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Even before the pandemic, the pension systems of most Latin American countries
ranked in the bottom third in international comparison of their long-term adequacy
and sustainability in our last Global Pension Report. The Covid-19 pandemic has been
a double blow with respect to pension systems’ adequacy: On the one hand, rocketing
unemployment rates diminished the share of the labor force in formal employment
that is covered by pension schemes; on the other hand, lower contributions to pension
schemes, and the fact that some governments allowed savers to tap into their retirement
funds, shrank the future pension pots.

By relieving some of the pressure on the state budget to finance state welfare in the
short run, the region could see three negative consequences: higher pension inequality,
a higher prevalence of old-age poverty and a higher share of the elderly who
depend on tax-financed state welfare in old-age in the long term. As a result, the Covid-19
crisis will cast a long shadow over Latin America in the decades to come.

In addition, life expectancy declined only temporary due to Covid-19 and will certainly
resume its upward trend. Combined with declining fertility rates, this development
will lead to rapidly increasing old-age dependency ratios. In Brazil, for example, the ratio
is set to almost treble to 36.2%.

The results of our Allianz Pension Indicator, which assesses how prepared global
pension systems are for demographic change, show that despite some recent reforms,
the sustainability and adequacy of Latin America’s pension systems have hardly changed
within the last two years. They still range in the lower half of the ranking, with the overall
assessments ranging between 3.5 and 4.3 on a scale from 1 (best) to 7 (worst) since the
effects of some reforms point in different directions with respect to sustainability
and adequacy, like Mexico’s decision to increase the pension benefit level, for example,
or were too cautious to move the needle, like the increase of the retirement age in Brazil.

Covid-19 has affected all countries, confronting pension systems around the world with
great challenges. As a result, reactions such as the early withdrawal of pension assets
could be seen across the board. Latin American pension systems are at a crossroads.
Therefore, the need to reform pay-as-you-go financed pension systems — making them
more adequate without losing sight of long-term sustainability — is as urgent as ever.
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>4 millions

Chileans depleted their pension
funds due to the Covid-19 pandemic
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ON LATIN AMERICA’S PENSION SYSTEMS

On the 2020 Allianz Pension Indicator
(API) world map, the Latin American
continent shimmered in yellow and
orange rather than green, suggesting
that its pension systems are poorly pre-
pared for demographic change. In our
analysis of six countries (Argenting,
Brazil, Chile, Colombia, Mexico and
Peru), the overall scores ranged from
3.7 in Peru to 45 in Argentina (on
a scale from 1 (best) to 7 (worst)).
The low coverage of pension systems

Figure 1. Allianz Pension Indicator 2020
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and low benefit levels due to the high

share of informal labor in many
countries, as well as low retirement
ages, weighed on the overall ranking
as these factors are decisive for the
adequacy and long-term sustainability
of a pension system (see Figure 1).

Since then, some countries have
introduced pension reforms. Brazil's
government, for example, increased
the retirement age, while the Mexican

government decided to adjust the

minimum contribution period and con-
tribution rates in order to strengthen
the adequacy and sustainability of its
pension system. However, these re-
forms might prove to be insufficient
due to the rapid aging of societies.
And even more importantly, these
policies do not address the main
Achilles heel of Latin America’s pension
systems: low coverage due to compar-
atively high shares of people working
in the informal labor market.

Note: With support from Bing, @Australian Bureau of Statistics GeoNames; Microsoft: Navinfo; OpenStreetMap; TomTom, Wikipedia



Adding insult to injury, in the last two
years, the Covid-19 pandemic plunged
many Latin American economies into
the deepest recession since the region’s
debt crisis of the early 1980s, with a
much stronger economic impact than
the Great Financial Crisis in 2009,
erasing millions of jobs. The economic
downturn in 2020 ranged from -11.0%

