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Executive
summary

It is increasingly evident that public 
pensions are going to be hard to sus-
tain in the future: the ratio of workers 
to pensioners is close to a historical 
low. The crisis has taken nearly two 
million contributors out of the sys-
tem, and adds to another variable that 
proves a greater challenge and is even 
more difficult to reverse: demograph-
ics. In 1971, only 9.7% of the popu-
lation was aged over 65. Today, that 
number has grown to over 18.8% of 

the population, and will grow to 38.7% 
by 2060. By then, there will hardly be 
1.27 people of working age for every 
over-65 year old - one third of today’s 
rate. 

This situation calls for four possible 
solutions: first, a progressive pushing 
back of retirement age; second, a sub-
stantial reduction of pensions them-
selves; third, a drastic increase in so-
cial security contributions; or fourth, 
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a progressive adoption of an alter-
native system: one which capitalizes 
retirement pensions. While the first 
three options are easy to execute, they 
may be painful for workers and pen-
sioners, as will be explained further 
on, the fourth suggestion is a bolder 
approach, though more complex in 
design.

If the fourth measure is not introduced 
gradually, however, pensioners could 
lose half of their purchasing power 
in the space of 50 years. The shock of 
this adjustment could be mitigated by 
pushing retirement age back even fur-
ther, but the efficiency of this measure 
is limited. Pushing retirement age to 
75—something impossible in practi-
cal terms for many jobs and people—
would only postpone the crash in the 
system until 2048. In the last analysis, 
an increase of social contributions 
would endanger job creation, which 
would then prove to be a new threat 
to the feasibility of the social contri-
bution system. 
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The capitalization  
system

In a non-funded or distributional pen-
sion system, like the one which cur-
rently exists in Spain, workers contrib-
ute to pay the pension to those who 
are already retired, and, in doing so, ac-
quire the right to earn a pension when 
they themselves retire. In a funded or 
capitalized system, on the other hand, 
workers save up their contribution in a 
fund which is then invested in shares, 
bonds or other types of assets, and re-
cover it when their working lives are 
over, receiving a lifelong salary that 
varies depending on the amount they 
have saved up until that moment. This 
option has four major benefits for 
workers:

1. In the current system, contributions 
are distributed among pensioners by 
the state. In a capitalization system, 
contributions are invested from the 
very start, producing interests that 
are then invested in other assets. This 
compound interest has the benefit that 
the amount received at the end is big-
ger than in the non-funded or distribu-
tional system.

2. In the current system, only the salary 
from the final years of employment is 
taken into account, which hurts those 
most affected by the crisis. In a capital-
ization system, on the other hand, the 
money saved during periods of growth 
would still offer a yield in the form of 
interest, and equity could still be re-
covered. In doing so, the impact of the 
crisis would be lessened.

3. In the current system, the increase 
in benefits for each consecutive year 
of work decreases over time, affecting 
those with longer working lives most. 
In a capitalization system, however, 
the increase in pensions is proportion-
al to the length of the working life, so 
no one would be hurt. 

4. In the current system, a year of work 
at the end of the working life counts 
for more than one at the beginning of 
someone’s career, so people in manu-
al labour tend to be affected most. In 
a capitalization system, a year worked 
during the early stages of a career 
would count for more. This would per-
mit those who have started working 
earlier to retire earlier too.
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Some
cases*

As can be observed, all groups of 
citizens are affected, in varying de-
grees, by the distributional system. 
The damage is considerably worse in 
the case of workers who start mak-
ing contributions earlier on in their 
careers, albeit with lower salaries. In 
comparison, those who start work 
later with higher salaries are less af-
fected. A capitalization system would, 
on the other hand, affect workers with 
shorter contribution spans, who now 
consume most of the resources with-
in the system. For example, a woman 
born in 1970 who did not enter the la-
bour market till the age of 45, earning 
a salary of 18,000 euros per year, with 
three children (accounted for in the 

social security system), would earn 
11.3% less with a capitalization sys-
tem than with the current model. It is 
important to note that this loss would 
be cancelled out after 20 years, due to 
the continuous revaluation of public 
pensions below the rate of inflation. 
It is important to take into account 
as well that those who continuously 
enter and exit unemployment appear 
to contribute over a longer term than 
they are actually working, due to the 
fact that the Ministry of Employment 
contributes for them during a certain 
period.

