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Early Pension Withdrawals in Chile During the Pandemic

Olga M. Fuentes, Olivia S. Mitchell, and Félix Villatoro

Abstract

Chile, with one of the largest and best funded defined contribution programs in Latin America,
held over USD $200 bn in assets at the onset of the Covid-19 crisis, or more than 80% of GDP.
Reacting to populist pressures during the pandemic, however, the government gave non-retired
participants three separate opportunities to tap into their retirement accounts, leaving some 4.2
million participants with zero retirement savings and draining around $50 bn from the system.
This paper explores several hypotheses regarding why people withdrew their pension money
early, and it also presents evidence regarding the likely impact of this short-term policy on
long-term retirement wellbeing. We conclude with lessons for global policymakers seeking to
protect pension assets critical for retirement security.
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Early Pension Withdrawals in Chile During the Pandemic

1. Introduction

During the Covid-19 period, early withdrawals of pension assets were permitted in several
countries including Chile, Peru, Australia, the US, and Malaysia (among others; SSA 2020).
Nevertheless, relatively little is known about either the near-term or the potential longer-term
results of permitting such access. Indeed, the OECD (2020) warned against the widespread practice
of contribution holidays and grants of access to pension savings, as well as allowing funded
pension assets to be used for ‘pet projects’ (Cumbo 2020). This paper examines the causes and
anticipated effects of early pension withdrawals in Chile during the Covid-19 crisis of 2020-21, to
identify the main reasons for and implications of such early withdrawal behavior for retirement
wellbeing.

Prior to the pandemic, Chile’s national mandatory funded defined contribution (DC) plan,
launched in 1981, held more than US$ 200 bn in assets or over 80% of GDP, according to the
Chilean Pension Regulator (Superintendencia de Pensiones, 2019). When the Covid-19 pandemic
arrived, it hit the Chilean economy very hard. According to the National Statistics Bureau (Instituto
Nacional de Estadisticas 2020), unemployment peaked at 13.1% in July 2020. While this figure
recently fell to around 8%, it still is higher than its pre-COVID levels (7%). Moreover, reported
job losses were higher for women, and low- and middle-income households were particularly hard-
hit. Responding to populist calls for assistance due to economic hardships wrought by Covid-19,
the Chilean legislature permitted three early pension withdrawals during the 2020-2021 period. As
we will show, many system participants withdrew the vast majority and even the entirety of their

pension assets.



Amidst these developments, government stimulus measures were also launched in Chile,
including cash transfers, job retention schemes, higher unemployment insurance (UI) benefits, and
a loosening of requirements to receive Ul benefits. According to the IMF (2021), the resources
devoted to these measures amounted to 14.1% of GDP, far larger than the average of 4.4% of GDP
for emerging countries. Below we discuss these in more detail and evaluate whether these social
safety net measures cushioned the need for employees to take early withdrawals from their
pensions.

In what follows, we add to the existing literature new microeconomic insights on the
drivers and effects of permitting early pension withdrawals. Specifically, we address several open
questions regarding Chileans’ early pension withdrawal behavior:

e  Who took early withdrawals and how did this relate to indicators of financial hardship?
Who ended up with zero or close to zero pension accounts as a result? What motivated
people to take the early withdrawals?

e Did access to social insurance benefits such as unemployment benefits and government
employment subsidies reduce the demand for withdrawals?

e What can we say about where the money withdrawn ended up?

e What is likely to be the impact of the withdrawals on retirees’ eventual wellbeing, as well
as the fiscal impact of these withdrawals?

Our key findings are that a majority of active participants took early pension withdrawals
at least once in Chile, and average amounts taken were 3-9 times workers’ average monthly
earnings; only 3% of participants took no early withdrawals at all. There is some evidence that
financial fragility was behind the early access, as lower-paid participants withdrew more often and

took a higher fraction of their starting balances than did the more highly-paid. We also find that,



of people with the smaller pre-pandemic accounts, those who received unemployment insurance
or job protection benefits also took more withdrawals from their plans, as well as a higher percent
of their starting balances. Therefore, there is little evidence that receipt of government social
insurance benefits dissuaded the neediest from tapping their retirement assets.

Prior to the pandemic, workers who held more equity in their retirement accounts compared
to the “default” age-based rule were also those who withdrew a higher fraction of their balances,
compared to those who held the default portfolios. This suggests that those favoring more equity
may have withdrawn their pension assets in order to invest in their preferred, riskier, asset
allocations. In addition, we explore whether financial illiteracy and mistrust of the pension system
could have prompted participants to pull out their money early. We show that women, who are
generally less financially literate than men (Lusardi and Mitchell 2014), were indeed more likely
to pull out a higher share of their starting balances. Additionally, workers living in regions with
higher average education withdrew a smaller share of their retirement assets, and more education
is positively correlated with financial literacy (albeit not perfectly; see Lusardi et al. 2010), again
supportive of that hypothesis. As we can link withdrawal patterns with data on lack of trust in the
pension system gathered from a survey conducted prior to the pandemic, we discover that
participants living in regions holding the most favorable views of the Chilean pension system
withdrew a smaller share of their starting balances.

In terms of where the money ended up, we document that a substantial portion of the money
leaving the defined contribution pension system via early withdrawals was rolled over to
relatively more liquid savings accounts with no withdrawal restrictions.

Finally, we simulate the likely impact of the observed withdrawal patterns on retiree

benefits for a range of different patterns. Not surprisingly, older workers’ pensions are predicted



to drop the most, particularly for the low-paid and those who contributed little over their lifetimes.
In fact, we determine that projected retirement benefits for those currently age 55+ will be 70%
lower than without the withdrawals. We also show that such shortfalls could be rectified if men
worked another 11 years, and women another 8.5 years — both well beyond the current retirement
ages in Chile. Pension cuts are estimated to be smaller, but still more than 15%, for the youngest
age groups.

Our paper contributes to the literature on household financial decision making, as well as
research on how to design more shock-resistant pension systems (Mitchell 2021). Among the
options currently under discussion are rainy day or “side car” savings accounts, an approach which
draws from behavioral finance to employ payroll deduction, pre-commitment features, and worker
inertia to create emergency savings while at the same time increasing illiquid retirement savings
invested with a long-term horizon. We also note the critical effect of financial literacy in helping
workers to do a better job saving, managing their investment portfolios, and decumulating their

assets in old age.

2. Background and Data
2.1 The Setting

Chile’s three-pillar retirement system was introduced in 1981. Its largest, and most widely
admired, component was a mandatory funded defined contribution scheme covering formal sector
workers who contributed 10% of their taxable income into an individual account managed by
pension managers known as Administradoras de Fondos de Pension (AFPs). AFPs are for-profit
and single-purpose private firms in charge of collecting contributions, keeping records of

individual accounts, investing funds, and paying some benefits such as disability and old-age



pensions. There was also a government-financed Solidarity Pension scheme that paid non-
contributory benefits for very low-income retirees. Eligibility for a Solidarity Pension required a
non-existent or low self-financed pension, sufficient years of residency, and being among the
poorest 60% of individuals at a given age.! Finally, there has long been a voluntary savings pillar
in the Chilean system, aimed at boosting self-financed old-age benefits; this pillar included state-
matched incentives and tax subsidies for participants.?

During the Covid pandemic, political pressure mounted to grant system participants early
access to their individual pension accounts, which historically had been illiquid prior to retirement
age. With practically unanimous support from Congress, three early withdrawals were eventually
permitted: the first began in July 2020, the second in December 2020, and the third in April 2021.
Withdrawals could be made on a voluntary basis for up to one year after the law’s passage, and
access was unconditional, without requirements or restrictions. For the first two rounds, only active
affiliates and pensioners were allowed to tap their savings, while annuitants were also included in
the third round.® The second withdrawal was the only one that required individuals to pay income

tax on the amount taken, and only if their monthly earnings exceeded US $2,100.

! In January 2022 the government replaced the Solidarity Pension with a Universal Guaranteed Pension (Pension
Garantizada Universal in Spanish— PGU). The PGU is available to the poorest 90% of the population with age 65 and
above. As this was not in place during the first two years of the pandemic, we do not discuss it further in what follows.
2 One type of voluntary pension savings plan, called Ahorro Previsional Voluntario (APV), allows workers to
contribute under two alternatives tax regimes: 1) tax deductions for medium to high income workers (those paying
income taxes), where voluntary savings and deducted from the taxable income base, and 2) state matching
contributions up to a limit for low-income workers. Benefits are taxed on retirement. Savings made under this type of
voluntary saving plans can be withdrawn before retirement but are subject to income taxes with a penalty (i.e., they
lose tax incentives) or the restitution of the state subsidy, depending on the regime selected. A second type, called
Cuenta de Ahorro Voluntario (CAV or Cuenta 2) allows affiliates to save in an individual account managed by an
AFP with the possibility of freely withdrawing their savings up to 24 times in a year. The savings in this type of plan
are not considered social security contributions and are not subject to tax incentives. A third type, called Depositos
Convenidos (Agreed-on Deposits), is a saving plan agreed with the employer in which the worker receive employer
contributions with tax benefits which can only be withdrawn on retirement.

3 Several insurance firms discussed taking legal action to contest the effects that this measure would have on their
previously-issued annuity contracts.