Figure 2: The Covid-19 pandemic hit Latin America’s economies harder than the financial crisis

in the hardest-hit country, Peru, to -4.1%

in Latin  America’s most populous
country, Brazil. All countries that we
cover in our report witnessed a marked
economic downturn in the first year of
the pandemic followed by a V-shaped
recovery in 2021. Yet, in most countries,
the impressive growth in 2021 could

not compensate for the previous year's

28 January 2022

decline. Real GDP per capita was still
below 2019 in all countries
besides Chile, where the economic
upswing resulted in GDP per capita
that was 1.3% above pre-crisis levels.
In Brazil, GDP per capita was -0.2%
below pre-crisis levels, but in Argentina,
the difference was still -5.1%! (see
Figure 2).
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In the wake of the economic downturn,
unemployment rates shot up to double-
digit levels in all countries we studied,
except Mexico. The age groups hit
the hardest were those just entering
the labor market and young adults.
In Argentina, Brazil, and Chile, one in
three graduates aged between 15 and
24 could not find a job. In the age
group 25 to 34, the unemployment
rates ranged between 13% in Argentina
and 19% in Colombia®. Unemployment
rates in the higher age groups almost

See ILO (2022) p. 53.
See ILO (2022), ILOSTAT.
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doubled during the second and third
quarter of 2020 compared to pre-Covid
figures, though on slightly lower levels
(see Figure 3, page 6).

Unlike in previous economic crises, the
Covid-19 crisis hit all sectors so people
who lost work in the formal labor
market were unable to find a job in the
informal sector, forcing them to simply
drop out of the labor market. The same
held true for informal workers, who
were often employed in smaller enter-
prises with low capital buffers and less

IMF (2021): World Economic Outlook database, October 2021.
See ILO. In Uruguay the unemployment rate among 15- to 24-years-olds was 28.2% before the outbreak of the pandemic. See ILOSTAT.

access to state support measures?.
This is reflected in a marked decline of
the labor force participation rates in
the age group 25 to 54 in all countries
in 2020, except for Uruguay, where it
remained close to 90%. Peru saw the
strongest decline, with a drop by
almost 10pp from 87.6% to 787%.
The other countries recorded declines
of around 5pp, with participation rates
ranging from 70.4% in Mexico and 79%
in Colombia® (see Figure 4, page 6).
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Figure 3: High unemployment rates among younger age groups
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Figure 4: Marked decline of the labor force participation rates in 2020
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Though the labor market situation
slightly improved during 2021, un-
employment rates were still higher than
at the end of 2019.
the unemployment rate in autumn
2021 (13.9%) was still almost 50%
higher than before the Covid-19 out-
break. In the other countries, the latest

In Colombig,

unemployment figures (Q3 2021) are
between 1pp (Mexico) and 2pp (Peru)
higher than the pre-pandemic levels.
Even worse, according to International
Labour Organization estimates and
statistics of the Central Bank of Mexico,
the decline of unemployment rates is
mainly due to the creation of informal
jobs. These have accounted for over
70% of net job creation since mid-2020
in Argentina, Mexico and Peru, and for
over half of job growth in Chile®. Yet
if governments fail to succeed in

broadening the formal labor market,
this implies that a growing share of the
working-age population has no access
to the pension system. The effective
coverage of pension systems in Latin
America is at best mediocre compared
to the rest of the world, with coverage
ratios ranging from 26% in Peru to 40%
in Colombia and Mexico, roughly 60%
in Brazil and Chile and 70% in Uruguay.
For comparison, in most Western Euro-
pean economies, this ratio is close
to 90%° (see Figure 5).

Figure 5: Low coverage of pension systems across Latin America
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5 SeellO2022) p. 53f and Banco de Mexico (2021): Informe trimestral, Octubre - Diciembre 2020, p. 42

6  SeellO(2022) Dashboard.
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To ease the economic hardships
caused by the lockdowns and increa-
sing unemployment during the pande-
mic, some Latin American countries
allowed early withdrawals of pension
assets as these were often the only
savings large parts of the population
had’. This applied first and foremost to
those markets which in the past started
to build capital-funded pillars within
their pension systems, namely Chile

and Peru. The alternative would have
been to grant temporary tax-financed
subsidies to the unemployed or un-
deremployed. The timing couldn’t have
been worse: Many people who with-
drew pension funds in the first half of
2020 locked in the temporary losses
that were caused by the stock market
downturns. Due to the combination of
stock market downturns and with-
drawals, in Chile and Peru, private

Figure 6: Retirement savings per capita and portfolio structure, 2020
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insurance  and
pension fund assets declined by -3.8%
and -5.8%, respectively. At the end
of 2020, retirement savings in Chile
amounted to 100% of GDP or
EUR12,100 per capita. In Peru, they had
to EUR1,120 per capitq,
corresponding in total to 23% of the

households’  total

declined

country’s GDP® (see Figure 6).

m Insurance & Pensions

Others

7 See Inter-American Development Bank (2020)

8  See Allianz Global Wealth Report 2021
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However, these developments only
dampened the absolute growth of
private households’ total financial
assets as life insurance and pension
fund assets had accounted for only
56% of Chile's and 41% of Peru'’s private
household total financial assets before
the pandemic. Other asset classes,
especially bank deposits, grew at dou-

ble digit rates’.