*Methodology can be viewed at the end of this report.
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All groups of citizens are affected, in 
varying degrees, by the distributional 
system

AverAge
citizen

Born 1970

Start of working life 1990

Retirement 2037

Salary in 2016 22,000 euros per year

Increase in salary CPI + 0.5%

Observations -

Will have a pension of 24,362 euros per year

That in 20 years will be 
lowered to 22,038 euros per year

Rent with a private pension 42,103 euros per year

Percentage increase from 
initial pension 72.8%

Percentage increase compared 
to a pension in 20 years 91%

eArly stArter
with A low sAlAry

Born 1980

Start of working life 1998

Retirement 2047

Salary in 2016 18,000 euros per year

Increase in salary CPI + 0.5%

Observations -

Will have a pension of 41,369 euros per year

That in 20 years will be 
lowered to 20,079 euros per year

Rent with a private pension 18,164 euros per year

Percentage increase from 
initial pension 106%

Percentage increase compared 
to a pension in 20 years 127.8%

older mAnuAl worker hArd 
hit by the crisis

Born 1950

Start of working life 1966

Retirement 2016

Salary in 2016 18,000 euros per year

Increase in salary CPI

Observations Did not contribute in 
2010 and 2015

Will have a pension of 9,902 euros per year

That in 20 years will be 
lowered to 8,957 euros per year

Rent with a private pension 15,762 euros per year

Percentage increase from 
initial pension 59.2%

Percentage increase compared 
to a pension in 20 years 76%

lAte stArter who dedicAted 
eArly yeArs to educAtion

Born 1980

Start of working life 2008

Retirement 2047

Salary in 2016 36,000 euros per year

Increase in salary CPI + 2%

Observations -

Will have a pension of 36,100 euros per year

That in 20 years will be 
lowered to 32,656 euros per year

Rent with a private pension 44,107 euros per year

Percentage increase from 
initial pension 22.2%

Percentage increase compared 
to a pension in 20 years 35.1%



highest eArners
Born 1980

Start of working life 2005

Retirement 2047

Salary in 2016 48,000 euros per year

Increase in salary CPI + 1%

Observations -

Will have a pension of 36,100 euros per year

That in 20 years will be 
lowered to 32,656 euros per year

Rent with a private pension 66,601 euros per year

Percentage increase from 
initial pension 84.4%

Percentage increase compared 
to a pension in 20 years 103.9%

Long-term Low earner
Born 1980

Start of working life 2000

Retirement 2047

Salary in 2016 15,000 euros per year

Increase in salary CPI

Observations -

Will have a pension of 15,882 euros per year

That in 20 years will be 
lowered to 14,367 euros per year

Rent with a private pension 31,778 euros per year

Percentage increase from 
initial pension 100%

Percentage increase compared 
to a pension in 20 years 121.2%

worker who does not see 
increAses in sAlAry in line 
with inflAtion, And even 

sees A decreAse
Born 1970

Start of working life 1992

Retirement 2037

Salary in 2016 20,000 euros per year

Increase in salary CPI - 1%

Observations -

Will have a pension of 19,421 euros per year

That in 20 years will be 
lowered to 17,596 euros per year

Rent with a private pension 40,432 euros per year

Percentage increase from 
initial pension 108.2%

Percentage increase compared 
to a pension in 20 years 130.1%

Low-earning ‘miLLeniaL’ who 
eArns little but expects 
high increAses in sAlAry

Born 1990

Start of working life 2014

Retirement 2057

Salary in 2016 16,000 euros per year

Increase in salary CPI + 2%

Observations -

Will have a pension of 29,111 euros per year

That in 20 years will be 
lowered to 26,304 euros per year

Rent with a private pension 34,207 euros per year

Percentage increase from 
initial pension 17.5%

Percentage increase compared 
to a pension in 20 years 29.9%

In a capitalization system, the amount 
received at the end is bigger than in the 
non-funded or distributional system
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Added 
benefits

