International Update

Recent Developments in Foreign
Public and Private Pensions

Ireland Proposes Deferring State Pension
Age Increases as Part of a Revised
Reform Strategy

In June, Ireland’s new coalition government issued its
“Programme for Government—Our Shared Future,” a
document that outlines the government’s priorities in
various policy areas over the next 5 years. The docu-
ment includes a series of proposed measures relat-

ing to pensions, including a deferment of scheduled
increases in the state pension age (currently 66, with
planned increases to 67 in 2021 and 68 in 2028). Under
the new agreement, a Commission on Pensions would
be established to examine pension sustainability and
eligibility issues, and provide policy recommenda-
tions (addressing issues such as eligibility age and
contribution rates). The government would defer all
scheduled increases in the state pension age until the
Commission submits its report, which is expected by
June 2021. (The government would aim to respond to
the Commission’s recommendations within 6 months
of the report’s issuance.) According to a recent report
by the Irish Fiscal Advisory Council, the cost of
postponing the state pension age increases will be
€575 million (US$681 million) in the first year and rise
thereafter.

Other pension changes proposed in the Programme
for Government include:

* Creating an early retirement allowance or pen-
sion: This measure would provide individuals who
have reached age 65 and are required (or choose) to
retire early with a benefit equal to the jobseeker’s
benefit for unemployed persons but without hav-
ing to engage in any work-search activities. (For
2020, the weekly jobseeker’s benefit ranges from
€91.10 [US$107.94] to €203 [US$240.51] depending
on average weekly earnings, plus supplements for
dependents.) Currently, early retirees can receive
the jobseeker’s benefit until the state pension age
if they meet certain contribution and work-search
requirements.
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* Incentivizing state pension deferrals: This change
would reward individuals who delay claiming their
contributory state pensions until after the state
pension age with actuarially increased benefits.
Currently, there is no benefit increase for those
deferring the pension.

» Allowing contributions beyond the state pension
age: This reform would allow individuals without
full social insurance records to continue paying con-
tributions beyond the state pension age to increase
their contributory state pensions.

The Programme for Government also reaffirms
several reform proposals in a previous pension
reform strategy, “A Roadmap for Pensions Reform,”
including:

* Moving to a total contribution approach for deter-
mining pension entitlement: This reform would
more closely link the contributory state pensions
that individuals are entitled to receive with the total
number of paid and credited contributions they
accrue during their lifetimes. Currently, it is possible
to qualify for a full contributory state pension with
as few as 10 years of contributions through a yearly
average approach.

* Introducing an auto-enrollment program: This
reform would automatically enroll workers in
supplemental retirement savings accounts offering
a variety of investment options. Workers, employ-
ers, and the government would all contribute to the
individual accounts (with workers’ contributions
phased in over a 10-year period), and workers would
be allowed to opt out of the program after being
enrolled.

In addition to the contributory state pension, Ireland
has a noncontributory means-tested state pension for
residents aged 66 or older who are ineligible for the
contributory benefit, occupational pensions provided
by employers, and voluntary personal savings.
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Chile Introduces Early Withdrawal
Option for Individual Accounts During
Pandemic

To help provide financial relief during the COVID-19
pandemic, Chile’s president approved a law on July 24
that allows participants of the country’s mandatory
individual account pension program to withdraw

up to 10 percent of their account balances; for most
participants, the minimum withdrawal amount is

35 Unidad de Fomentos (UFs) and the maximum

is 150 UFs. (The minimum is lower for those with
account balances under 350 UFs. The UF is an index
that is adjusted daily based on monthly changes in the
consumer price index. As of August 18, 1 UF is equal
to 28,667.43 pesos [US$37.90].) To take advantage of
this early withdrawal option, participants must submit
requests to their pension fund management companies
(AFPs) from July 30, 2020, to July 30, 2021. AFPs
must then distribute 50 percent of a participant’s
requested withdrawal amount within 10 business days
from the date of submission and the remainder within
30 days of the first withdrawal payment. According to
the Superintendent of Pensions (Superintendencia de
Pensiones), around 81 percent of individual account
participants—or about 9 million out of 11 million
participants—have used this early withdrawal option
to request funds from their accounts as of August 17.
Of these participants, around 7 million have received
their first payments for a total of around US$9 billion.