As a result, the effects on pension equa-
lity and pension levels will only be felt
Especially as the
governments of Chile and Peru allo-
wed further withdrawals in 2021 due to
the still tense labor market situation. As

in the long run.

expected, the “offer” was mainly taken

up by households that struggled to
make ends meet in the first place, i.e,
by poorer households. In Chile, for exa-
mple, it has mostly been women who
have exhausted their pension accounts
(56.4%). More worryingly, 60% of those
who depleted their pension accounts
were younger than 35 years, and 16.2%
aged between 36 and 45°. At the end
of 2021, more than 4mn Chileans, or
38.5% of the pension fund members,
were left without any savings in their
pension accounts'? (see Figure 7).

In Peru, 5.7mn members, 61% of them
male, have so far made use of the offer
and have in total withdrawn pension

funds corresponding to EUR14.9bn

Figure 7: In Chile, most savers who depleted their account were female or younger than 35
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between 2020 and October 2021 an
estimated 2.1mn of these members
(37%) have depleted their funds com-
pletely. All in all, accumulated balances
of individual accounts declined by up to
-24.5% in Peru, mainly affecting workers
close to 40 years of age, who will not
have enough time to restore their
funds®. Furthermore, in contrast to Co-
lombia, Mexico and Uruguay, where
the pension funds’ assets under ma-
nagement have markedly increased
since the outbreak of the pandemic,
pension funds’ assets under manage-
ment are still below 2019 levels in Chile
and Peru**.

Female
57%

9 In 2020, Chilean private households’ bank deposits increased by 44.8%, in Peru they increased by 22.5%. See Allianz Global Wealth Report 2021.

10  See Superintendencia de Pensiones (2021).
11 See Superintendencia de Pensiones (2021).

12 See Superintendcia de Banca, Sequros y AFP de Peru (2021).
13 See Federacion Internacional de Administradoras de Fondos de Pensiones (FIAP) (2021).
14 See Federacion Internacional de Administradoras de Fondos de Pensiones (FIAP) (2021).
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This weighs heavily in countries where
most people depend on pension
savings in old age, and it is going
to have a lasting effect on future
pension payouts. It is estimated that the
average reduction in the accumulated
balance in personal accounts of 23%
in Chile is set to translate into a re-
duction of between 15% to 18% in
future pensions for women, and
between 10% and 13% for men, thus
adding to pension inequality in old
age®®. Given the still high unemploy-
ment rates, many of them will not be
gaps
before they enter retirement and even

able to close these financial

younger cohorts will have to struggle to
save enough. To demonstrate with a

simple example: A 25-year-old who
would like to retire at the age of 65 and
have 60% of his or her last income
during retirement must contribute 15%
of his/her wage to a pension-savings
product with an annual return of 5%
during his or her working life. In fact,
the amount that is saved in the first 15
years in this case accounts for 44% of
the savings at retirement due to com-
pound interest rate effects. If he or she
starts to save 10 years later, at the age
of 35, the yearly contribution increases
to 23% and a 45-year-old who has
depleted his/her pension funds would
have to save 38% of his/her annual in-

come to save the necessary amount in
the remaining 20 years until retire-

15 See Federacion Internacional de Administradoras de Fondos de Pensiones (FIAP) (2021).
16 We assumed an annual wage increase of 2% in the active phase and an average 2% inflation during the retirement phase.
We assumed an average retirement phase of 20 years.

10

ment!. Clearly, a rising share of the
elderly is set to depend on tax-financed
state welfare in old age. In this context,
governments need to broaden the
coverage of pension systems and to
incentivize  capital-funded  pension
provision, especially against the back-
ground of the rapid aging of societies.