As well as improving pensions for 
workers, this model provides other be-
nefits for the country. In the first pla-
ce, saving serves as a lever for grow-
th, because it allows investments to 
grow in a sustainable manner over 
time. With this money, companies can 
find capital to finance new projects 
and improve their efficiency, which in 
turn improves production and fosters 
employment.
The best example of growth after the 
introduction of the capitalization sys-

tem is Chile. When the new model 
was implemented, the country was in 
the middle of a recession that reached 
a yearly 13.6%. It was not long, howe-
ver, before a strong path to growth 
was recovered. Only between 1983 
and 1993, the real GDP doubled, and 
it maintained a strong growth rate 
over later years. Between 1983 and 
2013, economic activity grew at a an 
average rate of 5.6%, stronger than all 
countries in Latin America except for 
Costa Rica.

10
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During the last thirty years, the Chil-
ean per capita GDP in dollars has 
multiplied by nine. This has allowed 
the country to surpass growth in 
neighbouring Argentina, which had 
previously been further ahead on the 
tables. Thanks to this, Chile leads the 
per capita rankings among big coun-
tries in Latin America, beaten only by 
Uruguay.

An added benefit inherent to this sys-
tem is that, even if capital is invested 
abroad, as is the case with many de-
veloping countries, it would still pro-
duce an important inflow of income 
that would solve the spanish exter-
nal deficit, for example. According 
to a report by Citigroup, ‘The coming 
pensions crisis’, the amount of money 

that the state has promised for pen-
sions in the next few years is over 
200% of GDP. Leaving to one side the 
point that this amount could be great-
er, due to compound interest in in-
vestments, if Spaniards had invested 
this amount in the S&P index (which 
in recent years has given profits per 
dividend of around 2%), they would 
have obtained an yearly amount of 
43,200 million euros.

Another pillar of economic improve-
ment would come from better incen-
tives for workers, especially from the 
point of view of tax fraud. In the 
current situation, many workers tend 
to deceive the State in order to pay 
less tax and lower their social contri-
butions. A worker who earns a min-

Source: International Monetary Fund



12

imum wage (9,172.8 euros per year), 
pays up to 3,325.5 euros per year 
in social contributions. In different 
terms, this represents 36.2% of their 
wages. Incentives to defraud are high, 
especially for young workers, who are 
not taken into account by the Social 
Security system. With a capitalization 
system, these incentives for fraud dis-
appear, because the money deposited 
gains interest and, at the same time, 
allows an added yield that generates a 
snowball effect.

It is important to remember that, 
within the current system, the first 
fifteen years of contributions already 
give workers the right to 50% of their 

benefits. From then on, the perfor-
mance of Social Security decreases at 
an increasing rate. In the following 
20 years, the yield generated for each 
year contributed falls, on average, 
25%. And this accelerates specially 
in the years worked after the legal 
age of retirement. Even though these 
years allow a 4% bonus in pensions for 
each year contributed, they also imply 
that a pensioner loses a year of ben-
efits. So, working an extra two years 
after retirement is only beneficial for 
those who are going to live to over 
93 (around 9.1% of the population, ac-
cording to the INE). This is all assum-
ing that they were not already going 
to receive the maximum pension.
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A capitalized pension system, on the 
other hand, offers continuous incen-
tives for workers: all the money they 
contribute will translate into higher 
benefits, and the earlier they formal-
ize it, the higher the impact. There is 
also a stronger incentive to work, 
as this reduces the fiscal gap (the dif-
ference between what the company 
pays and the salary a worker receives). 
Currently, a year of contributions is 
valuable for all types of workers, but 
the specific amount of the social con-
tributions is only significant for those 
who reach the age of 42. Because all 
years of work are computed in the 
calculation for pensions, social contri-
butions of those under 42 stop being 

a ‘tax’ and become a contribution to 
their own fund. This is an incentive 
for earlier entry of young people to 
the labour market.

