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Historical Perspective

In pre-Hispanic Mexico, land belonged to the community. Most saving was in the form of community saving (la caja de comunidad). However, it did not necessarily mean that all saving was shared equally.

When the Spanish conquistadores came to rule Mexico (1519), the community of indigenous people was devastated by disease and war. Along with depopulation, social customs such as la caja de comunidad also rapidly disappeared. In the end, a few Spanish families owned most of the land and minerals, the Spanish descendents (criollos) and mixed race (mestizos) owned some, and the indigenous were dispossessed.

The resulting inequality created a volatile economic and political mix in the Eighteenth Century. This volatility erupted in violence in the early part of the Nineteenth Century.

In 1810, under the leadership of Miguel Hidalgo y Costilla (a criollo priest), a group of revolutionaries declared the abolition of slavery and servitude (called peonaje). They also declared all forms of tributes paid to the Spanish Crown illegal. These principles were enshrined in the first constitution of 1814. After Spain decided to grant independence to Mexico in 1821, political and economic stability remained elusive.  

One of the first acts of the new government, after independence (in 1821), was to grant a pension to officials in the executive, judiciary, and treasury offices. Ever since the Spaniards conquered Mexico, the military enjoyed pension benefits (called montepío militar). Both of these programs (for the military and the bureaucrats) remained in the (mostly) white minority of the population.  

The vast majority, the people of native origin and mixed race, remained outside of the system. In 1858, Benito Juárez became the president of the republic. He enacted reform laws that took land away from the church and sold them.  

Unfortunately, the land was not redistributed evenly. A small group of landowners became more powerful. They setup agricultural production through large landholdings called haciendas. Workers in the haciendas became indebted to the landowners through high interest loans. The situation changed slowly at the turn of the century.  During the regime of Porfirio Díaz (1876-1910), rapid industrialization took place (in urban areas).  This process replaced agriculture by industry. Many workers from the rural areas moved to urban areas with jobs in the factories.  This did not improve the working conditions very much. These jobs did not pay retirement pension. Thus, retired workers went back to the life of abject poverty.

In 1906, a labor movement started among miners and textile workers demanding an eight-hour workday, prohibition of child labor, workers compensation and retirement pension. This movement was brutally suppressed by Díaz. After Díaz was deposed in 1910, civil war broke out. Chaos reigned for the next eight years. During the eight years of civil war, more than a million people died.

Venustiano Carranza became the president of Mexico in 1914. He enacted a new Constitution in 1917. This constitution became the basic model for many Latin American countries in subsequent years. To formulate the labor laws, he sent José Natividad Macías to Baltimore, Chicago, New York and Philadelphia to study labor laws in more advanced countries. José Natividad Macías was tremendously influenced by what he saw. Thus, his formulation of labor law followed the line taken by other advanced nations. His work culminated in Article 123 of the constitution. It legalized labor rights such as equal wages for equal work, an eight-hour workday, one day holiday every week, prohibition of child labor, minimum wages, and the right to strike.  In the field of insurance, subsections XIV, XXV and XXIX stated that (1) the employers would be held responsible for death and disability caused by occupational accidents, (2) there should be no contribution required from the workers, and (3) government should organize social security.  On the face of it, Article 123 is a model piece of legislation.

However, Article 123 became more notorious for two reasons. (1) It was long on rhetoric and short on implementation. (2) It did not mention retirement benefits explicitly. During the presidency of Alvaro Obregón (1920-1924), a commission set up by the government recommended payroll tax on the employers to pay for workers compensation, old age pension and life insurance. The commission recommended a 10 percent payroll tax on the employers. It recommended that management of the money from payroll taxes should be handled by the State. However, with tremendous opposition from the employers, these ideas were quietly shelved.

The next president, Plutarco Elías Calles (1924-1928) expanded the coverage of old age insurance of federal government employees and that of the military. He also extended survivors benefits and funeral aid to teachers (Seguro Federal del Maestro, 1928).

