAL A: Improving benefits, adequacy, coverage and equity in Chile’s pension sys-

tem
. THE STRATEGY

1. President Michelle Bachelet entrusted the
Commission with identifying the deficiencies of
the current pension system and developing pro-
posals to address them. She also requested that
the proposals should be coherent and financial-
ly, politically and institutionally feasible.

2. Proposal A accomplishes these ends through
a series of mutually reinforcing policies, in ways
that:

(a) Increase pensions immediately for the al-
ready-retired and soon-to-be retired;

(b) Enhance the prospects of future workers
and pensioners; and

(c) Maintain essential incentives for saving, in-
vestment, and economic growth.

3. Specifically, the Proposal fulfils the Presidential
mandate along a range of dimensions:

» It addresses the issue of the legitimacy of the
system:

¢ By strengthening the solidarity pension — the
Pay As You Go (PAYG) element - by signifi-
cantly increasing benefits and extending
coverage to more people; and

e By accommodating opftions for radical re-
form of the saving element.

» It increases low pensions and increases re-
placement rates; and by doing so through the
solidarity pension it reduces the dispersion of
replacement rates. These elements particular-
ly benefit women.

» It infroduces a new employer contribution to
the Solidarity Fund.

e Though the combination of tax finance and
the employer confribution, the Proposal in-
corporates both intergenerational transfers
and solidarity within the system through re-

distribution from higher- to lower-income
people.

e The Proposal is fiscally responsible. It creates
a system that will stand the test of time — a
system that pays higher benefits to today’s
pensioners and can keep its promises to fu-
fure pensioners.

4. CHILE'S 2008 REFORM WAS FUNDAMENTALLY
IMPORTANT.
Until 2008, the Chilean pension system was
based mainly on individual savings through
AFP accounts. That design provided con-
sumption smoothing for those with complete
(or nearly complete) confribution records but
did not provide poverty relief for pensioners
with low lifetime earnings, nor provide ade-
quate benefits for those with incomplete con-
fribution histories.

5. In other words, Chile did not have a pension
system, but only part of a system. The 2008 re-
forms were fundamentally important because
they rounded and completed the system by
creating the structure of solidarity benefits.

6. The 2008 strategy has two key elements:

e A PAYG element - the tax-financed Solidar-
ity Pension System —provides poverty relief
for people with little or no other refirement
income, and offers some insurance against
poor labor market outcomes by topping up
benefits for those with incomplete covered
earnings histories.

e A saving element — the AFP system — mainly
provides consumpftion smoothing for those
with complete or near-complete confribu-
tion records, plus some smoothing for those
with incomplete coverage.

7. The strategy is sound because it addresses
the three core objectives of poverty relief,
old-age income insurance, and consumpftion
smoothing. The 2008 reform was also a major
advance because the component parts of
the system were integrated.
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8. BUT THE 2008 REFORM LEFT UNFINISHED BUSI- capital — more and better plant and equip-

NESS. The Commission’s diagnosis identified
important remaining challenges:

e Low pensions: though the system generated
sufficient pensions for some, it provided low
pensions for many.

e Low coverage: many people do not con-
tribute all the time, nor do they pay the full
amount owed fo their account; and many
self-employed workers are sfill not partici-
pating.

e Charges by AFPs continue to be a problem,
despite the improvement brought about by
the auction mechanism infroduced under
the 2008 reform, because many people do
not move to AFPs with lower charges.

e Gender inequality in benefits continues to
be a problem.

e Lack of frust in the pension system is serious.

e Levels of financial literacy remain low.

ment.

11. Thus policies that reduce saving are mistak-

en in the context of Chile for two reasons:

e They undermine investment and thus harm
the prospects of future workers and pension-
ers.

e They unintentionally make promises that
cannot be kept. Chile should not repeat the
mistakes of the 1981 reform, which created
expectations that could not be met.

12. Any policy that would reduce saving, by ex-

erting downward pressure on investment, is
entirely the wrong way to go. The distinctive
feature of the strategy in Proposal A is that it fi-
nances broadly the same increase in benefits
as other Proposals but finances the increase
through government spending and a new em-
ployer contribution. By reducing saving less,
Proposal A improves the prospects for future
living standards and hence the ability to pay
promised pensions in the future.

13. STRENGTHENING PAYG AND IMPROVING THE
SAVINGS ELEMENT. For these reasons, the best
way forward is o build on the 2008 strategy by
boosting the solidarity element and improving
the saving element.

9. FINANCING BENEFITS FROM THE SAVINGS EL-
EMENT IS NOT THE ANSWER. One suggested
approach is to divert AFP contributions and
perhaps also assets to finance higher pen-
sions foday. Proposal A rejects that approach
because it solves problems today at the ex-
pense of workers and pensioners in the fu-
ture. Diverting conftributions to finance current
benefits reduces saving. That matters greatly
because inadequate saving (a concern of
governments in many countries) is even more
of a concern in Chile, where there will be few-
er workers in the future because of declining
fertility, and more pensioners because of rising
life expectancy.

14. Proposal A improves adequacy, coverage
and equity in Chile's pension system. Specifi-
cally, the proposal:

» Strengthens solidarity benefits by:

e Making the solidarity pension universal and
increasing the level of benefit for poor and
middle-income people. Thus the proposal
broadens the solidarity pension from mainly
poverty relief to one that also incorporates

10. Maintaining consumption b ensioners
9 b Y P insurance and consumption smoothing.

during longer periods of retirement must rely
on growing output. But a decline in Chile’s
workforce will reduce the growth of output
unless offset by other factors. If the workforce
declines, the appropriate response includes
policies to make each worker more produc-
tive, now and in the future. To do so requires
substantial investment in human capital -
more education and training — and physicall

e Financing increased benefits in part through
a new employer contribution to the Solidari-
ty Fund.



» Infroduces major reforms to the saving com-
ponent by:

¢ Financing increased benefits in part through
a new employer confribution to AFP ac-
counts.

¢ Infroducing a new government-run AFP, with
strict rules of governance, to boost tfrust in
the system.

e Taking further action to reduce charges in
the AFP system.

» Improves gender equity and benefits for low-
wage workers:

e Raising the solidarity pension: since women
typically have lower contribution densities, a
larger non-contributory element particularly
benefits women;

e Sharing partners’ pension contributions on a
year-by-year basis.

e Over time, equalizing retirement ages be-
tween men and women and mandating
the use of unisex life tables.

e Commissioning an actuarial commission o
relate refirement ages 1o life expectancy.

Il. KEY ELEMENTS OF PROPOSAL A
II.1. Changes to the solidarity noncontributory pillar

15. Benefits. Proposal A strengthens the solidari-
ty pension system, boosting poverty relief and
raising replacement rates. The major benefi-
ciaries are workers with low earnings and/or
incomplete conftributions records — dispropor-
tionately women.

i. The Proposal merges the Pension Basica Sol-
idaria and Aporte Previsional Solidario into
a single universal benefit, the University Sol-
idarity Pension, covering at least 80% of the
retired population, with an affluence test to
screen out the best off.

i. It increases the Universal Solidarity Pension
for a person with no AFP pension by 20% rel-
ative to the PBS for those with no AFP confri-
butions.
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iii. It increases the Universal Solidarity Pension
by (say) $200 for each $1000 of AFP pension
per month up to (say) the 50th percentile of
income. This element boosts pensions in the
middle income ranges by including an ele-
ment of match, and thus strengthens incen-
fives to formality.

iv. It tapers the solidarity benefit for those re-
ceiving AFP pension benefits above (say)
the 50th percentile of AFP pension income,
reaching zero at the 90th percentile of AFP
pension income.

v. It provides actuarially fair incentives for
those who postpone the start of their retire-
ment benefit.

16. Finance. Proposal A provides new sources of
revenue for the solidarity pillar without dam-
aging saving, thus creating a system designed
to stand the test of time, i.e. one that can pay
higher benefits both today and to future pen-
sioners. The new sources are:

i. General revenues of 0.2% of GDP from tax-
es immediately and into the foreseeable
future; this is equal to 1.2% of the current na-
fional budget.

ii. A new employer contribution of 2% of earn-
ings up to the contribution ceiling.

ii. The definition of covered earnings is fo be
expanded by including remuneration now
excluded from contributions. Also the cov-
ered earnings ceiling will be increased, see
below.

17. Timing. Benefit and tax increases to take
place over the next 5 years.

18. Impact on elderly poverty. The original PBS
targeted the poorest 60% of households and
reduced poverty by 2 percentage poinfs in
the age 65+ age group. Making the solidari-
ty benefit universal, as recommended by the
Commission, would reduce elderly poverty
further.
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1.2. Changes to the AFP pillar

19. Sections 2.2. and 2.3 describe changes that
improve the operation of the saving element.
As discussed in section 2.7, the strategy is com-
patible also with more radical reform of the
saving element, including plans that allow wid-
errisk sharing. The immediate changes are to:

20. Continue workers' contribution rates at 10%
of covered earnings, but expand the defini-
tion of covered earnings to include remuner-
atfion now excluded.

21. Include a new 2% AFP matching contribu-
tion from employers, based on the broader
definition of covered earnings.

22. Raise the contribution ceiling on covered
earnings and index it fo wages.

11.3. Changes to the AFP markelplace

23. Set up a state-run AFP operated under the
same rules as other AFPs, with an institution-
al setup that guarantees that it is completely
self-employed of the state and is self-financ-
ing. Itis essential that the AFP is self-employed
and seen to be self-employed (for example
with an independently chosen Board of Trust-
ees) to increase trust in the system.

24. Periodically, participants would be auto-
matically re-enrolled in the age-appropriate
default fund of their AFP, determined by auc-
tion to have the lowest charges.

25. AFP costs and barriers to entry could be
eased by decreasing the AFP reserve rate
from 1% to 0.5% of total AFP assets.

26. Modify multi-funds to reduce risk, and re-
duce the number to 3 instead of 5. One of
these should be a simple option with passive
fund management, analogous to the US Thrift
Savings Plan.

27. Hold periodic auctions for affiliates of AFP li-
censes, with all licenses at stake.

28. The programmed pension should be elimi-
nated, with annuitization compulsory, except
for very small accumulations. Annuitization
should be based on unisex life tables. Further

discussion is needed about how the system
would work, in particular (a) whether or not
the mandate should apply to a person’s en-
tire accumulation and (b) the role of joint-life
annuities'?’,

I.4. Changes in retirement ages

29. This element addresses an important ele-
ment of sustainability, consonant with trends
in other OECD countries.

30. Move men and women to the same mini-
mum pension age, initially age 65 for AFP and
solidarity pensions.

31. An independent actuarial commission
should index the minimum pension age to
changes in life expectancy in the future.

I.5. Changes to improve gender equity

32. Section 2.5 explicitly addresses gender — a
central element in the Presidential mandate.

33. Unisex mortality tables should be used for
annuitization

34. The pension conftributions of husband and
wife and other formal partnerships should
be shared on a year-by-year basis, with 50%
of the husband’s contributions going info his
wife's accumulation and vice versa.

35. Add a tax-financed contribution to the AFP
account for people caring for young children
and the elderly'® for each year of caregiving
activity.

11.6. Other elements

36. Improve contribution densities through bet-
ter enforcement via a special unit in the Minis-
terio de Trabajo charged with this task.

37. Reduce disincentives associated with social
programs leading to lower contributions and
densities.

107 Year-by-year sharing of pension confributions (section
2.5) reduces the strength of the argument for making joint-life
annuities mandatory.

108 One Commissioner dissents from the idea of contributing
in respect of care of the elderly.



38. Promote financial education and literacy
programs, to be started as pilots and evalu-
ated (for example, by randomized trials) to
gauge their effectiveness.

I.7. Looking ahead

39. The cenftral elements of the strategy in Pro-
posal A are:

» To strengthen the solidarity pension system, a
desirable objective in its own right;

» To increase gender equality, also desirable in
its own right; and

» To maintain the saving element, to enable
the system to keep its pension promises.

40. It is mistaken to think that the last element
makes Proposal A a conservative strategy.
Though maintaining saving is central, saving
does not necessarily have to be organized via
the AFP system, but can be arranged in many
different ways. The strategy including, impor-
tantly, the infroduction of a government-or-
ganized AFP, is compatible with multiple ways
of organizing saving, including, as a small
sample:

» The Thrift Savings Plan for US federal civil ser-
vants, a simple, cheaply-managed savings
plan with centralized administration and a
default option with passive fund manage-
ment.

» A pension financed from a sovereign wealth
fund (Norway is the closest example).

» Collective defined-contribution occupation-
al pensions, as in the Netherlands.

Thus Proposal A is designed to accommodate
radical reform.
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2. GLOBAL PROPOSAL B
Presentation

This is a proposal to improve the current pension
system by putting forward a new social contract
for senior citizens that incorporates more solidari-
ty and reduces the system’s emphasis on the indi-
vidual. The proposal is based on the principles of
social security, and seeks to diversify and spread
out the system'’s inherent risks, ensuring a thresh-
old of protection for seniors and allowing the so-
cial security system to regain social legitimacy.

This proposal seeks to improve both the system’s
coverage and the pension amounts of current
and future retirees and to preserve financial sta-
bility. The proposal addresses all aspects of the
Commission’s mandate, including: (i) increasing
the social legitimacy of the pension system; (ii)
reducing the excessive financial exposure of af-
filiates; (iii) increasing the public’s willingness to
understand and accept the changes to the sys-
tem’s parameters that would make it financially
viable; (iv) using intergenerational solidarity to di-
versify the risks that affect pensions; (v) creating
incentives to stimulate contributions and increase
contribution density; (vi) addressing the gender
inequalities that are generated by the system’s
operation; (vii) facilitating the inclusion of self-em-
ployed workers. Although this proposal does not
eliminate individual accounts, it does emphasize
the need to make significant changes in the indi-
vidual capitalization pillar. Its implementation will
be gradual and will not affect the rights of current
affiliates. The balance of their individual accounts
will not be negatively affected; on the contrary,
current affiliates who, despite their contributory
efforts, have balances that are considered insuffi-
cient according fo the new social security system
will see their pensions improve.