As well as this, older workers have 
more incentives to remain in their 
jobs. Those who postpone retirement 
by one year would not only increase 
their accumulated fund, but their cap-
ital would give them an extra yield. As 
well as receiving it, they would have 
to distribute it over a shorter period, 
so the growth in their pension would 
be threefold. In the case of an average 
citizen, working an extra year would 
add 4,200 euros per year throughout 
his retirement.
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Finally, the capitalization system also 
brings with it a clarification of rules, 
especially for those who wish to car-
ry on working once already retired. 
The current model presents problems 
for writers, for example, as they car-
ry on receiving money for copyright 
even after retirement. Some have to 
confront fines of over 100,000 euros 
from the Tax Office. With this capital-
ization model, there should not be a 
conflict of interest, because the author 
could start to receive the pension he 
has a right to (because he has saved 
it up himself and it does not depend 
on the State) and maintain other rev-
enues, declaring them to the tax office 
but with no need to contribute for 
them if he already has enough money.

Adding to the above, a capitalization 
system opens up a wide arrange of 
options for workers. For example, 
if workers had more money in their 
fund for their age group (and there-
fore had no problems when retire-
ment came), they could be allowed 
to access the fund to pay a deposit 
for a flat, pay off a mortgage or buy a 
car. It does not make sense to ask for 
loans with high interest rates if, at the 
same time, they have a high accumu-
lation of wealth. At the same time, if 
they lose their jobs, for example, they 
could make use of their funds to make 
up for their fall in earnings, enrol in 
courses to ‘recycle’ their education or 
start up a business. It would also be 
possible for the funds to be left as an 
inheritance in case of early death, be-
fore they ran out. 

A capitalization system opens 
up a wide arrange of options 
for workers
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Why haven’t
pension plans 

been successful 
in Spain?

A renowned study by Pablo Fernández, 
from IESE, together with Pablo Linares 
and Pablo Fernández Acin*, shows that 
between December 1998 and December 
2013, the 257 Spanish pension funds 
that existed throughout that period had 
an average yield of 1.53%, as opposed 
to 4% by Ibex 35 index and 4.4% of 
Treasury bonds with a ten year yield. 
During this period, only four pension 
funds surpassed Ibex, while only three 
managed to yield better than State 
plans. 25 of them had an average 
negative growth.

A variety of factors explain these bad 
results. First, the existence of explicit 
fees: those paid for by the participant 
and that are reflected in the underlying 
contract in forms such as fees for 

management, deposits, subscription 
and refunds. It is important to take 
into account that a high proportion of 
these are destined to commercialization 
expenses, because “in many pension 
funds commercial agents have higher 
remuneration than managers”, as the 
authors explain. 36% of funds charged 
fees of around 2% and 2.5% of equity, 
which explains the big differences in 
profits.

Another important aspect to take 
into account is the distribution of the 
investment portfolios, which performed 
worse than the index did. Many 
funds may have relied excessively 
on the sectors most exposed to the 
housing crisis. Adding to this, active 
management (frequently buying and 

* Pablo Fernández, Pablo Linares, Pablo Fernández Acín. Rentabilidad de los Fondos de Pensiones en 
España. 1998-2013. http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2393382
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selling to change the composition of 
the portfolio) could also prove to be 
a hindrance for profits. It is not clear 
that continuous movements elevate 
returns for the fund because successful 
investors, such as Warren Buffett, prefer 
to avoid them. It also increases the fees 
that are paid to the departments within 
the Stock Exchange that process these 
transactions. So active management 
seems to be a trap set up by managers 
to increase their own salaries, as it adds 
fees that the company makes benefits 
on in exchange for a policy for selling 
and buying that harms clients.

