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ABSTRACT 

 
 What factors explain pension reform decisions in countries with generous public 

pension systems and an ageing population? To answer this question I analyze four 

countries with some similar characteristics: (1) a well expanded and fragmented public 

pension system that follows the traditional Bismarckian structure of different funds for 

specific occupational categories; (2) a public pension system with high degrees of 

coverage and based on the pay-as-you-go (PAYG) principle in which current workers pay 

for current retirees; (3) increasing public pension spending levels that towards the 1990s 

made the public pension system unsustainable. The four selected countries differ along 

one significant dimension. Two of them are newly industrialized countries and in Latin 

America: Argentina and Uruguay. The other two countries are industrialized economies 

of the European Union: Italy and Spain. 

  

 I hypothesize that while international and domestic factors matter in explaining 

pension reform, the former will play an indirect role by stressing the need to make the 

pension system more sustainable to put public finances in order. Thus, I contend that 

domestic economic and political factors will determine the reform outcome.  

  

 I find support for my theory in the analysis of the four countries. International and 

supranational organizations played a role in supporting policymakers’ reform efforts and 

highlighting the necessity to reduce pension liabilities in the long run to put public 

finances in order. However, these organizations did not determine the reform outcome. 
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Instead, I find that domestic economic and political factors explain the final reform 

decision. On the economic side, the maturity of the pension system - represented by the 

magnitude of pension promises to future retirees – and the state of public finances, 

determined policymakers’ first choice for reform; which ranged from proposals to change 

the parameters of the public pillar to that pillar’s structural reform together with the 

introduction of a private pillar of individual accounts. Once this choice was made, the 

reform was negotiated with those with a special interest in the pension system: pensioners 

and labor. Thus, these actors’ organizational strength and preferences explains the type of 

specific pension reform finally adopted in each country. 
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CHAPTER 1 
 

THE POLITICS OF PENSION REFORM IN A CROSS-REGIONAL PERSPECTIVE 
 

  
 In the last twenty years, the reform of public pension systems has become an 

important challenge for countries around the world. The reasons behind this challenge 

often cited by the scholarly literature are, among other things, an ageing population, 

increasing deficit levels and limited fiscal resources to fund these systems, very generous 

early retirement provisions, and some mismanagement. Leading international 

organizations (OECD 1988, 1994; World Bank 1994) in their respective reports have 

favored the introduction of a new fully-funded private pillar of individual accounts to 

ensure the viability of the entire concept of a pension system.1 However, a look at 

pension reforms in different countries across various regions shows that while some 

countries decided only to reform some important aspects of their public pension pillars, 

others decided to introduce an additional private pillar with varying characteristics. How 

do we start to understand which factors contributed to the choice for reform, and which 

reforms to pursue? 

 Two different sets of debates have been concerned about the question of how to 

account for pension reform. In the developing world, this topic is usually analyzed from 

the perspective of international economic trends and pressures and domestic economic 

and political constraints for reform. In the developed world, this question belongs to the 

ongoing debate on the institutions of the social welfare state and social security schemes. 

                                                 
1 As will be elaborated below, the social security literature understands that pension systems throughout 
countries are structured upon pillars; the first being the public pension system and the second and third 
pillars corresponding to private managed systems of occupational or private pension plans. 
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 The international political economy literature that focuses on international trends 

and pressures usually portrays economic reforms as a consequence of international 

pressures such as the globalization of capital and the action of international institutions 

for more economic liberalization. This theoretical angle usually predicts policy 

convergence among countries because domestic policymakers will find it harder and 

costlier to resist the pressure of global capital and international organizations for more 

economic openness. A second theoretical perspective comes from the social welfare state 

literature and bases its analysis on institutional path dependency, bargaining skills and 

resources, and societal actors’ organization capacity. Scholars in this approach tend to 

agree that reforms will take place after negotiations with key societal actors who sense 

they have much to lose from the reform process. Political institutions may play a key role 

in the negotiation process by making it harder or easier for opponents to resist possible 

reforms. Therefore, institutional features such as separation of powers, bicameralism, 

referendums, electoral systems, and the degree of power concentration in the executive 

together with societal actors’ mobilization capacity help to explain how social welfare 

reforms vary across countries. 

 This study will combine some insights and conclusions from each school of 

thought in order to bridge the divide between international and domestic explanations for 

economic reforms by analyzing pension reform in four countries from two regions. There 

are some reasons to explore this topic in a cross-regional comparative way. First, even 

though the reform of public pension systems is a central issue in many countries around 

the world, the political economy literature has only recently paid attention to this area. A 
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comparative analysis of how reform options emerged and were addressed in some 

countries can then provide an interesting insight to scholars and policymakers alike 

interested on how to sort out the problem of an ageing society and a collapsing public 

pension system. Second, most of the existing publications have usually looked at a set of 

countries from one region, limiting the comparative scope of their theories and easily 

ignoring other obvious factors; although some recent works have made some effort to 

explore this topic in a cross regional comparative perspective (Madrid 2003; Brooks 

2002, 2005). Third, attempts to introduce social security reforms took place in both Latin 

American and Western European countries in the last decade. Therefore, by adopting a 

cross-regional comparative approach that looks at Latin American and Western European 

cases I expect to provide a stronger theoretical insight to explain what factors shape 

pension reforms across different countries and regions. 

