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A sustainable pension system that guarantees cohesion and equilibrium between 
generations 

As it has been doing for more than 20 years, the Círculo de Empresarios again wants to express its concern 

about the sustainability of a pension system that will guarantee future social cohesion and equilibrium 

between generations. Based on the success of other European countries, and by means of dialogue and 

consensus, we think there are solutions to reformulating Spain’s pension system and adapting it to the 

social, demographic and economic conditions of the country. This reform should guarantee decent 

benefits for both present and future pensioners. 

Pensions are a key element in a Welfare State whose cornerstones are the rights of all its citizens to equal 

opportunity and the chance to lead their own life. This policy statement seeks to contribute to an open 

debate as part of the Pacto de Toledo by proposing a series of short, medium and long-term measures 

that, after a transition period, should lead to a mixed system of collecting and distributing funds for 

pensions, one that is more transparent, fair and sustainable.  

CHALLENGES TO THE SPANISH SYSTEM 

The future sustainability of the Spanish pension system depends upon the country’s demographic 

patterns, the labor market and the country’s productive structure. In other words, its viability will 

depend on developments in dependency rates, economic activity and unemployment, and on the 

productivity of the Spanish economy.  

Demographics 

Spain is facing a new demographic structure. Our birth rate1 remains steady at 1.32 as against the 1.7 

average of the OECD in 2014, and a figure very much below the level of generation change of 2.1. In 

addition, through progressive increases in life expectancy, Spain is now one of the countries with the 

oldest population in the world: 83.3 years, five more than two decades ago. 

1 Birth rate: the number of children each women would have if she lived to the end of her period of child-bearing (15-49 years) 
and had children throughout this period at the specific birth rates appropriate for her age. 

Spanish population

Source: Círculo de Empresarios based on INE data (2016)
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In 2030, Spain will be the world’s fourth country in average age of its citizens, 50.1 years as against the 

33.1 world figure. Some 25% of the Spanish population will be older than 65, versus the present 18.7%, 

and the number of working-age Spaniards will drop 5%. Likewise, the retirement of the baby boom 

generation2 will raise the dependency ratio3 from the current 53.5% to 62.2% in 2031 and to 78.95% in 

2041. 

If measures are not taken, this demographic transformation will have consequences for our economic 

growth, thus conditioning the sustainability of the Welfare State, which will have to spend more on 

pensions, health and social welfare services. 

Employment and productivity 

The financial health of the pension system is influenced by the development of employment and 

productivity and the way it affects average salaries. Thus the importance of the average size of Spanish 

companies.  

Our labor market has a high unemployment rate of 18.63%, triple the OECD average, and temporary 

employment of 25% (11.4% OECD), which affects the volume and stability of income to the Social Security 

2 According to the Bank of Spain, those people born between the end of the 1950s and the middle of the 70s. 
3 The dependency ratio is defined as the ratio of people under the age of 15 and greater than 64 over the popualtion between 
these two ages.  

Ageing population, EU

2016 2030 2016 2030 2016 2030

Germany 65.5 59.3 21.8 27.8 6.0 8.1

Italy 64.3 61.6 21.7 25.1 6.6 8.0

Greece 64.6 62.1 20.9 25.6 6.3 8.0

Portugal 65.4 61.7 20.7 26.6 5.9 8.0

Finland 63.1 59.0 20.4 24.4 5.2 7.8

Sweden 62.7 60.5 19.8 21.4 5.1 7.2

EU 65.2 61.2 19.2 23.9 5.4 7.1

France 62.8 59.2 18.8 23.1 5.9 7.3

Spain 66.2 63.2 18.7 25.0 6.0 7.6

Netherlands 65.2 60.1 18.2 24.1 4.4 7.0

UK 64.2 60.9 17.9 21.2 4.8 6.5

Ireland 64.7 63.2 13.3 19.2 3.1 5.2

Source: Eurostat, 2016

Population aged 15 - 64 

years (% total)

Population aged 65 years 

or more (% total)

Population aged 80 years 

or more (% total)

* Retirement age in Spain will  increase from 65 to 67 years between 2013 and 2027.