In 1928, Alvaro Obregón ran for presidency one more time. He found the cause for social security so popular, he helped organize a new party called the Social Security Party (Partido Previsión Social).  In his reelection bid, he went on to declare, "No more promises.  Our nation knows our platform.  In social matters, we have talked about insurance for workers.  This will cover not only accident insurance but also cover retirement benefits for all workers.  The coverage that the working class will have is the best in the world".  Alvaro Obregón won the election in a landslide. Unfortunately, before he could take office, he was shot dead.

In 1929, a new party called Partido Nacional Revolucionario (PNR) was set up incorporating diverging groups. The party included former revolutionaries, labor leaders, as well as agricultural workers. This was a remarkable coalition. Even though the party changed its name to Partido Revolutionario Institutional (PRI) in 1946, PRI was to rule Mexico for the rest of the Twentieth Century.

The next set of social changes came during the regime of Lázaro Cárdenas (1934-1940). He nationalized a number of industries and helped set up the most powerful union in the country which is still very politically powerful in Mexico today (CTM). During this period, Cárdenas promised to introduce social security for all workers several times (1935, 1938 and 1940), but these drafts were never enacted into the law. His promise in 1935 was vague. In 1938, he sent a draft proposing a National Institute of Social Security (Instituto Nacional de Seguros Social). Unfortunately, the entire project was devoid of any actuarial calculation.
In 1941, the Labor Secretary, Ignacio García Téllez, under the presidency of Manuel Avila Camacho (1940-1946), undertook the task of formulating the laws of social security. He created a separate department of social security. The department set about studying the specific systems that were in existence in Mexico (such as the social security for the military, bureaucracy and for teachers).

The department of social security also took note of what was going on in the rest of the world. In 1942, the Beveridge Report came out. Collaborators of Sir William Beveridge, such as Oswald Stein (who was then the head of Social Security Division of the International Labor Organization) had pushed for universal social security in Mexico. 

Stein was also instrumental in drafting the "Declaration of Philadelphia." In 1944, the International Labor Conference recognized that the right to economic security should be a right for all people. This is part of a human rights declaration that has become known as the "Declaration of Philadelphia." Essentially, the Declaration of Philadelphia sets out human rights conditions. Most of it has concerns of fairness in different aspects of human labor. Social security was one of them.

Founding of Instituto Mexicano del Seguro Social (IMSS)

In December 1942, a draft proposal was sent out to the Mexican Congress for approval. It put the Instituto Mexicano del Seguro Social (IMSS) a federally administered autonomous agency in charge of social security. Ignacio García Téllez, the Labor Secretary, drafted the proposal. The following risks were to be covered for all workers by law: (1) Accidents at work and sickness caused by work. (2) Sickness unrelated to work and maternity. (3) Incapacity and life insurance. (4) Old age pension (at the age of 60).

It is worth noting that the retirement age was set at 60 in 1942.  This was remarkable given that even in 1960, male (female) life expectancy at birth was 56.2 (59.4). Obviously, life expectancy of 56.2 does not mean no one is alive at age 60. It did mean that there were very few people alive over age 60 (less than 5% of the population even in 1960).

In one of the technical notes, the actuaries noted that the retirement age should not be considered fixed. They suggested that with rising life expectancy, the retirement age should be revised upwards. This part of their recommendation was completely ignored in the final formulation of the law.

Social Security became compulsory in Mexico on 31 December 1942, at least by law. It was a long way away from getting any significant coverage of the population. It started with a very low coverage of the labor force (less than 3% in 1946). Even in 1952, the coverage of the IMSS was less than 5% of the labor force. In 1958, it was still languishing in single digit: it covered 9% of the population. By 1964, the coverage had reached 18% of the labor force. In 1970, the coverage exceeded 25% of the labor force. By the turn of the century, IMSS is still far short of covering half of the labor force in Mexico with about 30% of the labor force. An additional 8% of the labor force is covered as government employees of various institutions (they are ISSSTE, CFE and PEMEX). Even fifteen years after the introduction of the private pension system in Mexico, the coverage is still less than half of the population. 
This stands in sharp contrast with coverage in more developed countries. In the United States, between 1935 and 1940, the coverage of Social Security went from zero to 63.7%.  By 1951, the coverage was 93.7% of the labor force.