IS HERE TO STAY

The “pension pot plunder” mainly
affects pension systems that have a
strong capital-funded pillar, ie., rela-
tively high pension savings. Therefore,
are pay-as-you-go financed systems
better off? Far from it. The Covid-19
pandemic may have long-lasting
economic impacts, but it did not alter
the prospect of the looming demo-
graphic crisis. As Covid-19 caused mil-
lions of pre-mature deaths worldwide,
many countries witnessed a decrease
in average life expectancy. But this
decline will only be temporary; life
expectancy will continue to increase
further due to medical advancements.
The upshot: the number of people
aged 65 and older is going to increase
markedly within the next three dec-

ades in all Latin American countries.
In Argentina and Chile, their number is
set to almost double from 5.1mn today
to 9.5mn in 2050, and from 2.3mn
to 5.1mn, respectively. In

Colombia and Mexico, their number is

Brazil,

expected to almost treble from 20.4mn
to 52.0mn, from 4.6mn to 11.8mn and
from 9.8mn to 26.4mn, respectively.
In Uruguay, their number is going to
increase from 0.5mn to 0.8mn. Most of
the future 65-year-olds will spend more
than 20 years in retirement, with the
average further life expectancy of
65-year-old men then ranging from
18.4 years in Argentina and 22.0 years
in Chile, and that of their female peers
from 21.1 years in Mexico to 24.1 years
in Chile (see Figure 8).

Figure 8: The average pensioner is set to spend more than 20 years in retirement
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In combination with declining fertility
rates, this development will lead to
rapidly increasing old-age dependency
ratios (people aged 65 and older per
100 persons in working age between
15 and 64). In most countries, this ratio
will more than double: In Chile, it is
expected to increase from 17.9% today
to 40.2% in 2050. In Brazil, the ratio
is set to almost treble to 36.2%.
In Uruguay, Colombia and Peru, the
rates are going to increase to 35.1%,
32.9% and 30.0%, respectively. Only
Argentina and Mexico are expected
to see the old-age dependency ratio
remain below the 30%-threshold,
with 27.2% and 26.1%,
(see Figure 9, page 12).
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Figure 9: Until 2050, the old-age dependency ratios are set to increase markedly
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STILL NEEDED

Against the backdrop of rapidly aging
populations, turning back to solely
pay-as-you-go financed pension sys-
tems is not an option. Governments
are faced with the challenge of making
their pension systems more adequate
without losing sight of long-term
sustainability and vice versa. As most
Latin American countries have backlog
demand in both aspects, the question
is, have recent reforms and develop-
ments changed their overall assess-
ment compared to the rest of the
world?

To gauge the impact of a once-in-o-
lifetime economic crisis, ad-hoc with-
drawal measures, unchanged demo-
graphic prospects and some reforms,
we apply the logic of our Allianz
Pension Indicator (API). This allows us
to get a more comprehensive view on
the impact of the external and internal
changes on the long-term adequacy
and sustainability of pension systems,
while also taking into account the
unique demographic and economic

starting situation of each country.
In doing so, we compare the results of
the Allianz Pension Indicator 2020 with
the result of the recent ranking. To
put it mildly, the financial and
demographic starting situations of
most countries have not improved
during the last two years: While the
demographic outlook has remained
unchanged, state finances and thus the
financial leeway to finance potential
future pension deficits have further
deteriorated due to the economic crisis.

However, as this holds true for most of
the more than 70 countries that we
cover in our Allianz Pension Indicator,
the relative position and assessment
of most Latin American countries with
respect to their financial and demo-
graphic starting points has only slightly
changed. Due to the further aging of
societies within the last two years, the
relative position of all Latin American
countries in the sub-indicator demo-
graphic change, in which we take the
development of the old-age depend-

Figure 10: Financial and demographic starting points

28 January 2022

ency ratios into account, deteriorated
slightly. In fact, this is the only reason
for the marginally lower score for
Chile in this sub-indicator in compari-
son to the API 2020 results. The assess-
ment of Argentina’s and Brazil's
starting positions was also influenced
by the strong increase of the
gross-government-debt-to-GDP  levels.
In both countries it climbed above 90%,
reducing their future financial lee-
way markedly. The deterioration of
Mexico’s score was triggered by the
increase of public spending for old age
in the course of the pension reform,
making Mexico an example of the
sometimes-double-edged nature of
reforms: What might be good for
the adequacy of the system i.e,, higher
pension payments, can easily harm the
long-term sustainability, and in this
case the further financial leeway.
In sharp contrast, Peru’s assessment
improved due to the fact that the
country spent a lower share of its
GDP for older persons than before
(see Figure 10).