So-called “leakage” of assets from funded pensions has long attracted researcher and
policymaker attention, even well before the Covid-19 pandemic.* On the whole, these studies
found that workers tended to take early withdrawals from their retirement accounts without
understanding the likely consequences for their subsequent retirement wellbeing (Lee and Hanna
2020). This is, in part, because pension participants often underestimate their potential longevity
(O’Connell 2011; O’Dea and Sturrock 2021; Hurwitz et al. 2022), and hence they under-save and
overspend as a result. Moreover, and particularly in Chile, little effort was devoted in the past to
enhancing workers’ financial literacy, which helps explain why so many were very poorly-
informed about the importance of saving for retirement and the role of the contributory defined
contribution system (Arenas de Mesa et al. 2008; Garabato 2016).

During the pandemic, several other nations also permitted Covid-driven pension fund
withdrawals (e.g., Guerrero 2021; Marusic 2021; Dominguez and Pierola 2021), yet we are aware
of only three academic studies that have sought to evaluate the factors driving early withdrawals
on pension participants during the pandemic: two on Australia (Bateman et al. 2020; Wang-Ly and
Newell 2022), and two on Chile, by Lorca (2021) and Maderia (2022). The Australian analyses
found that the majority of those permitted to take up to AU$10,000 as a maximum payout withdrew
the entire amount permitted. Additionally, half of the Australians taking payouts either
underestimated or failed to consider the impact on their retirement incomes. Lorca (2021)
simulated the impact of the first withdrawal in Chile, but he lacked data on actual withdrawal

patterns and amounts across all three rounds of withdrawals.’ Madeira (2022) also used pre-

4 See for instance Amromin and Smith (2003), Argento et al. (2015), Beshears et al. (2012), Bryant et al. (2011).
Butrica et al. (2010a, b), Engelhardt (2002), Lee and Hanna (2020), Poterba et al. (1999), and Sabelhaus and Weiner
(1999).

5 Fernandez and Villatoro (2020) looked at the impacts of early withdrawal on financial markets, concluding that,
thanks to the flexibilization of investment limits by the pension Supervisor as well as the liquidity provided by the
Central Bank, moving the funds’ portfolios into more cash had few immediate consequences for local financial
markets or key prices.



pandemic data from 2017 to simulate the potential impacts of withdrawals on debt. Accordingly,
our contribution is to provide a detailed examination of the causes and consequences of permitting
early pension system withdrawals in Chile, and we offer lessons not only for that country but for
others that might contemplate following in that nation’s footsteps.

2.2 The Data

In the face of Covid’s onset in 2020, Chile’s Congress permitted early withdrawals from
the national mandatory defined contribution accounts, something that had never occurred
previously in that country. Specifically, participants were allowed to withdraw 10% of their
mandatory pension savings balances three distinct times during the pandemic, with lower and
upper withdrawal bounds (and these limits remained in place for all three withdrawal periods).
Figure 1 shows the amount (in US $) that could be drawn as a function of a participant’s pension
account balance. The design established four tranches: the first went from $0 to US $1,400; the
second included balances from US $1,400 to US $14,000; the third tranche from US $14,000 to
USD $62,000; and the final tranche above US $62,000.°
Figure I here

It is important to note that Chileans with assets in the first (lowest) tranche were allowed
to withdraw 100% of their pension savings immediately. In the case of the second tranche, the
withdrawal amount was capped at US $1,400, meaning that the percentage of the account balance
that could be withdrawn tapered down from 99.9% to 10% for that tranche’s upper limit. The third
tranche was the only one where the allowable amount withdrawn was fixed at exactly 10% of the
participant’s balance in the pension. Finally, for the fourth tranche, individuals could take up US

$6,200, meaning that the maximum percentage of their balances they could withdraw was less than

% The tranches’ limits were defined in UF (Unidades de Fomento), an inflation-linked unit of account. One UF was
approximately equal to US $40.



10%. Below we show that the withdrawal rule design likely resulted in different impacts across
individuals, because of the differences in the percentage of the balances that could be taken.

To analyze the early withdrawal patterns, we have used an anonymized database provided
by the Chilean Pension Regulator containing administrative records for all individuals with
pension accounts in the Chilean pension system. This allows us to characterize several aspects of
the withdrawal process, including the number of withdrawal requests; the average amount
withdrawn; the timing of withdrawals; and how much was withdrawn, both in monetary terms and
as a percentage of participants’ initial account balances. Accordingly, we can identify accounts
with zero funds remaining as a result of the withdrawals.” Additionally, the administrative records
provide us with key socioeconomic information including the worker’s gender, age, density of
employee contributions, and average earnings prior to the pandemic, along with pension savings
history, and saving patterns post-withdrawal.

From the register of early pension fund withdrawals, we obtained data on each system
participant including the date(s) when withdrawal(s) were requested; the amounts withdrawn in
Chilean pesos and as percentage of the person’s balance; and the withdrawal amounts requested
as a percentage of the maximum amount to which the person was entitled.® This information was
captured from July 2020 until April of 2022.° Next, we used the Regulator’s administrative records

to obtain two types of variables. The first set corresponds to time-invariant characteristics for each

7 Our administrative records extend up to April of 2022 for the three withdrawals.

8 We exclude from our data individuals who, in any given month, had a wage above the 99th percentile of the
remuneration distribution; nevertheless, if these outliers are included, our main results continue to hold. For the present
analysis, we also focus only on participants younger than the system-defined retirement age (60 for women, 65 for
men). We also drop cases in which the amount withdrawn, measured in Chilean pesos, was larger than the maximum
withdrawal allowed, which amounted to 1.5% of all observations across all three rounds of withdrawals. Retraining
these outliers does not alter our main results. We also restrict the analysis to Chileans, since foreigners may face
different incentives if they planned to work in Chile for only limited number of years and we lack data on whether
they had accrued pension savings in their home country. We also omit retirees from this study.

9 Additional details about the timeline, conditions, and early withdrawal windows are discussed in Fuentes et al.
(2021).



pension participant: gender; nationality (Chilean or foreign); age (measured at the time the first
withdrawal was permitted); the person’s density of contributions (or percent of months
contributed) from having joined the system until June 2020; the person’s status within the pension
system (non-retired member, retired, deceased, disability benefit recipient); and the difference
between the person’s actual equity exposure in his/her mandatory pension savings during June
2020 and the equity exposure under the system’s default investment option.!® The second group
of variables were time-varying and included each individual’s wage and mandatory as well as
voluntary savings balance prior to the early withdrawal window, between August 2019 and
October 2021.

To this core dataset, we appended additional administrative information drawn from the
regulator’s Unemployment Insurance (UI) database for the months January 2020 - April 2021.
This is important as it permits us to evaluate the extent to which other sources of pandemic funding
may have mitigated participants’ early pension withdrawals. Since 2002, formal sector workers
have been mandatorily affiliated with the Chilean Unemployment Insurance system, to which they
are required to contribute 3% of their pay (to a cap). A portion of this contribution was invested in
workers’ individual unemployment accounts, with the reminder going to finance the
Unemployment Solidarity program.!'! In the event of a job loss, workers could first receive
payments from their own individual unemployment accounts; when their accounts were exhausted
(and if they remained jobless), they could apply for additional benefits from the Unemployment

Solidarity Fund. These UI benefits are subject to a floor and a ceiling.

19 The Chilean pension system defaults people into a target retirement date investment approach for members who do
not choose their pension investment allocation. This is based on a multi-fund scheme with five funds with differing
exposure to equity. The default investment strategy follows a life cycle glide path, where the transition across funds
reduces the saver’s exposure to equity as the individuals approach retirement age. By default, changes in asset
allocations take place over a four-year period.

1 For additional information see Online Appendix 1.
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During the pandemic, there were also other extraordinary measures passed, supportive of
employment and household consumption. The Employment Protection Law (enacted in
2020) introduced job retention schemes where the employment contract could be suspended or
working hours reduced in areas subject to lockdowns and for parents taking care of small children.
Alternatively, employers could agree with their workers individually or collectively to cut
worktime by up to 50%, accompanied by a pay reduction of 25% (the employer had to cover 50%
and the Ul system 25% of the worker’s pre-pandemic earnings).!?

Using the administrative records, we have collected data for each person-month in our file,
including indicators of when the individual received UI benefits, and whether the individual
received benefits associated with the job protection laws. This information permits us to evaluate
the extent to which other sources of pandemic funding mitigated participants’ early pension
withdrawals.'> We lack microdata regarding which individuals received other government
payments such as Emergency Family Income (IFE or Ingreso Familiar de Emergencia), and 0%
interest loans; these were targeted to extremely vulnerable individuals in 2020.

Though our administrative data are unusually rich in terms of the labor market behavior
and pension savings of participants, the dataset does not contain information regarding other
factors that could have been important such as average wealth levels, financial knowledge, level
of impatience, and trust in the pension system. For this reason, we also used information from the
2015 Social Protection Survey (EPS or Encuesta de Proteccion Social) to complement our

analysis.'* Specifically, we extracted from the EPS several variables indicating factors that varied

12 See Online Appendix 1 for additional detail.

13 Both the UI and job protection benefits were payable from each person’s Ul individual account; after those funds
were exhausted, additional payments were paid out of the government’s UI solidarity fund. In the dataset, we can
differentiate between these two sources of benefits. To control for outliers, we omit individuals who, in any month,
received Ul benefits greater than the 99th percentile of the system’s members.