Federal employees’ accounts are managed by the Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado (ISSSTE). There is a special fund for the state-owned petroleum-related monopoly, PEMEX.  

Details of the IMSS Retirement Plan

The program is known as Seguro de Invalidez, Vejez, Cesancía en Edad Avanzada y Muerte (IVCM, disability, old age, and death security). This program has protected workers in the formal sector since 1943.

How did the (old) program work?

Contributions: The total contribution was 8.5% of the base salary in 1996. There is a notional tripartite split between the employers, employees and the government. Employers paid 5.95%, employees paid 2.125% and the government paid 0.425% of the base salary. In addition, there was an additional payment of 2% of the base salary in the SAR (Sistema para el retiro, the "retirement account").

The payment applies to the base salary (called salario base de cálculo or SBC).  Some types of benefits (such as bonuses) are excluded from the base salary. There is a cap on how much can be included in the base salary. The maximum can be equal to ten times the minimum wage.

The minimum wage is an important concept in Mexico for wage setting. The government from time to time resets the minimum wage. Many types of wage negotiations are based on the value of the minimum wage. Minimum wage is not fixed in real terms. It is fixed in nominal pesos. It is adjusted by legislation from time to time. Therefore, it might be fixed in the short run but not necessarily in the long run. Over the long run, the minimum wage has risen by less than the rate of inflation. Minimum wage is set differently in different parts of the country. It is lower in rural areas. 

However, when people talk about minimum wage, they are usually talking about minimum wage in Mexico City. In 1997, the minimum wage in Mexico City (lower in rural areas) was about US$3.20 per day.

The total contribution in 1996 was 8.5% of the base wage. It was distributed as follows. Three percent was contributed towards old age security, 3% for life and disability insurance. An additional 1.5% was dedicated to medical services for the retired and 0.4% for social assistance. The cost of administration was set at 0.6% (this is an underestimate of the real cost, see figure 6.2). Thus, the cost of running the system was supposed to be around 7% of total contribution (this is calculated by 0.6%/8.5% in percentage). 

Eligibility: To qualify for the old age pension, a person has to have a minimum contribution of 500 weeks and aged 65 years (60 years for people classified as "too old to work"). For people to be eligible to collect disability pension, at least 150 weeks of contribution is required. In addition, it requires a certification from IMSS about the disability.

Benefits: Benefits are calculated on the basis of the salary of the person for the last five years of work. This amount is first expressed as a multiple of minimum salary.  Then, based on the number of years of service, benefits are calculated. There is a floor of one minimum salary. Nobody gets a pension below the minimum salary under current laws. The average pensioner under IMSS was drawing 0.86 of a minimum wage in 1993. By 1999, the amount has gone up to just over 1.01 of a minimum wage. 
Introduction of AFOREs

On July 1, 1997, a new privately administered but government mandated system of retirement program came into existence in Mexico. This system has private companies operating pension funds. Each company operating a pension fund is called an Administradora de Fondos de Retiro or an AFORE. The investment fund, run by the company is independent of the parent company, it is called a SIEFORE (Sociedad de Inversion en Fondos de Retiro).  

Each worker has an account with an AFORE. Funds are generated by accumulation of contributions by the individual and by the yield generated by investment by the AFORE. Thus, the contribution and the performance of the fund will solely determine each person's pension benefit (however, there is a minimum pension guarantee).