There are, however, some elements 
within the Spanish tax system that 
encourage the use of pension funds. 
When a worker saves money through 
one of these plans, he benefits from 
tax deductions, which is beneficial for 
him in the short term, and he only pays 
tax on it when he goes to recuperate 
it. Thanks to this fiscal benefit, all his 
capital is making profits from the very 
start, even though he would have to pay 
fees to the fund. On the other hand, if 
someone wants to set part of his money 
on one side to buy certain stocks, he 
must pay the corresponding income tax 
for his salary, and, after this, invest it. 
Then he will start to pay the costs for 
keeping, buying and selling his stocks 
and would have to pay yearly on 
their dividends and interests. Finally, 
when selling stocks, he would have to 
pay the Tax Office for the part which 

corresponds to the revaluation of these 
as capital yield.

Although at the start pension schemes 
are very beneficial, advantages start to 
fade in the space of a couple of years, 
due to their low profitability. The 
paper published by Pablo Fernández 
shows that many managers completely 
exhaust the income generated by tax 
credits in a space of five years due 
to their complete inefficiency. This, 
however, does not mean that fiscal 
incentives make no sense. Au contraire, 
for the whole capitalization system to 
compete on an even playing ground 
with the distributional system, it is vital 
for both of them to receive the same 
fiscal treatment. This is, that money 
that is currently provided to the social 
security system should go directly to 
the investment vehicle chosen by the 
worker, should remain excluded from 
the payment of income tax for the 
dividends and generated interests, 
and should only pay the income tax 
generated after retirement, classifying 
it as a succession of annual retrievals. 
There is no need to limit the tax credits: 
it is necessary to strengthen them and 
widen their competency, so inefficient 
pension funds abandon the market. 
There would be no problem either in 
seeing Social Security to compete with 
private schemes. Workers should, in 
addition to this, be encouraged to 
choose passive management schemes, 
which would limit fees.
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An alternative can be found in the 
Individual Plans for Systematic Saving 
(PIAS), introduced by the previous 
Rajoy government. Though this product 
is more flexible than pension schemes 
and is exempt from income tax from 
the moment income becomes an annual 
salary (tax is paid only if the money 
is recuperated on retirement), the fact 
that what has been contributed cannot 
be deducted from income tax puts it at 
a disadvantage against the best pension 
schemes. 

Another added problem found in the 
low performing Spanish pension plans 
has been that during this period there 
have been strong drops in value that 
have been compensated by periods of 
high growth. For these plans, these type 
of movements can be fatal, because 
they can get stuck on low quality assets. 
However, this type of activity is good 
for those who buy the same amount of 
shares on a regular basis, because they 
will be able to buy more during lows 
and less when the stock market is high. 
This lowers the average acquisition. 
Thanks to this, a saver who chooses the 
same amount annually could see his 
profits increase by 3.1% over 15 years, 
the period analyzed by Fernández. If he 
did so monthly, the increase would be 
higher.

In last place, the OECD offers a 
variety of recommendations for 
setting up a public pension system 
based on capitalization. Among these, 
it outlines the need to push workers 
to sign up to these plans for long 
periods, to improve fiscal incentives 
for voluntary pension schemes, and 
to foster instruments for low cost 
saving, or predetermined strategies 
for investment that vary according 
to risk profiles.  By doing this it tries 
to make the most of the potential for 
growth that the stock market has for 
savings made during early years of a 
career. This also attenuates the impact 
of a financial crisis in years at the end 
of a working life. This latter scenario 
would prove difficult to recover from. 
In order to do so, 80% of wealth could 
be invested in the Stock Market, and 
20% in government bonds or 30 years 
company bonds. Between the ages of 
30 and 40, the proportion of equity 
could be reduced to 70%; between 40 
and 50 reduced again to 60%; between 
50 and 60, savings could be divided 
equally at 50% and, once over 60, the 
percentage of fixed income could be 
elevated to 60%.