Median age of population, EU

2015 2030

Germany 46.2 48.6

Italy 45.9 50.8

Portugal 44.0 50.2

Greece 43.6 48.9

Spain 43.2 50.1

EU 42.7 45.4

Netherlands 42.7 44.7

Finland 42.5 44.4

France 41.2 43.0

Sweden 41.0 41.8

UK 40.0 41.9

Ireland 36.9 41.3

World 29.6 33.1

Source: UUNN and Eurostat, 2016

Life expectancy at birth, at 65 years and at 80 years (2014)

At birth 65 years 80 years

Spain 83.3 21.5 10.4

Iceland 82.9 20.9 9.7

France 82.8 22.0 11.0

Sweden 82.3 20.3 9.3

Netherlands 81.8 20.1 9.3

Greece 81.5 20.3 9.4

UK 81.4 20.1 9.5

I reland 81.4 19.8 9.1

Portugal 81.3 20.2 9.2

Finland 81.3 20.1 9.4

Germany 81.2 19.9 9.3

EU 80.9 20.0 9.5

Source: Eurostat, 2016
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system. Beside employment, the sustainability of pensions depends on the working population, which in 

Spain has dropped 3% since 2012. This trend will continue over the middle term, because in 2030 it will 

drop 6.7% in cumulative terms.  

Additionally, income to the system depends on salaries, with a positive correlation between the average 

size of the companies and the amount of salary. Thus the importance of having larger companies in Spain, 

a country in which 99.3% of the firms have fewer than 50 workers (DIRCE 2016). 

At present, Social Security income is equal to 12.3% of GDP, and 67% of it comes from large and medium-

sized companies. Specifically, the average employer contribution for salaried workers in the large 

companies is 1.5 times greater than the average contribution to the Social Security General Regime (532 

euros per month). In addition, 86.1% of the nearly 2 million self-employed workers don’t pay more than 

the minimum monthly contribution to Social Security (264 euros). 

Beside this, improved productivity is a key factor in increasing the potential growth of the Spanish 

economy, especially in light of an aging population. In Spain, total factor productivity4 dropped an 

average of 0.7% annually during the 2000-2014 period, as against the 0.5% annual growth in Germany 

(Caixabank 2016). Increased productivity brings more GDP per worker, and thus greater affiliation and 

income for Social Security. That’s why it is essential to have more large and medium-sized companies: 

they are not only more competitive but they generate better jobs. 

The future competitiveness of Spain’s productive system will depend, among other factors, on the quality 

of the educational system and the ability to train talent, the size of our companies, the efficiency of the 

Public Administrations, innovative efforts, and labor and fiscal regulations. 

RECENT DEVELOPMENT IN SOCIAL SECURITY 

Spain’s pension system is basically public, obligatory, contributive and distributive, in which current 

contributors finance existing pensions. The system is complemented by a public health system and 

another private, voluntary one. Its sustainability depends totally on the income and spending of the Social 

Security system, which over the long term are conditioned by the demographic and productive challenges 

that Spain faces. 

4 Total factor productivity distinguishes between economic growth and the contribution to growth of the labor factor and the 
major factor. 

Contribution of companies attached to Social Security 2015 

Companies
by number of employees 

Number of 

companies

Number of 

employees

Average 

wage

Average 

contribution
Micro (1-9) 1.141.915 2.911.052 1.314,30 394,29

Small (10-49) 143.941 2.734.642 1.877,25 563,18

Medium (50-249) 22.238 2.198.416 2.277,30 683,19

Big (+250) 4.251 4.841.693 2.716,40 814,92

Source: Círculo de Empresarios based on Social Security data, 2016

67% of tota l  
col lected by 
companies
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On the income side 

During the period of greatest economic crisis in Spain (2008-2013), the number of persons affiliated 

to the Social Security system dropped by 15%, and income from contributions by 9.2%, of which 80% 

were the result of losing 3 million members during this period. Starting in 2014, and thanks to 

increased employment, income from contributions grew 1% annually, but this was less than a fifth 

of the growth experienced during the expansionary economic cycle (2002-2007) and half of that up 

to 2015, principally due to low productivity, the low quality of the work and the slow increase in 

salaries. 

