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Overview
1. Types of pension systems: funded vs pay-as-you-go. 

2. Reforms in the spanish pension system

3. Characteristics of the pay-as-you-go system in Spain. The Social Security 

Reserve Fund.

4. The demographic problem. Forecasts. 

5. Outcomes of the 2011 and 2013 pension reforms & other solutions   



Types of pensions
PAY-AS-YOU-GO 

● Optional amount of contribution

● different options to invest in 

● different types of payments when the 

retirement age arrives

FULLY FUNDED PENSIONS

● Nothing is paid during the working years
● the company takes care of the pension 

scheme

● no choice of where the money is 

invested

● pension fund manager responsible for 

the investments and amounts deducted 

to the pension

● guaranteed payment related to the 

years of work



Spanish pension system
SPAIN IS A COUNTRY WITH A PAY-AS-YOU-GO BASED PENSION PLAN MOVING 

TOWARDS A DEFINED CONTRIBUTION SYSTEM

2011 REFORM: raise of foreigners before the crisis and accelerated entry into deficit of the spanish 
economy.
  1.  calculation period

  2.  retirement age

2013 REFORM OR SUSTAINABILITY FACTOR REFORM

1. Deals with longevity and macroeconomic problem

  2.    Defined benefit system to defined contribution system

2013-2027

2019 (REVISED EVERY 5 YEARS)



Characteristics of the pay-as-you-go system in Spain.

● “Intergenerational solidarity”

● the contributing generation finances the pension of the retired generation and, in turn, the first will be 
financed by the generation that follows it.

● Demographic and labor risks.

● The organism in charge of managing this system is Social Security



The Social Security Reserve Fund

● Social Security Reserve Fund was created in 2000.

● Objective: stabilize and provide reserves to meet future 
pension needs in the event of deviations from income and 
social security expenses

● Difference between contributions of companies + workers 
and contributory benefits (pensions) + administrative  
expenses of the system.



The demographic Problems.
❏ The fall in Birth rates from the second half of XX century

          Lowest fertility in the world along with Italy since 1993. 
          There was a spectacular boom in fertility in the 1960’s and 1970’s that fell
          considerably in the 1980’s and has yet to rise.

❏ Migratory growth
          Spain registers a negative foreign migratory balance as the number of emigrants (398,908 in 2015)
          is higher than the number of immigrants (332,522 in 2015).  Nevertheless, this trend would reverse
          from 2021 according to INE.

❏  Increase of life expectancy
           Decrease of Child mortality and control of cardiovascular diseases. Improvements of sanitary     
          measures.

             

         



Forecast

 
● If the current demographic 

trends continue, Spain will lose 
one million inhabitants in the 
next 15 years and 5.6 million in 
the next 50 years. 

● The percentage of people over 
65 years of age, currently stands 
at 18.2%,  24.9% in 2029 and 
38.7% in 2064 



Outcomes
● So far, the 2011 and 2013 reforms have:

○ Decreased the pensions to be received by pensioners (revalorization 
index, sustainability factor)

○ Increased the age of retirement from 65 years to 67 years
○ Decreased the real value of pensions (grow less than CPI)

● Results:
○ OECD estimates that the reduction on the median pension after the 

2011 reform was of 9% 



Outcomes II: monetary and real losses for pensioners
● How the 

revalorization index 
and sustainability 
index will affect 
pensioners who retire 
in 2014 or 2030

● The curve gets 
smoother in 2030

● Average real loss is 
almost the same 



Outcomes III: reduction in the cost of pensions 
● Although in the next 40 

years the forecasts 
indicate that 
population >65 years 
will have grown by 
70%, there would be 
no additional cost as 
the pensioners would 
absorb them by 
receiving lower 
pensions.



Consequences and evaluation
● The reforms focused on the sustainability of the pension system. 

→Problem: budgetary equilibrium is reached at the expense of pensioners’  welfare 
when the system is mandatory and in this case would be inefficient

● Other possible solutions:

→ if the unemployment rate goes down those subsidies can be used to pay for 
pensions

→ increasing the contributions paid by the employed population 

→suppressing upper bounds of contributions

→ turning to taxes to partially finance pension expenditure 

→ debt 
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