Other
countries

Regarding pension reform, the coun-
try that is referred to most in this as-
pect is Chile, which followed the path 
led by the US or Canada. In its reform, 
the country opened up the possibili-
ty for those who wished to carry on 
paying to the national scheme, a re-
distribution model, to do so, while the 
rest could start investing in one of the 
pension fund administrations (AFP), 
which from that moment onwards 
would compete amongst themselves, 
and, from 2014 onwards, against the 
public system too, in order to give a 
higher profit and better services. The 
state would still receive some income 
to help people most in need. The 

workers who chose to change model 
would receive a bonus that represent-
ed their contributions to the system 
up until that date. This is the model 
that has worked most effectively, with 
annual profits consistently over 10%. 
This, however, has not avoided criti-
cisms from certain groups of pension-
ers, who have seen how their pen-
sions approach the minimum wage. 
However, this is due to the fact that 
their savings were very low to start 
off with (a quarter of the required sav-
ings required in Spain, though they 
can be increased voluntarily), and to 
the fact that many Chileans have de-
cided to retire early. 52% of workers 
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who retired in 2015 had contributed 
to the system for less than 15 years 
(in Spain they would not even receive 
retirement benefits) and only a quar-
ter had contributed for more than 25 
years.

The greatest problem, however, is that 
in developed countries this change 
cannot be performed from one day to 
the next, due to the high debt acquired 
with its workers, and their high life 
expectancy. Because of these reasons, 
they have to opt for mixed models, 
such as the Swedish or German sys-
tems. In Sweden, 13.5% of contribu-
tions go into a personal savings ac-
count and there are around 800 funds 
to invest in. The remaining 86.5% goes 
into the common system, to pay the 
promised pensions. As workers who 

have contributed to this system re-
tire, the amount taken by the state 
can gradually be reduced, allowing 
a bigger weight for individual con-
tributions. This is what has already 
happened in Switzerland, where 
the mixed model was introduced at 
the end of the 1980s and the second 
tranche (private funds) already makes 
41.9% of the money received by the 
average pensioner. In other countries, 
this percentage is higher, reaching 
91% in Iceland, 74.1% in Australia, 
69.7% in Israel, 67.4% in The Nether-
lands or 47.6% in Estonia, to give a few 
examples. Pensions in these countries 
average at around 73.5% of the last in-
come, compared to 64.1% average in 
the OECD, a 14.6% increase achieved 
only by introducing a moderate capi-
talization component.

19

The greatest problem is that in 
developed countries this change 
cannot be performed from one day 
to the next, due to the high debt 
acquired with its workers
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In the compiling of this report, we have 
taken as reference the official promis-
es that the social security system has 
made. However, all calculations indi-
cate that public pensions need serious 
cuts in order to be sustainable now and 
in the future. To start off, the Social 
Security system had a deficit of 16,708 

million euros in 2015, which adds to 
previous deficits in earlier years. These 
have left the pension fund in a dire state. 
Specifically, the Reserve Fund had, by 
the 31st of July 2016, 24,207 million eu-
ros after reaching a peak of 65,830 mil-
lion euros. At the current rate, it will be 
empty by December 2017.

Alternatives to 
capitalization:

increasingly complex 
calculations

Source: Ministerio de 
Empleo y Seguridad 
Social.
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Source: Ministerio de 
Empleo y Seguridad Social y 
Presupuestos Generales del 
Estado.