Thus the average annual contribution to the system per member has grown 4.5% since 2007, and in 

2015 was 5,248 euros, although this figure is 0.66% lower than the maximum, which was reached in 

2008. 

Design of pension systems in OECD countries

Voluntary

Basic 

pension*

Minimun 

pension

Social 

assistance
Public Private Public Private Private

France x DF + Points 63 55,4 55,4 67,7

Germany DF + Points 65 37,5 12,5 50 64,7

Greece x DF  62 66,7 66,7 72,9

Ireland x 68 34,7 30,3 65 72,1

Italy x DF + NDC 67 69,5 69,5 79,7

Netherlands x Capitalization 67 27,1 63,4 90,5 95,7

Portugal x DF 65 73,8 73,8 89,5

SPAIN x DF 65** 82,1 82,1 89,5

Sweden x DF + NDC Capitalization 65 37 19 56 55,8

UK x DF 68 21,6 29,8 51,4 61,2

USA x DF 67 35,2 32,6 67,8 81,9

* Basic pension: irrespectiv e of contributions

Source: Pensions at a glance, OECD 2015

Mandatory and public Mandatory

**  Statutary retirement age in Spain:  67 years in 2027

Net 

replacement 

rate***

DF (Defined Benefit): Retirement income depends on the number of years of contributions and indiv idual earnings

Points Schemes: Workers earn pension points based on their earnings each year. At retirement, the sum of pension points is multiplied by a pension-point v alue to conv ert them into a 

regular pension payment

DC (Defined Contribution): contributions flow into an indiv idual account. The accumulation of contributions and inv estment returns is usually conv erted into a pensionincome stream at 

retirement.

NOTIONAL ACCOUNTS (NDC): these record contributions in an indiv idual account and apply a rate of return to the balances. The accounts are “notional” in that the balances exist only 

on the books of the managing institution. At retirement, the accumulated notional capital is conv erted into a stream of pension payments using a formula based on life expectancy

Retirement 

age Mandatory

Gross replacement rates

Total

First tier

Adequacy

Second tier

Savings

***  Net pension ov er net incomes before retirement 

14

15

16

17

18
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20

50.000
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70.000
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90.000

100.000

110.000

120.000

Social contributions vs affiliates
Million (€ and affiliates)

Contributions (left) Affiliates (right)

Source: Círculo de Empresarios based on Social Security, 2016
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In collection terms, Social Security income was one GDP point below the EU28 average (12.3% of GDP as 

against 13.2%), in spite of the fact that contribution rates to Social Security in Spain are above the 

European average, and are especially high for the companies (the fourth highest in the EU), which account 

for more than 70% of the total. This situation puts a brake on creating employment when compared to 

other countries, where there is greater equilibrium between the contribution made by the employee and 

that made by the employer, as in the UK, Austria, the Netherlands and Germany. 

In addition, an effective budget policy demands more foresight and accuracy in predicting income 

from employer and employee contributions. At present, the difference between budgeted income 

and real income is an average 5,500 million euros annually since 2013 and 9,264 million euros in 

2015. This explains the difficulty in predicting the system’s real income for 2017, and as a 

consequence there is renewed risk of failing to adhere to Social Security budgets.  

On the spending side 

Between 2007 and 2015, total Social Security spending has increased at an average yearly rate of 

3.6%, while its income from contributors has grown by only 0.7%. This is principally due to the 

5.022

5.283 5.248
5.286

4.500

4.600

4.700

4.800

4.900

5.000

5.100

5.200

5.300

5.400

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Revenues by affiliate to Social Security 
€

Source: Círculo de Empresarios based on Social Security, 2016

Contributions Social Security 2015

Country
Tipo cotización

 SS empresa 

(%)

Tipo cotización

 empleado SS 

(%)

Total tipo

 cotización SS 

(%)

Recaudación

empresa

 (% PIB)

