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Pension reform will likely be a top priority in Brazil’s reforms agenda in 2019. Brazil’s social security consists of a pay-
as-you-go system, where retirement benefits are financed by contributions from active workers. There are in fact two 
separate systems: the General Pension System (RGPS), for workers in the private sector, and a specific system for civil 
servants (RPPS). Although Brazil has already implemented some changes to the system over the last decades, the aging 
of the population requires additional reforms to ensure the fiscal sustainability of the country’s pension system. Social 
security expenditures are Brazil’s biggest and fastest growing source of primary public spending. Without reforms, it 
will not be possible for Brazil to meet the constitutional spending growth cap approved by Congress, which is necessary 
to stabilize the public debt to GDP ratio without raising taxes.  

Facing demographic challenges similar to those in Brazil, other Latin American countries also reformed their social 
security systems. An overview of the social security systems currently in place in Chile, Colombia, Mexico, Peru and 
Uruguay is included at the end of this report. 

The fact that Latin America (and the world) is ageing rapidly spurred discussions on how to ensure the sustainability 
of the pension benefits for this population. Indeed, the population over the age of 65 will account for 25% of the 
working-age population in Chile, 20% in Argentina, Brazil and Colombia, and 15% in Uruguay by 2030. As a comparison, 
the population over the age of 65 in the U.S. currently accounts for 24% of the working-age population. 

Chart 1: Elderly dependency ratio (Population over 65 /population aged 15-64) 
 

1960 1970 1980 1990 2000 2010 2017 2020F 2030F 2040F 2050F 

Argentina 8.8 11.0 13.4 15.0 16.0 16.3 17.5 18.1 20.2 23.1 28.5 

Brazil 5.9 6.6 6.5 6.7 7.8 9.9 12.3 13.7 19.8 26.8 36.7 

Chile 8.6 9.0 9.2 9.8 11.4 13.5 16.2 17.9 25.1 32.7 39.2 

Colombia 6.3 6.6 6.7 7.0 7.4 8.7 11.1 12.6 18.8 25.5 33.0 

Mexico 6.6 7.5 7.5 7.5 8.3 9.2 10.3 11.3 15.0 21.8 29.2 

Peru 6.5 6.7 6.8 6.9 8.0 9.6 10.9 11.7 15.4 20.4 26.6 

Uruguay 12.8 14.1 16.8 18.7 21.0 21.9 22.8 23.3 26.7 30.5 35.0 

Germany 17.1 21.6 23.8 21.5 24.3 31.2 32.8 34.2 44.9 52.8 54.4 

USA 15.2 16.3 17.6 19.2 18.7 19.4 23.5 25.7 33.2 35.6 36.4 

Spain 12.7 15.4 17.6 20.1 24.4 25.2 29.5 31.2 41.4 57.8 71.2 

Source: World Bank 

Of the five countries covered in this report, only Chile has a retirement system fully based on defined contributions 
accumulated in individual accounts. Of the remaining countries, individual capitalization systems complement (and in 
some cases even compete) with pay-as-you-go systems. In fact, in Latin American, besides Chile, only Bolivia (which 
recently nationalized individual account administrators, but maintained the capitalization system in individual 
accounts) and some countries in Central America chose to rely exclusively on mandatory and individual defined benefit 
capitalization regimes. 

Argentina had a defined benefit individual capitalization system between 1994 and 2008. Currently, the country has 
a pay-as-you-go system (Argentine Integrated Provisional System – SIPA), which ran parallel to the now extinct 
individual capitalization system. In 2008, funds accumulated in the individual capitalization accounts were transferred 
to the government and contributors were transferred to the SIPA. This makes Argentina the only country to implement 
and then revert a defined-benefit individual capitalization system. Currently, pension regulations in Argentina and 
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Brazil are similar: employees contribute with 11% (until the cap), and employers with 10.17% to 12.71% (no cap); there 
is a minimum retirement age of 65 (60 for women) and 30 years of contribution eligibility requirement. 

The remaining countries have pay-as-you-go and capitalization systems that either compete (Mexico, Colombia and 
Peru) or complement each other (Uruguay). In practical terms, the Uruguayan system provides lower benefits through 
the pay-as-you-go system and higher retirement payouts through the individual capitalization program.  

