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“And, finally, I think some members of Congress could take a good -- could take some 
lessons from Chile, particularly when it comes to how to run our pension plans.” 

 George W. Bush, White House Press Conference April 16, 2001 

 
In their two decade-long campaign to privatize U.S. social security, conservative 

free-market ideologues have repeatedly upheld Chile as a shining example of what a 

privately managed system of individual capitalization accounts can allegedly deliver. 

José Piñera, the architect of social security privatization under General Pinochet, and co-

chairman of the Cato Institute’s Project on Social Security Choice, the free-market think 

tank shaping President Bush’s social security policy, 2 has been a prominent cheerleader 

for Chile’s privatizing scheme.3  

However, after 25 years of existence, the shortcomings of Chile’s privatized 

system have become glaringly evident.4 Behind the free-market hype, lies one of the 

biggest scams perpetrated in the Americas.   

 

                                                 
1 Chilean economist, Assistant Professor, Department of Latin American, Caribbean, and US Latino 
Studies, University at Albany. With James Petras, co-author of Democracy and Poverty in Chile: The 
Limits of Electoral Politics (Boulder, CO: Westview Press, 1994). He is co-editor with Silvia Nagy-Zekmi, 
of the fothcoing Democracy in Chile: The Legacy of September 11, 1973. (Sussex Academic Press, 
September 2005). 
2 The influence of the Cato Institute in the Bush administration’s social security policy, including the 
staffing of the  “Commission to Strengthen Social Security,” can be found in Ryan Lizza’s article “In the 
Tank” part of the White House Watch section of The New Republic, August 13, 2001 
http://www.tnr.com/081301/lizza081301.html 
3 In a recent New York Times op-ed piece, Piñera gloated that “[f]or Chileans, their retirement accounts 
represent real property rights. The accounts, not risky government promises, are the primary sources of 
security for retirement, and the typical Chilean worker's main asset is not his used car or even his small 
house (probably still mortgaged) but the capital in his retirement account.”José Piñera, “Retiring in Chile”, 
The New York Times, December 1, 2004 http://www.socialsecurity.org/pubs/articles/12-13-04.html
4See Larry Rohter’s article, “Chile’s Retirees Find Shortfall in Private Plan.” New York Times, January 27, 
2005 
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Pinochet and the “Mother of All Privatizations”  

The privatization of Chile’s publicly managed, solidarity-based, contributory, 

social security system was implemented in May 1981 under conditions of widespread 

repression and total military control of society. Social security privatization was part of 

the Pinochet dictatorship’s broader agenda aimed at freeing employers from bearing the 

costs of human provisioning, weakening workers, and destroying the Welfare state 

through the privatization of health, education, public services, the liberalization of 

financial markets, and labor reform among others. The linchpin  -- what Piñera called the 

“mother of all privatizations”-- was privatizing social security. Not only would it destroy 

the basis for collective identiy, but it would also put billions of dollars in the hands of the 

private conglomerates.   

The new defined-contribution system was based on individual capitalization 

accounts managed by private pension management firms (known as Administradoras de 

Fondos de Pensiones or AFPs). Workers entering the labor force after May 1981, were 

obligated to join the new system and required to contribute 10% of their monthly 

remuneration to an individual AFP managed account. An additional 3% of a worker’s 

salary went towards commission fees and disability/survivors insurance. 

 Retirement benefits would be directly linked to the amount contributed over an 

individual’s working life and the rate of return of the AFP managed pension fund.  

Workers in the old, contributory or “pay as you go” system, were given a one-

time choice of moving to the new system. Under a relentless barrage of advertising, 

employer imposition, fear, the promise of a “recognition bond” for past contribution to 

the old system, and the inducement of lower paycheck deduction under the new AFP 
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system, most workers switched.5 They were promised that by saving 10% of their 

remuneration during their worklife at a conservatively estimated 4% yearly rate of return, 

they would be able to retire with pensions equivalent to 70% of their salaries.  

Upon reaching retirement age (at age 65 for men, 60 for women), they could 

enjoy their nest egg either through a lump sum payment, an annuity, or a combination of 

both, depending on the amount of funds in their account. A built-in government 

guarantee to supplement any shortfalls from the minimum pension amount, further 

reduced risks under the new privatized system.6

 

Structural Shortcomings  

The AFP system grew rapidly in the number of workers affiliated as well as in the 

value of the funds managed. By December of 2004, the private AFP system had more 

than 7 million affiliates and by February 2005, it controlled  $ 61 billion dollars, an 

amount equivalent to more than 55% of Chile’s GDP (See Table 1)  

Despite its rapid expansion, Chile’s private AFP pension system displays 

profound structural shortcomings that can be grouped into six main areas:  (1) high 

transitional costs and heavy burden imposed by privatization on the government budget; 