14 This survey is managed by the Governments’ Social Security Undersecretariat.
https://www.previsionsocial.gob.cl/sps/biblioteca/encuesta-de-proteccion-social/
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across participants’ regions.'® These include average health status (% saying in Excellent or Good
health); years of education; non-house savings; financial fragility (% saying they could not access
half a year of income within a month); the percent who ever contributed to the pension system; the
percent with a favorable attitude toward pensions financed by individuals’ own efforts; the percent
viewing a state-run pension fund manager favorably; the percent having a positive view of the
Chilean pension system; and the percent of respondents who believed they would live longer than
population life tables (optimism regarding longevity). For each of these variables, we compute
means at the regional level which were then imputed to plan participants using region of residence
in the Pension Regulator database.!® (See Appendix Tables 1 and 2 for variable definitions and

descriptive statistics.)

3. Hypotheses

In what follows, we examine several potential explanations for early pension withdrawal
patterns that may help explain Chileans’ eagerness to pull their pension assets out of the system.
Specifically, we evaluate the following hypotheses:
HI1: Economic hardship during the pandemic prompted workers to take early withdrawals. To
examine whether people who experienced economic hardship during the pandemic were more
likely to withdraw pension assets and took a higher share of their pension balances, we first
compare withdrawal patterns of the low- versus the higher-income counterparts. We also evaluate

whether people with lower balances in their retirement accounts and those with low contribution

15 Chile is divided into 16 regions: Arica and Parinacota, Tarapaca, Antofagasta, Atacama, and Coquimbo, in the
northern part. Valparaiso, O’Higgins, Maule, Nuble, and the Metropolitan region, in the central part. Biobio,
Araucania, Los Rios, Los Lagos, Aysén, and Magallanes, in the south. Approximately half of the population lives in
the Metropolitan region, where Santiago, the capital, is located.

16 We use the 2015 EPS survey as it was the last complete wave conducted prior to the pandemic. Also, it offers an
arguably exogenous snapshot of peoples’ perceptions and expectations before the Covid shock.
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histories were relatively more likely to pull money out early. Next, we explore whether people
who received Unemployment Insurance (UI) and job protection benefits were less likely to
withdraw their funds early, suggesting that these social protection programs played a useful role
in mitigating economic hardship and offset the need to take early withdrawals.

H2: Financial illiteracy and distrust in the Chilean pension system drove early withdrawals.
Chile’s pension system has been criticized by some for charging high fees and paying relatively
low benefits — charges that the 2014 Pension Reform Commission discussed and largely refuted
(Comision Asesora Presidencial sobre el Sistema de Pensiones 2015). Nevertheless, Chileans’ low
levels of financial literacy (Arenas et al. 2008) combined with political populism (Mander and
Stott 2020) drove numerous national protests as the country approached the 2021 Presidential
elections, undermining trust in the system for many.!” While we lack direct measures of participant
financial literacy and system trust, education is correlated with financial sophistication, so we posit
that those living regions with higher average education would take less of their balances in early
withdrawals. Another indicator of system trust is whether participants had saved via three types of
voluntary accounts, called CAVs, APVs, and Agreed-on Deposits, each of which had different
liquidity attributes. Thus, saving in Voluntary Saving Accounts (CAVs or “Cuenta 2”) received
no tax benefits but could be withdrawn at any time without penalty; Voluntary Pension Savings
(APVs) received financial and tax incentives but any early withdrawals required returning tax
benefits and state matching contributions; and Agreed-on Deposits were employer contributions
with tax benefits which were illiquid until the regular retirement age. Accordingly, we would

anticipate that workers who had saved in the less liquid accounts would be more likely to take

17 Lopez and Rosas (2022) studied the role played by trust in the peoples’ assessments of early withdrawal policies in
Chile during the pandemic. Fong et al. (2020) found that trust in private and public financial representatives was
positively associated with pension saving in Singapore.
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early pension withdrawals, versus those holding CAVs. People who distrusted the Chilean pension
system would be hypothesized to have moved money away from all three of these accounts, since
they were largely managed by the same AFPs as the workers’ pension accounts.

Other indicators of trust in the system from the EPS include the percent of people in the
participant’s region approving of the idea of self-financed pensions, having a positive image of the
Chilean pension system, and favoring the adoption of a state-run AFP. We hypothesize that the
first two factors would be associated with a lower probability of and smaller withdrawals, as these
indicate support for the existing system. A final variable indicates mixed support for the system,
as a state-run AFP did not exist at the time.

H3: Participants who believed they could invest money better than their AFP managers were more
likely to take early pension withdrawals. We test this hypothesis by adding an indicator of whether
the participant’s pension portfolio held more equity prior to the pandemic, compared to the “age-
appropriate” default set by the government. Those believing they could do better than the default
portfolio may have been more desirous of self-management, by taking a greater share of their
pension assets when permitted to do so.

H4: Pessimism regarding old-age survival prompted both the number of and level of early
withdrawals. The EPS dataset also contained questions about peoples’ subjective survival
probabilities, which we compared to Chilean life tables by age and sex. We hypothesize that in
areas where people anticipated living less long than the life tables, they would be more likely to

take early withdrawals than their counterparts more optimistic about their retirement lifespans.

4. Empirical Results

A. Descriptive Statistics
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Table 1 reports the main characteristics of the pension system’s active members (i.e.,
excluding retired and deceased individuals as well as foreigners) along with the characteristics of
those taking withdrawals. The bivariate analysis identifies members according to the number of
early withdrawals they took, namely 0, 1, 2 or 3;'® means and significance tests for their differences
are reported, comparing individuals with no withdrawals versus those with one or more
withdrawals. Overall, we see that more than 66% of all 8.9 million active participants took
withdrawals all three times, while the group with no withdrawals is the smallest (about 3.4 % of
workers). Overall, we see that men, older persons, the higher paid, those with the greatest history
of contributions, and having larger pension account balances were significantly more likely to take
withdrawals. The typical withdrawal was around 91% of the workers’ initial account balance at
the outset, with subsequent withdrawals falling to roughly half (55%) of the initial account at
baseline. Amounts withdrawn totaled between three to nine times the workers’ average monthly
earnings, underscoring just how large the amounts taken were. Interestingly, there is also a positive
correlation between participants’ historical contribution density, defined as the fraction of years
each person contributed since joining the system until 2020, and the number of withdrawals taken.
Table I here

The fact that higher paid individuals, as well as those with higher pension account balances
and higher pension contribution densities were more likely to pull money out of their pensions
contradicts H1, since if economic hardship had been the main factor driving people to withdraw
pension assets early, we would have expected a negative correlation. In any case it is necessary to

distinguish between the number of withdrawals (and absolute amounts withdrawn), and the

18 Note that different patterns of withdrawals would have been possible. For instance, individuals with a total of two
withdrawals could have taken the 1% and 2™ withdrawals, the 1% and 3", or only the 2" and 3. Nevertheless, the most
usual patterns in the data are straightforward. Most individuals who took out their funds only once, made the 1%
withdrawal; while those who took funds twice made the 1% and 2" withdrawals.
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withdrawal taken as percentage of the initial balance. We explore this point below, by summarizing
the characteristics of people who completely emptied their pension accounts after the first, second,
and third withdrawals; and with a multivariate regression analysis in the next section.

We also find that average withdrawal amounts are positively correlated with the number
of withdrawals taken, and the differences between those taking nothing versus 1, 2, or 3
withdrawals are all statistically significant. Moreover, the percentage taken of the starting pension
balance is negatively correlated with the number of withdrawals. This pattern is influenced by the
withdrawals’ design, which allowed those with lower balances to take out up to 100% of their
balance, while simultaneously capping retirements for higher balances at levels that could be less
than 10%. Individuals having only one withdrawal took over 90% of their initial balances, while
those with three withdrawals took a total of 55.38%. Also, for those individuals with a single
withdrawal, the amount received was around 1.36 times their average monthly earnings, whereas
this number rises to 8.63 times for the group with three withdrawals.!®

Table 2 summarizes the factors characterizing people who completely emptied their
pension accounts after the first, second, and third withdrawals (the comparison group in each case
is those who did not empty their accounts). As before, persons likely to end up with zero balances
after each withdrawal were more likely to be women, younger, lower earners, and have had lower
initial pension balances as well as lower contribution densities.
Table 2 here

Table 2 indicates that those having received unemployment benefits as well as job
protection benefits were actually less likely to end up with no pension assets at all. Similarly, those

having saved in voluntary personal accounts were less likely to have withdrawn their pension

19 To estimate this average, we choose the maximum between: the average wage and the minimum monthly wage.
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assets in full. Hence this provides a mixed picture regarding H1: some people who saved more
withdrew more, while others who became unemployed withdrew less.
B. Multivariate Results

Next, we contrast the non-parametric results of the last section with multivariate regression
analyses focusing on two dependent variables in Table 3. The first reports peoples’ total number
of withdrawals (#Withdrawals), the mean of this dependent variable was 2.4. The second,
Wd/Starting Balance, refers to the total amount withdrawn as a percentage of the participant’s
starting account balance in July 2020 (just before the first withdrawal was permitted). The mean
of this variable was 63.6%. Explanatory variables in the first column include demographic factors
(female, age, and age-squared), the participant’s historical density of contribution, account balance
immediately prior to the pandemic, and equity share compared to the government default level.
We also includes additional controls including average earnings prior to the first withdrawal
period, whether the participant received any unemployment or employment protection benefits
during the pandemic, and the participant’s voluntary saving balances in APVs, CAVs and Agreed-
on Deposits accounts. Finally, we incorporate the EPS variables to test our hypotheses regarding
regional attitudes.
Table 3 here

The first column of Table 3 reports OLS estimates for the #Withdrawals dependent
variable.?’ Here we see that, holding other things constant, women were less likely to take all
withdrawals allowed, although they did take a higher percentage of their overall account balances.
One reason they may not have taken withdrawn in all periods is that they may have exhausted their

accounts early on, due to having low balances. Interestingly, older people were more likely to take

20 Using probit models does not alter qualitatively our conclusions.
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all three withdrawals, but their probability of taking a withdrawal peaked at around age 45 and
declined thereafter; older workers also withdrew a smaller share of their total account values. This
may speak to changing financial needs over the life cycle. Moreover, people who were more
closely attached to the pension system, having had higher contribution densities, were also more
likely to take withdrawals each time, but were less likely exhaust their balances. Having higher
account balances and earning more also led to fewer withdrawals and smaller payouts relative to
their starting account balances. These last two findings indicate that the less well-off were more
likely to pull money out, suggestive of financial hardship. On the other hand, workers who held
more equity in their pension portfolios than the government default allocation took fewer
withdrawals, but they removed a greater share of their account balances when they withdrew. Thus,
there is only mixed support for the hypothesis that those confident about their own investment
savvy were most likely to pull money out.