Source: Allianz Research.

Result 200 Result 2022
Arenting 35 37
Brazil 43 43
Chile a7 5.8
Colomlbia 37 a7
MMexico 32 a7
Feru 5.2 2.3
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Looking at the development of the
sustainability of pension systems, the
results are mixed: While Argenting,
Chile, Colombia and Peru seem to have
improved slightly, we observe a margi-
nal deterioration in Mexico and Brazil.
Especially in the case of Brazil this
seems paradoxical as the country has
increased the retirement age. However,
our indicator shows that these reforms
have not been strong enough.

To assess the impact of the retirement
age on the sustainability of a pension
system, we build the quotient of the
length of working life, i.e. the time span
from the age of 15 to the statutory
retirement age, to the average time
spent in retirement, i.e. the further life
expectancy at the statutory retirement
age. The higher the quotient the better,
and ideally it should remain constant
over time, reflecting the develop-
ments of further life expectancy. The
gradual increase of the retirement
age for women in Brazil has indeed im-
proved the current work-life-to-retire-
ment-phase balance markedly. Yet,
with currently no further reforms plan-
ned, this ratio is set to decline in the
future as the further life expectancy of

an average Brazilian woman at the

age of 62 is expected to increase by 2.8
years until mid-century’. In order to
keep this ratio constant, a further in-
crease of the retirement age of women
to 64 years would be necessary.

In the case of Mexico, it was again the
reforms to improve the adequacy
of the pension system that had a
negative impact on the scores in this
the increase of the

contribution rate and the halving of

sub-indicator:

the minimum number of contribution
weeks. The higher the contribution rate
today, the smaller the potential leeway
for further increases in the future as
comparatively high contribution rates
tend to reduce the international
competitiveness of companies and the
market attractiveness for qualified
labor migrants. The lower the number
of required contribution
periods, the greater the potential that
a relatively high proportion of the
working-age population stops making

minimum

pension contributions before reaching
retirement age once the
number

required
of contribution periods s
reached. Both factors have a negative
impact on the long-term financial

sustainability of a pension system.

Figure 11: Further reforms needed to improve the sustainability of the pension system

The slight improvement of the assess-
ments of Argentina, Chile, Colombia
and Peru are owed to the mechanism
of our pension indicator and are merely
technical effects. As we measure the
relative positions of the different count-
ries, the thresholds and scores change
with the changes in the underlying data
compilation (see Figure 11).

Result 2040 Result 2022
Argenting 45 4.4
Brazil 43 44
Chile 46 44
Colomlbsia 41 40
Mesxtico &1 5.2
Peru 40 3.8

Source: Allianz Research.

17 See UN Population Division (2019).
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With respect to the adequacy of the
pension systems, Latin American count-
ries again moved in differing directions.
In Latin America, like in many emerging
economies, the development depends
heavily on the coverage of the working-
age population. In this respect, our
data shows slight improvements in all
countries besides Brazil, where the

coverage has declined. However,
it must be seen if these improvements
have only been temporary as the
developments in 2021 have not been
fully covered in the statistics so far.
There was also some progress with
respect to the average benefit levels,
which have increased in four countries.
The marked improvement of Mexico’s
assessment in this sub-indicator is in
fact owed to the rise of the pension
benefit in the reform.

level recent

The exceptions were Chile, where it
remained unchanged, and Peru, where
it had declined in comparison to our
previous assessment, which triggered
in the

the decline of its ranking

adequacy sub-indicator.