This proposal seeks to transform the current sys-
tem into a mixed and integrated system that
combines a social security component (for all
workers'*®) with a mechanism that complements

109 In this presentation, we chose a threshold of $350,000 in
2013. That figure corresponds to the salary that, with a repla-
cement rate of 70 percent, would provide a pension that is
equal to the minimum wage, which is considered a decent
pension in many countries. It also represents the cut- off point
that separates the funds collected in the current system info
two halves.

mandatory individual account capitalization.
The system of individual accounts would be like
the current system but with significant reforms (in
the administration of the contributions for workers
in the lower income brackets, for example). The
social security component could be conceptu-
alized as a form of collective capitalization with
notional accounts that would link contributory
efforts to an individual's pension amount. The
proposal also includes a basic non-contributory
benefit that would be similar to the current basic
solidarity pension. The proposal, then, has three
central pillars: a non-contributory basic universal
pension + a social security component + individ-
val accounts™®. The introduction of a social se-
curity component is crucial to this proposal; it is
the heart of the contributory component and all
workers, irrespective of their income, participate
by paying into it. The capitalization component,
in contrast, becomes a mechanism for manda-
tory savings for workers whose income is higher
than a specified threshold.

Strategy

Since the 2008 reform, the current pension sys-
tem has done more fo maintain consumption in
retirement (through individual savings accounts)
and to alleviate poverty in old age (through the
solidarity pillar). The system is consistent with fiscal
responsibility and conftributes to financial savings
that come to 2.6 points of the GDP (2013 figures).
The system is funded by conftributions from work-
ers and by a state confribution that is equivalent
to 0.7 % of GDP.

While the changes infroduced in 2008 were im-
portant and represented progress in the area of
social security, they were not enough fto establish
a system that delivers adequate pensions. The
benefit that smooths consumption (by reducing
disparities in consumption between an affiliate’s
active and passive stages), has limited coverage,
and the non-contributory benefit covers only the
poorest groups. The fees charged by the system
remain high. The system lacks solidarity among
affiliates, particularly with regards to gender,

110 Internationally, Costa Rica, Uruguay and Sweden all
have systems with components that are similar fo the ele-
ments of this proposal.



where it fails to reduce the enormous differences
in the pensions between men and women. Affili-
ates continue to be responsible for making com-
plex financial choices that can ultimately affect
their pensions. Finally, the system lacks any con-
tfributory financing by the employer.

With regard to these shortcomings, Proposal A
offers a series of specific measures and maintains
the current solidarity and individual capitalization
pillars. Although Proposal B modifies these pillars,
both proposals coincide in several respects, as
was made clear when the Commission voted on
a number of specific proposals. For instance:

1. With respect to the solidarity pillar:

a. We agree on the need to expand the sys-
tem’s coverage and to increase the amount
of the PBS.

b. Although we agree that the solidarity pillar
should be redesigned, we have important dif-
ferences with regards to how the pillar should
be structured and funded.

2. With respect to the capitalization pillar:

a. We agree on the need to improve market
competition (AFPs and Annuities) and also on
the creation of a state AFP. But we suggest
more effective action by creating a “Clearing
House" (like what they have in Sweden).

b. We appreciate many of the proposals aimed
at achieving greater gender equality and
agree on the need to use unisex Mortality Ta-
bles.

c. We support proposals to reduce contribution
evasion and labor avoidance.

d. We support the reduction of the multi-funds
in order to limit both the decision-making re-
quired and the transfer of risk onto the aoffili-
ates.

e. We support efforts to incorporate self-em-
ployed workers that are consistent with a strat-
egy of social protection.

f. We support initiatives include employer con-
tributions.
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Nevertheless, these measures are insufficient to
solve the problems of the current system. Our
approach is different. Along with considering
the importance that the pension system has on
savings and fiscal solvency, we are concerned
with building a system that, by reducing inequal-
ity, is viewed as legitimate by Chilean citizens. To
do this, we recommend strengthening the sociall
security component according to international
standards on social security systems. In this sense:

1. With regards to the poverty relief, Proposal
B recommends extending the coverage of
non-contributory pillar.

2. With regards to benefits that smooth con-
sumption, Proposal B seeks to reconcile the
logic of confracts for individual savings with
the logic of solidarity that is needed to extend
the coverage of such benefits. Solidarity is fi-
nanced with confributions from the state and
the employer.

3. Proposal B is designed so that contributing
affiliates are not, upon retirement, faced with
making a large number of complex financial
decisions that can negatively affect their pen-
sions. The proposal financially protects both
the contributions based on incomes that are
below $350,000 and the solidarity contribu-
tions in the Pension Reserve Fund.

4. Proposal B re-infroduces the contributory fi-
nancing by the employer.

5. Proposal B re-establishes intergenerational sol-
idarity to account for demographic changes.

6. Proposal B facilitates a better understanding
of the system, allowing affiliates to better as-
sess proposed changes.

7. The proposal considers a gradual transition,
with full respect for the choices of affiliates.
It only enhances their self-financed benefits
with contributory and solidarity resources from
the generation that is currently active.

Given this, the question arises: What goals can
best be achieved with the proposed mixed sys-
tem as compared to with adjustments to the log-
ic of the current system?

1) For equivalent increases in pensions, this pro-
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posal allows for the possibility of relying less on
fiscal adjustments through taxes and /or pub-
lic debft. This is an essential factor in the current
context, where there is littfle-to-no room for es-
tablishing new tax reforms and where the del-
icate fiscal situation requires that public bor-
rowing be handled with extreme prudence.

2) This proposal seeks to grant the pension
system legitimacy in the eyes of the pubilic,
based on a new social contract centered on
a real system of social security. The absence
of legitimacy is a problem in and of itself, since
it infroduces a large element of uncertainty in
the system'’s foundations. Confidence in the
system’s foundations is essential for the prop-
er functioning of the system in the long term,
and uncertainty can propel a vicious cycle
that contributes to the further deterioration of
most pensions.

3) The proposal seeks to improve the public’s
willingness to accept changes to the system’s
parameters. All pension systems (individual or
PAYG) must periodically carry out parametric
adjustments (to the contribution rate, the re-
tirement age, the link between rights and ob-
ligations) to ensure sustainability.

4) The proposal better diversifies risk. A capital-
ization system bases its returns on the perfor-
mance of financial assets. The solidarity com-
ponent bases its returns on GDP growth. The
combination of the two gives returns greater
stability.

5) The proposal reduces the transfer of risk to
workers. By introducing a solidarity compo-
nent, the horizon of benefits becomes more
predictable in the eyes of the workers.

6) The proposal reduces the costs of the system,
benefiting workers. In its solidarity component,
the system would have a cenftralized admin-
istration that would generate low operating
costs because it would not require an admin-
istrative infrastructure of financial roles that is
as costly as the current system.

It is important to note that Proposal B does not al-
ter the acquired rights of affiliates regarding their
savings in individual accounts, which will remain
in their accounts in their current state, both for
active contributors and for current pensioners.

Proposal B:

The current pension system requires a different
mechanism for financing the benefit that seeks
to smooth consumption (the contributory part of
the original system). The current system of fund-
ing relies exclusively on individual savings con-
tracts and prevents solidarity among contribut-
ing affiliates. That is to say that the system needs
a new way to finance contributory pensions,
which would amount to a new social contfract.

Elements of the diagnostic

Figure 1 illustrates the distribution of the affiliates
that conftribute in the current system by taxable
income brackets.

In December of 2013 4,992,319 people contrib-
uted to the system. Of these 59.5% were men
(2,972,093 people) and 40.5% were women
(2,020,226 people). There is dramatic inequality
between men and women in the pension system.
Women participate less and contribute based on
lower taxable incomes than men do. Of all men,
only 35% contribute based on a taxable income
that is less than $ 350,000, while for women this
percentage reached 53%.
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The confributions collected that month reached
$3.4 bilion. Of these, 57 percent came from the
contributions of men with incomes over $350,000.
In contrast, women earning less than $350,000
contributed only 8% of this figure. Given that the
logic of the current system privileges individual
accounts, it is not surprising that the system today
delivers good pensions to a few people but does
not deliver them to the vast majority of people. In
fact, the Commission’s assessment of the system
revealed that even after one takes into account
the benefits from the solidarity pillar, 78% of wom-
en and 55% of men receive pensions that are be-
low the poverty line and 82% of women and 69%
men receive pensions below the minimum wage
(70% of $350,000).

What is collected from the affiliates in the current
system represents approximately 2.6% of GDP. Af-
filiates pay fees to the AFPs for financial inferme-
diation services, amounting to about 0.3 percent
of GDP.

By privileging the allocation of aoffiliate conftribu-
fions to the country’s financial savings through a
logic of individual savings accounts, the pension
system leaves a large maijority of people, partic-
ularly women and workers in vulnerable jobs, with
insufficient old age pensions and with few guar-
anteed benefits.

I Table 1: Taxable income in the system by gender and taxable income brackets

People Income People
2972093 64 % | 1045023
2020226 36% | 1073360
4992319 100 % | 2118383

Earn less than Earn more than
$350.000 $350.000

Income People Income
Total <$350M | >$350M
7 % 1937070 57 % 20 % 37 %
8% 946866 28 % 11 % 17 %
15% 2873936 85% 31 % 54 %

Source: Authors with information from the Superintendence of Pensions
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Proposal B Details

Proposal B creates a contributory social security
component with tripartite financing (with con-
fributions from the worker, the employer and
the State). This changes part of the contributo-
ry financing, the administration of pension funds
and the benefits that the system grants. There
will be three types of benefits granted by the sys-
tem: non-confributory benefits (in the form of a
basic pension), contributory benefits from the so-
cial security pillar and the traditional benefits that
come from the capitalization component that is
administered by the AFP.

Social Security Pillar: Notional account registry"’
and Collective Savings Fund.

1. For contributory benefits, the proposal creates
a Notional Accounts Registry System (SRNC)
and for those with taxable incomes that are
over $350,000, the System of Individual Cap-
italization (SCI) will continue to be obligatory
and will operate in a complimentary way.

2. The proposalis that all affiliates contribute 10%
of the first $350,000 of their taxable income to
the SRNC. This collective savings account (or
solidarity fund) is a different way of financing
pensions. It is estimated that half of the finan-
cial savings flows currently allocated to indi-
vidual accounts (equivalent to 1.3% of GDP)
would go to the social security fund.

3. The proposal involves a model of matching
funds. This means that for every dollar saved
by affiliates, the pension system also provides
a matching conftribution. With these compli-
mentary resources, pension amounts will rise
significantly.

4. The social security fund is financed by con-
fributions of 10% from all contributors (up to a
cap of $350,000), a 3 or 4% increase in conftri-
butions from employers, and by a contribution
of 7 or 6% from the state.

AFP they have selected (SCI).

Promote dffiliation at the moment of collection integrating bot

a) Contribute 10% into an account of the Notion
b) The estate and employers contribute an additi
in contributions from employers, and by a
2. From the aoffiliates with taxable incomes that are over $350;
a) For the first $350,000 of taxable income.
i. Conftribute 10% into an account of the Nofional Acgounts Registry System (SRNC).
ii. The estate and employers contribute an additio
in contributions from employers, and by a contribution of 7 or 6% from the state).
b) For the portion of the taxable income that is above $350,000.
i. The worker's contribution will be allocated to the ——1__

Improve coverage-affiliation, density

ontributory

try System (SRNC).
rably 3 or 4% increase

0.

1 10% (preferably 3 or 4% increase

111 A notional accounts system, like the current system in
Sweden, requires a register of each individual’s confributions,
to which is added the returns that they receive in the system.
This is the central component (but not the only component)
that defines the benefits that individuals receive upon retire-
ment.



1. The solidarity fund acts as a clearing house:
it collects contributions, manages daffiliate
accounts, provides daily information services
to affiiates and is responsible for providing
new benefits to members. The solidarity fund
will use both fraditional and new collection
mechanisms to facilitate collecting the con-
fributions from self-employed workers. These
functions could be assigned to the Institute of
Social Security..

2.

a. The fund will collect the employer’s confri-
bution and the affiliate’s contribution of 10%
and each month it will allocate these confri-
butions to the two contributory systems (so-
cial security and capitalization):

i. for the first $350,000 of taxable income,
the contributions from the worker and the
matching conftributions (from the state
and employer) go to a system of notional
accounts (the SRNC),

ii. for the portion of the taxable income that
is above $350,000, the worker's contri-
bution will be allocated to the AFP they
have selected (the SCI);

b. The contributions to the SRNC, along with
the solidarity contributions from employers
and the state, will feed into a collective ac-
count of social security that will be adminis-
tered with the same criteria as the current
Pension Reserve Fund of the Ministry of Fi-
nance.

c. Both conftributory systems are based on in-
dividual accounts. The rate of return of the
notional component is based on increasing
the average salary covered and on an ac-
tuarial adjustment aimed at ensuring the fi-
nancial sustainability of the system. The rate
of return of the capitalization component is
based on the rate of the relevant AFP fund.

Social Security Pillar: New modality for benefits
(see example in Table 2)

1. The Fund determines the pension that corre-
sponds to the notional accounts and the AFP
accounts based on the accumulated bal-
ances and life expectancy at retirement.
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2. If the value of the pension from the social se-
curity account in the notional registry is less
than 75 percent of the minimum wage, the
system will use the accumulated balance of
the collective fund to double the amount un-
til it reaches that threshold (75 percent of the
minimum wage).

3. For current pensioners, a similar mechanism
applies to increase the current pensions ob-
tained from the AFP system.

4. The cap at 75 percent of the minimum wage
applies to matching funds. The logic is that if
one takes 75% of the minimum wage along
with the current basic solidarity pension (which
now represents 25 percent of the minimum
wage), the affiliate will receive a pension that
is equivalent to the minimum wage. The guar-
antee of a pension that is similar to the mini-
mum wage will depend on the conftributory
behavior of each affiliate.