A further exploration of the financial hardship hypothesis can be explored by the effects of
UI and job protection benefits. We see that recipients of unemployment benefits or government
employment benefits during the pandemic were more, rather than less, likely to take more
withdrawals; they also withdrew a larger share of their pension accounts. Accordingly, there is
little evidence that the social insurance programs obviated the need for Chileans to take early
pension payouts. People who had saved additional money in the most liquid Account 2 were least
likely to withdraw and withdrew less, the opposite of what we anticipated; conversely those
holding Deposits took fewer payouts, but their payouts were larger when they did. For this reason,
the evidence is mixed as to whether those with the least liquid voluntary savings were most likely

to take early pension withdrawals.
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Turning to the regional-level EPS variables, the results show that people living in
communities with a higher fraction in good health, with higher educational attainment, where
people had more positive views of the pension system, where they had heard about the Solidarity
Pension, expected an AFP pension, and where people were more optimistic about survival, were
all likely to have significantly more withdrawals. This seems inconsistent with the hypothesis that
distrust drove withdrawals. Nevertheless, people with these same attributes took a smaller share
of their accounts when they claimed early withdrawals. Conversely, in communities where people
had more non-housing savings, had heard of the unemployment system, and believed that
retirement should be self-financed, were less likely to take multiple withdrawals, yet they tended
to take a higher percent of pension assets. Hence the evidence on the trust hypothesis is clearly
mixed.

C. Additional Results

Results obtained thus far shed some light on the role of the varying motivations people may
have had when deciding whether to take early withdrawals. Specifically, we find evidence that
lower earners and those with smaller initial account balances were most likely to withdraw their
funds, consistent with the hardship view. Yet receiving unemployment benefits and job protection
benefits did not offset peoples’ interest in taking early pension withdrawals.

As the incentives and motivations to make withdrawals may have changed between each
of the three withdrawal opportunities, we next estimate regression models for each withdrawal
period (R1, R2, R3) separately, as well as for different pension balance quartile.?' Figure 2 shows

the marginal effects of having received UI six months before each withdrawal window on the

21 For this analysis, we focus on individuals who had a positive balance in their pension savings accounts, even after
making the first and/or second withdrawals. We are interested in assessing whether UI and job protection benefits
helped to reduce the incentives to withdraw pension savings for this group.
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probability of withdrawing pension assets, by balance quartile and withdrawal period. The top
panel depicts the effects of receiving Ul benefits financed from workers’ own individual accounts,
while the bottom panel reports the effects of benefits financed from the Solidarity Fund (payable
only after the worker’s individual account was exhausted). Notably, the effects are virtually nil for
the top two account balance quartiles, whereas for the two lowest quartiles, there is some evidence
suggesting a positive effect for both the 2" and 3" withdrawal periods. That is, receiving Ul from
one’s individual account was positively associated with taking an early pension withdrawal for
those participants having the smallest pension balances at the outset. This could be related to
individuals attaching an option value to making withdrawals, even though they were receiving Ul
benefits. Since these benefits have a limited duration (five months) and are decreasing in time (see
Online Appendix 1), it may have been attractive to insure against the possibility of UI running out
before having found a new job. The second panel shows the effects of UI benefit receipt financed
from the Solidarity Fund, where once again there is again no significant relationship between Ul
receipt and withdrawals for the top three balance quartiles. Also, for the lowest-account workers,
there is weak evidence suggesting that Ul receipt did have the expected negative effect during the
1t and 3" withdrawal periods, for the lowest and second quartiles, respectively.
Figure 2 here

Figure 3 reports the association between self-financed and Solidarity-financed job
protection benefits (JP) and the probability that workers withdrew their pension funds in each
period, by starting balance quartile. JP benefits could be received while people were still employed,
as distinct from UI benefits. Here results are insignificant for the top three balance quartiles, but
for the lowest quartile, results again differ markedly. During the 1% withdrawal period, the self-

financed JP benefit had the intended (negative) effect on the probability of taking out pension
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savings. By contrast, JP receipt lost its intended effect in R2, and once again lowered the
probability of taking the third withdrawal for those in the lowest quartile. The second panel
illustrates the effect of government-financed JP benefits, where again there was no effect for the
top three balance quartiles. More striking is the positive effect of JP benefit receipt for the lowest
quartile pension savers: the association was positive and significant for R1.
Figure 3 here

Overall, then, financial hardship appears to have been a stronger motivation for taking
pension money early in the first period, particularly among those with the least in their pension
accounts at the outset of Covid, but the effect declined thereafter. Moreover, in some cases, people
who received JP benefits paid from their individual accounts were less likely to take early pension

withdrawals, though they were less of a deterrent for government-financed benefits.

5. Where Did The Money Go?

In view of the fact that so many Chileans took such a vast portion of their pension money
from their accounts early, a natural question arises as to what use people put the funds to. Analysis
by the Central Bank of Chile (2020) indicates that the early withdrawals of pension savings have
been primarily used in consumption of durable goods, emergency spending, repay debt, and
housing savings. At the end of 2021, a large portion of these resources still remained in households
current and savings accounts, and its use would be gradual over several quarters so it would
continue to encourage consumption during 2022 (Central Bank of Chile various years). Increased
household consumption and spending, which have been above their pre-pandemic levels, together
with high global costs for energy, food and raw materials, has generated large inflationary

pressures (13% annual inflation, July 2022), demanding a highly contractive monetary policy by
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the Central Bank to reduce the inflationary imbalance and assure inflation convergence to a central
level of 3% over a 2-year horizon (Central Bank of Chile 2022).

Our administrative data provides evidence regarding what happened to workers’ voluntary
savings accounts, as summarized in Figure 4. Here we see that net changes in the less liquid
accounts were essentially uncorrelated with the three withdrawal dates (indicated by dotted vertical
lines). By contrast, assets in the most liquid “Cuenta 2” holdings did rise quite markedly
immediately after each withdrawal date was announced. Moreover, those taking two or three
withdrawals were most likely to move their assets to the liquid funds, suggesting that a substantial
fraction of money leaving the pension system due to early withdrawals was rolled over to these
more flexible savings accounts.

Figure 4 here

6. Likely Impact on Expected Future Pensions

In this section, we analyze the expected impact of Chileans’ fund withdrawals on their
projected future pensions. First, we model the potential impact of withdrawals for hypothetical
young participants of a given age and who had a reasonable accumulated balance when the
pandemic struck. Second, we construct a range of representative individuals using as reference the
wage and contribution levels actually observed among Chilean pension system participants.

For the first exercise, we focus on a hypothetical 18-year-old male with monthly earnings
of US $660 (the median pay level for Chilean workers). We also assume that this individual had a
full contribution density history, and his fund earned an annualized real return of 4%. The
contribution rate is 10% and real wages are assumed constant. We then simulate this person’s

pension fund balance until the legal retirement age (65), varying the age at which the 1% early
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withdrawal occurred: 18, 19, and so on. We assume that all relevant variables (contribution
density, returns, earnings, etc.) remain unaltered after the withdrawal. For each case, we calculate
the percentage decrease in expected pension, relative to the case in which no withdrawal occurred.

Figure 5 reports the results of this exercise under two different withdrawal rules. The
orange line assumes that the individual made three withdrawals of 10% of his balance each time it
was permitted, five months apart. Under this scenario, the future pension loss is smallest if the
withdrawals occur at a young age: if the funds are taken out at age 18, future pension benefits are
projected to be 0.6% lower. Conversely, for someone who cashed out at age 64, the future pension
is estimated to be 27% lower. Naturally, the reason for this difference is that younger individuals
will have more time to rebuild their balances (assuming that they contribute throughout their
careers).
Figure 5 here

The blue line incorporates the upper and lower bounds permitted for asset withdrawals
shown in Figure 1. The lower bound and the possibility that very low balance workers could take
out more than 10% increases the impact on expected pensions. Thus an 18-year-old individual
permitted to take 100% of his balance will now experience an expected pension decline of almost
4%. The divergence from the orange line continues to increase as the withdrawal age rises,
reaching its maximum when for withdrawals made at age 22; in this case, the expected pension
declines by more than 20%. After this point, the amount withdrawn is constant in monetary terms
although it falls as a percentage of the accumulated balance, resulting in less severe drops in
expected pension benefits. For our parameters, if the first withdrawal were made between age 32
and 53, 10% of the balance is taken out and both the blue and orange lines coincide. After that, the

upper bound becomes binding. Notably, this means that, for a 64-year-old, the drop in expected
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pension is now 17% (as opposed to 27% for the case with no upper bound). We suggest that the
presence of a lower bound accompanied with the possibility of taking all of the existing balance is
particularly damaging for people whose balance is relatively low. Moreover, the upper bound gives
greater protection for expected pensions of individuals with higher account balances. In other
words, the design is regressive, versus a flat 10% withdrawal rule.