  Following this concern for a cross-regional and comparative approach I have 

selected four cases, two from Latin America (Argentina and Uruguay) and two from 

Southern Europe (Spain and Italy). The four countries share a number of social and 

cultural characteristics. Most important, all of them had well extended public pay-as-you-

go (PAYG) funded pension systems2, structured upon the Bismarckian model of specific 

pension funds for different occupational categories, which paid pension benefits 

representing a high percentage of the salary before retirement. However, by the 1990s all 

these pension systems were close to collapse. These basic characteristics make them 

suitable for a meaningful comparison. Moreover, these countries achieved different 

                                                 
2 In pay-as-you-go (PAYG) funded pension systems current workers’ contributions are not accumulated but 
used to pay current retirees’ benefits.  
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degrees of pension reform. Both Argentina and Uruguay reformed their PAYG public 

pillars and introduced a mandatory fully-funded private pillar, although the private pillar 

in Uruguay remained small. Spain and Italy, on the other hand, have maintained their 

public PAYG pillars although with significant variations. Italy has reformed its structure 

significantly, while Spain has only introduced some important reforms to the public pillar 

and it has given a minor impulse to supplementary schemes.   

 The argument I present in this analysis is that while both international and 

domestic factors matter, the former have at most an indirect role while the latter explain 

much of the variation in pension reform outcomes. Therefore, I hypothesize that 

international pressures for reforms play a role by stressing the need to make public 

pension systems more sustainable to put public finances in order in the wake of economic 

and monetary union processes, or by international agencies’ action in supporting reforms 

that will introduce a mandatory private pillar of individual accounts. In this sense, 

international pressures may help build a consensus on how to approach the pension 

problem and may explain much of the timing of the reform. However, I argue that the 

specific reform outcome will be shaped upon economic and political domestic factors. 

Among the former, the most important is the public pension system’s maturity, which 

may prevent the adoption of reform options that are costly to fund by the state. On the 

political side, organized labor and pensioners, who may have a stake in the pension 

system, will play a role in negotiating the final reform outcome with government. 

Depending on labor and pensioners’ organizational strength and preferences and their use 

of institutional mechanisms as veto points, they will be able to obtain different types of 
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concessions in exchange for their acceptance of the reform proposal. Lastly, during the 

negotiation, and as a way of building support for the reform, policymakers will tend to 

use a discourse that justifies the need to create a new system that solves previous 

problems or that stresses the necessity of saving the system by having to accept an 

important cut in benefits and even the introduction of a mandatory private pillar. 

 I therefore argue that the politics of pension reform can be seen as a two-stage 

process. First, structural and international pressures put pension reform on the top of 

policymakers’ agenda and lead them to elaborate a reform proposal. In this stage, 

policymakers will look at the maturity of the system and devise a reform proposal that, 

while reducing future public pension spending, will be feasible to fund by the state. The 

situation of public finances at the moment of deciding the reform and the different 

commitments states may have to respect in this regard will be taken into account by 

policymakers when they elaborate the pension reform proposal. In a second stage, once 

the reform proposal is on the table, the reform will be negotiated with political and 

societal actors. Usually, the trade union confederation will constitute the single largest 

opponent and take advantage of its institutional veto power to influence on the reform 

process. Pensioners’ organizational capacity will also play a role at this stage. Thus, 

depending on labor’s strength and pensioners’ organizational capacity reform outcomes 

may vary significantly among countries. 

 If pensioners are organized in a national federation, either forming part of them 

main trade union confederation or as an independent organization, they may act together 

with labor to obtain concessions that preserve their acquired rights. As a general rule, a 
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strong labor movement will be able to obtain numerous concessions from government in 

exchange for its support to the reform. If this is coupled with a well organized pensioner 

lobby, concessions may have an old-age bias. Without the input of a well organized 

pensioner movement, strong labor’s concessions over the reform may focus on labor’s 

particularistic interests. On the contrary, a weak labor movement may just focus on 

improving the general equity of the system in order to garner the support of the broad 

majority of workers or just support well organized pensioners’ efforts to block the 

reform. In the latter case, if policymakers are able to devise a reform that does not 

threaten pensioners’ interests, labor may end up not obtaining many concessions in the 

reform process. 

 

Understanding Types of Pension Systems and Their Reform 

 Scholars interested in the analysis of pension systems stress the importance of 

being able to classify how the different types of pension arrangements vary across 

countries. Drawing from welfare states’ analysis, in the specific field of pension systems, 

scholars who analyze both developed and developing countries recognize the existence of 

two broad types of pension systems: Bismarckian and Beveridgean (Flora and 

Heidenheimer 1982; Mesa Lago 1978; Malloy 1979; Abel and Lewis 1993; Ferrera 1993; 

Chatagner 1993:106; Hirsch 1993:142; Castel 1995:5). 