(2) weak effective coverage of the labor force; (3) high operational costs and 

management fees; (4) high level of volatility and overstatement of actual rates of return; 

(5) discrimination against poorly paid workers and specially women; (6) transnational 

                                                 
5 A survey published in 2004 by a group of researchers from the University of Chile and the University of 
Pennsylvania for Chile’s Ministry of Labor ---  First Survey on Social Protection—documents that 75% of 
workers changed to the AFP system due to coercion, not conviction on the superiority of the “free market.” 
See Table 6, Primera Encuesta de Protección Social: Análisis y Primeros Resultados. 
6 Employers were freed from the legal obligation of contributing towards their employees retirement fund. 
The self-employed are not required to join a pension plan (only about 10% do), and the military and police 
have kept their relatively generous defined-benefit “pay as you go” systems. 
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corporate control over Chilean workers’ savings. 7 These weaknesses, deeply embedded 

in the conception, origins, and functioning of the private pension system, do not lend 

themselves to easy solution without major reforms to the present AFP system.  

 

1. High Transition Costs: Persistent Public Subsidy for Private Profits 
 

Seizing control over workers’ mandatory monthly contributions while avoiding 

the commitments to pay benefits generated under the old public social security system 

were a sure path to private profits. Far from lowering fiscal spending and contributing to 

net national savings, privatization has meant the expenditure of significant public 

resources to compensate the deficit created by the introduction of privately managed 

individual capitalization accounts.  Between 1981 and 1998, for example, Chilean AFPs 

collected approximately US$ 33 billion from workers; In those same 18 years, the 

Chilean State had to spend US$ 44 billion to pay for the transition costs, minimum 

pensions, supplements to minimum pensions for contributors of the AFP system, and pay 

for the retirement of military personnel who did not join the AFP system.8  

 Propping up the private pension system yearly consumes more resources than 

what is spent in education and health put together. The system designed by Piñera 

absorbs about one-third of overall government budget and over 42% of public social 

expenditure. Over the 25 year-life of the AFP system, the Chilean government has had to 

                                                 
7 There is a growing literature on the shortcomings of Chile’s system: Diamond (1993), Kay (1999), For a 
good overview in English, see Manuel Riesco. 2004. “Private Pensions in Chile, A Quarter Century On.” 
See also Stephen J. Kay’s Testimony Before the House Committee on Ways and Means, Hearing on Social 
Security Reform Lessons Learned in Other Countries (February 11, 1999) 
8 Arenas 1999 
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outlay public resources representing the annual average of 6% of Chile’s Gross Domestic 

Product, approximately US$ 5 billion a year or about US$ 250 a month per worker.9

Chile starkly shows that passage from a public to a private pension system can 

have staggering transition costs. The loop-sidedness is reflected by the fact that in 2002, 

the public system had been left with only 171,000 contributors and 828,000 retirees who 

had to be paid a pension. Meanwhile the private AFP system enjoyed the benefits of 

having 3.4 million contributors and only 429,000 retirees and/or beneficiaries.  

 

2. For Profit Private System Unable to Provide Adequate Coverage 

Given Chile’s, highly deregulated and “flexible” labor markets, most workers do 

not have stable employment or adequate wages. Though 7 million workers are affiliated 

to the AFP system, only about 3.5 million contribute regularly (See Table 1). Even so, 

job instability means that more than 70 % of the labor force contributes less than 6 

months of the year into the pension accounts, while 50% of the workforce does so less 

than 4 times a year. 

 The average density of the system– the number of months workers contribute-- is 

very low, averaging about 4.9 months in the year. The result is that only about 25% of 

affiliated individuals to the AFP system will be able to save enough -- --- approximately 

US$ US $ 23, 350 over the span of their work life-- to be entitled to a retirement above 

the minimum pension of about US$ 130 a month. Another 25% will not be able to save 

that amount but at least will have made the 240 monthly contributions required for the 

government subsidy to fill the gap required to reach the minimum pension. 

                                                 
9 CENDA 2004: 8 
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 However, the other 50% of affiliates to the AFP system – about 3.5 million 

people-- will meet neither of these two conditions, will not qualify for pension, and will 

be condemmed to poverty after spending the paltry amounts accumulated in their private 

accounts.  

 

3. High Operational Costs and Management Fees 

Lacking competition, and enjoying a captive market, Chile’s AFPs charge 

sizeable commissions. Even though in recent years these have declined to around 2.5% of 

the monthly taxable income, it should be noted that the AFPs manage only 10% of a 

workers taxable salary.  When the 2.5% commission is applied to this smaller amount, 

the burden of the fees and commissions turns out to be more like 25% of the workers 

monthly contribution. It is estimated that those that have contributed for 15 years, they 

have paid between 4 and 5% of the value of their individual account in commissions to 

the AFPs.  The profit rate for AFPs is astronomical, fueled in great part by exacting these 

huge mandatory fees.  Between 1991 and 2002, the average yearly rate of profit for the 

AFP system was 26.7% and the AFPs reap about US$ 500 million in profits.  