For our second projection exercise, we selected representative Chilean workers’ earnings
and contribution densities by age and sex, which we then use to project anticipated future benefits
without and with pension withdrawals (assuming that participants took the maximum permitted
each time, five months apart, as before). We assume that real earnings grow at 1.5% per year, and
adjust contribution density patterns accordingly to their observed values before and after the
withdrawals. Results appear in Table 4.2
Table 4 here

A first conclusion is that older workers’ pensions are projected to decline the most due to
the early withdrawals, especially for the lowest paid and for those with the lowest contribution
densities. Indeed, for those currently 55-65 (men) and 55-60 (women), projected benefits are
anticipated to drop by over 70%. This shortfall could be made up with 11 more years of work for
the men, and 8.5 years of additional work for the women — well beyond the current normal
retirement ages. Men and women age 45-55 with the lowest contribution density will experience
an estimated pension cut of 50% (for men; 54% for women). Projected drops are smaller for

younger workers, but still, benefits for those age 35-45 are still projected to fall by 23% for men

22 We estimated contribution density patterns post-withdrawals by sex, gender, age and pre-withdrawal density levels.
We then computed Years balance, or the number of years that it would take for workers’ balances to regain their pre-
withdrawal levels. The Years pension refers to the number of years by which individuals would have to delay
retirement in order for their projected pension to equal what they would have had with no withdrawals. We also
computed the Projected Pension 0 Wd/Poverty which refers to the ratio of projected pensions to the poverty line if no
withdrawals had been made, and Projected Pension 3 Wd/Poverty refers to the ratio of projected pensions to the
poverty line assuming three withdrawals. See Appendix Table 3 for additional detail.
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and 28% for women in the lowest quartile. For the youngest group, age 16-25, pensions are
forecasted to shrink by 16% for the highest paid men (18.9% for women) due to the early
withdrawals.

The impact of the early withdrawals on wellbeing can be evaluated by focusing on the last
two columns of Table 4, where we compare the projected pension for each group to the poverty
line, without and with the early withdrawals.?® A value less than one indicates that the projected
pension would be anticipated to fall below the poverty line. One clear finding is that the lowest
paid group in each category would have been anticipated to have a projected pension below the
poverty line even without any withdrawals; this reality prompted the government’s move to offer
Solidarity pensions (Pillar I) under the Bachelet government. A second important finding appears
in the rows indicated with an asterisk: here we see that people in these groups (2 and 11 for men,
6 for women) who took maximum withdrawals are projected to move from a pension above to
below the poverty line, due to the early withdrawals. Third, even the highest paid of each age group
among women is quite financially fragile, as they are likely to have pensions below the poverty
line with maximal withdrawals in all but one case.

Based on these results, it appears that the early pension withdrawal program has regressive
effects, cutting future pensions the most for workers earning lower wages and having lower
contribution density. Moreover, as these individuals may be more likely to qualify for receiving
non-contributory Solidarity benefits in the future, the resulting increased fiscal cost must be

carefully considered.?*

23 The Ministry of Social Development and Family (2022) set the per capita poverty line at 200,000 Chilean pesos
per month (approximately USD$242 US dollars) for May 2022.
24 Our future work will examine the likely impact on solidarity benefit program costs.
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While our analysis benefits from the fact that we have merged pension system information
with individual-specific data on unemployment and job support data, our dataset does not include
information on other possible sources of income and savings outside the pension system. For
instance, we lack data on the informal labor market and whether this might have taken up the slack
for low earnings and the unemployed during the peak of the pandemic. Nevertheless, this seems
unlikely in view of labor market surveys during that period (Romero 2022; Vergara 2021).
Additionally, the evidence suggests that the large rise in government social insurance benefits

occurred much later than the pension withdrawals (Central Bank of Chile 2021).

7. Conclusions and Policy Implications

During the pandemic, several policymakers expressed deep concern about the granting of
early access to retirement accounts. For instance, the OECD (2020: np) noted that “[t]he impact of
granting universal access to retirement pots on future retirement income is potentially significantly
larger than the impact of stopping contributions. The reduction in retirement income resulting from
allowing a 10% withdrawal over a year could vary from 2% to 9% depending on the length of the
contribution horizon, with older people experiencing a larger impact because they may have
accumulated larger balances to withdraw income from.” Nevertheless, few studies have had access
to high-quality administrative records that we have here, to permit the assessment of such early
withdrawals on actual worker behavior and potential retirement outcomes.

Our analysis of Chile’s experience clearly shows that a majority of system participants
opted to take advantage of the opportunities to access to their pension funds early. As for the
motivations for this behavior, we examined (H/) whether those who took early pension

withdrawals did so due to economic hardship. Evidence on this point is nuanced, however. Our
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multivariate analysis showed that those with lower pension balances and having contributed less
took more withdrawals and a larger percentage of their account balances. Therefore, this affords
some confirmation of the link between early pension withdrawals and financial hardship.

Second, we also found that those with the smallest pension account balances who received
unemployment benefits during the pandemic took more withdrawals and a higher fraction of their
initial pension balance. In this sense, those withdrawing early pensions were evidently more
financially needy than those who did not. In the case of or job protection benefits, the group with
lower pension balance did generally take less withdrawals. Moreover, people living in more
financially fragile communities took more withdrawals, though they withdrew a smaller
percentage of their accounts.

To sum up the evidence on (H2), we evaluated the role of distrust in the system as a
rationale for early pension withdrawals. We document that plan participants living in communities
with a higher proportion in good health, higher educational attainment, more positive views of the
pension system, where they had heard about the Solidarity Pension, and expected an AFP pension,
tended to have significantly higher numbers of withdrawals but lower withdrawal rates as a percent
of their starting balances. We also showed that, in communities where more people had non-house
savings, heard of the unemployment system, and believed that retirement should be self-financed,
participants were less likely to take withdrawals, yet they took a larger share of their pension assets
when they did withdraw. We also found that participants who had saved in their Voluntary
Pensions Accounts (APVs), managed by the same AFPs as the workers’ pension accounts, took
fewer early withdrawals but took a larger share of the accounts when they did. In other words, the

evidence is nuanced on the distrust hypothesis.
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Turning to (H3), we discover that participants who held more equity than the government-
defaulted equity share were less likely to take early pension withdrawals, but if they did, they took
a larger share of their account balances. This may indicate that people believing they were
financially savvy were eager to pull the money out to invest differently from the default.

Regarding (H4), we hypothesized that pessimism regarding old-age survival might have
prompted more and a larger share of early withdrawals. Yet here again, the evidence is mixed. Our
multivariate analysis shows that withdrawals were more likely in regions with above average
survival expectations, but optimism regarding longevity was associated with withdrawing a
smaller share of account balances.

In terms of the likely effects on future pensions, the withdrawal design used, namely
imposing lower and upper monetary bounds on withdrawals, resulted in heterogeneous withdrawal
patterns. There will be more adverse effects for workers with lower wages and a lower density of
contributions; workers who are today younger as well as females are particularly vulnerable. While
only a short time has passed since these developments, our ongoing research offers an accurate
account of individuals’ behavior so far. Germane to future pension payouts will be how they
contribute to their accounts in the future, what investment earnings prove to be, and when they
claim their benefits.

The fact that such a large portion of pension assets in Chile have been withdrawn early and
used for purposes other than retirement, as well as the regressive effects of this policy, suggest that
some pension redesign could be warranted. For instance, it is of interest to inquire how could the
pension system could be reformed so that these events do not occur again or are less likely to occur
in the future. International experience offers some useful insights. For instance, providing early

access to pension funds might be allowed only under more stringent rules (e.g., the need to
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demonstrate economic hardship, terminal illness, pay down mortgage, etc.). Repayments of
amounts withdrawn could also be required, in lieu of facing considerable tax penalties (such as in
the US). As a disincentive to take the funds early, some countries are taxing withdrawals for
persons below the age of 60 unless the money is repaid.

The economic crisis caused by the pandemic showed that, given the severity of the
pandemic crisis, many Chileans resorted to the use of their pension monies when this was
permitted. Among the countries allowing for early access to pension savings, Chile — under
analysis here - and Peru were those with the highest total outflows (OECD 2021a; OECD 2021b).
The impacts of this behavior are wide ranging, including in the short-term, financial stress, lower
productivity, a return to high-cost sources of credit/borrowing, and the need to cut back on
expenditures which might lead to ending or reducing pension contributions. Longer term, more
people will reach retirement age with markedly lower financial resilience and reduced levels of
wellbeing, which will impact retirement outcomes.

Moreover, in the Chilean context, the early withdrawals are likely to have an important
depressing effect on the ability of the government to manage future economic shocks. The Chilean
government has estimated a significant increase in the fiscal cost for the Solidarity pillar due to
the early pension withdrawals. Solidarity benefits are computed as a top-up, depending on the
beneficiary’s self-financed pension benefits in retirement, so its costs rise as self-financed pensions
decrease. Also, the number of indigent beneficiaries is likely to rise, due to the early withdrawals.
The present value of the fiscal cost for Solidarity pensions has been estimated at USD$10.1 bn
(over 2021-2100), equivalent to 3.2% of the 2021 GDP (Ministerio de Hacienda 2021). The early
withdrawals resulted in significant fiscal cost pressure and a further reduction in pension adequacy.