In Mexico, the pay-as-you-go system in practice provides a minimum guaranteed retirement benefit because of a 
rule that allows workers to switch between the pay-as-you go and defined contribution individual retirement 
account system with relative ease. As a result, any person who fails to accumulate sufficient funds in their individual 
account may transfer their retirement savings to the Mexican Social Security Institute (IMSS) and receive at least 
the minimum benefit. The downside to this system (like the one in Colombia) is that the potential tax liability remains 
high, despite the reform. In particular, the public sector ends up the risk that workers are unable to accumulate 
sufficient savings during their working lives, including market risks associated to investing these savings.  

Even in Chile, in many cases, individuals failed to accumulate sufficient savings to finance their retirement, requiring 
workers to extend their professional lives and in some cases, leading to an increase in public spending with minimum 
retirement benefits. So even despite having served as inspiration for many of the reforms implemented elsewhere in 
the region, Chile did not escape the need to reform its own pension system. In fact, President Sebastian Piñera 
submitted a reform bill to Congress in late October that gradually raises the mandatory contribution from 10% to 14%, 
in addition to creating incentives to postpone retirement, and changes to fund management rules. 

According to an OECD recommendation, a contribution rate of 13% to 18% towards an individual retirement account 
over a period of 40 years is needed to ensure a retirement benefit of at least 50% of a worker’s wage with a 
probability of 75% to 90%. 

This recommendation obviously depends on the rate of return on savings accumulated by the system, but it is clear 
that, just as the countries with pay-as-you-go systems have trouble maintaining the balance of pension systems, 
countries with individual capitalization regimes face the major challenge of increasing savings. Besides Chile, Peru is 
also discussing the possibility of raising the contribution floor. 

Chart 2: Coverage rate 

  Coverage Rate (Affiliated/Employed workers) 

Brazil 61% 

Chile 70% 

Colombia 31% 

Mexico 35% 

Peru 93% 

Uruguay 71% 
Source: OECD: Pensions at a Glance: Latin American and the Caribbean, 2014 

In some countries, increasing coverage for the working population is another major challenge to mitigate tax 
pressures arising from social protection networks, provided by benefits such as minimum retirement and other non-
contribution benefits for the elderly. This is a common problem in Latin America tied to the size of the informal 
economy. In this regard, Peru’s high coverage rate stands out – undoubtedly related to the fact that employers have 
virtually no indirect payroll costs, and all contributions are paid by the worker. In this scenario, the main challenge is 
to ensure coverage for self-employed workers, who may have some inclination to steer clear from formal employment. 

Chart 3: Public spending with Pension and Present Value of expected benefits 
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Government Spending on 

retirement benefits (%GDP) 

Present value of expected 
retirement benefits on 
retirement (men) - USD 

Present value of expected 
retirement benefits on 

retirement (women) - USD 

Brazil 6.8 162,000 188,000 

Chile 3.4 91,000 93,000 

Colombia 3.5 81,000 96,000 

Mexico 1.8 40,000 42,000 

Peru 1.7 54,000 60,000 

Uruguay 8.2 143,000 170,000 

USA 6.6 288,000 324,000 

Germany 10.6 472,000 540,000 

Spain 9.8 419,000 472,000 
Source: OECD: Pensions at a Glance: Latin American and the Caribbean, 2014 

Chart 3 breaks down total public spending on retirements (contributory and non-contributory) as a share of GDP. 
Note that even Chile spends a lot with pensions – particularly with minimum retirement schemes – despite 
implementing an individual capitalization system. 

Another key criterion to assess the efficacy of a pension scheme is the present value of expected benefits upon 
retirement. This estimate is based on life expectancy after reaching retirement age, average retirement age, and 
average benefit amount. Evidently, this is highly sensitive to the interest rate applied to discount future payments, but 
the fact that the expected present value of benefits paid-out in Brazil is significantly higher than in neighboring 
countries stands out. 

The overall experience in Latin America reveals that systems featuring a combination between pay-as-you-go and 
individual capitalization are fairly common. In countries where these two schemes compete against each other, 
restrictive rules in the pay-as-you-go system lead to lower fiscal costs and encourage workers to migrate to the 
individual capitalization system – as was the case in Peru. In countries where pay-as-you-go systems have more flexible 
rules, the fiscal cost tends to be permanently higher.  

Uruguay’s complementary scheme, where the pay-as-you-go system provides a universal benefit, but workers with 
higher income are required to contribute to the individual capitalization system, seems to be an alternative that 
features a relatively lower switchover cost, while setting a cap on total spending growth and encouraging domestic 
savings. 