 Bismarckian pension systems are characterized by specific and differentiated 

programs for different occupational categories. Thus, it is usually the case of having 

pension funds that grant different benefits for agricultural workers, public servants, etc. 
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These funds are generally funded by workers’ and employers’ contributions and the 

benefits paid are strongly linked to the contributions made by workers and employers. 

Because of the link between contributions and benefits, this type of pension system tends 

to reproduce the inequalities found in the labor market. Bismarckian systems also aim at 

a significant replacement rate, effectively providing a benefit that represents a substantial 

portion of the salary before retirement.  

 In contrast, Beveridgean pension systems aim at paying a flat benefit, which 

represents a high replacement ratio for low income workers but a very modest for middle 

and high wage earners. Even in cases of a full life-time work record, benefits are largely 

intended to guarantee a certain minimum level of retirement income, while second or 

third pillar voluntary pension schemes play a major role for maintaining earlier living 

standards at old-age. Unlike Bismarckian pension systems, Beveridgean systems aim at a 

universal coverage and entitlements can be based only on residence or on residence and 

need (means-tested).  

 As Bonoli (1997:358) points out, Bismarckian pension systems developed 

towards the end of the 19th century because their goal was income maintenance to 

guarantee social stability at a time in which there was an increasing labor mobilization. 

By giving substantial advantages to some workers in the form of a pension system that 

granted an important replacement ratio upon retirement, liberal politicians at the turn of 

the 20th century competed for key workers’ support (e.g. those in activities that were 

critical for a country’s economic development). By the same token, those workers unable 

to mobilize or whose activities were not considered to be relevant for a country’s 
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economic development were left aside and they would not have rights to a pension until 

much later on. In contrast, Beveridgean pension systems emerged in countries with a 

strong liberal tradition of welfare arrangements and they were aimed at poverty 

alleviation and inclusion of the overall population. This type of pension system was 

extended in many countries in the second post-war period, especially in the United 

Kingdom and former British colonies, as a way of protecting every person, and not just 

specific cohorts, against the risk of old-age poverty.3 

 Argentina, Uruguay, Spain and Italy structured their public pension systems 

following the Bismarckian principle of different funds for specific occupational 

categories. This was due to the fact that political elites at the turn of the 20th century in 

those countries judged that the Bismarckian model was more effective in targeting key 

workers’ support than a universal flat benefits system. In addition, liberal policymakers 

also considered that a universal system would be very costly to fund.  

 Therefore, at the beginning of the 20th century, the introduction of specific 

pension privileges followed liberal politicians’ concerns regarding which occupational 

categories deserved coverage first, with industrial, transport and public employees being 

usually the first to be given the right to a pension. By the 1950s and 1960s the 

progressive expansion of pension provision in a fragmented way, following politicians’ 

concerns for obtaining support from some cohorts, led to a very fragmented public 

                                                 
3 In fact, the name given to this type of systems makes reference to Lord Beveridge who, in 1942, wrote a 
report suggesting the introduction of a set of social measures to fight what he described as the ‘five giants’ 
of illness, ignorance, disease, squalor, and want. Beveridge’s report considered the whole question of social 
insurance, arguing that want could be abolished by a universal system of social security organized for the 
individual by the state. As Bonoli points out (1997:358) Beveridge’s original intention was to fund pension 
benefits with workers’ contributions and taxation and not to require means-testing to make the system truly 
universal. 
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pension system in each country. Because the public pension system in all these countries 

provided a major share of retirement income for most pensioners and labor was given the 

opportunity to participate in the administration of the system, labor and pensioners would 

become important actors in pension policy. By the 1990s the four countries included in 

this study presented well extended Bismarckian pension systems with high coverage 

rates, generous benefits, and in which labor and pensioners were important actors (albeit 

with variation across the different cases). Thus a comparative analysis of these four cases 

can provide some useful insights regarding how the reform of Bismarckian pension 

systems has been advanced in Latin American and Southern European countries. 

  When analyzing the reform of pension systems, regardless of whether they are 

organized under the Bismarckian or Beveridgean principle, analysts usually talk about the 

existence of different pillars, the first one being the public (Bismarckian or Beveridgean) 

pension system. Thus, in the four countries analyzed in this study, before the 1990s 

reforms there were two pillars: a) a mandatory Bismarckian public pension system and b) 

voluntary private savings schemes managed by private funds administrators. It is worth 

noting, however, that the second pillar in these four countries by the early 1990s was very 

modest since people still relied on the public pension system as the main source of 

income upon retirement. In addition, until the 1990s private pension specific legislation 

was not much developed in the four analyzed cases. 