In short, this new solidarity pillar follows a logic of
social security which could be conceptualized as
a collective capitalization scheme with notional
accounts financed by conftributions from em-
ployers and assisted by tax revenue. This would
replace the current Solidarity Pension Contribu-
tion (APS).

Table 2 shows an example of the allocation of
the solidarity benefit that rewards contributory
effort. These matching contributions are focused
on creating solidarity and could be distributed
differently than what we have in the example.
The extent of matching confributions could, for
example, differentiate between men and wom-
en at different levels of income.

1. Column 2 of Table 2 represents the pension
funded by the social security account in the
form of an annuity based on the balance of
the individual’s notional account.

2. We can add this value to the PBS in column 3
of Table 2.

3. The matching from the solidarity contribution
is calculated in columns 4 and 5 of Table 2.
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[ Table 2: Example of funds that match self-financed amounts for beneficiaries whose families
belong to the poorest 80% of the population.

INCOME SELF-FINANCED RATIO COMPLE- SUB- REPLACE-
PENSION MENT TOTAL MENT RATE
PRNC 30 years

6=2+5 7 =3+6 8=7/1
0 100.000 0 100.000
22.706 10.000 100.000 1*1 10.000 20.000 120.000 5,28
45.412 20.000 100.000 1*1 20.000 40.000 140.000 3,08
113.531 50.000 100.000 1*1 50.000 100.000 | 200.000 1,76
181.649 80.000 100.000 1*1 80.000 160.000 260.000 1,43
249.767 110.000 100.000 1¥(0.75 MIN 65.000 175.000 | 275.000 1,10
WAGE-PRNC)
278.000 122.434 100.000 1*(0.75 MIN 53.000 175.000 275.000 0,99
WAGE-PRNC)
386.004 170.000 100.000 1¥(0.75 MIN 5.000 175.000 | 275.000 0,71
WAGE-PRNC)
454,122 200.000 100.000 0 0 200.000 300.000 0,66
567.653 250.000 100.000 0 0 250.000 | 350.000 0,62
681.183 300.000 100000 0 0 300.000 400.000 0,59

Note: The table assumes that individuals confribute for 30 years, with refurns of 4.5% in the accumulation period and 3.5% in
the period of dis-accumulation. It also assumes that all individuals belong to families that are among the 80 % most vulnerable
of the country.

Principal beneficiaries of the new system in Pro- a. For people who contribute based on in-

posal B comes that are over $350,000:

As seen in Table 2, the new system identifies sev- i. For the share of theirincome that they pay

eral groups of beneficiaries. into the SRNC, they receive a pension that
reflects their accumulated capital, based

With respect to the coverage of the PBS to alle- on the rate of the return of the notional

viate poverty accounts and on their life expectancy at
retirement.

1. Coverage extends to beneficiaries belonging
to 80 percent of the poorest families. ii. Eventually they may receive a small sup-
plement from matching funds.
With respect to the coverage of benefits that

smooth consumption ii. For the share of their income that they
contribute to the SCI, they will receive
1. The new system rewards those who contrib- their pension from the AFP they have se-
ute. This is because of how the notional ac- lected to administer their funds.
counts operate and of the how the benefits
are determined by the type of pension, based iv. If they belongs to the poorest 80 percent
on the accumulated balance and life expec- of families, they will also have access o
tancy at retirement. It is a defined contribu- the PBS.

tion approach.



In short, if they meet the eligibility criteria, they will
receive the PBS, the social security pension (from
the solidarity fund) and the pension from the AFP.

b. For people who confribute based on in-
comes that are lower than $350,000:

i. For the share of their income that they
pay into the SRNC, they receive an annu-
ity based on their accumulated capital,
reflecting the rate of the return of the no-
tional accounts and on their life expec-
tancy at retirement.

. If the pension is less than 75 percent of
the minimum wage, the accumulated
balance is complemented with matching
funds and the affiliate also receives the
PBS.

ii. The affiliate receives the PBS if they be-
long to the poorest 80 percent.

2. The system progressively transfers solidarity
conftributions to the segments of the populo-
tion with the lowest income who will obtain
replacement rates that are much higher than
what they would receive solely through their
own conftributory efforts (Column 8 and 9).
Given the actuarial calculations based on
the structure of confributions from Table 1, it
would be preferable that the system privilege
women.

3. People with taxable incomes that are high-
er than $350,000 receive an annuity that cor-
responds to their confribution to the SRNV as
well as an annuity from the SCI. Depending
on the rates of return, it is possible that they will
also receive a small supplement of matching
funds. If they belong to the poorest 80 per-
cent of families, they will also receive the PBS.

In the contributory phase,

1. By matching contributions for those people
with lower incomes, the proposal creates an
incentive structure that does not currently ex-
ist. People will know that for every peso that
they contribute into their pension account,
they will receive a matching complementary
conftribution.
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2. The low-income dffiliate will not be forced to
deal with managing their pension account
but will be continuously informed of the bal-
ance of the account.

Focus on gender

The system can incorporate adjustments that
foster inter-gender solidarity to offset the lower
conftribution levels of women, due to their more
limited and irregular work histories, by transfer-
ring solidarity contributions intfo their accounts
through the social security fund. This would en-
sure a basic floor for old-age pensions from the
contributory system, which would also be supple-
mented with the basic solidarity pension.

Critical factors of success of the new system

There are some basic conditions that must be
meft for the new system to be implemented suc-
cessfully, namely:

1. The cut off point for level of taxable income
that separates the two halves must be set:
the contributions that go to the solidarity
component (SRNC) must be divided from the
contributions going to the AFP (the SCI). For
purposes of this presentation, we set the cut
off level at $350,000, leaving half of the flow
of savings in the AFP system and sending the
other half into the system of collective savings.
That cut off income level must be contfinuous-
ly updated so that it isindexed to the average
income of workers. The cutoff point should be
legally institutionalized to ensure that the sys-
tem always separates contributions, sending
an equal amount to the solidarity fund and to
the AFP system.

2. The solidarity fund must have dedicated
funding, which means that the resources gen-
erated by the system (from the conftributions
of workers, employers and the Treasury), can
only be used to fund pensions. This should be
established legally, using a criteria that is simi-
lar to that used for the current pension reserve
fund.

3. The institution in charge of the system (for the
clearing house, the registration of accounts,
information, annuities and which could be
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the IPS) should have autonomy and indepen-
dence. This institution responsible for the ad-
ministration of the solidarity fund should carry
out the relevant actuarial calculations to en-
sure the long-term financial sustainability of
the system. It should also adjust the amount of
income that separates the contributions that
go to each part of the system, to ensure that
the distribution is always around 50% / 50%.

4. The mechanism of allocating the matching
contribution (financed by employer and state
contributions) must be established for each
benefit funded by personal contributions (“the
self-financed pension”). This proposal could
double the pension amount that would exist
if the pension were only self-financed. This in-
crease could be granted up until it reaches
75% of the minimum wage.

5. The beneficiaries belonging to the first four
quintiles (the poorest 80% of families) will re-

ceive the PBS in addition to the above ben-
efits.

6. The centralized administration would lower
costs (for example, in Sweden the cost is 0.41
% of salary). Nevertheless, it requires a new in-
stitution which can be built on the 2008 reform.

7. In terms of financial savings for financial in-
termediation, the proposal moves about
half of the flow away from the AFP system, it
gets a matching conftributions from the State
and from employers and what is not used to
improve current pensions is administered by
the Pension Reserve Fund as financial savings
for financial intermediation. This means that
about 1.3% of GDP would go to a solidarity
pension fund, which, with respect to surplus
savings, would be administered similarly to the
current pension reserve fund.

Effects in terms of financial savings
(In percentage of annual GDP in 2013 $ 137,212,064)

* Current situation (data from December 2013 in millions of common pesos)
o Total collection from men (millions) $ 2,286,872 (1.7 % GDP)
o Total collection from women (millions) $ 1,290,955 (0.9 % GDP)

* Proposed situation
o Collection from subsystem of notional accounts
- Collection from men (millions) $ 1,102,234 (0.8 % GDP)
- Collection from women (millions) $ 705,077 (0.5 % GDP)
- Total matching (millions) $ 1.807.311 (1.3% GDP)

o Collection from subsystem of individual capitalization
- Collection from men (millions) $ 1,184,638 (0.9 % GDP)
- Collection from women (millions) $585,879 (0.4 % GDP)

Conclusions:

Our proposal represents a new social contfract
for senior citizens. It restores public legitimacy
in the system by: (i) cementing a floor of social
proftection with a sufficiency threshold that en-
sures an adequate level of income in old age;
(i) infroducing endogenous solidarity in the sys-
tem; (iii) using a redistributive framework to fos-
ter infra and inter-generational solidarity and
inter-gender solidarity; and (iv) building a social

security system with a logic of rights: establishing
a solidarity fund to ensure that people with low-
er-income people receive incomes in their old
age.

This can all be accomplished on the basis of a
sustainable long-term funding, without affecting
the existing rights acquired by people to the sav-
ings in their individual capitalization accounts.
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Appendix Proposal B: Fundamental Elements of Proposal B

1. Changes to the non-contributory solidarity pil-
lar

a. Income:

I. New resources from general taxation of
0.27% of GDP to expand coverage of the
PBS to up to 80%. (We apply rule of three).

b. Benefits:
|. Affluence test to extend the PBS to 80%.
Il. 20% increase of the Basic Solidarity Pension.

c. Horizon of change: dependent on legal re-
forms, and would be implemented gradually
according to available resources.

d. Impact on poverty. Like the other proposals,
we are unable to estimate this effect. But the
replacement rates for lower income people
would be higher, see the Table.

2. Changes to the AFP pillar
a. lncome:

|. People who earn less than $350,000 and
those who earn more than $350,000 for the
first $350,000, will contribute to new pillar.

Il. We estimate that half of the current flows
(2.6% of GDP) that now go to the AFPs will go
to the new pillar (1.3% of GDP).

b. Benefits:

I. Benefits from the capitalization component

in the form of annuities, according to specif-

ic proposals

Il. Those who belong to the poorest 80% of the
population will join the PBS and PRNC.

lIl. Those who belong to the richest 20% will join
the PRNC.

3. Other Changes in the Creation of a Social Se-
curity Pillar

a. Income:

I. Creation of a fund of pooled confributions,
equivalent to 1.3% of GDP.

ll. Establishment of matching funds for those
confributions.

b. Benefits:

[. Payment of the matching funds for current
pensioners whose pensions will improve with
the matching according to the formula for
benefits (0.4 % of GDP).

c. Collective savings:

[. The net balance between the contributions
complemented by matching funds and
those used to improve pensions are added
to the confributions and fed into the collec-
tive savings account. The balance isinvested
collectively and with the same safeguards
that govern the AFPs, without requiring the
affiliate to make additional decisions.

d. Administration of nofional accounts:

[. They use noftional registry accounts to esti-
mate future pensions and actuarial studies.
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3. GLOBAL PROPOSAL C: Rebuilding the public PAYG system in Chile

Leokadia Oreziak, based on Centro de Estudios
Nacionales de Desarrollo Alternativo (CENDA),
ESTUDIO: "VIABILIDAD FINANCIERA DEL SISTEMA
DE PENSIONES BASADO EN El ESQUEMA DE TRANS-
FERENCIAS INTERGENERACIONALES EXPLICITAS
EN CHILE"” (http://www.previsionsocial.gob.cl/)

(STUDY: "FINANCIAL VIABILITY OF A PENSION SYS-
TEM BASED ON A SYSTEM OF DIRECT INTERGENER-
ATIONAL TRANSFERS IN CHILE” Bid ID: 1592-B-LE14,
Responsible for this bid: Undersecretary of Social
Security, Ministry of Labor—Undersecretary of So-
cial Security)

1. Background

The opinions expressed during the public hear-
ings (held in 2014 by the Advisory Pension Com-
mission in Santiago and regional meetings) by
organizations, instifutions and individuals defend-
ing both present and fufure pensioners’ interests
should be the starting point for designing pension
reform. The AFP system is seen as illegitimate be-
cause it was created and imposed in the 1980s
during the military dictatorship and as inefficient
because it has not complied at all with the pri-
mary objectives of its creation and means pover-
ty for pensioners. The survey involving more than
22,000 people shows that 91% of them say the
system does not deliver decent pensions; 92% do
not approve of the AFPs.12

The system of individual capitalization failed
because it was not designed as a social secu-
rity system but as an auxiliary system for capital
market development. The present AFP system is
unfair and inequitable for the affiliates. The risk of
loss of the funds is faken on almost exclusively by
the conftributors. Over 30 years in existence, the
AFPs show that those who retire now will be much
poorer than those who refired in the old system.
In spite of the high growth process of the econo-
my and fripling of the GDP, pensions have fallen
to one-third of average wages.

112 Citizen Consultation carried out by Movimiento Aqui
la Gente, applied to 22 thousand people and presenfted
to the Commission on October 28, 2014 http://www.comi-
sionpensiones.cl/index.php/movimiento-aqui-la-gente-se-re-
une-con-david-bravo-y-entrega-resultados-de-consulta-ciu-
dadana-sobre-sistema-previsional/

2. General and specific objectives of the
proposed reform

The general objectives of the proposed reform
are:

» Address the most pressing current issue: low
contributory pensions,

» Improve redistribution of income and reduce
poverty in old age and,

» Achieve these objectives in a sustainable
manner, financially and fiscally, in the short
and long run.

The specific objectives of the reform is to achieve
a substantialrise in current pensions, and areduc-
fion in effective retirement age, especially those
of women, together with terminating direct and
indirect fiscal subsidies to contributory pensions,
and reducing the proportion of non-contributory
pensions while increasing the amount of lower
ones. To achieve adll this, the proposal assumes
that all offiliates to the current AFP pension sys-
tem are transferred to the public PAYG scheme,
with their pension contributions and funds, in ex-
change for better, defined, lifelong, non-discrim-
inatory, pensions, with normal associate benefits
for surviving members of the families.