To enhance pension adequacy without risking the financial sustainability of the pension system
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would require a comprehensive pension and tax reform, both of which will be required in the near
future.

In light of these challenges, some have proposed establishing “rainy day” or emergency
savings plans that could be combined with retirement savings accounts to improve financial
security. One example is the “sidecar” model designed and being tested by Nest Insight (Philips et
al. 2022) in the UK, a program that combines a liquid emergency savings account with a traditional
defined contribution pension. This is presented as a single product with two separate savings pots
(Hallez 2021). Drawing on lessons from behavioral economics, the sidecar model uses payroll
deduction, pre-commitment features, and worker inertia to create emergency savings, while at the
same time increasing illiquid retirement savings invested with a long-term time horizon.?
Naturally, this would require establishing and regulating an institutional framework to help create
and manage such rainy-day emergency accounts.

Several models have been evaluated and piloted using research and experimental
evaluations looking for appropriate measures to promote savings, as in the case of the UK above.
Other countries are currently evaluating or in the process of incorporating such type of
arrangements. In the United States, new legislation recently approved (the Secure 2.0 Act®®)
effective January 1%, 2024, will allow the creation of an emergency saving account within
individuals retirement plans. Employers may automatically enroll their employees into these
accounts with a contribution up to 3% of monthly salary. In South Africa, a new proposed
legislation, that would be effective after March 1%, 2024, proposed that pension contributions

would be split into two pots, 1/3 would go to a liquid/accessible saving account, and the remaining

25 For recent references on this point see John (2020), Fuentes et al. (2020), Phillips et al. (2021), Sabat and
Gallagher (2021).

26 https://www.finance.senate.gov/imo/media/doc/Secure%202.0_Section%20by%20Section%20Summary%2012-
19-22%20FINAL.pdf
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2/3 to a retirement saving account that must be fully preserved until retirement. All vested funds
as at the date of the transition to the new “two pot” system would be treated according to the
previous regulation. Withdrawals from the accessible saving account would be possible once a
year and would be taxed at normal income tax rates.?’

Using proper incentives, products, and education, it is possible to satisfy the population’s
saving needs, especially for low- and medium-income workers. With the existing infrastructure
already in place in Chile, pension providers and employers could easily extend the menu of saving
products to help address shorter-term needs.

Finally, improving financial education has also proven to be crucial to enhance peoples’
understanding of how their retirement benefits and standards of living are affected by saving
behavior, and to summon the needed political will to pass effective and urgently needed reforms

(Fornero and Lo Prete 2019).

Data Statement

The research data provided for this project by the Chilean Pension Regulator is confidential and
cannot be made publicly available.

2’Republic of South Africa National Treasury (2022).
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Figure 2. Effects of Unemployment Insurance on Probability of Withdrawal, by
Withdrawal Period (R1, R2, R3)

A. Effects of Unemployment Insurance (Individual Account) on probability of withdrawal
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Notes: Panel A shows the effect of Ul benefits paid from the worker’s Individual account on the probability of
withdrawal in the first, second, and third period, by balance quartile. Panel B shows the effect of UI benefits paid from
the government’s Solidarity Fund account on the probability of withdrawal in the first, second, and third period, by
balance quartile. Workers’ account balance quartiles are defined prior to the first withdrawal period’s start, and the
indicator remains constant across periods. We focus on individuals who had a positive balance in their pension
savings’ accounts, even if they took the first and/or second withdrawals.
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Figure 3. Effects of Job Protection Benefits on Probability of Withdrawal, by Withdrawal
Period (R1, R2, R3)

A. Effects of Job Protection (Individual Account) on probability of withdrawal
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Notes: Panel A shows the effect of JP payments from the Individual account on the probability of withdrawal in the
first, second, and third period, by balance quartile. Panel B shows the effect of JP payments from the government
Solidarity Fund on the probability of withdrawal in the first, second, and third period, by balance quartile. Workers’
account balance quartiles are defined prior to the first withdrawal period’s start, and the indicator remains constant
across periods. We focus on individuals who had a positive balance in their pension savings’ accounts, even if they
took the first and/or second withdrawals.
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Figure 4. Voluntary Saving Patterns Over Time, by Type of Account

A. Change in Monthly Balances in Provisional Savings Account (APV)
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Notes: All three savings accounts reflect voluntary saving. Individuals who make APV savings receive tax incentives,
but the tax benefits must be repaid if these savings are withdrawn prior to retirement. Account 2 savings receive no
tax benefits, but they can be withdrawn at any time without any penalty. Agreed-on deposits are arranged between
employees and their employers; these savings have tax benefits and can only be withdrawn at retirement.
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Figure 5: Expected Pension Reductions for Representative Individuals (%)

Age at 1st Withdrawal
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Source: Authors’ elaboration. The orange line shows the percentage change in expected pension according to the
representative individual’s age at the time of the first withdrawal, assuming that three withdrawals are made. Each
withdrawal is set to 10% of the pension savings’ balance. The change is calculated comparing the final pension
versus the pension that would be obtained if no withdrawals were made. The blue line assumes that the lower and

upper bounds are in place. Therefore, balances below US $1,400 are withdrawn completely, while for balances are
also capped at a maximum of US § 6,200.
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Table 1: Characteristics of Those Taking 0, 1, 2, 3 Early Withdrawals

Variable None One Two Three
Withdrawal 1 0.00 0.98*** 0.99%** [
Withdrawal 2 0.00 0.01%** 0.89%** [
Withdrawal 3 0.00 0.01%** 0.12%** [

# Withdrawals 0.00 R 2wk% JkE
Withdrawal (USD) 0.00 798.88***% 2791.71*%%*  5700.84%**
Withdrawal/Start balance (%) 0.00 91.18***  B5.57%** 55.38%**
Withdrawal/Adj. Earnings 0.00 1.36%** 4 3%** 8.63%**
Female (1/0) 0.46 0.61%** 0.54%*x* 0.42%%*
Age (yrs) 40.22 36.38%** 3785k 42.67%**
Av Earnings (USD 8/2019-4/2021) 202.51 183.8%%*  413.65%** 618.46%+**
Density (8/2019-4/2021) 0.15 0.16%** 0.41%** 0.64%+**
Balance (USD) 8,198.92  5564.4*%*%* 11160.3*** 18055.02%**
Diff. in Equity (%) 491 3.84%%* 3.43%%% 3.98%**
Any UI (1/2020-4/2021) 0.01 0.02%** 0.06%** 0.11%%*
Any Empl Protec Bens (1/2020-4/2021) 0.01 0.01%** 0.05%** 0.07%***
Account 2 0.04 0.03%*** 0.05%** 0.07***
VPS 0.03 0.02%** 0.05%** 0. 1%
Deposits 0.01 Q*** 0.01%** 0.01%**
N 303,144 1,450,376 1,268,653 5,935,184

Notes: * p<0.10; **p<0.05; ***p<0.01. This table reports means test and their significance for the differences
reported, comparing individuals with no withdrawals versus those with one or more withdrawals. Source: Authors’
elaborations. Source: Authors’ elaborations.
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Table 2. Characteristics of those Leaving a Positive versus a Zero Pension Balance Due to Early
Withdrawals in 1st, 2nd, or 3rd Withdrawal Periods

R1 R2 R3
Variable Pos. Balance  Zero Balance  Pos. Balance  Zero Balance  Pos. Balance Zero Balance
Withdrawal 1 1 [ ¥** 1 0.99%** 1 0.98***
Withdrawal 2 0.96 0.29%** 1 [*** 0.99 0.9%**
Withdrawal 3 0.85 0.17*** 0.93 0.37%** 1 [ ***
# Withdrawals 2.8 1.46%** 2.93 2.35%** 2.99 2.89%**
Withdrawal (USD) 5476.08 642.36%** 591293 1557.83%** 6253.15  2322.21%***
Withdrawal/Starting balance (%) 54.05 109.84*** 49.5 117.09*** 44.47 118.15%**
Withdrawal/Adj. Earnings 8.21 1.48%** 8.82 3.45%** 9.13 SHE*
Female 0.44 0.6%** 0.42 0.55%*%* 0.4 0.53%%*
Age 43.11 32.66*** 43.75 32.32%%* 44.27 33.13%**
Av Earnings (USD 8/2019-4/2021) 636.36 64.7%** 656.96 163.03*** 695.9 218.05%**
Density (8/2019-4/2021) 0.62 0.16%*** 0.65 0.35%** 0.67 0.43%**
Balance (USD) 18816.38 502.17%%* 19632.6 1254.24%** 21175.06 1923.24***
Diff. in Equity (%) 4.25 2.477H** 4.26 1.79%** 441 1.77%%*
Any UI (1/2020-4/2021) 0.1 0.04%** 0.11 0.08*** 0.11 0.1%%*
Any Empl Protec Bens (1/2020-4/2021) 0.07 0.02%#* 0.07 0.05%** 0.07 0.06%**
Account 2 0.08 O*** 0.08 0.01%** 0.09 0.01***
VPS 0.1 Q*** 0.11 0.01*** 0.12 0.01%**
Deposits 0.01 O*** 0.01 Q*** 0.01 Q***
N 6,818,622 1,791,351 5,935,383 1,144,873 5,140,569 962,436

Notes: * p<0.10; **p<0.05; ***p<0.01. R1, R2, and R3 are indicators of whether the participant took an early
pension withdrawal during the first, second, or third window when permitted to do so. Source: Authors’
elaborations.