 Benefits paid by the first pillar in the four countries were defined by a formula 

that took into account workers’ salary levels during the last years before retirement 

(varying from 5 to 10 years according to the case). Because pension benefits were 
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defined by this formula and not by the total amount of contributions made by a worker 

during his/her working career, it was said that these systems paid defined benefit (DB) 

pensions. In addition, the first pillar in all these countries was funded by employers’ and 

workers’ payroll contributions and, increasingly, with some state specific outlays. In this 

sense, the public pillar followed a PAYG funding principle because there was no 

accumulation of funds (i.e. the system was unfunded) and all the contributions to the 

system were used to pay current retirees. 

 To illustrate the above discussion about Bismarckian and Beveridgean systems, 

Figure 1.1 shows data on the size of the first public pillar in the early 1990s in some 

countries around the world. The size of the public pillar is given by the replacement rate 

in each country. This value is the average pension benefit measured as a percentage of 

economy-wide average earnings. As is possible to observe, countries with Beveridgean 

pension systems cluster to the left of the figure and provide low replacement ratios. By 

contrast, countries with Bismarckian pension systems can be found on the right-hand side 

of the figure and provide high replacement ratios. 
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Figure 1.1: Size of the Public Pillar in Countries Worldwide 
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 Among the countries with Beveridgean pension systems, the ones that show the 

least state involvement in pension provision are Australia, Ireland, and the United 

Kingdom. These countries have a strong tradition of voluntary second pillar private and 

occupational pensions which top up the basic benefit paid by the first pillar. Moreover, in 

the 1980s and 1990s, these countries passed legislation to make private and occupational 

pensions mandatory or quasi-mandatory to ensure that mostly every citizen will have 

access to a decent income upon retirement.4    

 Germany and France are between the typical Beveridgean and Bismarckian cases 

because their first public pillars pay average pensions that are around 50 percent of 

average earnings. However, since the 1950s and 1960s, these countries have introduced 

                                                 
4 In 1992, the Australian government made contribution to occupational second pillar pensions mandatory 
for every worker. This legislation, known as ‘superannuation’ led to a tremendous growth in the assets of 
occupational private pension funds. In 1986, Prime Minister Margaret Thatcher passed legislation that 
encouraged people to opt-out the state earnings-related second pillar; a move that according to many 
observers made private personal and occupational pension plans almost mandatory. Ireland followed a 
similar path to that of the UK in the early 2000. For more details see OECD (2005).  
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state-managed complementary schemes for different occupational categories that top up 

first pillar pensions by around 20 percent of average earnings (OECD 2005). Therefore, 

public pension provision in those countries still nears 70 percent of average earnings, 

putting Germany and France among the cases of generous Bismarckian public pension 

systems. As Figure 1.1 shows, Argentina, Uruguay, Spain and Italy (before the 1990s 

reforms) belonged to the group of generous Bismarckian pension systems, paying 

benefits that ranged between 70 percent and 85 percent of average earnings. Within this 

group, we can see other Southern European cases like Portugal and Greece together with 

Latin American countries like Mexico and Brazil. Thus, the analysis of the four selected 

countries for this study may shed some light for other Southern European and Latin 

American cases that face the same problems of an ageing society and a financially 

unsustainable pension system.5   

 Chile is often regarded as an example of structural pension reform because it was 

the first country to create a mandatory private pillar of individual accounts in the early 

1980s. The Chilean pension system, established at the beginning of the 20th century, was 

also structured under the Bismarckian model and provided high replacement rates. The 

system underwent financial strains from the 1960s but attempts to reform never were 

accomplished until the 1973 democratic breakdown. In 1981, the military government 

decided to close the first pillar to new entrants and substitute it with a new private pillar 

of individual accounts. Chilean policymakers were aware that this move would increase 
                                                 
5 In 1997 after many setbacks and negotiations with the opposition, the Mexican Zedillo administration 
reformed the public pension system for a mixed one in which the second private pillar is much larger than 
the first pillar. Brazil debated the reform of the system in 1998 and, after long negotiations with opponents 
and evaluating the cost of implementing a private pillar, decided only to change the structure of the first 
pillar for new entrants, much in the same way that Italy did in 1995 and is analyzed in this study. 
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public debt as the state would stop receiving contributions from workers while still 

having to pay current pensions. However, facing low public debt levels, Chilean 

policymakers decided to bear the transition costs because they were convinced that the 

reform would eliminate the structural problems of the pension system while, at the same 

time, guaranteeing better pensions for future retirees. Moreover, Chilean policymakers 

judged the pension reform as one necessary component of the market-oriented reforms 

embraced by the military regime since 1973 to foster economic growth. In their view, the 

new pension fund administrators would contribute to economic growth by increasing the 

amount of capital being invested in the local market.6 

 As will be shown in this study, in the 1990s, when Latin American and Western 

European countries faced the necessity of reforming their public pension systems, they 

looked at the Chilean experience. However, facing high public debt levels and very 

mature pension systems, European and Latin American policymakers discarded the 

Chilean model for being too expensive. Therefore, they proposed reforms that went from 

changing some parameters of the first pillar to make it more financially sound in the long 

run to the introduction of an additional pillar of individual accounts. Regarding the 

changes in the first pillar, often described as changes in the parameters, reforms ranged 

from raising the minimum retirement age and increasing the number of years upon which 

benefits are calculated, to changing the structure of the system from unfunded defined 

benefit (DB) to a system in which current contributions are still used to pay current 