 

4. High Level of Volatility and Misleading Rates of Return 

According to official figures, the rate of return for the 25 years is an impressive 

10.7% annual rate. This is a highly misleading figure.  One must differentiate between 

the rate of return for the fund as a whole versus the rate of return for each individual 

account. The reason is quite straightforward. Each member has had to pay a monthly 
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commission and the rate of return has to be calculated net of this cost.10 Once the 

commission and fees are factored in, the rate of return is more than halved from what has 

been reported by the AFPs and conservative pundits (See Table 2). Different researchers 

have recalculated a real rate of return based on more realistic conditions have come up 

with a much less impressive figure of an accumulated 5% annual rate of return (Bravo 

2001, Riesco 2004, CENDA 2004). 

 

5. Discrimination Against Women and Poor Workers 

The private AFP system is highly discriminatory against poorer workers, more 

against women and especially so against older women, who live longer part of their lives 

as retirees. Gender discrimination in the labor market is transferred also the pension 

system. Women receive lower wages, work in more insecure jobs, there have lower 

density in contributions (3.8 months a year) than their male counterparts (5.1 months a 

year). Yet their life expectancy at birth is 78 years, while that of male Chileans is 72 

years.  In the for profit private system, the use of actuarial tables which distinguish 

between male and female life expectancies to calculate pension benefits, means that 

women’s longevity works against them and their pensions shrink even further.  

 

6. Workers Savings Under Control of Transnational Financial Capital  

When the AFP system was created in 1981, only 12 AFPs existed, most of them 

linked to Chile’s economic conglomerates or grupos economicos. By 1999 the number 

had increased to 21. However, after an intense process of acquisitions, mergers, fusions, 

                                                 
10 The commission paid to the AFP has both a variable as well as a fixed component. It is highly regressive 
against poorer paid workers, who have to pay a greater portion of their wage to the AFP. 
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and transnationalization, only 6 AFPs exist today, the majority controlled by foreign 

financial conglomerates based in Spain (Banco Bilbao Viscaya Argentaria and Banco 

Santander, Holland (ING group), Canada (Sun Life) and the United States (Citibank, 

Bank of New York) See Table 3). In this highly concentrated market, the three of the 

largest AFPs – Provida, Habitat and Cuprum –  and their foreign controllers, effectively 

make decisions over investment resources representing 50% of Chile’s GDP. Chilean 

workers who as contributors have genereated the greater part of the funds managed by the 

AFPs, have no representation in the Board of Directors or voice how their savings are to 

be used. These significant resources could be an important source for productive 

investment, but only 30% serve that goal. The transnational conglomerates shift a large 

part of these resources towards financial assets, seizing control of local firms, and expand 

their operations internationally to control AFPs in other countries. Social security 

privatization has put in motion a vicious circle: the preponderant financial character of 

the investments accelerate processes of of economic concentration, downsizing, greater 

labor flexibility, increased income inequality, and reduced capacity of the state to 

regulate economic activity , as transnational finance capital extends its control over 

Chilean society and its daily life.  

 
Conclusion 
 

Ideology and the expectation of phenomenal profits seem to be driving the 

campaign to present Chile’s private pensions system as worthy of imitation. Chile’s 

system of privately managed individual capitalization accounts can be said to be 
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“unsustainable, unfair, hurts wealth creation, and is risky for workers” 11 While in the US 

conservative think tanks, Wall Street, and President Bush, extol the virtues of Chile’s 

privatized system, within Chile itself, government officials, international agencies, 

academics and civil society scramble to address the system’s multiple failures and avert 

the looming crisis of privatized social security that is already visible in the horizon.12  

Turning workers’ savings over to speculative, transnationalized financial 

conglomerates is not a viable route for developing effective systems of social protection 

in today’s global economy. To see the tragic consequences of such a path, you have to get 

pass the hype and look to the Chilean model.  