Finally, pension reform must also consider coverage of the working-age population, since low inclusion and high 
informality not only lead to future expenses with non-contributory benefits, but also lower pension revenue and/or 
accumulation of current pension savings. 
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Overview of pension systems in selected Latin American countries: 

Chile 
 Chile has an individual capitalization system with mandatory contribution for workers who joined the job 

market after 1982, and voluntary for those covered by the social security system in place before the reform. 

 Employees contribute with 10% of their monthly income (up to 73.2 UFs – currently equivalent to 

approximately CLP 1.9 million or USD 2,800), plus 1.39% (on average) to cover administrative expenses. 

Workers in hazardous occupations pay an additional 1% or 2% and are entitled to early retirement. The Chilean 

Unit of Account (UF) is adjusted based on consumer inflation, and the UF cap is updated annually based on 

real wage growth. 

 Self-employed workers also contribute with 10% of their income plus 1.39% (on average) for administrative 

costs and 1.15% (life and disability insurance), up to 878 UFs per annum. 

 Employers contribute with 1% or 2% of the wage in hazardous jobs and 1.15% to cover life and disability 

insurance for all employees. 

 The minimum retirement age is 65 (60 for women), which may be reduced by 1 to 2 years for every 5 years 

in hazardous occupations.  

 Upon retiring, beneficiaries can choose whether to receive accumulated savings in an annuity, a combination 

of temporary income and annuity, programmed withdrawals, or a combination of programmed withdrawals 

and annuity. 

 Retirees over the age of 65 (60 for women) who migrated from the social security system as of 1983 receive 

bonos de reconocimiento only upon retirement, provided that they contributed for at least 12 months 

between 1975 and 1980 and at least once between July 1979 and the date on which they chose to join the 

individual capitalization system. The bono de reconocimiento totals 12 months of the person’s monthly income 

before July 1979, capitalized at 4% per annum until the month of retirement. There are also other benefits 

provided to women for biological or adopted children, as well as those related to hazardous occupations, 

among others. 

 Individuals who did not accumulate sufficient savings to finance a retirement equivalent to the PMAS 

(pension máxima con aporte solidário), currently at CLP 317,000 (around USD 470) receive an allowance called 

APS Vejez or, in some cases, a minimum solidarity pension of CLP 123,000-144,000 (USD 180-215), in order 

to avoid indigence among the elderly. 

 The system also allows any person to retire in advance if they have accumulated enough funds to generate 

a benefit equivalent to at least 70% of the average income of the last 10 years prior to retirement, and at least 

80% of the PMAS. 

 The Chilean system currently has approximately USD 200bn in assets under management, 5.8 million 

contributors and 670,000 retirees, within a total population of 18 million. There are six authorized fund 

managers, and individual fund allocation are based on risk classifications A (highest risk, investing 79.6% in 

variable income assets) to E (lowest risk, investing 95.2% in fixed income). 
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Mexico 
 Since 1997, Mexico has an individual capitalization system for workers in the private sector and 

cooperatives, featuring voluntary contribution for self-employed workers, domestic employees, employers, 

farmers, and civil servants not covered by other systems. Civil servants started contributing to the individual 

capitalization system (ISSSTE) as of 2007. There are also other specific pension systems for workers in the oil 

industry, military personnel, and employees from other public authorities.  

 These systems are held alongside the pay-as-you-go system managed by the Mexican Institute of Social 

Security (IMSS). On retiring, workers who joined the job market before the 1997 law can choose to retire 

under the IMSS or the 1997 law. Those who choose the previous system will have their funds accumulated in 

individual capitalization accounts transferred to the IMSS in exchange for the benefit.  

 In order to retire under the IMSS, workers must have contributed for at least 500 weeks, and the benefit is 

calculated based on the average contribution wage of the last 5 years of contribution. The benefit is paid for 

the rest of the retiree’s lifetime, there is a survivor’s benefit, and the benefit is adjusted annually based on 

inflation. 

 Employees in the private sector contribute with 1.125% of their income (up to 25 minimum wages), plus 

0.625% to cover life and disability insurance. Employers pay 5.15% plus 1.75%.  

 As for civil servants contributing to the ISSSTE, the government contributes with 3.25 pesos for each peso 

contributed by the worker, up to 2% of the income (in practice, if the employee contributes with the maximum 

amount, the government pays 6.5%). 

 The retirement criteria are: minimum age of 65 and at least 1250 weeks of contributions. Workers with less 

than 1250 weeks of contribution may continue contributing or receive a lump sum payment. Unemployed 

workers who meet the requirement of 1250 weeks of contribution can retire after the age of 60. 

 Early retirement is allowed if workers have accumulated enough funds to generate a benefit equivalent to at 

least 30% of the minimum legal requirement, plus a survivor’s benefit insurance. 