3. Details of the proposal

3.1. Design

The proposal is designed in accordance with,
on one hand, conservative growth projections
of population, number of contributors, Gross Do-
mestic Product (GDP), wages, and fund yields,
all of which are interrelated, and determine one
another, in defined relation, calculated by a re-
gression model. On the other hand, the future
number of pensioners is calculated with accu-
racy, with an actuarial method, from the known
number, current ages, and mortality and disabili-
ty rates, of affiliates to the AFP system. Refirement
age, initial increase in average pensions, and the
proportion of elders attended by non-confributo-
ry system, are set as main parameters; increases
in average wages and pensions, and fund yields,
are assumed equal to GDP growth. With this in-
formation, the model calculates yearly cash in-



flows, and outflows and the resulting value of the
pension fund, adjusting the parameters to ensure
a positive value of the latter.

All these calculations are replicated for an even-
tual, alternative, capitalization system, run by
the State at zero cost, meaning that private AFP
disappear, and all confributions go to the fund,
without discount for fees or disability; under the
same projections for population, contributors,
GDP and wages, and the same parametric as-
sumptions for retirement ages, contribution rates,
and proportion of elder in the non-contributory
system. The calculation of future pensions from
the capitalization scheme is based in the known
accumulated savings of the different age cohorts
of affiliates in December 2013, the accumulated
contributions of each cohort until retrement, and
their life expectancy at that moment.

The model also calculates the fiscal expenditure
in civilian pensions, including direct and indirect
cash subsidies for conftributory pensions, and ex-
penditure in non-conftributory pensions, as well as
the net surplus of cash inflows and outflows of the
pension system, for each of the above scenarios
and alternatives.

Population, contributors, GDP, wages, and pen-
sion fund yield

The model is based in a conservative CELADE
2010 population projection (19.4 million inhabi-
tants in 2100), with zero immigration considered.

The number of contributors is estimated as an
increasing proportion —which is consistent with
well-known rapid increase in participation rates
and, at the same time, in the proportion of sal-
aried employment, in emergent economies—
working age population, which in turn depends
on parametric retirement age assumptions. The
parametric proportion of confributors to active
age population is adjusted to ensure that the im-
plicit rates of GDP growth are conservative.

The projection model adjusts the ratio of con-
fributors to working age population, to ensure
conservative growth rates (1.3 to 1.4 percent per
year) in the number of contributors and, conse-
qguently, real growth in GDP, average wages, and
pensions, and pension fund yield. GDP growth is
estimated from the number of conftributors, ac-
cording fo the above mentioned regression for-

COMISION
PRESIDENCIAL
PENSIONES

Final Report

mula, and growth in the other mentioned vari-
ables is assumed equal to GDP growth.

To achieve these rates of economic growth with
the conservative population projections used in
this model, the parametric rate of conftributors
to working age population must rise gradually to
reach 74,5 % by mid-century. This seems reason-
able, because currently (2013) this rate is already
over 60 % for affiliates aged 30 to 40 years old,
which cover over 95 % of active population for
the same age cohorts. In this respect, it seems
interesting to note that among early affiliates to
the AFP system, who came from the old PAYG
scheme whose jobs were relatively less precar-
ious; the proportion of confributors to affiliates
was over 75 % back in year 1985.

It must be mentioned that the assumption for
wage level is also very conservative, because it
assumes that they will grow at the same rate as
GDP, which implies no improvement in distribution
of income, which is presently very unfair for wage
earners, which receive less than 35 per of GDP
(2007). It seems reasonable to assume that this
should change in the coming years as the coun-
try continues to democratize, and average wag-
es should grow faster than GDP for quite some
time, but this is not considered in the model.

Retirees

On the other hand, the model estimates the
number of beneficiaries, based on the current
number of pensioners, and the number of active
affiliates, of the AFP system. The latter, which is
available for ages 15 onwards, is in fact a quite
precise census of the overall active population,
because each individual is identified by his or her
unique ID number (RUT), sex, age, and savings,
in their individual pension fund account, and the
activity of the accounts is checked every month.

The number of affiliates in cohorts aged 35 to 55
years is already almost equal to the full number
of persons in the overall population of the same
age (98% in the case of 35-45 age cohorts), evi-
denftly for both sexes.

The younger cohorts are smaller, because they
enter the salaried workforce gradually, until al-
most everybody aged 35 has worked at least
once as a salaried employee. Consequently
they are registered as affiliates to the pension
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system, with an individual savings account which
is checked every month until his or her retirement
or disability, after which they are reclassified in
the appropriate passive categories and contin-
ue to be checked monthly, until death. The rates
of affiliation of the younger generations are well
known, and adjustments in their number to re-
flect the overall population are easy to consider,
as is done in the model.

The current older cohorts are also smaller, be-
cause they correspond to the early affiliates to
the AFP system, many of which were transferred
from the old public pension system, generally
forced to do so in the 1980s. However, as they
retire and the following -larger - generations
advance in age, the total number of daffiliates
will soon represent the full working age populo-
tion, once the adjustments in the number of the
younger cohorts are made.

The above information, adjusted by known tables
of mortality and disability, results in an accurate
estimate of the yearly cohorts of new pensioners,
well into the second half of the present century,
depending on the parametric retirement ages.

The total number of pensioners for each year is
estimated as, pensioners of the previous year, mi-
nus mortality and disability, plus the cohort of new
pensioners. If the number of pensioners exceeds
the parametric proportion of elderly attended by
the public, non-contributory system, the overflow
is transferred to the latter.

The model assumes that, initially, all active per-
sons surpassed legal retirement age, which cur-
rently represent about 28 % of total AFP pension-
ers 37.9 % of old age pensioners and are mainly
women, effectively retire in the first year, with the
same average pensions as current retfirees.

Calculations and sustainability criteria

The proposal is sustained by a projection model,
based on the above described estimates of the
number of contributors, which in turn are based
on population and GDP statistics, and the num-
ber of active affiliates by age, and pensioners,
of the AFP system. The main parameters of the
model are: 1) initial increase in the average pen-
sions, for all current pensioners, with the addition
of all active aoffiliates who have reached or ex-
ceeded refirement age, 2) legal retirement age,

3) contribution rates as a percentage of wages,
4) percentage of old age population attended
by the public, non-contributory, schemes. The fi-
nancial sustainability criterion of the modelis that
the final value of the pension fund should be pos-
itive. The fiscal sustainability criteria is that overall
State expenditure in civilian pensions falls consis-
tently as a percentage of GDP.

The model calculates cash inflows and outflows,
and the eventual surpluses and deficits are trans-
ferred, or covered, by the pension fund, which
yields at the same rate as GDP growth. Cash in-
flows are estimated for each year, multiplying the
number of contributors by the parametric contri-
bution rate, and the average wages, which also
grow at the same rate as GDP, starting with the
average wage of AFP confributors in December
2013. GDP growth is calculated according to the
estimated number of contributors, with the above
mentioned regression formula. The number of con-
tributors, and consequently GDP growth, depend
on the parametric assumptions on retirement age,
because the former are calculated as a paramet-
ric proportion of the working age population.

During the first decades, payments by insurance
companies to retfirees who have contracted
pensions with them are considered a cash inflow
by the model. These payments should continue
until the beneficiaries pass away, because the
full amount of their pension funds was appropri-
ated in advance by the insurance companies.

Cash outflows are calculated, multiplying the
number of pensioners, including those in insur-
ance companies, by the average pensions. The
former are predicted accurately from the AFP
passive and active dffiliate database, and ad-
justed according to the parametric retirement
ages of men and women. The total number of
pensioners is checked with the total number of
persons past the parametric retirement age, and
the parametric proportion of non-contributory
pensioners. The eventual overflows are trans-
ferred to the non-contributory pension system.
The average pensions are calculated for each
year, as the previous year average increased by
estimated GDP growth rate, starting from the av-
erage pensions in December 2013, after apply-
ing the parametric initial increase.

Fiscal direct subsidies to AFP pensions, so as “rec-

ognition bonds”, “solidarity complements (APS)”,



and others, are terminated from the first year in
the new PAYG system. These subsidies presently
represented 1.2 % of GDP in 2013. Indirect subsi-
dies such as “retirement plans and bonus” and
others represented around an additional 0.6 %
of GDP the same year, not counting tax credits
for high income “voluntary savings plans (APV),
which are also considerable.

On the other hand, the number of non-contribu-
tory pensions, including “solidarity basic pensions
(PBS)” and pensions from the old PAYG system
and others, all of which are paid almost entirely
out of the fiscal budget, covered 63 % of elders
and represented 2.1 % of GDP in 2013. Together
with the above subsidies to AFP pensions, fiscal
expenditure in civilian pensions amounted to 3.9
% of GDP in the same year. All this fiscal expen-
diture is drastically reduced almost by half, to 2
% of GDP, during the first year of the new PAYG
public scheme (2014), since all direct and indi-
rect subsidies to AFP pensions are terminated.

During the following years, the important in-
crease in the number of conftributory pensions al-
lows for a contfinued reduction in the number of
non-contributory pensions, with the consequen-
tial reduction in fiscal expenditure as a percent-
age of GDP. According to the different scenarios
analyzed, and in dependence to the parametric
values of retirement age, contribution rates, and
proportion of elders in the non-conftributory sys-
tem, fiscal expenditure in civilian pensions is re-
duced by an additional 0.4 % to 1.3 % of GDP,
by mid-century, according to different scenarios.

At the same time, the above allows for a signifi-
cant improvement in the average value of “soli-
darity pensions” paid to the poorest retirees. This
can be achieved even with a constant average
value of non-contributory pensions, because
the current proportion of “solidarity pensions”
(583,202 beneficiaries in December 2014) and
those from the old PAYG scheme (799,361), will
shift in favor of the former because most of the
latter will pass away. As the average value of the
former is much lower (87.000 CLP a month) than
the latter (228,000 CLP), the gradual replace-
ment of one by the other, allows a considerable
increase in the lower pensions, even while main-
taining a constant average value of non-contrib-
utory pensions. However, the proposal assumes
that part of the significant fiscal savings in direct
and indirect subsidies (1.8 % of GDP per year)
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should be used to provide an initial increase in
non-contributory Basic Solidarity Pensions “Pen-
siones Bdsicas Solidarias (PBS)"”, and some very
low pensions in the old PAYG system for people
who retired in the 1980s and early 1990s, at least
to the level of the minimum contributory pension,
which in any case would at least double the cur-
rent level.

The model also calculates the pensions that could
be paid by the current capitalization scheme run
by the State at zero cost, for each scenario num-
ber of contributors, GDP growth, average wag-
es, contribution rates, retirement ages, and pro-
portion of elderly in the non-contributory system.
The calculation is done by accruing the known
average savings for individuals in each age co-
hort in December 2013, by the number of years
until refirement age, and the pension fund yield.
In addition, the fund at refirement is increased
by the accumulated future value of individual
contributions, calculated as the product of aver-
age wages and conftribution rates for each yearr,
accrued by the same yield. The accumulated
fund at retirement is then divided by the aver-
age number of months that each age cohort ex-
pects to life, accruing the remaining fund at the
pension fund yield to receive equal pensions all
along.

It is also assumed that this alternative pension
scheme would be administered by the State at
zero cost, meaning that the full amount of the
contributions go to the pension fund, without dis-
counts for fees, or even for disability insurance —
through both items, the AFP system now appro-
priates1/5 of contributions.

Even under this quite favorable assumptions, it
is significant to confirm that even in scenarios
of significant increase in contribution rates and
retirement ages, the average value of pensions
financed by individual capitalization end up in
2052 in the range of 20 % of average wages,
even lower than the 32 % replacement rate of
current pensions (2013), which of course include
considerable State subsidies, or about one third
of the replacement rate of pensions paid by the
new PAYG scheme.

In each scenario, and both for the PAYG, and an
eventual capitalization system run by the State
at zero cost, the model also calculates the fiscal
cost in civil pensions. In the case of the latter sys-
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tem, it includes the direct and indirect cash fiscall
subsidies to self-financed contributory pensions,
needed to raise their average value to the same
amount as PAYG pensions. The average value
of pensions in this eventual system includes two
terms, on the one hand, the number of pen-
sioners fimes the average value of pensions in
December 2013 plus, on the other hand, the
product of the number times the self-financed
pension of the successive new cohorts. The for-
mer include direct subsidies, which are included
in the calculations and decline in fime as the ini-
tial pensioners pass away. In both systems, the fis-
cal cost includes expenditure in non-contributory
pensions.

As said, the model also calculates the present
value of surplus or deficit, transferred or with-
drawn from the pension fund, both for the PAYG
and an alternative capitalization system run by
the State at zero cost. The accumulated results
are presented as percentage of 2013 GDP.

3.2. Transition mechanism

There is no need for any specific tfransition mech-
anism.

4. Expected results

The results of the projection model for the new
PAYG system are presented under two sefs of
preferences, both of which initially consider sig-
nificant inifial reduction in effective retirement
age and increase in average pensions, and the
immediate elimination of all direct and indirect
cash fiscal subsidies to contributory pensions from
the new PAYG system and rapid reduction in the
proportion of elderly in the non-contributory sys-
tem. Both scenarios stress early retirement ages
and low contribution rates, even at the expense
of less acute reduction in fiscal expenditure in
non-contributory pensions, and lower final val-
ue of the pension fund. Both scenarios assume
that the proportion of elderly attended by the
non-contributory public system is reduced, from
the current 63 % of total population passed legal
retrement age (real figure for December 2014),
to 40 % in the 2020s.

In the first scenario legal retirement age (65/60),
is not changed at all and will be at the current
level (December 2014) all along, or in the sec-
ond scenario will be raised gradually only by two
years starting in 2030. The confribution rate will
be at the current level 12.6 % of wages until 2035
in the first scenario and until 2031 in the second
one. All monetary figures are expressed in CLP of
December 2013.