                                                 
11 These are the four lines of attack that Michael Tanner of the Cato Institute is using to organize against the 
current government-managed U.S. social security system. See “Evaluating Proposals for Social Security 
Reform”  CATO’s Social Security University, February 24, 2005.  
http://www.cato.org/events/ssu05/ss101c.ppt 
12 In November 11-12 2004, the government regulatory agency of the private mutual funds, the 
Superintendencia de AFPs (SAFP) and the conservative Centro de Estudios Públicos (CEP) sponsored a 
workshop to discuss reforming the AFP system. This was one of many such events taking place to discuss 
how to stem the ticking time bomb represented by Chile’s individual capitalization account scheme.  
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Table 1 
Chile: Evolution of Chilean Pension Private Pension System 

 
Year 

Number of 
Affiliated 

Individuals 

Number of 
Contributing 
Individuals 

Ratio of 
Contributors/Affiliates

1981 1,400,000 -- -- 
1982 1,440,000 1,060,000 73.6 
1983 1,620,000 1,229,877 75.9 
1984 1,930,353 1,360,000 70.5 
1985 2,283,830 1,558,194 68.2 
1986 2,591,484 1,774,057 68.5 
1987 2,890,680 2,023,739 70.0 
1988 3,183,002 2,167,568 68.1 
1989 3,470,845 2,267,622 65.3 
1990 3,739,542 2,289,254 61.2 
1991 4,109,184 2,486,813 60.5 
1992 4,434,795 2,695,580 60.8 
1993 4,708,840 2,792,118 59.3 
1994 5,014,444 2,879,637 57.4 
1995 5,320,913 2,961,928 55.7 
1996 5,571,482 3,121,139 56.0 
1997 5,780,400 3,296,361 57.0 
1998 5,966,143 3,149,755 52.8 
1999 6,105,731 3,262,269 53.4 
2000 6,280,191 3,196,991 50.9 
2001 6,427,656 3,450,080 53.7 
2002 6,708,491 3,431,277 51,1 
2003 6,979,351 3,618,995 51.9 
2004 7,080,646 3,571,864 50.4 

Source: Superintendencia de Administradoras de Fondos de Pensiones 
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Table 2 
Chile: Value and Rate of Return of Private Pension Funds 
 
 
 
Year 

(1) 
Amount 

(in millions 
of US $) 

(2)  
PercentageOf 

GDP 

(3) 
Rate of 
return 
of total 

fund 

(4) 
Rate of 
return  
worker 
with a 
taxable 
income 
of 10 
UF 

1981 236.26 0.84  12.9 -5.2 
1982 750.03 3.29  28.5 15.8 
1983 1,357.69 5.86  21.2 14.7 
1984 1,795.82 7.73  3.6 -0.1 
1985 2,473.18 10.03  13.4 10.1 
1986 3,234.66 12.67  12.3 9.9 
1987 3,963.72 14.20  5.4 4.0 
1988 4,852.15 14.97  6.5 5.6 
1989 5,982.95 17.65  6.9 6.3 
1990 7,924.10 24.21  15.6 15.4 
1991 11,207.05 31.37  29.7 23.5 
1992 12,487.56 30.56  3.0 0.9 
1993 16,049.86 37.02  16.2 14.4 
1994 19,369.64 40.99  18.2 11.2 
1995 20,590.04 38.76  -2.5 -4.4 
1996 21,818.50 37.44  3.5 1.0 
1997 23,848.53 39.04  4.7 1.7 
1998 24,734.08 40.27  -1.1 -3.5 
1999 30,048.69 49.21  16.3 15.0 
2000 32,360.56 50.91  4.4 1.4 

Average 1981-2000 10.9 6.9 
Source: Uthoff 2001: 35 
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Table 3 
Chile: Ownership and Market Concentration of Private Pension Funds (AFPs)  
 

Market Share according to 
Value of Managed Fund
(as of Feb. 28, 2005 

 

 
Market Share according to 

Affiliated Individuals 
(Jan 31, 2005) 

 

 
 
 
 
Name of 
AFP 

 
 
 
 

Controlling 
Conglomerate 

2005 
 
 

Billions 
of US $ 

 
 

 
 
Percentage 
 
 

 
Number of 
affliated 
Individuals 
 

 
 
Percentage 

 
 
Provida 

BBVA, 51.6% 
(Spain) 
Bank of New York, 
24.2% 
(USA) 19.2 31.6 

 
 
 
 
2,945,341 41.5 

Habitat Citibank (USA) 
14.5 23.8 

 
1,720,300 24.2 

Cuprum Penta, 31.7% 
(Chile) 
Sun Life, 31.7% 
(Canada) 
 10.3 16.9 

 
 
 
 
467,024 6.6 

Santa Maria ING, 97.82% 
(Holland) 7.4 12.2 

 
973,388 13.7 

Summa 
Basander 

 
Banco Santander, 
99.9% (Spain) 7.0 11.5 

 
 
587,758 8.3 

Planvital Los Olmos, 96.5% 
(Chile) 2.5 4.1 

 
408,140 5.7 

TOTAL   US$ 61.1 100.0 7,101,951   100.0 
On the basis of Superintendencia de Admistradora de Fondos de Pensiones (www.safp.cl) 
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