Recaudación empresa

 + empleado SS 

(% PIB)

Salario 

medio (€)**

Tasa de 

paro (%)

France 37.5 13.2 50.7 11.4 18.9 36.491 9.6
Estonia 34 4 38 10.7 11.6 14.000 6.7
Belgium 32.4 13.07 45.47 8.8 16.7 42.862 7.6
Italy 33.68 9.19 42.87 8.7 13.3 28.890 12
Spain 31.13 6.25 37.38 8.2 12.3 27.479 18.63
Finland 22.19 8.41 30.6 8.1 12.9 40.893 8.7
Austria 25.15 17.2 42.35 6.9 15.4 40.678 5.7
Germany 20.58 20.18 40.75 6.6 16.5 37.613 3.9
Netherlands 19.07 22.7 41.77 5.1 14.7 46.384 5.4
Portugal 23.75 11 34.75 5.1 11.6 16.368 10.2
UK 13.8 11.1 24.9 4.1 7.8 41.384 4.8
Sweden* 31.42 7 38.42 3.5 3.7 46.164 6.9
Ireland 4.25 4 8.25 2.4 4.5 46.074 7.2
Denmark 0 8 8 0.1 1 50.024 6.2
EU28 22.2 12.5 34.7 6.9 13.2  - 8.2

* In Sweden, effective rate is lower than marginal rate because the worker age condition the amount payable

** In $: Denmark, UK and Sweden

Source: Círculo de Empresarios based on Civismo, Eurostat, OECD, 2017
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continued drop in the contributor/pensioner ratio, from de 2.71 to 2.28, and which will continue to 

drop until it is 1.3 in 2030 and 1 in 20505.  

At the same time, the amount of the average pension has increased, mainly because of pensioners who 

had higher salaries during the last years of their working life. At present the average of all pensions6 is 914 

euros per month, or 34.8% more than in 2007, and that of retirement pension is 1,055 euros per month, 

or 37.6% greater than pre-crisis levels. In addition, according to data from the OECD (2015), the amount 

of the maximum retirement pension is equal to 165% of the average income of all salaried salaried 

workers, as against the 151% in Germany, 149% in Austria and 105% in Sweden. 

In addition, Spain has the second highest gross replacement rate7 in the OECD, 82.1% as against the 52.9% 

average, thus surpassing by approximately 27 percentage points that of France and by 44 percentage 

points that of Germany. The greatest replacement rate is in the Netherlands, which has public-private 

pension system (90.5%). If Spain maintains the present design of its pension system, demographic 

developments will mean that in 2030 this rate will be around 60% (European Commission 2016), with 

negative consequences in disposable income for future pensioners. At present, the Netherlands, France 

5 Según las proyecciones de población activa del INE y en un escenario con una tasa de paro del 8%. 
6 Pensión media contributiva incluyendo todas las clases (jubilación, viudedad, orfandad, incapacidad permanente y a favor de 

un familiar). 
7 Porcentaje que representa la pensión bruta sobre el último sueldo bruto.  
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and Spain have a lower proportion of the population of over 65 years of age with incomes below the 

poverty line8. 

Budgetary position of Social Security and consequences for the Reserve Fund 

Since 2012, changes in Social Security income and expenses have generated continual deficits in the 

system’s accounts. In 2016 this deficit is expected to reach 1.7% of GDP, as against a surplus equal 

to 0.8% of GDP in 2009. The deficit in the Social Security system represents about 40% of the deficit 

in the Public Administrations as a whole (whose objective is 4.6% of GDP). For 2017 it is predicted 

that this Social Security si deficit will reach 1.4% of GDP, or some 45% of the aim of Spain’s total 

deficit of 3.1% 

8 Según la OCDE representa el 50% de la mediana de los ingresos anuales de los hogares. 
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Deficit target (% GDP)

2016 2017 2018 2019
General Government -2.2 -1.1 -0.7 -0.3

Autonomous regions -0.7 -0.6 -0.3 0

Social Security -1.7 -1.4 -1.2 -1

Local entities 0 0 0 0

Total -4.6 -3.1 -2.2 -1.3

Source: Círculo de Empresarios based on Minis try of Economy, 2016
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All this comes in a context in which the Social Security budget has been cushioned by using its Reserve 

Fund, whose aim is to take advantage of economic boom times, during which income was greater than 

what was spent on benefits. 

