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The public pension system is a fundamental pillar of the welfare state. And for it to continue being so, it is necessary to modernise it and adapt it to the changes being undergone by Spanish society. Fortunately more and more people are reaching retirement age and are doing so with a longer life expectancy. All this means that the number of pensions will increase progressively from just over 9.5 million today to about 15 million in 2050. Just to meet this increase in the number of pensions without changing the current system, we would need the number of contributors to go from almost 18.5 million currently to just over 27 million. This is a highly unlikely increase given the expected demographic trends. In addition, the economic crisis has opened up a deficit between income and expenditure on pensions in the system that will take time to reduce, especially in the current situation in which the new pensions that enter the system do so with initial pensions on average wages that are among the highest in Europe.


 


Given this situation, what should we do? First of all, we need to acknowledge that in order to guarantee the pension system we must continue with our commitment to strengthening its financial sustainability. There is no dilemma of choice between sustainability and sufficiency. Sustainability is an absolutely necessary condition for pensions to be sufficient in the long term. Therefore, we need to maintain the reforms of 2011 and 2013, and improve them with new mechanisms.


 


Secondly, as in Sweden and other European countries, individual distribution accounts must be introduced as soon as possible, with a transitional period. The system continues to be public, pay-as-you-go and progressive. By providing a “virtual account” to each worker, it improves their relation to contributions and transparency, which makes it simpler and easy-to-understand, and helps perceive the contributions as savings and not as a tax. In addition, individual accounts eliminate uncertainties and help to ensure the financial equilibrium of the system if the initial pension is calculated by taking into account life expectancy (as the Sustainability Factor will begin to do in 2019) and the expected evolution of the resources and expenses of the system.


 


Thirdly, the minimum pension must be improved and reinforced according to core inflation and productivity gains, with transparency for the beneficiaries of the complements made through charges to general taxes.


 


Lastly, we must continue to carry out reforms that improve the functioning of the labour market and its efficiency, and the productivity of the economy. The greater the employment and the higher the salaries, as a result of productivity gains, the higher the pensions and the capacity of the system to introduce the necessary changes and to adapt itself to a world undergoing constant evolution. It is vital for the public sector to lead the process of technological and digital transformation, ensuring that the welfare state is in line with the new times.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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