Summary projection results are presented for
year 2052, because untfil this year all CELADE
population estimates are fairly similar. As said, alll
population estimates are conservative, especial-
ly beyond mid-century, because they consider
zero immigration. Nevertheless, all results, for ev-
ery scenario, are estimated until the latest year
for which the number of pensioners may be cal-
culated from the current (December 2013) affili-
ate database, which depends in each case on
retirement age assumptions.

All scenarios assume that every affiliate who has
surpassed legal retirement age in December
2014, will refire in that same month, which means
an initial reduction in effective retirement age,
from the current average of 70 years old for men
and women, estimated by OECD, to the current
legal entitlement of 60 and 65 years old, respec-
tively. All scenarios, as well, assume important
increases in initial average pensions. Likewise, alll



scenarios assume that direct and indirect cash
fiscal subsidies to contributory PAYG pensions are
ended from the very start.

Alternatively, for all the above scenarios, using
the same assumptions for each, the model cal-
culates the value of self-financed pensions pro-
vided by a capitalization scheme fully admin-
istered by the State at zero cost (no longer by
private AFP that charge fees). Under this alter-
nafive, the model calculates resulting fiscal cost
in civilian pensions, including direct and indirect

I Table 1: Pension reform scenarios - Summary

New public PAYG pension system replaces AFP in 2014
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cash subsidies required to elevate the average
value of pensions provided by this capitalization
scheme, to the same level provided by the new
PAYG system, and the expenditure in non-contrib-
utory pensions, which is equal for both systems,
because it depends on the proportion of elderly
in this system. On the other hand, the model cal-
culates the net surplus that both systems transfer
to the financial markets.

The results are summarized in tables 1 and 2, be-
low.

Increase in initial average
pensions, additional
scenarios:

Retirement age M/W in 2052 65 60 67 62
Contribution rate in 2014 / 2052 12,7% | 24,6% | 12,7% | 24,6%
PAYG replacement rate (average pension / average wage) in 2014 / 2052 56% | 56% 64% 64%
Comparative AFP run by the State at zero cost and no direct subsidies, 27% 21% 27% 24%
savings-funded pensions, replacement rate in 2014 / 2052

Non-conftributory system coverage, including “solidarity” and old PAYG 63% 40% 63% 40%
system pensions, in 2014 / 2052 (% of elderly)

Non-contributory, “solidarity” and old PAYG 1.4 2,1 1.4 1,9
system pensions , in 2014 / 2052 (million pensions)

Fiscal expenditure in civil pensions with new PAYG system, in 2013 / 2052 3.9% | 1.9% | 3.9% | 1.7%
(% of GDP)

Present value of fiscal expenditure in civil pensions, with the same repla- 72% | 495% | 67% | 540%
cement rates, accumulated 2014-2052 (% of 2013 GDP), with: new PAYG

system / State run AFP at zero cost

Present value of surplus transferred to financial markets, accumulated from 4% 249% 4% 281%
1982 to 2052, with: new PAYG system / State run AFP atf zero cost

Pension fund value in 2013 / 2052 (trillion CLP) 84,4 16,4 | 84,4 13,8
Increase in the number of conftributors (% per year) 1,24% 1,36%
Implicit GDP, average wage and pension, real growth (% per year) 1,30% 1,42%

Source: CENDA, STUDY: “FINANCIAL VIABILITY OF A PENSION SYSTEM BASED ON A SYSTEM OF DIRECT INTERGENERATIONAL TRANS-
FERS IN CHILE" Bid ID: 1592-B-LE14, Responsible for this bid: Undersecretary of Social Security, Ministry of Labor—Undersecretary
of Social Security; based on Chilean Pension Superintendence , Chilean Central Bank, CELADE, UNDESA, WB
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[ Table 2: Pension reform scenarios — Contribution rates and Retirement ages (New public PAYG
pension system replaces AFP in 2014)

Scenarios
(Increase in initial average pensions)

Contribution rate Retirement age

Period Rate Period Age (M/W)

2014-2034 12,6%

75% 2014-2068 65/60
2035-2068 24,6%

2014-2030 12,6% 2014-2029 65/60

100% 2030-2039 66/61
2031-2068 24,6%

2040-2068 67/62

Source: CENDA based on Chilean Ministry of Labor, Undersecretary for Social Security, based on Chilean Pension Superinten-

dence, Chilean Central Bank, CELADE, UNDESA, and WB.

4.1. Effect on future pensions (pension amounts
and replacement rates)

As said above, in both scenarios, the model as-
sumes that all aoffiliates passed legal retirement
age of 60 for women and 65 for men, in Decem-
ber 2014; effectively retire that month, with the
same average pension of 183,212 CLP of De-
cember 2013. This means increasing the 676,836
old age pensioners in the AFP system in Decem-
ber 2013 by 291,736 pensioners, or 38 per cent,
and reducing effective retirement age by ten
years for women and 5 years for men, from their
current averages of 70 years old, estimated by
OECD.

4.1.1 First preferred scenario, 75% increase in ini-
tial average pensions

The first preferred scenario, assumes no chang-
es whatsoever in legal retirement ages of neither
women nor men, which continue in the current
60 and 65 years old, respectively, until 2052.

This scenario is sustainable with an initial increase
of 75% in average pensions for all retirees in De-
cember 2014, which include all affiliates past
retirement age, as said. Initial average pension
is raised from 183,212 CLP to 324,800 CLP, and
then increased yearly at the same rate as GDP
growth, toreach 531,131 CLP in 2052. Wages also
grow at the same rate as GDP, to reach 955,903
CLP in 2052.

Replacement rate of average pensions is raised
from 32 % of average wages of pension confrib-
utors, in December 2013, to 56 % in December
2014, and sustained aft this level all along.

In this scenario, contribution rates are kept in their
current level of 12.6 % of wages until 2035, atf the
expense of lowering the pension fund. Then, con-
tributions need to be raised to 24.6% of wages,
to balance cash inflows and outflows until 2052.
The pension fund value is reduced from 84.4 tril-
lion CLP in December 2013, to 16.4 trillion in 2052.

In this scenario, which considers no increases in
legal retirement age, conftributors grow at an av-
erage rate of 1.24% per year, and GDP —which is
estimated by the model, based on the number
of contributors, by the above described regres-
sion formula-, grows at an average rate of 1.3 %
per year, the same rate as wages, pensions, and
pension fund yield.

Under the same assumptions of total yearly con-
tributions, an eventual alternative capitalization
scheme, entirely run by the State (no private AFP)
at zero cost and not considering disability insur-
ance cost, meaning the full amount of yearly
contributions are capitalized, would be able to
finance replacement rates of 27 % of average
wages in 2014 and 21 percent in 2052.

4.1.2 Second preferred scenario, 100% increase
in initial average pensions

The second preferred” scenario, is sustainable
with an initial increase of 100% in average pen-
sions for all retirees in December 2014, which in-
clude all aoffiliates past retirement age, as said.
Initial average pension is raised from 183,212 CLP
to 371,637 CLP, and then increased yearly at the
same rate as GDP growth, to reach 635,564 CLP
in 2052. Wages also grow at the same rate as
GDP, to reach 1,000,875 in 2052.



Replacement rate of average pensions is raised
from 32 % of average wages of pension confrib-
utors, in December 2013, to 64 % in December
2014, and sustained at this level all along.

Retirement ages are not changed until 2029, and
the raised in 2030 to 61 and 66 years old for wom-
en and men, respectively, until 2039, when they
are raised again, to 62 and 67 years old, and for
women and men, respectively.

Contribution rates are kept in their current level
of 12.6 per wages until 2030, at the expense of
the pension fund. Then, conftributions need to be
raised to 24.6 % of wages, to balance cash in-
flows and outflows until 2052. The pension fund
value is reduced from 84.4 ftrillion CLP in Decem-
ber 2013, to 13.8 trillion CLP in 2052.

In this scenario, which considers a small increase
in legal retirement age, confributors grow at an
average rate of1.36% per year, and GDP —which
is estimated by the model, based on the number
of contributors, by the above described regres-
sion formula-, grows at an average rate of 1.42 %
per year, the same rate as wages, pensions, and
pension fund yield.

Under the same assumptions of total yearly con-
fributions, an eventual alternative capitalization
scheme would be able to self-finance replace-
ment rates of 27 % of average wagesin 2014 and
24 percentin 2052.

4.2. Effects on redistribution and on poverty
among the elderly

All scenarios imply significant improvements in
distribution of income, and reductions in poverty
among the elderly.

In global terms, a surplus of cash inflows minus
outflows of the AFP system of 3.5 percent of GDP
in 2013, which was appropriated by the “indus-
try” of AFPs and insurance companies, and trans-
ferred mostly to large business groups, is used in
this proposal to increase pensions. That implies
an immediate fransfer of this sum, which is the
equivalent of approximately 3.5 % of GDP, from
business to labor, with the consequential impact
in income distribution.

The present value —discounted at a long term
rate equal to estimated growth of GDP— of net
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yearly surplus cash inflows minus outflows, of the
AFP system, accumulated from 1982 to 2013,
amounted to 56 % of GDP of the latter year,
meaning that the privatization of pensions has
resulted in a net transfer to the financial system,
of wages and State subsidies equivalent to over
half of 2013 GDP.

The termination of this system and its replace-
ment by a PAYG scheme, with a moderate re-
ductions of the accumulated pension fund,
results in a reduction of this accumulated net
transfer, the present value of which, accumulat-
ed from 1982 to 2052, isreduced in fo 4 % of 2013
GDP in the “preferred” scenarios. In comparison,
the eventual confinuation of a capitalization
scheme, even under State e administration at
zero cost, results in a continued increase in the
transfers from wages to the financial markets, the
accumulated 1982-2052 present value of which
grows to 249 % of 2013 GDP, and to 281 % of 2013
GDP, in the scenarios considered. This proves that
the capitalization pension scheme results in siz-
able —the present value of which accumulated
until 2052, is roughly the equivalent of three times
2013 GDP—, an ever increasing, transfer of funds
from labor to big business, mainly to the financial
industry. The termination of this mechanism is one
of the more powerful tools to improve income
distribution.
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5. Fiscal costs and Funding

The impact of the proposal over fiscal cost and
funding is perhaps the largest, because the pro-
posal:

1. Implies initially saving direct and indirect fis-
cal subsidies to the AFP system, which amount
to 1.8 % of GDP (2013), in all scenarios consid-
ered, and;

2. The rapid reduction of the proportion of el-
derly in the public non-contributory system,
and consequently the reduction of fiscal ex-
penditure in this item, which presently is 2.1 %
of GDP (2013). In the scenarios analyzed, this
figure is reduced to arange of 1.6 % t0 1.9 %
of GDP, in the 2020s.

Adding both items, in the “preferred scenarios”,
the yearly fiscal expenditure in civilian pensions is
reduced from 3.9 % of GDP in 2013, to a range of
1.6 to 1,9 % of GDP per year in the 2020s , a total
reduction of 2,0 to 2,2 % of GDP per year. The
above figures are considering the preferred sce-
narios, where the proportion of elderly remains in
the non-conftributory public pension system is re-
duced from the current 63 % to 40 % in the 2020s.
It may be assumed that the State will spend fiscal
savings in education — only the direct subsidies
are the equivalent of the cost of gratuity in ter-
fiary education- or other related social policies,
which benefit labor and the poor, and improve
income distribution.

It is inferesting to note that an eventual continu-
ation of the capitalization scheme would result in
large increases in fiscal expenditure in civil pen-
sions, even under exclusive Sate administration
at zero cost, without private AFP, and consider-
ing the same projections of growth in population
and the number of contributors, and the resulting
growth in GDP and wages, and under the same
assumption of retirement ages and contribution
rates as in the scenarios calculated for the PAYG
scheme. Under the assumption that pensions
paid by the State run capitalization scheme de-
liver the same replacement rates as the PAYG
system, the implied fiscal subsidies would grow to
an accumulated 2014-2052 present value equiv-
alent to five or five and a half times 2013 GDP.
The comparative accumulated fiscal expendi-
tures in non-conftributory pensions in the case of

PAYG conftributory system, adds up to a range of
67 % to 72 % of 2013 GDP, in accumulated pres-
ent value, from 2014 to 2052.

The overall conclusion is that the continuation
of the capitalization scheme, even under State
administration, results in the quite unreasonable
situation of spending considerable fiscal resourc-
es to supplement insufficient self-financed pen-
sions meanwhile, at the same time, fransferring
roughly three times 2013 GDP, in accumulated
present value, in net surplus of cash inflows mi-
nus outflows, from such a “pension” system, from
Chilean labor, mostly to big business and the in-
ternational financial markets.



4. Counter-Arguments

A. Why doesn’'t the Commission support a pro-
posal to fransform the pension system into a pay
as you go system (Global Proposal C)?

Of a total of 24 Commissioners, only one Commis-
sioner supported Proposal C, which proposes re-
placing the current system with a pay as you go
(PAYG) system. Why didn't the Commission as a
whole endorse the proposal to move to a pay as
you go system?e The commissioners’ main reasons
for opposing the proposal included:

a) Proposal C transfers worker-owned contribu-
tions and savings to the PAYG system, without
any compensation for taking their individual
accounts;

b) The proposal requires an abrupt and large in-
crease in confributions/taxes at the fime that
the reserves are depleted;

c) Moving to a full-PAYG reduces savings and
therefore investment, which is extremely prob-
lematic when the labor force is facing a de-
cline;

d) The assumptions that the proposal makes are
overly optimistic: increases in the conftribution
rate and the retirement age that are not feasi-
ble, optimism with regards to increasing labor
formality and conservative assumptions with
regards to the coverage of seniors. These as-
sumptions produce a parametric reform to
make the system meet the proposal’s objec-
fives but the bases of these assumptions are
outside of what can be redlistically expected
from the Chilean labor market.

e) The problematic assumptions described in
d), cast doubt on the financial sustainability of
proposal C.