This increase in pension spending, along with insufficient income, has made it necessary to finance the 

system by taking money from the Reserve Fund to the tune of 51.795 billion euros since 2011. Its present 

balance is 15.02 billion (1.4% of GDP). If things continue at this rate, according to the government’s Budget 

Plan, the Reserve Fund will run out of money this year and it will be necessary to issue government 

bonds. 
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PRIVATE SAVING IN SPAIN 

Unlike in other countries, there is a lack of clear information about the future of the Spanish pension 

system. This has made it harder for people to plan ahead, especially those in the baby boom generation. 

Among other consequences, a lack of savings is reflected in the reduced importance of private pension 

funds in Spain, some 14.3% of GDP as against the average 50% in the OECD, which has negative 

implications and repercussions for developing the capital market and financing companies.  

 

MEASURES TO CORRECT THE STRUCTURAL DEFICIT OF THE SOCIAL SECURITY SYSTEM AND 

MAKE IT SUSTAINABLE 

All these structural challenges demand reforms over the short, middle and long terms that will permit 

Spain to have a viable Social Security system, thus meeting our fiscal commitments with the EU. At the 

same time, there is an urgent need to reach a consensus about the future design of our pension system, 

so as to allow our pensioners to maintain purchasing power and assure the equilibrium between 

generations in the Welfare State. 

53,4%

82%

2,28

8,6

Tasa de dependencia 

Tasa de 
reemplazo
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2015Número de 
pensionistas
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14,3

Total assets of funded pensions 
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Source: Círculo de Empresarios based on OECD, 2016

Current situation and prospects of the main indicators in 2030 (without reforms implemented 

Source: Círculo de Empresarios based on INE and European Commission, 2016 
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Spain must adapt to the future and find answers to the demographic, economic and technological changes 

that are occurring. To date, the parametric reforms that have been approved (raising the retirement age, 

increasing the number of years of contributions to calculate a pension, etc.), while they help make the 

system sustainable, do not guarantee the amounts of future pensions and actually delay a solution to 

the problem. We should thus look at the structural reform carried out in Sweden, where there is a mixed 

system of Social Security benefits and financing. 

The financial sustainability of the pension system will depend on the future development of dependency, 

employment, productivity and competitiveness of the Spanish economy. There must be greater fiscal 

consolidation: reducing the ratio of public debt to GDP will make it possible to absorb the rise in public 

social spending that is increasingly closer. The viability of the system must be guaranteed: over the long 

term, by a structural reform, and in the short and middle term by adopting new parametric measures. At 

the same time, it is necessary to transform the current demographic model, create quality employment, 

and stimulate productivity, all of which will require action in different areas such as the birth rate, the 

education and training of workers, the labor market, and taxes, among others. 

SHORT AND MEDIUM TERM MEASURES 

On the spending side 

• Create notional accounts which record the individual contributions of each person and the

corresponding investment returns during his working life, calculated at a notional rate that is linked

to a macroeconomic variable, as is the case in Sweden and Italy. The advantage of this mechanism is

that there is greater knowledge of the financial situation of the system because there is a closer

relation between each worker’s contributions and his pension. In addition, there is greater

transparency about possible future income of individuals, thus making it easier to predict their

decisions about saving.

• Progressively increase the number of years of contributions that are taken into account when

calculating the base figure for the pension: the figure should be all the years that a person has

worked rather than only the last 25. This parametric measure would increase the proportionality of

the system, in other words the relation between the pension received and the contributions made,

as is the case in Austria, Finland, Portugal and Sweden.

• Discourage early retirement and promote a voluntary extension of working life past the age of 67,

because of its positive effects on the active population and less spending on pensions. This measure

is a response to a new socioeconomic reality: greater life expectancy and living conditions, people

joining the labor market later in life, and the digitalization of jobs, among others.