Table 3. Multivariate Analyses of Early Pension Withdrawals

Variables # Wdrawals Wd/Starting Balance (%)
Female (1/0) -0.125 ok 6.282 *k*
(0.001) (0.022)
Age (yrs) 0.094 *** -5.567 ***
(0.000) (0.009)
Age™2/1000 -1.032 ik 55.822 ik
(0.002) (0.095)
Av Earnings (USD k 8/2019-4/2021) -0.215 #k -2.258 Hkk
(0.001) (0.025)
Density (8/2019-4/2021) 0.796 *** -8.652 ***
(0.001) (0.033)
Balance (USD 10k) 0.124 #** -12.338 ok
(0.001) (0.049)
Balance”2 (USD 10k)/100 -0.650 *** 50.290 ***
(0.006) (0.390)
Diff. in Equity (%) -0.002 *** 0.070 ***
(0.000) (0.000)
Any UI (1/2020-4/2021) 0.129 *** 3.121 ***
(0.001) (0.020)
Any Empl Protec Bens (1/2020-4/2021) 0.077 *** 1.714 ***
(0.001) (0.032)
Account 2 -0.031 -1.773 Fx
(0.001) (0.035)
VPS 0.032 *#* -1.913
(0.001) (0.033)
Deposits -0.095 *#* 4.03] **
(0.004) (0.123)
Good Health 0.3071 *** -18.658 ***
(0.011) (0.384)
Education years 0.025 *** -5.885 ik
(0.002) (0.066)
Non-house savings -0.953 ik 18.477 ***
(0.021) (0.767)
Financial fragility 0.292 *** -50.697 ***
(0.017) (0.620)
Contributed to pension 0.188 *** -16.042 ***
(0.012) (0.424)
Positive Pension System Image 2.093 *** -111.563 ***
(0.049) (1.772)
Favors state AFP 0.167 *** -20.349 ***
(0.008) (0.292)
Self-finance pension -0.647 *** 28.953 ***
(0.016) (0.589)
Longevity optimistic 0.003 *** -0.494 *xx*
(0.000) (0.008)
Constant -0.670 *** 336.626 ***
(0.036) (1.338)
Observations 8957357 8957357
R-squared 0.25319 0.52958
Mean Dep Var 2.433 63.5872

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Source: Authors’ elaborations.
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Table 4: Expected Pension Benefit Cuts Due to Early Withdrawals, Number of Years
Required to Make Up Shortfall, Years Retirement Would Need to be Delayed to Make Up
Shortfall, and Impact on Retirement Poverty

A. Males
Pre
Density ~ Earnings  Pre Balance Pension Years Years | Proj PensionO Proj Pension3
Group N Age Density (pre)  (post) (median) (median) Fall (%)  balance pension | Wd/Poverty Wd /Poverty
1 148,252 |16 to 25 0.1852 0.8452 197,660 60,030 -3.7 0.2 0.8 0.71 0.69
2 297,953 0.4211 0.6911 331,100 467,867 -8.7 1.5 1.1 1.03 0.94 *
3 149,480 0.7313 0.6213 452428 1,387,428 | -16.1 3.6 2 1.38 1.15
4 321,503 | 25 to 35 0.3390 0.6790 373,335 551,232 -9.8 1.6 1.2 0.87 0.79
5 642,829 0.6028 0.7028 524,696 3,705,724 | -21.4 4.8 3.0 1.60 1.25
6 328,172 0.8188 0.6888 729,973 7,065,442 | -14.1 2.8 2.0 2.40 2.07
7 267,017 | 35t0 45 0.3922 0.5722 389,583 2,041,466 | -23.4 6.3 2.9 0.48 0.37
8 534,288 0.6582 0.6982 656,768 10,636,436 | -14.4 2.5 2.0 1.60 1.37
9 280,638 0.8421 0.7221 963,726 18,414,646 | -14.6 2.6 2.0 2.60 2.22
10 257,953 | 45t0 55 0.3633 0.4833 376,250 3,492,446 | -48.9 9.1 6.0 0.32 0.16
11 515,960 0.6583 0.6583 594,916 18,185,848 | -20.3 3.7 2.8 1.24 0.99 *
12 277,100 0.8543 0.7443 877,600 33,564,226 | -20.8 3.8 3.0 2.24 1.77
13 205,101 | 55 to 65 0.3086 0.3886 363,493 3,495,534 | -71.0 11.1 8.0 0.15 0.04
14 410,401 0.6411 0.6111 506,281 23,166,008 | -25.0 4.6 33 0.87 0.65
15 218,504 0.8636 0.7436 778,161 45,801,158 | -24.9 4.6 3.3 1.71 1.28
B. Females
Pre
Density ~ Earnings  Pre Balance Pension Years Years | Proj Pension0 Proj Pension3
Group N Age Density (pre)  (post) (median) (median) Fall (%) balance  pension | Wd/Poverty = Wd /Poverty
1 124,253 | 16 to 25 0.1212 0.7412 157,500 41,891 -4.0 0.2 0.8 0.29 0.27
2 250,807 0.2963 0.5463 259,318 250,199 -8.5 1.3 1.1 0.36 0.33
3 125,326 0.6154 0.4954 394,034 1,072,161 -18.6 3.9 2.7 0.56 0.46
4 310,036 | 25 to 35 0.2249 0.5249 267,072 247,544 9.4 1.3 1.2 0.27 0.24
5 620,065 0.4857 0.5857 492,614 2,408,944 | -27.0 5.8 3.8 0.69 0.50
6 315,542 0.7571 0.6471 683,343 5,676,175 | -17.7 3.4 2.5 1.19 0.98 *
7 264,963 | 35 to 45 0.2218 0.3418 301,000 635436 | -27.7 4.4 3.2 0.12 0.09
8 529,956 0.5097 0.5297 514,060 5,967,352 | -27.2 5.1 3.8 0.53 0.39
9 277,250 0.7835 0.6735 877,844 15,341,880 | -15.6 2.5 2.0 1.26 1.07
10 257,605 | 45 to 55 0.1506 0.2306 288,660 721,002 | -54.1 7.2 5.8 0.05 0.02
11 515,217 0.4060 0.3860 428,403 7,080,932 [ -34.3 6.3 4.9 0.28 0.19
12 272,796 0.7278 0.6078 758,809 24,470,018 | -22.4 3.9 3.0 0.94 0.73
13 113,873 | 55 to 60 0.1039 0.1539 257,380 525,853 | -74.4 8.5 7.0 0.02 0.01
14 227,754 0.3402 0.2902 390,000 6,542,982 | -42.3 8.2 6.0 0.19 0.11
15 120,458 0.6921 0.5621 650,446 26,707,523 | -25.0 4.5 3.7 0.76 0.57

Notes: Projections assume 1.5% annual real earnings growth. Contribution density after withdrawals is estimated from
data on groups by gender, age, and pre-withdrawal density. Years balance: number of years it would take for individual
balances to regain their pre-withdrawal level. Years pension: number of years individuals would need to delay
retirement for their projected pensions to be equal to that if no withdrawals had been made. Proj Pension 0 Wd/Poverty
refers to the ratio of projected pensions to the poverty line if no withdrawals had been made, assuming 1.5% real
earnings growth and contribution density defined as above. Proj Pension 3 Wd/Poverty refers to the ratio of projected
pensions to the poverty line assuming 3 withdrawals were made, with 1.5% real earnings growth and contribution
density as above. Values with Asterisk (*) indicate that the projected pension for those making 3 withdrawals would
fall below the poverty line, versus having taken no withdrawals. For additional detail see Appendix 3.
Source: Authors’ elaborations.



Appendix Table 1. Variables Names and Definitions

Variable Variable Definitions

R1 1 if took early withdrawal during period 1, O else

R2 1 if took early withdrawal during period 2, 0 else

R3 1 if took early withdrawal during period 3, 0 else

# Withdrawals Number of withdrawals across all 3 period

Withdrawal/Starting balance (%) % of total balance withdrawn across all 3 periods

Female 1=yes, else 0

Age in years

Balance (USD MM) Balance in pension account prior to July 2020

Density (overall) % of time contributed to individual account since joining pension system to July 2020

Diff. in Equity (%) % equity in retirement account minus default %, June 2020 (or nearest month available)

Av Earnings USD 8/2019-7/2020 Av monthly earnings August 2019-July 2020 (USD)

Any UI 8/2019-7/2020 1 if any Ul benefit received August 2019-July 2020, 0 else

Any Empl Protec Bens 1/2020-7/2020 1 if any employment protection benefit received January-July 2020, 0 else

Account 2 1 if average balance in voluntary pension savings account positive October 2019-July 2020, 0 else
VPS 1 if average balance in voluntary pension savings account positive October 2019-July 2020, 0 else
Deposits 1 if average balance in voluntary pension savings account positive October 2019-July 2020, 0 else
2015 EPS regional variables

Good Health % Excellent/VG/Good

Education years Av years of educ

Non-house savings % have savings outside home

Financial fragility % financially fragile (cannot raise half a year of HH income in a month)

Contributed to pension % ever contrib to pension in lifetime

Self-finance pension % agree each person should self-finance retirement

Positive Pension System Image % with positive image of Chilean pension system

Favors state AFP % would contribute to a state-run AFP

Longevity optimistic % expect to live > life table

Source: Authors’ elaborations.