It is true that the current budget does 
expect to reduce deficit this year, 
something, which could help stop 
the haemorrhage. But, as has been 
observed in previous years, expecta-
tions on revenue are rarely fulfilled. 
In 2015, for example, income from 
social contributions hardly grew 1.3% 
(expectations were of 6.8%), despite 
job growth. This is due to the fact 
that many workers generate social 
contributions below average, due to 
low salaries, part time work and so-
cial benefits. This does not mean this 
should be limited, but rather that 

more realistic predictions should be 
made. Now, in 2016, it seems that 
deficit projections are even more out 
of touch. Adding to this, spending on 
benefits was growing in July at a rate 
of 3.2%. This is four percentage points 
over the expectations for the whole 
year. Because of this, the Independ-
ent Authority for Fiscal Responsibility 
(AIReF) estimates that the deficit for 
the temporary system will reach 1.6% 
of GDP (around 17,950 million euros), 
which would call for an urgent repair 
of the system.

*Full revenue and spending of Social Security are not included
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In the short term there are four possi-
bilities: to transfer resources from the 
rest of the system, to finance part of 
the spending on social security with 
the remaining Budget, to increase 
contributions or to lower pensions. 
Though the first two are merely a play 
between different state ‘boxes’, they 
have been the first to be suggested by 
politicians, as they imply no problems 
for anybody. The rest, however, have 
negative effects. It is very difficult, for 
example, to increase social contribu-
tions, as they are already among the 
highest in Europe and they would 
strongly impact employment. Sup-
pressing benefits would be a hard 
knock for employment too. However, 
reducing costs is not possible in the 
short term, because it would imply a 
15.1% cut in all pensions only for this 
year. Given these scenarios, the most 
plausible option is to transfer resourc-
es from the rest of the budget to cover 
the system’s deficit.

This option cannot be maintained in-
definitely: a cut in benefits is neces-
sary for the medium and long term. 
The calculations are complex, as all 
pensions need to follow this rule in 
order to be sustainable:

Number of workers * average salary * 
contribution =/> Number of pension-
ers * average pension.

2064 is the last year projected in the 
INE demographic projections. Be-
tween 2016 and 2064, the number of 
people in working age (17-64 now and 
17-66 then, according to the rule) will 
have gone from 29.79 million to 21.51 
million in the last year. The number of 
people over working age, on the other 
hand, will have grown from 8.71 mil-
lion to 14.91 million.

The number of pensioners does ac-
curately correspond to these figures. 
However, the number of workers is 
greatly inferior to the adult popula-
tion, due to the fact that many have 
not entered the job market, others 
are studying, many are unemployed 
and some have decided not to work. 
This is why only 18.3 million people 
(61.4% of the population aged between 
17 and 64) are currently occupied. 
The rest are unemployed or inactive, 
mainly due to study or proximity to 
retirement age. In 2064, it is expected 
that the percentage of active young 
workers will be slightly higher (due 
to studies). The numbers in the oth-
er groups, however, are expected to 
fall (given an optimistic calculation 
of half of today’s figures). We also 
assume a 10% unemployment rate, 
which is very generous if we consid-
er data from recent years. Taking into 
assumption all of these facts, Spain 
would have 15.86 million workers by 
2064.
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Leaving contributions to one side, it 
is extremely possible that salaries will 
have increased annually by 0.5% and 
0.7%, deducting inflation, according 
to historical measures. With a more 
conservative estimate, workers would 
earn salaries 27% higher than today, 
and, being generous, 39.8% higher. 
But these figures will not be enough 
to make up for the fall in the number 
of workers (13.5%) and the strong in-
crease in the proportion of pensioners 
(71.1%). It must be taken into account 
that the Social Security already had 
a strong imbalance. Because of this, 
and maintaining current parameters, 
public pensions would have to fall 
between 40% and 45.5% in real terms 
in order to be sustainable. In a nega-
tive scenario, in which only 7 out of 
10 adults in working age are actually 
doing so, the fall could be up to 48.1%. 
With this, the average pension would 
fall to 534.6 euros per month, in pur-
chasing power parity from the current 
value.