                                                 
6 In fact, the good performance of Chilean fund administrators since they were launched, were highlighted 
by international lending agencies in the 1990s when these agencies supported pension reforms in other 
Latin American and European countries. See World Bank (1994), Brooks (2005), Madrid (2003).    
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retirees but in which future pensions will be calculated according to the amount of 

contributions made by a person during his/her entire career.7 In countries where an 

additional pillar of individual accounts was implemented, the new system is managed by 

private pension administrators that invest the funds they collect in capital markets. Since 

the amount of the future pensions will be determined by how much a worker is able to 

accumulate in his/her own account during his/her working life the benefits paid by this 

system are of a defined contribution (DC) type. Tables 1.1 and 1.2 provide a description 

of the pension systems in Argentina, Uruguay, Spain and Italy before and after the 1990s 

reforms. 

 

Table 1.1: Pension Systems Before the 1990s Reforms 

 FIRST PILLAR             SECOND PILLAR 

 
• PAYG funding (current workers contribute 

for paying current retirees) 
 
• Defined benefit (DB) pensions 

• Mandatory and managed by the state 

 
• Voluntary private savings 
 
• Managed by private funds 

administrators 

 
 

Source: Author’s own elaboration 

 

 

 

 

                                                 
7 The latter type of system was implemented in Italy in 1995 and it is called Notional Defined Contribution 
(NDC). 
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Table 1.2: Pension Systems After the 1990s Reforms 

 FIRST PILLAR SECOND PILLAR THIRD PILLAR 

 
 Reformed PAYG/NDC 

system with DB/DC benefits 
(depending on each 
country).  

 
 Mandatory and managed by 

the state 
 

 Current workers fund current 
retirees 

 

 
 New defined contribution 

(DC) fully-funded system 
 

 Mandatory/voluntary 
(depending on each 
country) and managed by 
private pension 
administrators 

 
 Workers accumulate funds 

in private accounts for 
their own retirement  

 

 
 Voluntary private 

savings 
 

 Managed by private 
funds administrators 

 
 
 
 

Source: Author’s own elaboration 

 Among the countries I study there was much variation in the way pension systems 

were actually reformed. For example, while Spain decided to introduce some changes to 

the parameters of the first public pillar and gave a timid impulse to voluntary fully-

funded schemes, Italy reformed the structure of the first pillar changing it to a system of 

notional accounts and it has been working ever since in the development of voluntary 

occupational and individual second private pillars.8 In Latin America, Argentina and 

Uruguay introduced a second fully-funded pillar but with some variations. In Argentina, 

the second pillar is mandatory for every worker and the first pillar was greatly reduced.9 

In Uruguay the first pillar was maintained and is larger than in Argentina (albeit with 

                                                 
8 In a Notional Defined Contribution scheme (NDC) workers still pay for current retirees (PAYG principle) 
but what current workers pay now is “deposited” in notional or “virtual” individual accounts that receive 
“an interest” and upon retirement workers’ pensions are calculated taken into account how much they 
“accumulated,” life expectancy and the interest received that is usually tied to some wage increase index. 
For more details about NDC systems see Börsch-Supan (2003). 
9 In the “mixed” Argentine pension system, workers have the choice that their contributions to the second 
pillar go to an additional PAYG scheme managed by the state or to the private scheme of individual 
accounts managed by private pension administrators. 
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some reforms) and the second pillar is only mandatory for workers above a certain 

income level. As will be elaborated below, a good observable measure of the degree of 

reform in each country will be the replacement ratio of the first public pillar after the 

reform.10 Given that this value varied significantly across the four countries I expect to 

explain the reasons that account for this variation in the outcome.  

 Throughout this study I will argue that the reason for such different pension 

reform outcomes is given by an interaction of international and domestic economic and 

political factors that affected each country at the moment of the reform. In order to begin 

to build a theoretical framework for the comparison of the cases, I provide in the next 

section a theoretical discussion of how economic reforms in general and pension reforms 

in particular have been analyzed in the political economy literature. In so doing, I 

describe the main publications that conceive reforms as the consequence of international 

or domestic factors and I also explain that the best way to proceed is to combine both 

levels of explanation as they address different angles of the same topic. 