Appendix Table 2. Descriptive Statistics

Variable P50 Mean St Dev N

R1 1 0.96 0.19 8,957,357
R2 1 0.79 0.41 8,957,357
R3 1 0.68 0.47 8,957,357
# Withdrawals 3 243 0.88 8,957,357
Withdrawal (USD) 3817.81 4302.15 3864.07 8,957,357
Withdrawal/Starting balance (%) 51.12 63.58 39.72 8,957,357
Withdrawal/Adj. Earnings (%) 5.49 6.56 5.99 8,957,357
Female (1/0) 0 0.47 0.5 8,957,357
Age (yrs) 40 40.89 11.82 8,957,357
Av Earnings (USD 8/2019-4/2021) 234.99 504.99 673.49 8,957,357
Density (8/2019-7/2020) 0.57 0.51 0.46 8,957,357
Balance (USD) 6424.71 1472246  23401.56 8,957,357
Diff. in Equity (%) 0 3.91 17.34 8,957,357
Any UI (1/2020-4/2021) 0 0.08 0.28 8,957,357
Any Empl Protec Bens (1/2020-4/2021) 0 0.06 0.23 8,957,357
Account 2 0 0.06 0.24 8,957,357
VPS 0 0.08 0.27 8,957,357
Deposits 0 0.01 0.08 8,957,357
% Good Health 0.66 0.65 0.04 8,957,357
Education (av. yrs) 12.53 12.26 0.4 8,957,357
Have non-house savings (%) 0.13 0.12 0.02 8,957,357
Av Financial Fragile (%) 0.72 0.71 0.03 8,957,357
Contributed to pension (%) 0.87 0.86 0.04 8,957,357
Positive re pension system (%) 0.08 0.09 0.02 8,957,357
Positive image of AFP (%) 0.05 0.06 0.02 8,957,357
Favors state AFP (%) 0.6 0.58 0.07 8,957,357
Heard about PBS (%) 0.36 0.38 0.06 8,957,357
Heard about UI (%) 0.74 0.7 0.06 8,957,357
Self-finance pension (%) 0.31 0.32 0.03 8,957,357
Expect AFP (%) 0.55 0.52 0.05 8,957,357
Longevity optimistic (%) -22.25 -22.27 1.83 8,957,357

Source: Authors’ elaborations.
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Appendix Table 3: Characteristics of Illustrative Workers for Projected Pension Estimates

A. Males

Group Age |Density |Dens. Pre Dens. Post Change Dens
1 16 - 25 |Low 0.0360 0.6920 0.6560
2 16 - 25 |Medium 0.4915 0.7618 0.2703
3 16 - 25 |High 0.9710 0.8644 -0.1066
4 25-35 |Low 0.0238 0.3659 0.3422
5 25 -35 (Medium 0.5332 0.6377 0.1045
6 25 -35 |High 0.9795 0.8514 -0.1281
7 35-45 |Low 0.0149 0.1926 0.1777
8 35 -45 |Medium 0.5242 0.5636 0.0394
9 35 -45 |High 0.9824 0.8634 -0.1190
10 45 -55 |Low 0.0111 0.1297 0.1186
11 45 - 55 |Medium 0.5228 0.5261 0.0033
12 45 - 55 |High 0.9846 0.8699 -0.1147
13 55-65 |Low 0.0080 0.0870 0.0791
14 55 -65 |Medium 0.5197 0.4906 -0.0291
15 55 -65 |High 0.9865 0.8622 -0.1243

B. Females

Dens.

Group Age Density Pre Dens. Post  Change Dens
1 16 -25 | Low 0.0322 0.6560 0.6238
2 16 -25 | Medium | 0.4794 0.7272 0.2477
3 16 - 25 | High 0.9759 0.8600 -0.1159
4 25-35 | Low 0.0181 0.3191 0.3010
5 25-35 | Medium | 0.5243 0.6263 0.1020
6 25-35 | High 0.9841 0.8694 -0.1147
7 35-45 | Low 0.0099 0.1337 0.1238
8 35-45 | Medium | 0.5236 0.5448 0.0211
9 35-45 | High 0.9856 0.8755 -0.1102
10 45-55 | Low 0.0068 0.0824 0.0756
11 45-55 | Medium | 0.5160 0.4994 -0.0166
12 45 -55 | High 0.9868 0.8710 -0.1158
13 55-65 | Low 0.0052 0.0519 0.0467
14 55-65 | Medium | 0.5188 0.4640 -0.0548
15 55-65 | High 0.9887 0.8635 -0.1252

Source: Authors’ elaborations.
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Online Appendix 1: The Unemployment Insurance System and Labor Protection Measures

The Chilean Unemployment Insurance (UI) system combines individual accounts and a Solidarity
Unemployment Fund. Participation in the Ul system is compulsory for private dependent workers
(covered by the labor code) who initiated or restarted labor contract coverage since October 2002.
Self-employed workers and public employees are not covered by UL The UI program is managed
by a private entity selected by a public tender based on administration fees. The public tender takes
place every 10 years.

The UI program has two components: self-insurance through unemployment individual accounts,
and social insurance through the Solidarity Unemployment Fund. Total contributions to the Ul
scheme amount to 3% of the worker’s earnings. The 3% is split to finance the individual account
and the Solidarity Unemployment Fund. Both employers and employees pay contributions to the
funds.

Individual accounts are financed by contributions from both workers and employers. In the case
of workers with open-ended employment contracts, the worker and employer contributions are
0.6% and 1.6% of the worker’s earnings, respectively.?® In the case of workers with fixed-term
contracts, the contribution is paid only by the employer, in an amount equal to 2.8% of the worker’s
earnings.

The Solidarity Unemployment Fund finances unemployment benefits when individual savings are
inadequate or become exhausted. Eligibility conditions under this program are more stringent than
for the former. Individuals eligible for Solidarity benefits receive not only unemployment benefits,
but also pension contributions during the period the individual is receiving Ul payments. The
contribution is 10% of the unemployment benefit. The Solidarity Unemployment fund is financed
by employer contributions plus an annual state contribution of CLP 12 bn (USD 14 million). The
employer contribution amounts to 0.8% of pay for open-ended contract workers, and 0.2% for
workers with fixed-term contracts.

Unemployment benefits are payable conditional on a minimum number of contributions having
been made during the period before becoming unemployed. Unemployment benefits depend on
the level of savings in the individual account and the labor earnings received before becoming
unemployed, as the benefits are determined as a replacement rate with respect to monthly labour
earnings. To access the Solidarity Unemployment benefits, the worker must also satisfy additional
conditions: the employment relationship must not have ended on grounds attributable to the
worker, resources in the individual account must be insufficient to finance the payments, the
worker must not have received more than 10 payments within the last five years financed by the
Solidarity unemployment fund, and the worker must be registered and certified in the National
Employment Portal Registry (Bolsa Nacional de Empleo”?).

The requirements in terms of number of contributions are determined by the type of labor contract
and the unemployment insurance fund accessed. To receive benefits from the individual account
fund, an unemployed worker must have contributed at least 12 of the past 24 months (for open-
ended contract workers) or at least 6 of the past 24 months (for fixed-term workers). Benefit

28 There is an upper earnings limit of UF 122.6 (USD 4,462).
2 https://www.bne.cl/



amounts start at 70% of average pay over the prior six months, i.e., payable at a 70% replacement
rate for the first month of unemployment; the rate then declines to 55%, 45%, 40%, 35%, and 30%
until the account balance is exhausted. To access benefits from the Solidarity Unemployment fund,
an unemployed worker must have contributed at least 12 of the past 24; moreover, the last 3
contributions should be continuous and with the same employer. The Solidarity Unemployment
fund provides for a maximum of 5 (3) monthly payments for open-ended contract workers (fixed-
term workers). For fixed-term workers, the benefit amounts begin at a 50% replacement rate,
decreasing to 40% and 35% for the second and third payments. Benefit amounts have a maximum
cap and a minimum level ranging between CLP 728.000 (USD 855) and CLP 109.000 (USD 128)
for open-ended contract workers, and from CLP 520.000 (USD 611) to CLP 109.000 (USD 128).

Total affiliates to the unemployed insurance amount to more than 11 million workers. Almost half
of them (48%) contribute to the unemployment insurance funds. Monthly approved applications
to the UI program run close to 70,000 and the monthly average number of beneficiaries is close to
140,000.%°

Recent transitory and permanent changes to the Ul scheme

During the pandemic, there were several governmental efforts to support employment and
households. The 2020 Labor Protection Law introduced job retention schemes in which the
employment relationship could be suspended in those areas with lockdowns. A suspension was
also possible by agreement between an employer and its workers when the activity was affected,
totally or partially by the pandemic. Additionally, the law established the option to temporarily
suspend working contracts and get UI benefits for parents taking parental leave or who were taking
personal care of children born after 2013, who due to the pandemic were not attending school. In
all these cases, employers continued paying social security and health contributions and the
workers received benefits from the UL These benefits were financed primarily with the resources
in the individual accounts; once they were exhausted, continued benefits were paid via the
unemployment Solidarity fund under certain eligibility conditions.

A different alternative to contract suspension was provided, in which employers could agree with
their workers individually or collectively the reduction of up to 50% of the monthly working hours,
with a reduction in monthly wages up to 75% of normal salary (50% paid by the employer and
25% paid by the UI funds). Also, in this case employers continue paying social security and health
contributions. Both types of measures, labour contract suspensions and working hours reductions
were in effect between July 2020 and October 2021.

30 As noted above, civil servants, self-employed and informal workers are not covered by the UI benefits.