B. Counter-arguments to Global Proposals A and B

The arguments made by the 12 commissioners
who supported proposal A over proposal B are
summarized as follows:

Proposals A and B broadly suggest the same in-
crease in benefits. The fundamental difference
lies in how each proposal seeks to finance the
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increase. Proposal A is designed not only to pay
higher benefits now but also to ensure the ability of
the system to pay promised pensions in the future.
There are four sets of objections to proposal B:

(1) The proposal reduces savings and invest-
ment, harming future living standards and
making it harder fo finance future pensions;

2) In addifion, in the face of a decline in the
labor force, a Notional Defined Confribution
(NDC) plan has an inbuilt growing deficit, cre-
ating a downward spiral fowards higher tax-
es, or further reductions in saving, or failing to
keep pension promises;

3) Administrative costs, including set up and run-
ning costs, are significant;

4) The redistributive effects are poorly defined.

For its part, the arguments of the 11 commission-
ers who supported Proposal B over Proposal A
are as follows:

Proposal A maintains most of the characteristics
of the current pension system and is insufficient
fo fulfill the objective of sustainably improving
the system’s coverage and pension amounts.
Proposal A:

(1) Fails to appreciably improve the pensions of
current and future pensioners;

2) Does not create a new social contract that
would give the pension system legitimacy;

3) Given this confext, the proposal does nof
allow for the creation of opportunities for a
social consensus to accept the parameter
changes required fo provide the system with
long-term viability;

4) Continues to put most of the risks of invest-
ment on workers in the sense that they are the
ones who must face the uncertainty of bene-
fits from a contributory component that is en-
tirely capitalized;

5) Does not reverse the current major gender
inequalities;
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6) Does not generate adequate incentives to
increase the participation of self-employed
workers in the pension system, nor does it in-
crease the density of contributions for all work-
ers

7) Does not reduce system costs by centraliz-
ing the system’s administration in a way that
would take advantage of economies of scale.

For her part, the only commissioner who support-
ed proposal C, crificized both the proposals A
and B:

» Proposal A aims to maintain the current system
design af the cost of greater fiscal cost of sub-
sidies, increases in the confribution rate and
the retirement age.

» Proposal B is incapable of resolving the princi-
ple problems of the current system.
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Appendix No. 5: Votes on Specific Proposals Approved by the Commission

1. Strengthening and expanding the Solidarity Pension System

Proposal 1: Expand the Solidarity Pension System

to cover at least 80% of the population.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

VONoGO AW~

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Regina Clark
Carlos Diaz

Hugo Cifuentes
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijén
Sergio Urzua
Andras Uthoff

Martin Costabal

24
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Proposal 2: 20% increase in the amount of the Ba-
sic Solidarity Pension and the Maximum Pension
with Solidarity Contribution.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

00 NG N

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Verdnica Montecinos
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff

Leokadia Oreziak

24
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Proposal 3: Change the mechanism for access-
ing Solidarity Pension System benefits, from the
current Instrumento Técnico de Focalizacién (a

means test) to an affluence test.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

WEONO G hWN =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Sergio Urzba
Andras Uthoff

Leokadia Oreziak

In Favor
23

Against

Abstention
1 TOTAL

VOENGOAWN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Ricardo Paredes
Marcela Rios

José Luis Ruiz
Jorge Tarzijén
Sergio Urzua
Andras Uthoff
Regina Clark
Claudia Robles
Claudia Sanhueza

Costas Meghir

Proposal 4: Review current mechanisms for tar-
geting non-contributory benefits, through more
effective application and periodic verification.

TYPE OF COMMISSIONERS TOTAL
VOTE

20

24

24
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2. Strengthen the contributory pillar, expanding coverage and contribution density

Proposal 5: Create an institution capable of
pro-actively coordinate policies for bringing affil-
iates into the system and collecting contributions.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

VPN G AWM =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijégn
Sergio Urzua
Andras Uthoff

its gradual implementation.

In Favor
Against
0
0 Abstention
24 TOTAL

00 NG N

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
José Luis Ruiz
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Regina Clark
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza

Proposal 6: Maintain the obligation for self-em-
ployed workers to make social security pay-
ments, as stipulated under Law 20,255 adapting

TYPE OF COMMISSIONERS TOTAL
VOTE

24
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Proposal 7: Remove a range of disincentives
to contribute associated with other social pro-
grams such as FONASA, Family Allowances, and
the assignment of a score for access to benefits
of the Solidarity Pillar.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 16
Orazio Attanasio
Nicholas Barr

David Bravo

Carlos Diaz

Hugo Cifuentes
Martin Costabal
Christian Larrain
Costas Meghir

10. Carmelo Mesa-Lago
11. Joakim Palme

12. Ricardo Paredes

13. José Luis Ruiz

14. Jorge Tarzijdn

15. Sergio UrzUa

16. Andras Uthoff

1 Regina Clark 5
2 Leokadia Oreziak
3. Marcela Rios

4. Claudia Robles
5
1
2
3

VWONGO AW =

Against

Claudia Sanhueza

Fabio Bertranou 3
Olivia Mitchell
Verdnica Montecinos

TOTAL 24

Abstention

Proposal 8: Modify the formula for the Social Se-
curity Targeting Score (Puntaje de Focalizacion
Previsional) so as not to deter beneficiaries from
joining the formal labor market.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VONOGAWN =

ONoALON -~

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
David Bravo
Regina Clark
Martin Costabal
Carmelo Mesa-Lago
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Sergio UrzUa
Andras Uthoff
Leokadia Oreziak
Fabio Bertranou
Hugo Cifuentes
Carlos Diaz
Christian Larrain
Costas Meghir
Olivia Mitchell
Verdnica Montecinos
Jorge Tarzijan

15

24




3. Increase savings in the contributory pillar

Proposal 9: Establish a new social security contri-
bution payable by employers, amounting to 4%.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention
TOTAL

VWONO A WN =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Andras Uthoff
Costas Meghir
Leokadia Oreziak
Ricardo Paredes
Sergio UrzUa

20

24
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Proposal 10: Establish that at least a portion of the higher contribution of 4% paid by the employer will
go to a solidarity fund.

OPTIONS (New contribution: Possible Distributions) COMMISSIONERS TOTAL

2% to the individual capitalization account and 2% Orazio Aftanasio 7
to the Solidarity Fund Nicholas Barr

David Bravo

Carlos Diaz

Carmelo Mesa-Lago
Jorge Tarzijén

Sergio Urzba

Regina Clark 5
Joakim Palme
Marcela Rios
Claudia Robles
Claudia Sanhueza

4% to the Solidarity Fund

4% to the individual capitalization account Costas Meghir 3
Olivia Mitchell
Ricardo Paredes
3% to the individual capitalization account and 1% Martin Costabal 2
to the Solidarity Fund José Luis Ruiz
1% to the individual capitalization account and 3% Cecillia Albala 6

Fabio Betranou

Hugo Cifuentes
Christian Larrain
Verdnica Montecinos
Andras Uthoff
Abstention Leokadia Oreziak 1

TOTAL 24

to the Solidarity Fund

SOORONSINE ONREGOD =N A WN -




Proposal 11: Consider a transition period of at
least four years for the proposed increase in the
contribution rate, in order to reduce the negative
effects on the labor market.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

VONO U AWN =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijén
Sergio UrzUa
Andras Uthoff

Leokadia Oreziak

23

24
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Proposal 12: Establish a regulation that limits the
portion of a worker's income that is not subject to
social security deductions.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention
TOTAL

VONGTAWN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
José Luis Ruiz
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Regina Clark
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza

19

24
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Proposal 13: Increase and standardize the ceil-
ing for pension contributions from the current limit
(73.2 UF) to the ceiling currently in effect for un-
employment insurance (109.8 UF).

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor 1. Cecilia Albala 19

2. Orazio Attanasio

3. Nicholas Barr

4, Fabio Bertranou

5. David Bravo

6. Hugo Cifuentes

7. Martin Costabal

8. Carlos Diaz

9. Christian Larrain

10. Costas Meghir

11. Carmelo Mesa-Lago

12. Olivia Mitchell

13. Verdnica Montecinos

14, Joakim Palme

15. Ricardo Paredes

16. José Luis Ruiz

17. Jorge Tarzijdn

18. Sergio UrzUa

19. Andras Uthoff
Against 1 Regina Clark S

2. Leokadia Oreziak

3. Marcela Rios

4 Claudia Robles

5. Claudia Sanhueza
Abstention 0
TOTAL 24

Proposal 14: Create a Social Security Division as
part of the Labor Department reporting to Of-
fice of the Undersecretary of Social Security on
all matters related to declarations, contributions,
oversight, and collections regarding social secu-
rity.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor 1. Cecilia Albala 23

2. Orazio Attanasio

3. Nicholas Barr

4, Fabio Bertranou

5. David Bravo

6. Regina Clark

7. Martin Costabal

8. Carlos Diaz

9. Christian Larrain

10. Costas Meghir

11. Carmelo Mesa-Lago

12. Olivia Mitchell

13. Verdnica Montecinos

14, Leokadia Oreziak

15. Joakim Palme

16. Ricardo Paredes

17. Marcela Rios

18. Claudia Robles

19. José Luis Ruiz

20. Claudia Sanhueza

21. Jorge Tarzijan

22. Sergio UrzUa

23. Andras Uthoff
Against 0
Abstention | 1. Hugo Cifuentes 1
TOTAL 24




Proposal 15: Increase the currently low fines
payable by employers who withhold funds from
workers’ incomes and then fail to pass on work-

ers” social security contributions.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VWONoGO AWM =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijén
Sergio UrzUa
Martin Costabal
Ricardo Paredes
Carlos Diaz
Andras Uthoff

20

24
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Proposal 16: Extend the period of compulsory
contributions to the age of actual retirement from
the labor market. In cases where that age is older
than 60 for women and 65 for men.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VON AWM~

NN W =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Christian Larrain
Carmelo Mesa-Lago
Joakim Palme
Ricardo Paredes
José Luis Ruiz
Sergio Urzua
Andras Uthoff
Regina Clark
Carlos Diaz
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza
Jorge Tarzijgn
Costas Meghir
Olivia Mitchell
Verdnica Montecinos

14

24
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Proposal 17: Infroduce changes in APVC (Collec-
tive Voluntary Pension Saving) regulations, so as
to increase the number of companies and unions
that join this voluntary saving mechanism.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 13
Nicholas Barr

Fabio Bertranou
Hugo Cifuentes
Carlos Diaz

Verdnica Montecinos
Joakim Palme
Marcela Rios
Claudia Robles

10. José Luis Ruiz

11. Claudia Sanhueza
12. Jorge Tarzijén

13. Sergio UrzUa

David Bravo 3
Regina Clark
Ricardo Paredes
Orazio Attanasio 8
Martin Costabal
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Leokadia Oreziak
Andras Uthoff

TOTAL 24

VWOENoGO AL~

Against

Abstention

O No G w o~ CORIDE
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4. Increase the legal retirement age and introduce incentives to work by older per-

sons

Proposal 18: Match the retirement age of men
and women.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 18
Orazio Attanasio
Nicholas Barr

Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz

Christian Larrain

10. Costas Meghir

1. Carmelo Mesa-Lago
12. Olivia Mitchell

13. Joakim Palme

14. Ricardo Paredes

15. José Luis Ruiz

16. Jorge Tarzijdn

17. Sergio Urzba

18. Andras Uthoff

1 Regina Clark 6
2 Verdnica Montecinos
3. Marcela Rios

4, Claudia Robles
5
6

VONoO LN~

Against

Claudia Sanhueza
Leokadia Oreziak

Abstention 0
TOTAL 24

Proposal 19: Periodically review the retirement
age.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 18
Orazio Aftanasio
Nicholas Barr

Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz

Christian Larrain

10. Costas Meghir

11. Carmelo Mesa-Lago
12. Olivia Mitchell

13. Joakim Palme

14. Ricardo Paredes

15. José Luis Ruiz

16. Sergio Urzta

17. Jorge Tarzijén

18. Andras Uthoff

1 Regina Clark 5
2. Leokadia Oreziak
3. Marcela Rios
4
5
1

VWONoO AN =

Against

Claudia Robles
Claudia Sanhueza

Abstention . Verdénica Montecinos 1
TOTAL 24
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Proposal 20: Incorporate an incentive for those
beneficiaries of the Solidarity Pension System
who postpone their retirement.