 

The Theoretical Discussion on Economic Reforms 

 The large wave of market-oriented reforms during the last twenty years has 

sparked the attention of several scholars interested in explaining the politics behind this 

process. A first approach in the international political economy literature looks at the 

influence of international factors such as increasing capital mobility worldwide and the 

                                                 
10 It is not possible to use as an observable measure of the degree of reform the replacement ratio of the 
second pillar because in the countries where this pillar is still voluntary and thus subject to workers’ 
discretionary contributions, like Italy and Spain, it becomes almost impossible to estimate such value as it 
will totally depend on each workers’ individual career history and personal situation.  
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influence of international organizations over domestic policymaking. In general, this 

argument predicts policy convergence because countries will find it harder not to comply 

with the demands of international institutions since they fear to be cut off the funding 

they need to balance their accounts. Regarding the globalization of capital, the argument 

usually refers to policy convergence because the free flow of capital associated with the 

financial deregulation of the last twenty years enables asset holders to “opt-out” and 

switch from a country that imposes high regulations to another that imposes less 

regulations. 

 In developing countries, great attention has been given to the role of international 

financial institutions like the World Bank or the International Monetary Fund. In general, 

scholars have pointed out that after the debt crisis of the 1980s, these institutions have 

tried to pressure countries to reform and open their economies by conditioning the 

funding that developing countries badly need (Stallings 1992; Kahler 1992, 1995; 

Teichman 2001). Kahler (1995) has highlighted the conditionality imposed by IMF and 

WB officials on borrowing countries in the form of macroeconomic structural changes 

that include, but are not limited to, the privatization of state-owned companies, central 

bank independency, cuts in government spending, etc. However, some scholars point out 

that the influence of international institutions on structural economic reforms may be less 

direct than initially thought. For example, Haggard (1986:199) argues that international 

lending institutions may have an indirect influence by empowering a group of technocrats 

who are sympathetic to the vision of these institutions while facing opposition by other 

societal actors to reform. International financial institutions may then empower 
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technocrats identified with neoliberal economic reforms by cultivating good contacts with 

them and showing the relevance of their works and proposals for the improvement of a 

country’s economic performance. In this sense, Haggard concludes that developing 

countries with sympathetic technocratic elites are the ones more likely to respect the 

conditional guidelines of IMF and WB programs. 

 Some scholars that adhere to this view of an indirect influence of international 

institutions on economic reforms highlight the ideational role played by these institutions 

(Edwards 1995). In this sense, Williamson and Haggard (1994:595) argue that “the most 

useful intellectual help from these institutions came not in the form of hard conditionality 

(leverage) but rather by changing the intellectual climate.” Therefore, by supporting the 

publication of several works that explained the numerous advantages of market-oriented 

reforms and by improving the contacts with local elites, international financial 

institutions have been able to demonstrate that these reforms would improve the situation 

of developing countries. This ideational role of international institutions together with the 

existence of pro-reform technocratic elites has also been highlighted in the field of 

pension reform by Brooks and Weaver (2004) and Madrid (2003) though for the latter the 

factors that determine why pension systems are privatized lie more at the domestic level, 

specifically, in whether or not the executive has a supportive majority in congress. 

 Scholars interested in the dynamics of economic reforms in Western Europe have 

also highlighted the ideational role played by the international system. Analyses of how 

ideas emerge and become accepted by national elites have typically argued that there is a 

connection with developments in the international economic environment that produce a 
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situation of uncertainty for policymakers. Thus, although the international environment 

does not determine what policies local elites will adopt, it forces them to take action. In 

Emmanuel Adler’s words, “the environment does not ‘instruct’ policymakers, it 

challenges them” (1991:53). Adler’s argument has been retaken by Kathleen McNamara 

(1998) in her analysis of monetary union in the EU. According to her, the situation in 

1970’s during which European countries faced great fluctuations in their exchange rates 

that affected trade among them challenged national elites to adopt a new monetary policy. 

In the end, she argues that the neoliberal consensus on exchange rate stability was 

determined by the failure of Keynesian policies in the wake of the first oil crisis, the 

existence of an alternative policy paradigm - monetarism - and Germany’s success with 

restrictive monetary policies (McNamara 1998:64).      

 Recent studies on how EU institutions affect domestic policymaking also argue 

that European institutions may have a more indirect effect on policies decided at the 

national level by helping to create an ideational consensus on what are the ‘correct’ 

policies or the ‘way things should be done’ by member-countries (Radaelli 2000). In 

general, these studies use the term Europeanization to describe the adoption at the 

domestic level of new structures of governance that are first developed at the 

supranational or European level (Green Cowles et al. 2001:3). More specifically, Claudio 

Radaelli (1997) explores the ideational consensus forged by EU institutions and explains 

that “Europeanization occurs when domestic policy changes in response to a gamut of 

factors emanating from the EU, including concepts, ideas, and policy paradigms 

developed within the EU policy process” (p.554). In a more recent article he points out 
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that Europeanization “refers to processes of construction, diffusion, and 

institutionalization of formal and informal rules, procedures policy paradigms, styles, 

‘ways of doing things’ and shared beliefs and norms which are first defined and 

consolidated at the EU level” (Radaelli 2000:4). EU institutions can therefore influence 

change at the domestic level by promoting an ideational consensus about what are the 

policies that member-countries need to improve the performance of their economies.  