• Link any revaluation of pensions to productivity, as is done in Sweden.

• Support the efficiency of the Public Administrations by using resources with greater transparency,

control and quality, and providing these public services and public aid with some of the mechanisms

that are used in the private sector. Spain needs an Administration that serves taxpayers and

guarantees the survival of the Welfare State.

On the income side 

• Finance all non-contributory pensions by the National Budget, carrying out a fiscal reform that will

support job creation, help companies get started and grow, and reduce the black economy. All this

will make it easier to increase the collection of funds and to finance pensions.
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• Raising the maximum level of the contribution funding basis, while it would mean more income for

the system, also makes it necessary to evaluate its impact on job creation, the growth of our

companies, and productivity. The increase in salary costs from such a measure would have very

negative consequences on employment, especially in the case of the Spanish economy, where 99.3%

of the companies are small or medium-sized. Eliminating salary caps (maximums and minimums)

should depend on the workers willing to do this, which requires the introduction of a scheme of

notional accounts and removing the current top.

• Reform the labor market so as to able to reduce structural unemployment, and include measures to

improve efficiency in the design and management of active employment policies.

 Modernize the hiring system to make it simpler and more rational, and establish three basic 

contracts, for both part-time and full-time work: permanent contract, contract by company 

needs (for a set duration) and youth (for training).  

 Set the same indemnification for ending part-time and full-time contracts, and reduce their 

costs by bringing them in line with costs in countries that have less temporary work and 

unemployment, such as the UK, Germany and Sweden. 

 Establish a mixed system of collective bargaining adapted to both the company (in salaries and 

workday) and to the workers’ sectorial conventions (minimum salary, training and funds for 

pensions and maternity), following the example of Denmark.  

 Propose a new system of contributions to Social Security, seeking greater equilibrium between 

the contribution of the worker and that of the employer, following the model in the UK, Austria, 

the Netherlands and Germany. 

• Introduce fiscal measures to encourage private saving, especially for pension plans.

• Measures to raise the birth rate and get women into the work force, extending parental leave, tax

breaks for families, and ways to care for pre-school children up to age three.

• Promote education about personal finance and planning for the future, making people aware that

they share responsibility for the Welfare State.

LONG-TERM MEASURES 

• Progressively transform the present sharing out system into one that is mixed, based on three

supports (sharing out, obligatory capitalization and voluntary capitalization) to guarantee adequate

long-term benefits, as is done in Sweden:

 The first support is oriented toward guaranteeing a minimum living standard with some basic 

pensions. It would work as a public system of pay-as-you-go pensions with notional accounts, 

complemented by non-contributory pensions.  

 The second support would be an obligatory capital-funded system to which employers and 

workers would contribute. The aim would be to make the pension as close as possible to the 

living standard the person enjoyed during his active phase.  

 The third support would correspond to the present system of voluntary contributions to 

pension plans and funds. Efforts would be made to promote it through a tax plan that provides 

more incentives than the present one, with the aim of generating a complement to their pension 

on the part of people who want to make this saving.  

• Likewise, the allocation part would require modifications of the way it works now, with the aim of

strengthening it financially. It would also be a good idea to introduce incentives for extending the
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number of years a person works, in addition to finding new formulas for calculating the base figure 

that took into account this longer active phase. This reform seeks to achieve five basic principles:  

 Promote personal responsibility as a basic element for guaranteeing sufficient benefits during 

retirement. A pension system should be based not only on individual freedom, but on fairness 

in the burden that different generations must bear and on protecting disadvantaged people. The 

system must seek a balance between both concepts: freedom for each person to make the 

decisions that will affect his future through his current capacity to save money, and fairness 

toward those people who have very little or none of this capacity.  

 A simple system that everyone can understand that will clarify the role of the State, the 

companies and the workers.  

 It should be financeable and not have any negative macroeconomic effects. 

 It should be sustainable. 

 It should be supported by broad and lasting social consensus. 

To get this new pension system up and running there must also be a transition period based on the 

reforms carried out in Sweden in the 1990s. 
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