TYPE OF COMMISSIONERS TOTAL
VOTE

Proposal 21: Establish a subsidy to encourage the
employment of older people similar to the cur-
rent Youth Employment Subsidy.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor 1. Cecilia Albala 20 In Favor 1. Cecilia Albala 22
2. Orazio Attanasio 2. Orazio Attanasio
3. Nicholas Barr 3. Nicholas Barr
4. Fabio Bertranou 4. Fabio Bertranou
5. David Bravo 5. David Bravo
6. Hugo Cifuentes 6. Hugo Cifuentes
7. Martin Costabal 7. Martin Costabal
8. Carlos Diaz 8. Carlos Diaz
9. Christian Larrain 9. Christian Larrain
10. Costas Meghir 10. Costas Meghir
1. Carmelo Mesa-Lago 11. Carmelo Mesa-Lago
12. Olivia Mitchell 12. Olivia Mitchell
13. Verdnica Montecinos 13. Verdnica Montecinos
14. Joakim Palme 14, Joakim Palme
15. Ricardo Paredes 15. Ricardo Paredes
16. Claudia Robles 16. Marcela Rios
17. José Luis Ruiz 17. Claudia Robles
18. Jorge Tarzijan 18. José Luis Ruiz
19. Sergio UrzUa 19. Claudia Sanhueza
20. Andras Uthoff 20. Jorge Tarzijén
Against 1. Regina Clark 4 21. Sergio Urzua
2. Leokadia Oreziak 22. Andras Uthoff
3. Marcela Rios Against 0
4. Claudia Sanhueza Abstention | 1. Regina Clark 2
Abstention 0 2. Leokadia Oreziak
TOTAL 24 TOTAL 24




Proposal 22: Establish high quality jobs for senior
citiznes as an objective of labor policy and de-
velop specific programs for this age group.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 18
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
10. Olivia Mitchell
1. Verdnica Montecinos
12. Ricardo Paredes
13. Marcela Rios
14. José Luis Ruiz
15. Jorge Tarzijdn
16. Claudia Sanhueza
17. Sergio Urzba
18. Andras Uthoff
Orazio Attanasio 2
Leokadia Oreziak

1
2
1. Regina Clark 4
2. Costas Meghir
3
4

WONOOOA~WN =

Against
Abstention

Joakim Palme
. Claudia Robles
TOTAL 24
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Proposal 23: Delegate relevant decisions regard-
ing the investment regime of the Technical Coun-
cil on Investments, which will require expanding
its powers.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 14
Nicholas Barr

David Bravo

Hugo Cifuentes
Christian Larrain
Verdnica Montecinos
Joakim Palme
Marcela Rios
Claudia Robles

10. José Luis Ruiz

11. Claudia Sanhueza
12. Jorge Tarzijén

13. Sergio Urzba

14. Andras Uthoff

Olivia Mitchell 3
Leokadia Oreziak
Ricardo Paredes
Orazio Attanasio 7
Fabio Bertranou
Regina Clark

Martin Costabal
Carlos Diaz

Costas Meghir
Carmelo Mesa-Lago
TOTAL 24

VONoOAWON -~

Against

Abstention

NoUALON—IWON =
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5. Reduce therisk to wich dffiliates are exposed

Proposal 24: Allow a greater proportion of invest-
ment to be made in real assets (alternative assets
and investment funds) and find new ways to limit
difficulties caused by the absence of continuous
market valuation of these assets.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VWONGO AW =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Joakim Palme
Ricardo Paredes
José Luis Ruiz
Sergio UrzUa
Andras Uthoff
Regina Clark
Olivia Mitchell
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza
Verdnica Montecinos
Jorge Tarzijan

16

24

Proposal 25: Develop new instruments to invest in
national production, specifically ones that can
benefit small and medium-sized businesses.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VONoO AN =

AR 0N =

Nicholas Barr
Fabio Bertranou
Hugo Cifuentes
Regina Clark
Martin Costabal
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Andras Uthoff
Carlos Diaz

Olivia Mitchell
Leokadia Oreziak
Ricardo Paredes
Jorge Tarzijan
Cecilia Albala
Orazio Afttanasio
David Bravo
Costas Meghir
Sergio UrzUa

14

24




Proposal 26: In the context of the current five mul-
tifunds, restrict access to Fund A.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VONoO AL~

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Leokadia Oreziak
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Andras Uthoff
Regina Clark
Olivia Mitchell
Verdnica Montecinos
Ricardo Paredes
Costas Meghir
Joakim Palme
Jorge Tarzijén
Sergio Urzua

16

24
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Proposal 27: In the context of the current five mul-
tifunds, reduce the maximum risk exposure of
workers’ pensions savings, beginning when they
are 20 years from the retirement age.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VONOGAWN =

OO RGNS

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Christian Larrain
Carmelo Mesa-Lago
Marcela Rios
Claudia Robles
Claudia Sanhueza
Jorge Tarzijan
Andras Uthoff
Regina Clark
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Ricardo Paredes
José Luis Ruiz
Orazio Aftanasio
Carlos Diaz
Costas Meghir
Joakim Palme
Sergio UrzUa

13

24
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Proposal 28: Decrease the number of multifunds
from 5 to 3 (eliminating Funds A and E).

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VONo AN =

ok N — B

Cecilia Albala
Nicholas Barr
David Bravo
Regina Clark
Martin Costabal
Carlos Diaz
Carmelo Mesa-Lago
Olivia Mitchell
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Sergio Urzda
Orazio Attanasio
Leokadia Oreziak
Ricardo Paredes
Jorge Tarzijgn
Fabio Bertranou
Hugo Cifuentes
Christian Larrain
Costas Meghir
Verdnica Montecinos
Andras Uthoff

14

24
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6. Increase competition in the AFP market

Proposal 29: Extend the current bidding process Proposal 30: Require AFPs, rather than dffiliates, to
that covers all new dffiliates to include some ex- absorb brokerage fees.
isting affiliates, using a mechanism to be defined.

TYPE OF COMMISSIONERS TOTAL
TYPE OF COMMISSIONERS TOTAL VOTE
VOTE

In Favor 1. Fabio Bertranou 13

In Favor 1. Cecilia Albala 21 2. Hugo Cifuentes

2. Orazio Aftanasio 3. Regina Clark

3. Nicholas Barr 4, Christian Larrain

4, Fabio Bertranou 5. Carmelo Mesa-Lago

5. David Bravo 6. Verdnica Montecinos

6. Hugo Cifuentes 7. Joakim Palme

7. Martin Costabal 8. Marcela Rios

8. Carlos Diaz 9. Claudia Robles

9. Christian Larrain 10. José Luis Ruiz

10. Costas Meghir 1. Claudia Sanhueza

11. Carmelo Mesa-Lago 12. Leokadia Oreziak

12. Olivia Mitchell 13. Andras Uthoff

13. Joakim Palme Against 1. Orazio Attanasio 7

14. Ricardo Paredes 2. David Bravo

15. Marcela Rios 3. Martin Costabal

16. Claudia Robles 4, Costas Meghir

17. José Luis Ruiz 5. Olivia Mitchell

18. Claudia Sanhueza 6. Ricardo Paredes

19. Jorge Tarzijdn 7. Sergio Urzua

20. Sergio Urzia Abstention | 1. Cecilia Albala 4

21. Andras Uthoff 2. Nicholas Barr
Against 1. Regina Clark 3 3. Carlos Diaz

2. Verénica Montecinos 4, Jorge Tarzijdn

3. Leokadia Oreziak TOTAL 24
Abstention 0
TOTAL 24
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Proposal 31: Create a state AFP wich will com-
pete on an even playing field with the other AFPs,
in conformity with the legislative proposal before

Congress.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention
TOTAL

VWONGO AW =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
Claudia Sanhueza
Jorge Tarzijén
Andras Uthoff
Leokadia Oreziak
José Luis Ruiz

Sergio UrzUa

In Favor
21
Against
2 Abstention
1 TOTAL

VOENGOAWN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijén
Sergio Urzua
Andras Uthoff
Leokadia Oreziak
Martin Costabal
Costas Meghir

Proposal 32: Allow non-profit entities whose sole
porpose is to manage pension funds to enter the
pension fund industry.

TYPE OF COMMISSIONERS TOTAL
VOTE

21

24

24




7. Reduce the gender gap

Proposal 33: Eliminate usage of sex-differentiated
mortality tables.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

MoONOG AN =

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijégn
Sergio Urzua
Andras Uthoff

Leokadia Oreziak

23

24
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Proposal 34: Establish that in the case of divorce,
the division of pension funds, if considered by a
judge, should be in equal parts.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VONGTAWN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo
Regina Clark
Carlos Diaz

Olivia Mitchell
Costas Meghir
Carmelo Mesa-Lago
Verdnica Montecinos
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Joakim Palme
Hugo Cifuentes
Martin Costabal
Christian Larrain
Leokadia Oreziak
Ricardo Paredes
Andras Uthoff

17

24

229
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Proposal 35: Establish shared pension funds. We
propose that 50% of the mandatory pension con-
tribution be deposited in the individual account
of the spouse or partner in a relationship of a co-
habitation.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Orazio Attanasio 13
Nicholas Barr

Fabio Bertranou
David Bravo

Regina Clark

Carlos Diaz

Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell

10. Verdnica Montecinos
11. Claudia Robles

12. Jorge Tarzijdn

13. Sergio Urzda

Joakim Palme 3
Marcela Rios
Claudia Sanhueza
Cecilia Albala 8
Hugo Cifuentes
Martin Costabal
Christian Larrain
Ricardo Paredes
José Luis Ruiz
Leokadia Oreziak
Andras Uthoff

TOTAL 24

WONOGOhWN =

Against

Abstention

© Nk w b~ (RN

Proposal 36: Establish a social security compen-
sation for caregivers.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VONOGAWLN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Verdnica Montecinos
Ricardo Paredes
Claudia Sanhueza
Marcela Rios
Claudia Robles
José Luis Ruiz
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Olivia Mitchell

Joakim Palme
Leokadia Oreziak

21

24




Proposal 37: Increase the coverage of quality
early education, helping women to enter the

workforce.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VOENO AL~

No o~ — EEE

Cecilia Albala
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carmelo Mesa-Lago
Verdnica Montecinos
Leokadia Oreziak
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Andras Uthoff
Olivia Mitchell
Ricardo Paredes
Sergio UrzUa
Orazio Attanasio
Nicholas Barr
Carlos Diaz
Christian Larrain
Costas Meghir
Joakim Palme
Jorge Tarzijén

14

24
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8. Expand and integrate public policies for older people

Proposal 38: Create a Comprehensive Protection

System for Older People.

TYPE OF COMMISSIONERS TOTAL TYPE OF COMMISSIONERS TOTAL
VOTE VOTE

In Favor

Against
Abstention

TOTAL

WONOGhWN =

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Sergio Urzda
Andras Uthoff
Olivia Mitchell
Orazio Attanasio
Costas Meghir

21

24

In Favor

Against

Abstention

TOTAL

VWONoO~WON =

Nourcwbd B =

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Marcela Rios
Claudia Robles
Claudia Sanhueza
Andras Uthoff
Martin Costabal
Olivia Mitchell
Leokadia Oreziak
Ricardo Paredes
Orazio Attanasio
Carlos Diaz
Costas Meghir
Joakim Palme
Jorge Tarzijan
José Luis Ruiz
Sergio UrzUa

Proposal 39: Create and implement a depen-
dency law.

13

24




Proposal 40: Promote the creation of day centres.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

WONOOAWN =

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Verdnica Montecinos
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza
Jorge Tarzijdn
Sergio Urzua
Andras Uthoff
Carmelo Mesa-Lago
Olivia Mitchell
Ricardo Paredes
Orazio Attanasio
Christian Larrain
Costas Meghir
Joakim Palme
José Luis Ruiz

16

24
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9. Improve social security institutions, promote social participation and welfare ed-

ucation

Proposal 41: Strengthen and broaden the scope
of the powers of the Advisory Council on Social
Security (Consejo Consultivo Previsional).

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VONOO AN~

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Sergio Urzua
Andras Uthoff

Orazio Attanasio
Leokadia Oreziak

22

24

Proposal 42: Review the constitution, powers,
functions, sustainability, and integration of the
current Users’ Commission.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VWONOAWON =

Cecilia Albala
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio Urzua
Andras Uthoff
Ricardo Paredes
Orazio Attanasio
Nicholas Barr
Costas Meghir
Olivia Mitchell

19

24




Proposal 43: Strengthen the Institute for Social Se-

curity (Instituto de Prevision Social).

TYPE OF COMMISSIONERS
VOTE

In Favor

Against
Abstention

TOTAL

VONoO AL~

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo
Hugo Cifuentes
Regina Clark
Martin Costabal
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Sergio Urzda
Andras Uthoff

Orazio Attanasio
Carlos Diaz
Jorge Tarzijén

Final Report
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Proposal 44: Convert the Superintendence of

Pensions to a Pensions and Insurance Commis-

sion.

TOTAL
TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor
0 Against
3
Abstention

24 TOTAL

VONGTAWN =

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Hugo Cifuentes
Regina Clark
Leokadia Oreziak

Orazio Attanasio

24
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Proposal 45: Develop social security education
programmes.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention
TOTAL

VONoT AWM=

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijgn
Sergio UrzUa
Andras Uthoff
Leokadia Oreziak
Ricardo Paredes

22

24

Proposal 46: Establish that Pension Fund Admin-
istrators (AFPs) must maintain welfare education

programs.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention
TOTAL

VONG AW =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Joakim Palme
Ricardo Paredes
José Luis Ruiz
Jorge Tarzijén
Sergio Urzua
Andras Uthoff
Regina Clark
Verdnica Montecinos
Leokadia Oreziak
Marcela Rios
Claudia Robles
Claudia Sanhueza

Olivia Mitchell

17

24




Proposal 47: Identify and implement strategic
objectives, goals and indicators for the program
and for the achievements associated with the
Welfare Education Fund (Fondo de Educacién
Previsional, FEP).

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor 1. Cecilia Albala 22

2. Nicholas Barr

3. Fabio Bertranou

4. David Bravo

5. Hugo Cifuentes

6. Regina Clark

7. Martin Costabal

8. Carlos Diaz

9. Christian Larrain

10. Costas Meghir

11. Carmelo Mesa-Lago

12. Olivia Mitchell

13. Verdnica Montecinos

14. Joakim Palme

15. Ricardo Paredes

16. Marcela Rios

17. Claudia Robles

18. José Luis Ruiz

19. Claudia Sanhueza

20. Jorge Tarzijdn

21. Sergio UrzUa

22. Andras Uthoff
Against 1. Leokadia Oreziak 1
Abstention | 1. Orazio Attanasio 1
TOTAL 24
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Proposal 48: Transform the current FEP into a re-
source fund for pilot intervention programmes.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

VONO AWM~

orODN -

Cecilia Albala
Orazio Aftanasio
Nicholas Barr

Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles

José Luis Ruiz
Claudia Sanhueza
Sergio UrzUa

Andras Uthoff

Regina Clark
Carlos Diaz
Christian Larrain
Leokadia Oreziak
Jorge Tarzijan

19

24
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10. Reduce uncertainty regarding benefits

Proposal 49: Eliminate programmed withdrawal

pensions.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

VONOGAWN =

Cecilia Albala
Orazio Aftanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Claudia Robles
Marcela Rios

José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Martin Costabal

Leokadia Oreziak

Proposal 50: Restructure the current system for

Consvultation and Offers of Pension Amounts
(SCOMP), to allow for a bidding process for offers

for annvities.