 However, empirical work on Europeanization warns that the ideational consensus 

promoted by EU institutions may not be enough to adopt economic reforms in some 

settings. Analyzing the case of Italy, Adrienne Héritier (2001) finds that even though EU 

institutions passed a number of laws requiring the deregulation of transport in member 

states, Italy has been unable to deregulate its transport system due to the opposition of 

potential losers represented by small hauliers and the railway unions. A similar 

conclusion is elaborated by Green Cowles (2001) in her analysis of business-government 

relations in Germany.   

 In sum, the experience of Latin America and Western Europe seems to indicate 

that international institutions have a less direct effect on economic reforms than what was 

initially thought. However, this indirect influence is still important because it helps to 

create an ideational consensus about the need to reform and about what must be done. In 

addition, international pressures may not only help to create an ideational consensus to 

reform but also provide an extra incentive by successfully making a case for the adoption 

of some domestic reforms in order to achieve goals that are broadly shared by the society 

(e.g. macroeconomic stabilization, monetary integration, etc). In this sense, influence 
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from international institutions contributes to understand the timing of the reform: why at 

a given moment pension reform gets to the top of policymakers’ agenda.  

 If international institutions have an indirect, though still important, influence on 

economic reforms this means that the locus of reform activity is still at the domestic 

realm. This perspective has been explored by a number of scholars for whom 

international constraints may matter but the way in which reforms are shaped is 

determined by the domestic institutional setting. In short, this literature argues that where 

political institutions effectively block executive’s reform proposals, economic reform will 

not be successful. Therefore, scholars in this perspective usually focus on the number of 

opportunities that political systems provide to opponents of a given reform (veto points) 

to prevent it from being adopted (Immergut 1992; Huber, Ragin, and Stephens 1993; 

Tsebelis 2002; Kay 1999; Orenstein 1999; Bonoli 2001).   

 In general, institutional analyses of policymaking make a clear distinction 

between political actors and the institutional frameworks within which action takes place. 

Political actors formulate their goals, ideas, and desires independently from institutions. 

However, by making some courses of action more difficult and by facilitating others or, 

in other words, by facilitating or restricting windows of opportunities (veto points) to 

political actors that oppose reforms, institutions set the strategic context for actors to 

better achieve their goals.  

 For example, in a comparative study on health insurance in Sweden, France, and 

Switzerland, Hellen Immergut (1992) emphasized the importance of the centralization 

and insulation of the executive power from parliamentary and electoral pressures as a 
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precondition for significant changes of the status quo. Thus, she found that political 

institutions decisively shaped health policymaking in the three countries in different 

ways: in the Swedish case, disciplined parties provided the executive a strong support for 

significant changes; by contrast, in Switzerland a collegial multiparty executive, changing 

parliamentary majorities and the institution of popular referendum provided reform 

opponents several windows of opportunity (veto points) to effectively block reform 

proposals. A similar approach has been adopted by Huber, Ragin and Stephens (1993) 

who found that federalism, presidentialism, strong bicameralism, single-member district 

electoral systems, and popular referendum are negatively and significantly related to 

welfare state reform.      

 An important and refined theoretical twist to the veto approach on policymaking 

has been highlighted by George Tsebelis (2002). In his view, veto players are individual 

or collective actors whose agreement is necessary for a change of the status quo. In 

addition, he argues that veto players can be generated by the constitution (president; 

congress; the courts) or by the political game (political parties; party coalitions; the 

military; labor unions). The implications of his theory are that as the number of veto 

players increases, policy stability (or the impossibility to change the status quo) increases. 

In the same way, as ideological distance among veto players increases it becomes more 

difficult to change the status quo. 

 The appealing simplicity and straightforwardness of this “veto player” 

institutional approach has led to a number of scholars to apply it to the field of pension 

reforms. In general, all these studies look at the institutional power of the executive to 
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implement reforms vis-à-vis other institutions like the congress or the judiciary. They 

also consider the role of institutional mechanisms like referendums that may become 

powerful veto points to block reforms. For example, in a comparative study of pension 

reform in Eastern Europe, Mitchell Orenstein (1999) has found that countries that 

allowed more institutional veto points to opponents (e.g.: Poland and Hungary) engaged 

in fewer radical reforms than Kazakhstan, in which there were fewer veto points available 

to potential opponents.  

 Adopting a similar approach to that of Orenstein (1999), Stephen Kay (1999) 

analyzed pension reform in Argentina, Brazil and Uruguay and found that Brazilian and 

Uruguayan opponents could resort to more institutional veto points to effectively oppose 

pension reform attempts: in Brazil, opponents could negotiate with undisciplined 

legislators to block the reforms; in Uruguay, opponents were able to block the reforms by 

using the institution of referendum and by resorting to their veto power in the Social 

Security Institute. None of these “veto” options were available to the Argentine 

opponents of pension reform and this explains why the government could go further with 

its reform plan. 