 Upon retiring, workers can choose to receive a permanent income from an insurance company (leaving no 

inheritance in the event of death), or schedule withdrawals at the fund administrator (with the outstanding 

balance left as inheritance in the event of death). In both cases, retirees must contract life insurance to pay 

survivor benefits to spouses, if applicable, and in the latter case, retirees must also acquire insurance to ensure 

financial support if they outlive their savings. 

 Workers who joined the job market before 1997 may choose to transfer their funds to the IMSS in exchange 

for the benefit calculated based on the pay-as-you-go system’s criteria.  

 The minimum benefit granted by the government under the IMSS is approximately MXN 2,500 per month 

(around USD 125). People that don’t have enough savings to generate an income above this threshold transfer 

all funds in their individual account to the IMSS and receive the minimum benefit. 

 There are eleven companies authorized to manage individual retirement accounts in Mexico, known as 

AFORES (Administradores de Fondos para el Retiro). The funds managed by these companies total nearly MXN 

4.7 trillion (approximately USD 230 billion), with 62 million accounts (in a population of around 130 million). 
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Colombia 
 Like Mexico, Colombia has a hybrid scheme where the pay-as-you-go system (social security, known as RPM) 

is in place along with the individual contribution system (known as RAIS – Regímen de Ahorro Individual con 

Solidaridad). Unlike Mexico, however, contributors in Colombia may switch between their social security and 

individual capitalization plans every five years, but only until 10 years before retiring. 

 Employees of the state-owned oil company Ecopetrol, teachers and military personnel who started their 

careers before January 2003 have special pension plans. Those who started their careers after 2003 follow the 

same rules applied to all other workers in the job market. 

 Until 2015, people over the age of 40 (35 for women) and those with less than 15 years of contribution had 

to be covered under the social security system. 

 Social security contributions are equivalent to 4% of the income, up to 25 minimum wages (the current cap 

is USD 6,100). There is an additional solidarity contribution ranging from 1% (for income of up to 16 minimum 

wages – USD 3,900) to 2% (for income above 20 minimum wages – USD 4,900) to subsidize minimum pension 

programs (Colombia Mayor) and the BEPS system (annual voluntary contributions in individual accounts of 

approximately USD 310). 

 Employers contribute with 12% of the payroll, up to 25 minimum wages. For civil servants, the government 

makes the same contribution as the employee. 

 Self-employed workers contribute with 13% of the income (until the cap), plus 1.81% to cover survivor 

benefit and disability insurance, 1.5% to cover administrative fees, and 1.5% to fund minimum retirement. 

Some self-employed workers classified as “vulnerable” receive an allowance of 70% to 95% of their 

contributions for 500 to 700 weeks.  

 These contributions are paid in the social security system or to an individual account of the RAIS system, 

depending on the worker’s choice. 

 To retire under the individual capitalization system, accumulated funds must be sufficient to finance 

retirement benefits of at least 110% of the minimum guaranteed benefit. In addition, retirees must have 

contributed for 1150 weeks. To receive the minimum guaranteed pension, contributors must be over the age 

of 62 (57 for women) and 1150 weeks of contribution. 

 People who migrated from the RPM to the RAIS and contributed to the RPM for at least 150 weeks receive 

bonos pensionales, which are withdrawn after the beneficiary reaches the age of 62 (60 for women), or after 

contributing for 1000 weeks.  

 To retire under the pay-as-you-go system, workers must be at least 62 years-old (57 for women) and at least 

1300 weeks of contribution. People with 1300 weeks of contribution under hazardous occupations may retire 

at the age of 50-55. 

 The RAIS system’s pension funds hold approximately USD 74.1 billion and 15.3 million contributors, from a 

total population of 49 million in Colombia. 
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Peru: 
 Peru also has pay-as-you-go (SNP) and individual capitalization (SPP) systems running in parallel. Workers 

can choose between these two after joining the job market (with SPP being the default system). SNP 

contributors may switch to the SPP at any time, but switching from the SPP to the SNP is only allowed in very 

specific cases. Fisherman, diplomats, some civil servants, military and law enforcement personnel have specific 

pension plans. 

 The SNP system contribution is 13% of the gross income. The contribution floor is calculated over the 

minimum wage, and there is no ceiling. 

 The SPP system contribution is 10% of the gross income, except for fishermen (8%), construction workers 

(11%), and miners (2% to 5%, depending on when they started working). There is also no contribution ceiling 

in the SPP system. 