22 TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

24

TOTAL

VONOGAWN =

cCOALON =

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuentes
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Olivia Mitchell
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff

Orazio Aftanasio
Regina Clark

Costas Meghir
Verdnica Montecinos
Joakim Palme
Leokadia Oreziak

18

24




Proposal 51: Modernize insurance company reg-
ulation by converting it into a risk-based capital
system.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor David Bravo 14
Hugo Cifuentes
Martin Costabal
Christian Larrain
Olivia Mitchell
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
10. José Luis Ruiz

11. Claudia Sanhueza
12. Jorge Tarzijén

13. Sergio UrzUa

14. Andras Uthoff
Against 0
Abstention Cecilia Albala 10
Orazio Attanasio
Nicholas Barr

Fabio Bertranou
Regina Clark

Carlos Diaz

Costas Meghir
Carmelo Mesa-Lago
Verdnica Montecinos
0. Leokadia Oreziak
TOTAL 24
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Proposal 52: Evaluate the use of life expectancy
tables differentiated by educational level or av-
erage income.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 14
Orazio Attanasio
Nicholas Barr

David Bravo

Martin Costabal
Carlos Diaz

Costas Meghir
Verdnica Montecinos
Marcela Rios

10. Claudia Robles

11. José Luis Ruiz

12. Claudia Sanhueza
13. Jorge Tarzijén

14. Sergio UrzUa

Hugo Cifuentes 5)
Christian Larrain
Olivia Mitchell
Ricardo Paredes
Andras Uthoff
Fabio Bertranou 5
Regina Clark
Carmelo Mesa-Lago
Leokadia Oreziak
Joakim Palme

TOTAL 24

VONOGAWN =

Against

Abstention
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Proposal 53: Review current mortality tables,
aligning them with life expectancy, as published
by the INE.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor 1. Cecilia Albala 18
2. Nicholas Barr
3. Fabio Bertranou
4. David Bravo
5. Hugo Cifuentes
6. Carlos Diaz
7. Regina Clark
8. Christian Larrain
9. Olivia Mitchell
10. Verdnica Montecinos
11. Joakim Palme
12. Marcela Rios
13. Claudia Robles
14. José Luis Ruiz
15. Claudia Sanhueza
16. Jorge Tarzijagn
17. Sergio UrzUa
18. Andras Uthoff
Against 1. Ricardo Paredes 1
Abstention |1 Orazio Attanasio 5
2. Martin Costabal
3. Costas Meghir
4 Carmelo Mesa-Lago
5. Leokadia Oreziak
TOTAL 24




11. Safeguard and standardize social security rights

Proposal 54: Repeal the wording of Article 12 of
Decree Law 3.500 that makes for those witdisabil-
ity benefit incompatible with the old age pen-
sion, ensuring that the amount of the disability
does not decrease when an dffiliate access their
old age pension.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor Cecilia Albala 14
Fabio Bertranou
David Bravo

Hugo Cifuentes
Regina Clark
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Marcela Rios

10. Claudia Robles

11. José Luis Ruiz

12. Claudia Sanhueza
13. Leokadia Oreziak

14. Andras Uthoff
Against 1. Olivia Mitchell 2
Ricardo Paredes
Orazio Attanasio 8
Nicholas Barr
Martin Costabal
Carlos Diaz
Costas Meghir
Joakim Palme
Jorge Tarzijdn
Sergio Urzba

TOTAL 24
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Proposal 55: Review qualification mechanisms,
standardizing disability percentages,
dures, and the institutions empowered to classify
cases in the two systems.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention

TOTAL

MONoA~ON -~

Cecilia Albala
Fabio Bertranou
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Leokadia Oreziak
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Ricardo Paredes
Orazio Attanasio
Nicholas Barr
David Bravo
Costas Meghir
Olivia Mitchell
Joakim Palme

proce-

17

24
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Proposal 56: Increase the contributions paid by
workers and their employers for heavy work and

moderately heavy work.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against

Abstention

TOTAL

VoONOo U hW=N =

Fabio Bertranou
Hugo Cifuentes
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Leokadia Oreziak
Joakim Palme
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Andras Uthoff
David Bravo
Olivia Mitchell
Ricardo Paredes
Cecilia Albala
Orazio Attanasio
Nicholas Barr
Costas Meghir
Sergio UrzUa

Proposal 57: Establish that the benefits received
under Laws 19.123 and 19.980 (the Rettig Laws),

Law 19,234 (Exonerated Political Prisoners Law),
and 19.992 of 2004 (Valech Law) should be clas-

sified as reparations -not as pension benefits-,
thereby improving beneficiaries™ access to sol-

TYPE OF COMMISSIONERS TOTAL
VOTE

VONoO AWM~

idarity benefits.
16
In Favor
3
5
Against
Abstention
24

TOTAL

Cecilia Albala
Nicholas Barr
Fabio Bertranou
David Bravo
Regina Clark
Christian Larrain
Carmelo Mesa-Lago
Verdnica Montecinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijan
Sergio UrzUa
Andras Uthoff
Olivia Mitchell
Orazio Attanasio
Hugo Cifuentes
Martin Costabal
Carlos Diaz
Costas Meghir
Leokadia Oreziak

17

24




Proposal 58: Although the mandate of the Com-
mission refers to Decree Law 3.500 and Law 20.255
(on the civilian pensions system), the Commission
considers that the Armed Forces, Carabineros
and similar bodies should, in general, receive the
same freatment regarding dffiliation and contri-
butions as other workers,in accordance with the

specific characteristics of their occupation.

TYPE OF COMMISSIONERS TOTAL
VOTE

In Favor

Against
Abstention
TOTAL

VONoO AWM~

Cecilia Albala
Orazio Attanasio
Nicholas Barr
Fabio Bertranou
David Bravo

Hugo Cifuente
Regina Clark
Martin Costabal
Carlos Diaz
Christian Larrain
Costas Meghir
Carmelo Mesa-Lago
Olivia Mitchell
Verdnica Montencinos
Joakim Palme
Ricardo Paredes
Marcela Rios
Claudia Robles
José Luis Ruiz
Claudia Sanhueza
Jorge Tarzijdn
Sergio Urzba
Andras Uthoff

Leokadia Oreziak

23

24
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Appendix No. é: Arguments from the minority votes

Reservation referring to proposal 9, “Establish a new pension contribution, to be paid
by the employer, of 4%.”

My vote “against” this proposal is based on the potential impact of a 4% increase in the contribu-
tion (from 10% to 14%) on the labor market. Without accurate technical studies on the effect of this
change on, for example, the level formality of the labor market, it seems unwise to wager on such a
high inifial increase. As discussed in the context of global proposal A, an increase of 2% or 3% would
seem to be a more appropriate starting point. A contribution rate that is excessive could increase
rates of informality, deepen contribution gaps and, ultimately, it could have counterproductive ef-
fects on precisely the people that we seek to benefit. Because of the risk, and recognizing the need
for increased conftributions, | think reducing the increase to something less than 4% would be more
appropriate.

Submitted by Sergio UrzUa

Reservation referring to proposal 18, “Matching the retirement ages of men and
women”

The assessment prepared by the Commission, like the evidence that has emerged from national and
international studies, shows that in Chile the labor market is highly segmented in terms of gender.
Women's partficipation is more precarious, and they are segregated in sectors and occupations with
lower pay and greater informality, which widens the gender gap between their earnings and the
income earned by men. The assessment also nofes that although the pension reform of 2008 intro-
duced significant changes to reduce gender inequality, the level of gender inequality in pensions this
is still acute. Women sfill receive, on average, much lower pensions than men do in the AFP pension
system, and women represent most of those who receive solidarity pensions funded by the state, a
compensatory mechanism that seeks to reduce poverty among the elderly.

The available data reveals the double burden faced by women who are in paid or unpaid caregiv-
ing roles, which has repercussions for their health as they reach adulthood. Additionally, it should be
considered that women are the primary caregivers of dependents, and that this dynamic intensifies
when caregiving for is required for children or for an elderly person.

This persistent inequality is primarily a result of a series of cultural and social messages that portray
women as people who do not have the same rights and freedoms as men do in society. This, in furn,
stfrongly determines the choices that they make throughout their lives in education, the labor market,
investment, and their reproductive lives, among others. Second, inequalities are reproduced by the
very foundations of the counitry’s system of social protection, which clearly differentiates between
the roles that women and men are expected to play. The system gives women responsibility for re-
production and caregiving (assuming that their economically productive role will be secondary) and
giving men responsibility for economically productive activities (exempting them from responsibility
in reproduction and caregiving). Currently the bulk of the rules and incentives that regulate the la-
bor markeft reinforce this sexual division of labor (examples: Article 203 of nurseries, the compulsory
postnatal period only for women, permission only for women to care for a sick child under one years
old, permission for feeding). Something similar happens with the way that most social programs are
designed and are implemented in practice. In short, the State actively reproduces and strengthens
the inequalities of the labor market and the pension system.

We agree on the importance of considering demographic changes to increase the retrement age
in the future, and consider it appropriate to apply this measure (standardizing the same retirement
age for men and women) to cohorts of women who have not yet made their choices about their
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reproductive, educational, and employment paths. We reject the idea of equalizing the retirement
age between men and women in the current framework of social protection in the country, so as not
to harm current generations by changing the rules. We disagree with implementing this measure now
because equalizing the retirement age for men and women is based on the wrong assumption that
there is equality between the sexes in the underlying labor conditions.

In our view: (1) we cannot equalize the retirement age for men and women without taking prior
actions that would generate greater equality in the distribution of reproductive and economically
productive work in different spheres of life, such as in the division of labor in caring for the family
or in the labor market; (2) the equalization cannot occur before the individual capitalization pillar
of the current pension system has undergone structural reforms. This requires introducing solidarity
mechanisms for collectively sharing the costs and rewards of reproductive work and caregiving, and
breaking the segmentation in the pension system that generates first and second categories, the
latter of which is accessed mainly by women.

In order to move towards real gender equality in the pension system, in the Commission, we have sup-
ported the need for a structural transformation of the pension system to one that is based on universal
rights and on the principles of social protection and solidarity.

Submitted by Marcela Rios, Regina Clark, Verénica Montecinos, Leokadia Oreziak, Claudia Robles,
Claudia Sanhueza

Reservation referring to Section 7 “Specific Proposals”, points 7.2, 7.3y 7.4

No parametric reform that increases the individual capitalization pillar or pension savings and the re-
sulting profits of the AFPs should be implemented without a structural change in the Chilean pension
system that gradually includes the logic of social security, as does the global proposal B. Before this
change is made, we oppose increasing the retirement age, increasing contribution limits, increasing
the coverage of the individual capitalization system via the incorporation of self-employed workers
and increasing conftributions to the AFPs.

Submitted by Regina Clark, Verdnica Montecinos, Marcela Rios, Claudia Robles, Claudia Sanhueza

Reservation referring to proposal 31 “Create a state AFP that will compete on an
even playing field with the other AFPs, in conformity with the legislative proposal that
is currently before Congress.”

My “abstention” from this proposal is because | have received insufficient assurance that the state
AFP will compete under exactly the same conditions as the private AFP. While the text addresses the
need to ensure equal treatment between the institutions, | believe that there are insufficient guaran-
tees in the text for this to occurin practice.

Submitted by Sergio UrzUa

The creation of a State AFP will not eliminate the major shortcomings of the current pension system:
pension contributions will go to the financial markets, and not to finance current pensions. Even if the
State administers the AFP at “zero cost”, it will not be able to significantly increase pensions. Replace-
ment rates of self- financed pensions will remain low (below 30%) for the coming decades, forcing
the government to increase conftributory pensions and the number of non-contributory pensions with
monetary subsidies that are currently already very high.

Submitted by Leokadia Oreziak
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Reservation referring to proposal 50 “Restructure the current system of Consultation
and Offers of Pension Amounts (SCOMP), allowing for a group bidding process for
annuities”

With respect to the elimination of the programmed withdrawal mechanism, we should consider in-
corporating a mechanism to provide affiliates with greater choice and better guarantees than what
is offered by the current system based on the insurance market. In that sense, we believe that is nec-
essary to have a public institution that provides annuities under known rules, reducing the uncertainty
of the pension that the affiliate will obtain and the asymmetry of information.

Submitted by Regina Clark, Verdnica Montecinos, Marcela Rios, Claudia Robles, Claudia Sanhueza

Reservation referring to the formulation of specific proposals

The Commissioners listed below support incorporating specific improvements to the current operation
of the pension system, but only to the extent that these specific improvements represent progressive
and gradual progress towards structural fransformation of the system itself, a process which requires a
debate among citizens. This position comes from the belief that improvements of the existing system
are insufficient to resolve the problems identified in the Commission’s assessment with respect to the
low pensions that are delivered to most people. Moreover, we see this type of citizen debate as inev-
itable given that the majority of the public has expressed, through public hearings, dialogues and the
survey on opinions, an extreme mistrust of the individual capitalization pillar under the curent scheme
and even of reforms if they are limited only to improving this pillar.

In this context, we believe that it is imperative to understand that the consideration of specific pro-
posals is a first step in the broader discussion of a structural change of the system of the type outlined
in Global Proposal B described in this report.

We have a firm conviction that the public role of the State in the management and operational
guarantee of the Chilean pension system must be strengthened, as is consistent with the principles
of social security. In this context, we encourage efforts that progressively extend the social security
component, and even support leaving it up to the affiliates whether to choose to put their funds in the
individual capitalization account or in the social security component. This vision of the State’s role is
also consistent with the proposal to centalize the functions of affiliation and administration of pension
contributions (functions that are currently carried out by the AFPs) in a single public institution, limiting
the role of AFPs only to the management of fund investments.

Submitted by Regina Clark, Verdnica Montecinos, Marcela Rios, Claudia Robles, Claudia Sanhueza






COMISION
PRESIDENCIAL

PENSIONES