Yet, in all Latin American countries,
there is still backlog demand with re-
gard to the access to financial services
and financial literacy. These factors
gain in importance with respect to the
necessary build-up of supplementary
capital-funded pension pillars in aging
populations. The positive development
of the private household net-financial-
assets-to GDP ratio in all countries
overlays these pending reform needs.
It also masks the massive early with-
drawals of pension funds and retire-
ment savings in Chile and Peru as
losses in this asset class were compen-
sated by the high increases of bank

Figures 12 a + b: Diverging developments of pension systems’

Diverging developments of
pension system’s adequacy

28 January 2022

deposits and securities. Besides, the
actual net-assets-to GDP ratios might
be distorted upwards due to the drop in
GDP in
(see Figure 120).

the course of the crisis

The overall results reflect the diverging
developments in the sub-indicators. The
scores for Argentina, Chile and Mexico
improved, mainly thanks to the pro-
gress with respect to the adequacy of
their pension systems. While the score
of Colombia remained unchanged,
those of Brazil and Peru deteriorated
slightly. This reflects the high indebted-
ness and the need for further adjust-
ments of the retirement age in the case
of Brazil, and the decline of the

adequacy of the pension system
outweighing the improvements in its
sustainability in the case of Peru

(see Figure 12b).

Result 2040 Result 2022
Argenting 45 45
Brozil A 34
Chile 41 38
Colombia 3E 38
Mexico 43 X
Peru 37 45
Result 20240 Result 2022
e Diverging directions in the
Argenting 45 43
. development of the pension
Brazil 4.0 41 ] . .
. systems, with Mexico replacing
Chile 42 41 .

. Peru as the country with the
Colombia o - top-ranking pension system
Mesxico 38 35 in the region.

Peru 37 38

Source for both Figures 12 a + b: Allianz Research.
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The bottom line: The fact that there is  adequacy of the pension systems in  find the right balance between impro-
some mottled green between the Latin America. The overall results are  ving sustainability without threatening
yellow and orange should not distract  still rather mediocre, ranging from 3.5 the adequacy of the pension system
from the urgent need for further re- in Mexicoto 4.3 in Argentina on ascale  and vice versa (see Figure 13).

forms to improve the sustainability and ~ from 1 to 7. The challenge will be to

Figure 13: Assessment of Latin American pension systems

AP 2021 Starting Points ([} Sustainability (1) Adequacy (I}
Argentina 43 37 44 45
Brazil 41 49 44 34
Chile 41 38 44 38
Calombia 39 3T 4.0 3.8
Mexico 3.5 3.7 3.2 3.6
Peru 38 29 3.8 43
Uruguay 41 32 44 44
1.0 3.0 5.0
no need for reform high reform pressure

Source: Allianz Research.
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Appendix |: Allianz Pension Indicator (API)
. GOFp.c. LE atbirth
Prosperity S0
503 | e
B Health exp. DOPs HALE Share of population reaching  Share of population reaching
Living Standands 45 [Health 30 age of 65 [male) age of 65 [women]
35 | £ 153 157
. . - Urbanization Intermet Lsers Employment in Agriculture
Starting Points 2004 Progress 208 o d
405 | 403 20
Eiudget Defici Public Spending for Cld &,
Financil Leewas A udget Dieficit ublic Spending for ae
Finances and v 303 | T
Demography Demographic - OADR 2020 OADR 2050 Change 2020-2050
shangs 0% [ 40 50
MCITSiR MEITSIR Change MCITSIR
Retirement Age (Men)[ 402 [2020) [2050] [2020 - 2050]
0% | a0z 503
Pt LA MCITSiR MEITSIR Change MCITSIR
Preconditions O ot 40z (2020) (2050) (2020 - 2050)
107 | 403 503
o ~ Minimum Contribution . [MCPIMen MCP % omen]
Sustainability A0 Perind 20
503 | 503
Financing e Financing Method Contribution rates
Finances 4iks 0% | o
Pension Formula e Early Retirement Deductions DOemagraphic Factar?
503 | 503
Ciwerage BS+ Legal coverage Effective coverage Obligation?
Coverage T 9 [warking age population) [warking age population] 9 )
First Pillar 5 i | IEe G2 [
Benefis e Graozs Benefit Ratio Minimum Penzion
803 | 20
kequary A Gecond Pillar e Financing Method Obligation™
803 | 20
Other Parsion § X AccesstoFinancial Services  Old-age as Savings Motive Priuate HH Net Financial Gini Cosfficiznt
— S0 [Financial Azsets T Assets
- 30 [ 10 a0 307
Activity ratio G5+ (M Activity Fatio G5+ [\
Gainful Employment 10 ity r3to ™ ity hatlo I}
503 | e