 Self-employed workers contribute with 13% and 10% of their income for the SNP and SPP systems, 

respectively, plus an added percentage to cover administrative fees and 1.36% to cover life and disability 

insurance. 

 Employers do not make contributions, except in case of fishermen (5% of the gross wage), construction 

workers (1%) and miners (2%). 

 The retirement criteria under the SNP are: 65 years of age and at least 20 years of contribution. There is also 

a possibility of early retirement: 55 years old (and 30 years of contribution) for men and 50 years old (and 25 

years of contribution) for women. Workers who were laid off under a collective layoff without just cause, are 

older than 55 (50 for women) and have at least 20 years of contribution are also eligible to retire. 

 Retirement under the SNP for people born after 1946 amounts to 30% to 45% of the last 60 wages, depending 

on the beneficiary’s age on 6/14/2002, plus 2% for each year of contribution for more than 20 years. The 

calculation rules are slightly different for people born before 1946. The benefit is also reduced by 4% for each 

year under the minimum age. On the other hand, there are supplements of up to 10% for each dependent 

under the contributor’s responsibility. 

 Retirees under the SPP system (capitalization) have five choices: annual installments or annuity for couples, 

deferred annuity combined with programmed withdrawals, or a lump-sum payment of 95.5% of the funds 

available in the account. The remaining 4.5% are kept to fund public healthcare coverage. 

 At the age of 65, people who migrated from the SNP to the SPP and who contributed to the SNP for at least 

48 months receive bonos de reconocimiento equivalent to their SNP contributions. 

 If the monthly SPP benefit is lower than the minimum PEN 415- retirement, the government covers the 

difference. There is also a pension plan for people who did not contribute under any system: PEN 250 every 

two months for people over the age of 65. 

 In Peru, 4 pension fund managers (AFPs) are authorized to manage SPP funds. The system currently holds 

PEN 153.5 billion in managed assets (USD 45 billion) from 6.9 million contributors (in a population of 32.2 

million). 
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Uruguay 
 In Uruguay, people born after April 1956 or who started working after April 1996 and have a monthly income 

over UYU 49,000 (around USD 1,500) are required to contribute to the individual capitalization system. 

Contribution is voluntary for people born before April 1956 or with a monthly income under UYU 49,000. All 

employees or self-employed workers are also required to contribute to the social security system (pay-as-you-

go). Contributors with income under UYU 49,000 may allocate up to 50% of their contributions to an individual 

account. 

 Social security contribution is 15% of the income, until the UYU 49,000 cap. The mandatory contribution for 

individual accounts is 15% for workers on income between UYU 49,000 and UYU 147,000 (around USD 4,500 

per month). Contributions for workers on income above UYU 147,000 are optional. 

 Individual account contributions include an average rate of 2.47% of the income to cover death and disability 

insurance, and an average rate of 0.97% to cover administrative costs. 

 Employers contribute with 7.5% of the wage under the social security system, until the UYU 147,000 cap. 

There are no employer contributions under the individual capitalization system. 

 Contributors may retire under the social security system after reaching the age of 60 with 30 years of 

contribution. The minimum retirement age for women is reduced by 1 year for each natural-born child, limited 

to 5 years. Retirement may be postponed until reaching the age of 70 and 35 years of contribution (whichever 

comes first). 

 The minimum retirement age under the individual capitalization system is 60 with 30 years of contribution, 

or just 65 years. 

 Retirees who choose to return to the job market with reduced working hours can receive partial social security 

benefits. 

 Social security retirement is equivalent to 45% of the contributor’s reference income, plus 1% for each 

additional year of contribution (31 to 35 years) and 0.5% for each additional year of contribution (35 to 40 

years). The reference income is the average income of the last 10 years or 105% of the monthly average 

income adjusted by inflation over 20 years with the highest contribution income (whichever is the lowest). 

Retirement benefits are increased by 3% for each year of postponement after the minimum age (with 35 years 

of contribution), until reaching the limit of 30% – or 2% per year of postponement, if the retiree has less than 

35 years of contribution.  

 The minimum pension is UYU 10,000 (around USD 300) and the maximum pension under social security is 

40,500 (USD 1,250) for people who accumulated funds in the individual capitalization system, and UYU 60,000 

(USD 1,800) for people who only receive social security benefits. 

 Individual capitalization contributors must acquire an annuity from an insurance company upon retirement. 

In practice, they receive the universal security system benefit plus the income stream generated by the annuity 

based on the funds saved in the individual retirement account. 
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