Ownership Structure of AFOREs

AFOREs have diverse ownership structures. Some are 100% foreign owned. Probably the simplest structure is that of Principal. Principal International (an Iowa based international corporation) owns 100% of AFORE Principal. The main business of Principal is pension. They own pension funds in Australia, Chile, China and Mexico among other places. The XXI has a curious mix of ownership. It is half owned by IMSS, the government agency in charge of pension before the privatization. The other half is owned by a small Mexican banking group called IXE. Since 2002, this couple has been disassociated.
Amount of Contribution for Retirement

Under the new system, Seguro de Invalidez, Vejez, Cesancía en Edad Avanzada y Muerte (IVCM, disability, old age, and death security) has been disbanded. In its place, Seguro de Retiro, Cesantía en Edad Avanzada y Vejez (RCV or retirement and old age insurance) has been introduced. In addition, there is a death and disability insurance. The death and disability insurance has a premium of 2.5% of wage. There is a three way split, the employer pays 1.75%, the worker pays 0.625% and the rest is paid by the government. This is called Seguros de Invalidez y Vida (IV). This IV component is different from RCV under the new system. Under RCV, there is also a three way split on contribution. The contribution of the employer is 5.15% of wages. The employee contributes 1.125%. Thus, the total contribution of the employer and employee is 6.225%. An additional 0.275% will be made by the government.  

In addition, the government also will contribute an additional amount independent of the wage of the person. This additional contribution is called the Social Contribution (cuota social). This additional amount is 5.5% of the minimum in the Federal District of Mexico (Mexico D.F., the municipality of Mexico City, excluding surrounding areas) as of July 1, 1997. Therefore, this amount is variable. For a person earning an equivalent of a minimum salary, this amounts to 5.5% of his or her salary along with the other contribution of 6.5%. Hence, the total contribution amounts to 12% of the salary. On the other hand, a person earning 10 times the minimum salary, the social contribution is only 0.55% of wages. Thus, his or her total contribution will amount to 7.05% of wages, a much smaller proportion. Of course in absolute amount this will be a much bigger number.

Table 1: Contribution to Pensions in Mexico before and after Reform

	
	before reform
	after reform
	

	Contributions
	DOSL
	RDO
	LDA

	IMSS contribution
	8.5%
	4.5%
	4.0%

	SAR sub-account
	2.0%
	2.0%
	

	INFONAVIT
	5.0%
	5.0%
	

	Cuota Social
	-
	2.0%
	

	Total
	
	13.5%
	4.0%

	Contributors
	15.50%
	17.50%
	

	Employer
	12.95%
	12.95%
	

	Employee
	2.125%
	2.125%
	

	Government
	0.425%
	2.425%
	


Notes: Cuota social is government contribution under the new regime.  It is not exactly 2.0%, it is set at 5.5% of minimum wage.  Hence it varies with the wage rate.  In 1997, the contributed amount was 2.0% for average worker.  DOSL = Disability, Old age, Severance at Old age, and Life insurance.  It was also called IVCM.  RDO = Retirement, severance at Old age, and Old age.  LDA = Life and disability assurance.

Management Fees

In the beginning, CONSAR had allowed the fund management companies to charge fees in any shape or form they see fit. As a result, there were a bewildering variety of charges by different funds. Generally, the charges take three forms: (1) Charges on flow of funds; (2) Charges on the interest earned by funds; (3) Charges on the balance of funds.

Charges on flow: This meant whenever money was deposited in the account, the fund charged something. For example, Bancomer had a charge of 1.70% (in 2002). These numbers were represented as a percentage of wages. Thus, for example, if a person had an income of 100 pesos per month, the deposit would amount to 6.50 pesos (plus the social contribution), and the charges would be 1.70 pesos. If we ignore government contribution, 1.70% of wages really amounted to 1.70/6.50 = 26.15% of contribution. To put it differently, suppose a person could have put the money in a fund without charges. Suppose the accumulated fund in this fictitious fund would have been 100 pesos. The money accumulated under Bancomer would have been 100-26.15 = 73.85 pesos. Many of the commission charges applied to the flow of contributions alone (that is, a yearly $100.00 contribution is assessed a pre-specified commission charge and nothing else). 
Charges on the return on funds: One company (Inbursa) charged commissions exclusively on the real rate of return of the fund in the beginning of the system. 
There had been a lot of abuse of the system due to the complexity of understanding charges. For example, the manner in which charges are expressed were misleading because they were expressed as a percentage of wages and not as a percentage of contribution every year.