17



Allianz Research

Appendix lI: Methodology of the Allianz Pension Indicator (API)

The Allianz Pension Indicator (API) consists of three pillars, which are differently weighted (respective weightings in brackets):
e Basic Conditions (20%)
e Sustainability (40%)
e Adequacy (40%)

These three pillars are based on six categories and fourteen sub-categories, taking into account in total 37 parameters.
Each parameter value is rated on a scale of 1 to 7, with 1 being the best grade. The bands defining each parameter’s grade
are chosen in a way that the grading results of all markets are normally distributed. This implies a relative judgement.
By adding up all weighted subtotals, the API assigns each market a grade between 1 and 7, thus providing a comprehensive
view of the sustainability and adequacy of the pension system of a respective market compared to other markets.

The pillars in detail
The pillar Basic Conditions takes into account the living standards as well as the financial and demographic starting points,
which are two major exogenous factors determining the framework and effecting the need for further pension reforms:
e living standards (40%)
Living standards are mainly determined by the overall prosperity level (50%), the access to health services (30%)
and the level of progress (20%) of a society.

e Finances and Demographics (60%)

Financial leeway (40%) and demographic change (60%) determine the need for pension reforms.

General government gross debt and nominal GDP data are extracted from the IMF World Economic Outlook database.
The source of the public spending for old age data is mainly the International Labor Organization, supplemented with data
from national statistical offices and public-pension insurance providers. All population data is derived from the UN World
Population Prospects database, and the main data source to determine the living standards is the World Bank World
Development Indicators.

The pillar Sustainability assesses if there are built-in mechanisms that cushion the pension system against the impacts of
demographic change, based on the categories. Data sources are the European Commission, the OECD and the respective
national social security administrations and providers.
e Preconditions (60%)

The category preconditions is split into the sub-categories retirement age (80%), in order to assess if adopted

increases in the retirement age are high enough to compensate for the expected improvements in further

life expectancy, and minimum contribution period (20%).
e Finances (40%)

This category consists of the sub-categories financing (70%) and pension formula (30%).

The pillar Adequacy is based on two categories first Pillar and other pension income, which are also split up in further
sub-categories. The indicator is based on publicly available information from national social security administrations,
ministries of finance and ministries of social affairs, as well as on publications of the European Commission, OECD, ILO,
UN and World Bank.
o First pillar (50%

This category takes into account the coverage (70%) and the benefit level (30%) of the pension system.
e Other pension income (50%)

This category is based on the sub-categories second pillar (20%), financial assets (70%) and gainful employment (10%).
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Appendix lll: Sources

Banco de Mexico (2021): Informe trimestral, Octubre — Diciembre 2020, Mexico City 2021.

Federacion Internacional de Administradoras de Fondos de Pensiones (FIAP) (2021): Withdrawal of pension funds:
Defeating the Purpose of the Pension Systems. A review of the effects of this public policy, FIAP Pension Notes, no. 51.

Inter-American Development Bank (2020): Access to mandatory retirement savings in times of COVID-19:
public policy consideration.

Inter-American Development Bank (2020): Pension Indicators for Latin America and the Caribbean as of November 2020.

International Labour Organization (2022): ILOSTAT database.

International Labour Organization (2022): World Employment and Social Outlook: Trends 2022. Geneva,
International Labour Office, 2022.

International Labour Organization (2021): World Social Protection Report 2020-2022. World social protection
at the crossroads — in pursuit of a better future, Geneva 2021.

International Monetary Fund (2022): World Economic Outlook Database, October 2021.
OECD (2021): Pensions at a Glance 2021: OECD and G20 Indicators, Paris 2021.
OECD (2021): Pension funds in figures, Paris, June 2021.

Superintendcia de Banca, Seguros y AFP de Peru (2021): Informacion sobre los procesos de retiro del ahorro previsional
durante la pandemia, Al de 31 Octobre 2021, Lima 2021.

Superintendencia de Pensiones (2021): Ficha estadistica Tercer Retiro de Fondos Previsionales (Ley 21.330) N°12 —
Al 31 de diciembre de 2021, Santiago de Chile 2021.

United Nations, Department of Economic and Social Affairs, Population Division (2019). World Population Prospects 2019.
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward -
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.
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