Chile’s old-age pension system consists of the
mandatory individual account program, a legacy
social insurance program, and several noncontributory
programs. Employees who have entered the labor force
since 1983 are required to participate in the individual
account program and contribute 10 percent of their
monthly covered earnings (plus an administrative fee)
to their accounts managed by one of seven AFPs. The

normal retirement age for the individual account and
social insurance pensions is 65 for men and 60 for
women; for two social assistance pensions, the normal
retirement age is 65 for both men and women.
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Mexico Announces Agreement on
Pension Reforms

On July 22, Mexico’s government announced an
agreement to reform the country’s mandatory indi-
vidual account pension program, which includes
increasing employer contributions, adjusting govern-
ment contributions, reducing the minimum contribu-
tions required for an old-age pension, and boosting
the guaranteed minimum pension. The government
negotiated the agreement with Mexico’s largest
private-sector employer and trade union organiza-
tions—the Business Coordinating Council (Consejo
Coordinador Empresarial) and the Confederation of
Mexican Workers (Confederacion de Trabajadores de
Meéxico), respectively. Mexico’s congress still needs to
approve the agreed-upon reforms, but the government
expects this to happen by early 2021. The reforms are
intended to increase participation in the individual
account program—oparticularly among lower income
workers—by improving the adequacy of pensions
provided by the program. According to a 2019 analysis
from the Organisation for Economic Co-operation and
Development (OECD), Mexico’s individual account
old-age pension replaces 25.7 percent (for men) or

24 percent (for women) of an average worker’s earn-
ings, which is well below the 49-percent average for
all OECD member countries. Mexico’s government
estimates that the reforms will ultimately increase
individual account old-age pensions by an average of
40 percent. (The pension increase could be as high as
103 percent for lifelong minimum-wage workers.)

The key provisions of the reform agreement (effec-
tive when the agreement becomes law unless other-
wise noted) include:

* Increasing employer contributions: Starting 2 years
after the agreement’s enactment, the employer
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contribution rate for the individual account old-age
pension will gradually increase from 5.15 percent to
13.875 percent of daily covered payroll over the fol-
lowing 8 years. (The employee contribution rate will
remain unchanged at 1.125 percent of daily covered
earnings.)

* Adjusting government contributions: The govern-
ment’s total contributions to the individual account
program will remain unchanged, but they will be
targeted more at low-income workers. Currently,
the government contributes 0.225 percent of daily
covered earnings for all workers plus a flat-rate daily
amount for workers with earnings up to 15 Units
of Measure and Adjustment (Unidad de Medida y
Actualizacion, or UMA; the daily UMA is currently
equal to 86.88 pesos [US$3.92]). Under the new
agreement, the government will increase its flat-rate
daily contributions but only pay them for workers
with earnings up to 4 UMAs.

* Reducing minimum required contributions: The
minimum weeks of contributions required to qualify
for an old-age pension will decrease from 1,250 to
750 and then gradually increase to 1,000 over the
following 10 years.

* Boosting the guaranteed minimum pension: The
guaranteed minimum pension will increase from
3,289 pesos (US$148.29) a month (equal to 80 per-
cent of the legal monthly minimum wage) to an
average of 4,345 pesos (US$195.90) a month. The
actual guaranteed minimum pension paid under the
new rules will depend on an insured person’s age,
weeks of contributions, and covered earnings, and
could be as high as 220 percent of the legal monthly
minimum wage for some insured persons.

Mexico’s old-age pension system consists of the
mandatory individual account program, a legacy
social insurance program, and a universal program.
Both the individual account and social insurance pro-
grams cover private-sector employees and cooperative

members, but the social insurance program was closed
to new enrollees on July 1, 1997, when the individual
account program was introduced. (Individuals who
were covered by the social insurance program before
this date can choose to receive a social insurance
old-age pension at retirement.) The normal retire-
ment age for the individual account and social insur-
ance programs is 65. The universal program covers
all residents of Mexico and can be claimed at age 65
(for indigenous persons) or age 68 (for other covered
individuals).
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