Table 2: Management Fees charged by different funds when they started operating

	Fund
	Charge on flow
	Charge on balance
	Charge on interest

	Atlantico Promex (1)
	1.40%
	
	20.00%

	Banamex
	0.002    in   1997    
	
	

	
	0.85%  in January 1998
	
	

	
	1.70% afterwards
	
	

	Bancomer
	1.70%
	
	

	Bancrecer Dresdner (1)
	1.60%
	
	

	Banorte (2)
	1.00%
	1.50%
	

	Bital (1)
	1.68%
	
	

	Capitaliza (1)
	1.60%
	
	

	Confia Principal (3)
	0.90%
	1.00%
	

	Garante (1)
	1.68%
	
	

	Genesis (1)
	1.65%
	
	

	Inbursa (4)
	
	
	33.00%

	Previnter (1)
	1.55%
	
	

	Profuturo GNP
	1.70%
	0.50%
	

	Santander Mexicano (1)
	1.70%
	1.00%
	

	XXI
	1.50%
	0.20%
	

	Tepeyac (1)
	1.17%
	1.00%
	

	Zurich (1)
	0.95%
	variable
	


Notes: (1) It does not have independent existence any more. (2) It is now known as Sólida Banorte Generali. (3) It is now known as Principal. (4) Inbursa has changed its commission structure starting July 1, 2003. In addition, some funds give discounts for staying with the fund.

Eventually, at the recommendation of the CONSAR, the Congress decided to change the way fees were structured: the charges are now to be applied only to the balance (and no charges on the rate of interest earned or the flow of funds).
Table 3: Management Fees at the end of 2006

	Afirme Bajío
	1.52%

	Inbursa
	1.53%

	Actinver*

	1.94%

	Azteca
	1.95%

	Ahorra Ahora*
	1.96%

	Santander*
	1.96%

	Bancomer
	1.96%

	Invercap*
	2.17%

	De la Gente*
	2.17%

	Coppel
	2.21%

	HSBC*
	2.33%

	Profuturo GNP
	2.35%

	Banorte Generali*
	2.37%

	IXE*
	2.40%

	Banamex
	2.41%

	Argos*
	2.55%

	Scotia*
	2.66%

	Metlife*
	2.67%

	XXI
	2.89%

	ING*
	2.98%

	Principal
	3.48%


Note: All the AFOREs with * have either disappeared or merged with other funds
Comparing Fees

It was difficult to compare fees across different AFOREs as they charged over flow as well as balance of funds. In some cases, the funds charged only on flow (such as Banamex and Bancomer). In others, they charged on both. During 1997-2007 (see Table 2), Inbursa charged only on the real rate of return (with a guarantee that if the real rate of return is zero or negative then it will not charge anything at all). To compare fund management fees, CONSAR had been publishing tables in their website to show how charges compare over the long run. There were two problems with such a comparison.

First, it varied depending on the income level of the person. If a person had a low lifetime income, the impact of charges by one fund would be different from another person with high lifetime income. The ranking of the funds was sensitive to the income profile.

Second, the charges were also sensitive to the period under consideration. Thus, for the same income profile, a fund might have had a low lifetime fee if we considered the period of contribution of ten years. The same person would find a different fund with a low lifetime fee if we consider the period of contribution to be twenty five years. For example, a person with average income would find Banamex to be the best option over a twenty five year period but not over a five year period.

During the last six years, there are two clear tendencies of charges. First charges have fallen when calculated as a percentage of the balance. However, that does not mean it has fallen if calculated as a percentage of the flow. Second, there is a tendency that the fees are converging across different AFOREs. These trends are clear from the following graph.