If this cut is already substantial in 
regard to what pensioners currently 
earn, it would be even more so re-
garding promises made to those still 
working. At the moment, the average 
pensioner receives 80.1% of his last 
salary, one of the highest figures in 
the OECD. This would be drastically 
reduced if Spain maintains a distribu-
tion system, because there is less and 
less to distribute. With these calcu-

lations, pensioners would hardly re-
ceive a third of their final salary. Even 
if the crisis is resolved, through immi-
gration for example, the background 
problem still remains, because the 
new workers who entered the system 
would still be promised benefits that 
the system cannot take on.

Even though it is theoretically possi-
ble to increase social contributions, 
this affects employment growth, lead-
ing to even more difficulties for the 
sustainability of the system in the 
future. This is why the only plausible 
alternative to cuts is pushing back the 
retirement age. However, this meas-
ure has a limited scope, and does not 
solve the problems within the system. 
For example, there are currently 3.47 
citizens between 16 and 64 years old 
for each over-65 year old. Any num-
ber over 3 would mean that the sys-
tem could be sustainable within more 
moderate unemployment rates, as it 
would assure 2.1 workers per pension-
er. This ratio will fall under 3 by 2023, 
but by then the delaying of retirement 
age projected in the norm will main-
tain the system afloat. However this 
delay up to 67 years will be obsolete 
the moment the rules are put in place, 
2029. By then a new delay of retire-
ment age will be necessary, pushing 
it back a further 2 years until the age 
of 69, which would push the system 
on until 2034. By then the situation 
would be deteriorating more quickly, 
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to the point that by 2048 a retirement 
age of 75 would be necessary. This 
temporary solution puts the sustaina-
bility of the system in doubt, because 
it is not clear whether many citizens 
would even be able to work until that 

age. The only thing it does is buy time 
until a more consistent solution is 
found. A change to a capitalization 
system could lessen the impact, on the 
other hand, as it offers a new path by 
which pensions could be financed.

Source: INE.
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The calculations are based in refer-
ence to the historical performance of 
savings on the S&P 500 in euros. In-
flation has been subtracted, as it is a 
reference which is more than a cen-
tury old. It does also bring together 
500 companies with a global presence, 
making it one of the most diversified 
indexes in the world. For future calcu-
lations, a 7% profit has been estimated 
(including revaluations and dividends, 
and taking into account inflation), as 
this is the historical average of the in-
dex.

To calculate profit, no taxes that an 
individual would face when receiving 
dividends have been deducted. This 
is because only the amount given to 
the pension plan has substituted the 
amount paid to the state. Since the 
Tax Office does not gain any extra 
income from the money that passes 
through Social Security, it would not 
make sense to include it in this sim-
ulation. The cost of managing the 
income has not been included either, 
being considered a passive following 
of the index.

Methodology



With the end of work capitalized 
amount, a lifelong salary has been 
calculated, taking into account figures 
used by insurance companies (around 
4% of capitalized amount), in order to 
give a conservative and risk-free esti-
mate. However, it would be possible to 
maintain part of that amount in low-
risk investments, which would allow 
an increase in profit in exchange for 
subjecting income to a slight variabili-
ty. This option is highly recommended 
once retirement age is approaching. 

All the figures on the table have been 
translated into equivalent figures for 
2016. It is possible that future con-
tributions will be much higher in 
nominal terms due to inflation, but 
the effect of price increase has been 

subtracted in this case. Viewed anoth-
er way, the loss of purchasing power 
with retirement benefits within the 
current system is not reflected.

Finally, the public pension calculation 
is based on official estimates, but real 
figures could be lower. Social Securi-
ty registered a 1.3% deficit of GDP in 
2015, and it seems this is the environ-
ment within which we are going to op-
erate in the next few years. Once the 
pensions fund has been exhausted, an 
adjustment is going to be necessary - 
whether it is in revenue (raising so-
cial contributions), or spending (cut-
ting pensions) - to square accounts. 
These predictions are not included in 
the previous calculations, which are 
based, as stated, on official data.

Once the pensions fund has been 
exhausted, an adjustment is going to 
be necessary - whether it is in revenue 
(raising social contributions), or 
spending (cutting pensions) - to square 
accounts

26
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