Figure 4: Charges of AFOREs as a percentage of balance 2006-2013
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Affiliation Numbers and Fund under Management


The total number of persons with affiliation with an AFORE is set out in Table 4. Some interesting facts have emerged about these funds over the six years of operation. In terms of warm bodies, Banamex and Bancomer continue to be the leaders of the market. The top four AFOREs account for more than 50% of the market. Principal has surged ahead with the market share by simply buying up some of the smaller ones. The two at the bottom of the list are newcomers to the market. Thus, they have to do lots of catching up. The only way they can do so is to poach affiliates from other AFOREs. Since the beginning of the system, Banamex has benefited the most from the movement of the affiliates from fund to fund. It has received more than 311,000 (net) affiliates. Even if the new funds (Actinver and Azteca) were to receive new affiliates like Bancomer, it will take them ten years to get to the top five in terms of the number of affiliates.
Table 4: Number of registered affiliates for each AFORE, end of June 2013
	Afore
	Registered workers

	Afirme Bajío
	68,581

	Azteca
	484,368

	Banamex
	6,404,993

	Coppel
	4,438,405

	Inbursa
	1,079,015

	Invercap
	1,465,423

	Metlife
	385,847

	PensionISSSTE
	1,055,258

	Principal
	2,365,180

	Profuturo GNP
	2,585,216

	SURA
	3,979,838

	XXI Banorte
	8,383,015

	Total
	32,695,139


Consolidation of AFOREs

Out of the initial 44 AFORE applicants, 18 passed the first stage. In January 1997, 12 pension funds were approved by CONSAR for immediate operation. Initially the government wanted to put the mandatory system in place by January 1, 1997. However, it became clear, by November of 1996, that the required infrastructure was not ready. So, the government pushed back the start date to July 1, 1997. By July 1997, 17 funds actually started operating. 
They were Atlántico-Promex, Banamex, Bancomer, Bancrecer-Dresdner, Bital, Capitaliza, Confía-Principal, Garante, Génesis, Inbursa, Previnter, Profuturo-GNP, Santander-Mexicano, XXI (Siglo Veintiuno), Sólida-Banorte, Tepeyac and Zurich. 

The first movement towards consolidation came with the change of Confía-Principal to Principal. The Mexican group, Abaco Grupo Financiero sold their stake to Principal. Thus, Principal became the first foreign company (based in Des Moines, Iowa, USA) to own one complete AFORE. Later in 1998, Principal also bought Atlántico-Promex. Atlántico-Promex was a 100% Mexican owned AFORE. Now it is completely absorbed by Principal. Even after all of these movements, Principal remains one of the minnows among AFOREs. It has less than 3% of workers and less than 2% of total funds in all the AFOREs.

Inbursa bought Capitaliza in 1998. Capitaliza was 100% owned by General Electric Capital Assurance, an American company. Capitaliza had a market share of less than 1% both in terms of the number of affiliates and in terms of the amount of capital. After the merger, GE Capital Assurance became a minority shareholder in Inbursa. This merger was exactly the opposite of what happened with Confía-Principal. Ownership went from a US company to a Mexican company.

The third merger took place between Santander and Génesis. Santander is majority owned by Santander Investment International in Puerto Rico. However, the parent company of Santander is from Spain. Génesis was a 100% Mexican owned company.

Finally, Profuturo-GNP, a group with majority Mexican ownership, but minority Spanish and a small Chilean ownership has taken over Previnter. Previnter was 90% owned by AIG Boston and 10% with the Canadian bank Nova Scotia (which now owns a majority stake in one of the largest banks in Mexico).

These four mergers (or acquisitions) have resulted in 13 companies still left standing in the field by 2000. There were at least two companies with less than 2% market share (Tepeyac and Zurich). It is difficult to imagine that very small companies would survive in the long run. They did not. They sold out and got out of the market (see below).

A number of important changes took place in 2002. Garante was absorbed by Banamex. Zurich was taken over by Principal. Principal also bought Tepeyac (although the purchase was ratified by CONSAR in 2003). This implied that there were only ten AFOREs left in the market. However, two new AFOREs were granted licenses to operate. They were Actinver and Azteca. Actinver has operated a mutual fund for a number of years with some measure of success. They want to build on that base. Their target, naturally, are the people with high income. Azteca simultaneously opened as a bank and an AFORE. It is owned by the Elektra group that operates consumer durable stores (and money transfer business in conjunction with Western Union) throughout Mexico. One of the successes of Elektra had been to sell refrigerators, television sets and the like on a monthly payment plan. Naturally, their clients are low income people who buy these items by this method. They want to target those individuals for their retirement plan. By now there are 18 Afores, some of them has disappear, joined or are new ones.
Investment Portfolios

Table 5 below shows the result of accumulated funds at the end of  2008. When Mexican lawmakers set market limits for the funds, they set them at twenty percent but only in terms of the number of affiliates. This has produced a perverse strategy for the AFOREs. Knowing the limit, it encourages them to go for high income earners. If the funds are meant for all workers, this movement is counterproductive. 

Table 5

[image: image2] 
In macroeconomic terms, there is another way to view the accumulated money. This is displayed in Table 6. When a new system starts, there is little withdrawal. Thus, for the first twenty years, the system will produce an accumulation that becomes larger and larger even as the GDP grows. Eventually, the number of people moving out of the system through retirement and death will catch up with the number of new entrants. At that stage, the amount of money in the system does not grow any more. Mexico is now in the growing phase. In five years of operation, Mexico has accumulated about 10% of the GDP. If the same continues for a period of twenty years, the accumulation can be between forty and fifty percent of the GDP, depending on the real rate of return. Thus accumulation, would, in turn, can become a good source of long term investment for the private sector. In Mexico, at present, such a possibility does not exist. The reason in discussed in the following section.

Table 6: Money in AFOREs as a percentage of GDP

	Year
	% of GDP

	1997
	0.7

	1998
	1.1

	1999
	2.1

	2000
	3.1

	2001
	4.0

	2002
	4.1

	2003
	5.3

	2004
	5.6

	2005
	6.4

	2006
	7.0

	2007

2008

2009

2010

2011

2012
	7.3
7.7
9.6
10.8
11.8
12.4


Investment Regimes

The investment portfolio of the privatized government mandated pension funds permitted by law in Mexico is extremely limited. CONSAR has set out the general rules of investment under various circulars. These rules as they applied in 1999 are listed in Table 7.

Several features of the investment regime are worth noting. First, all investments have to be in the form of bonds and nothing else. Second, there is a requirement of a minimum of 51% investment to be made in inflation linked bonds. Third, at least 65% of all the bonds held have to have a maturity of 163 days or less. For a newly founded system, the first two restrictions made sense. Mexico has suffered high volatility in the stock market. Thus, allowing for investment in stocks right off the bat may not be a good idea to earn credibility of the affiliates. The second restriction also makes sense for a country that has suffered over 50% inflation rate as recently as 1995. However, having all pension funds investing the vast majority of their funds in short term bonds (less than 6 months of maturity) makes much less sense. At the time, the funds held their portfolios with bond maturity of less than 100 days. For funds that will pay in twenty to thirty years, this is a severe and unnecessary restriction.

For private sector investment, the theoretical limit was 35%. But, for private bonds, it not only specifies the amount, but also the quality of investment. For example, the minimum bond rating (by Standard and Poors) should be at the minimum mxA-3 for the short run and mxAA for the long run. In practice, very limited number of companies could comply with such highly rated bonds and hence, the AFOREs held very little of the private bonds.

Table 7: Pension Fund Investment Guidelines (CONSAR)
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To see these effects of restrictions clearly, we reproduce the actual portfolios of the funds at the end of 2012 in Table 8. 

Table 8: Composition of pension funds in Mexico, 2012
	Instrument
	Siefore 
Básica 1
	Siefore 
Básica 2
	Siefore 
Básica 3
	Siefore 
Básica 4

	National Equity
	National equity
	1.8
	7.6
	9.2
	12.3

	International Equity
	América
	1.8
	10.0
	12.0
	15.8

	
	Asia
	0.3
	1.9
	2.5
	2.6

	
	Europa
	0.1
	0.8
	1.0
	1.1

	
	Oceanía
	0.0
	0.1
	0.1
	0.1

	Various
	Mercancias
	0.0
	0.0
	0.0
	0.0

	National Private Debt
	Alimentos
	1.1
	0.4
	0.5
	0.4

	
	Automotriz
	0.1
	0.1
	0.1
	0.1

	
	Banca de Desarrollo
	1.8
	1.5
	1.6
	1.2

	
	Bancario
	1.5
	0.9
	0.8
	0.7

	
	Bebidas
	1.2
	0.9
	0.8
	0.7

	
	Cemento
	0.0
	0.0
	0.1
	0.1

	
	Centros Comerciales
	0.0
	0.0
	0.0
	0.0

	
	Consumo
	0.7
	0.5
	0.3
	0.3

	
	Deuda CP
	0.0
	0.0
	0.0
	0.0

	
	Estados
	1.3
	0.7
	0.6
	0.7

	
	Europesos
	3.1
	2.3
	2.3
	2.4

	
	Grupos Industriales
	1.1
	0.8
	0.9
	0.8

	
	Hoteles
	0.0
	0.0
	0.0
	0.0

	
	Infraestructura
	2.2
	1.5
	1.5
	1.4

	
	OTROS
	1.1
	0.6
	0.6
	0.6

	
	Papel
	0.3
	0.2
	0.2
	0.1

	
	Paraestatal
	4.7
	3.3
	3.3
	2.9

	
	Serv. Financieros
	0.2
	0.2
	0.2
	0.2

	
	Siderurgica
	0.0
	0.0
	0.0
	0.0

	
	Telecom
	2.1
	1.3
	1.3
	1.2

	
	Transporte
	0.3
	0.3
	0.2
	0.1

	
	Vivienda
	5.4
	3.1
	2.9
	2.4

	Structured notes
	Estructurados
	0.0
	3.6
	5.0
	4.6

	International Debt
	Deuda Internacional
	3.3
	2.0
	2.1
	1.9

	Government Debt
	BOND182
	0.0
	0.0
	0.0
	0.0

	
	BONDESD
	0.6
	1.1
	0.6
	0.9

	
	BONOS
	11.3
	20.4
	19.7
	18.0

	
	BPA182
	8.3
	0.6
	0.5
	0.4

	
	BPAS
	0.0
	0.0
	0.0
	0.0

	
	BPAT
	0.0
	0.0
	0.0
	0.0

	
	CBIC
	2.5
	3.9
	5.6
	5.0

	
	CETES
	0.2
	5.1
	3.9
	1.9

	
	DEPBMX
	0.0
	0.0
	0.0
	0.0

	
	UDIBONO
	37.1
	20.2
	16.3
	15.5

	
	UMS
	1.1
	1.3
	1.5
	2.0

	
	REPORTOS
	3.3
	2.8
	1.5
	1.7

	
	Total
	100.0
	100.0
	100.0
	100.0



If we look at the investment structure at the latest available date (see Table 9), we do not see a great difference. Even the fund with the lowest government bondholding, still holds over 74% of its assets in government bonds. The top two AFOREs control 45% of the total market. 

Concluding Observation


In Mexico, the investment regimes for different AFOREs do not differ much. Thus, not surprisingly, the annual rates of return of different funds are very similar to one another. One might expect, in such a situation, the funds that charge the lowest would be the funds that will attract the most number of affiliates. But, this has not happened. In fact, internal investigation within CONSAR has consistently shown that the movement of affiliates between AFOREs is driven mostly by factors other than the rate of return differential. The reasons are manifold. Principally, people are confused about charges. Many of the current affiliates are members of the “transition generation”. They will have a choice if they want to retire under the AFORE regime or under the old pay as you go scheme. Most of them will choose the old system as it provides them with a higher pension. Thus, even if they are allocated to some AFORE, they have no interest in the rate of return provided by that AFORE.
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