 Veto player analyses are also popular in welfare state reform studies in Western 

Europe (Bonoli 2001; Featherstone 2005; Natali 2004). According to Giulano Bonoli 

(2001) political institutions that provide power concentration for the executive and fewer 

veto points for opponents facilitate welfare state reforms. This is why such reforms have 

been far more successful in Britain than in Switzerland. However, Bonoli’s analysis 

differs a little from typical “veto player” explanations on economic reforms because he 
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argues that the impact of political institutions is mediated by electoral results and by the 

mobilization of strong societal groups like labor unions. Therefore, if executives are not 

backed by a strong support in parliament and if they face strong opposition from the labor 

movement they will tend to negotiate reforms. This explains the divergent outcome of 

pension reforms in 1993 and 1996 in France (Bonoli 2001:259). 

 Moving away from a pure veto player approach but still inside an institutional 

approach, recent analyses have looked at the relationship between executives and their 

own party to explain the success of economic reforms. Javier Corrales (2002) has argued 

that ruling-party support for the executive explains why Argentina since 1991 was far 

more successful than Venezuela in reforming core aspects of the economy.  In a similar 

vein, Raul Madrid (2003) argues that what determines why a country is able to privatize 

its pension system is the executive’s control of the legislature.  

 Although institutional accounts of pension reforms seem appealing and easy to 

understand, they tend to disregard some other intervening factors. First, in this type of 

studies international organizations and their varied degree of influence, which have been 

highlighted by the extensive literature on this subject, are barely mentioned, although 

Madrid (2003) is one of the few exceptions. Second, purely institutional analyses that 

look at the power of the president, the structure of federalist vis-à-vis centralized systems 

or the power of the legislature, have put too much emphasis on such institutions while 

ignoring the role of important societal actors without whose support key reforms such as 

those in the pension sector would result hard to enact. Institutional veto points may 

restrict policymakers’ options but cannot provide a full account of why, at a particular 
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moment in a given country, a reform pushed by policymakers is blocked. Socio-political 

situations are changing year after year and that dynamics may enhance or diminish 

societal actors’ ability to exploit institutional veto points. Therefore, I argue that the 

comparative explanatory power of institutional veto points in pension reforms must be 

analyzed in conjunction with the role of societal actors like pensioners’ associations and 

labor unions who can actively oppose by mobilizing and/or by resorting to institutional 

veto points to block pension reform proposals. This must be specially the case in Latin 

American and Southern European characterized by very generous Bismarckian public 

pension systems and by societal actors like organized pensioners and labor who, 

according to their organizational capacity and strength, may have a specific interest and 

react differently to any possible reform of the public pension system. 

  

A Theory of Pension Reforms 

 Purely international or institutional approaches to economic reforms fail to 

explain in depth how pension reforms are shaped. International pressures explanations 

may be useful to see why at a given moment the reform of public PAYG systems is seen 

as something necessary by policymakers but they cannot explain why some countries 

decide to reform some parameters of their public pension systems while others also 

decide to introduce a private fully-funded pillar. For example, in the four countries I 

study, since the early 1990s there was a certain agreement among policymakers and 

specialists about the fact that a reform of the public system was necessary to guarantee 



 37

adequate pensions to future retirees, but the outcome of the reform was different in each 

country. 

 In Latin America, throughout the 1990s the World Bank adopted a very 

determined stance in this sense by promoting and sometimes lending funding for the 

privatization of social security systems because it was seen as the sole remedy to the 

possible collapse of such systems (World Bank 1994). In addition to the influence posed 

by the World Bank, structural factors like an ageing population, recurrent deficits and 

some mismanagement helped to strengthen policymakers’ discourse about the need to 

“do something” and reform the PAYG system. However, the reforms that were finally 

adopted granted fewer privileges to the new private pillar in Uruguay than in Argentina. 

This means that some domestic pressures may have played a role in shaping the outcome 

of the reform even though the international pressures cannot be disregarded. 

 In Southern Europe, countries were also pressed but in a more indirect way to 

reform their pension systems as a consequence of the requirements to enter into EMU 

(Sbragia 2001; Martin and Ross 2004). In these cases, as well as in Argentina and 

Uruguay, there were also structural factors like ageing, recurrent deficits, and some 

mismanagement that also helped to create an ideological consensus among political elites 

that reform was needed. However, there was some important variation in the reform 

outcome: while Italy went further with the reform of the social security system changing 

the structure of the first pillar, Spain only introduced some important but less extensive 

reforms in the first pillar and gave a timid impulse to a voluntary and private managed 

additional pillar (Rhodes and Natali 2004; Rodriguez Cabrero 2003, 2004). Therefore, 
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international and structural pressures may be useful to explain the timing of pension 

reforms and the ideational consensus among policymakers that they help to structure, but 

not the way in which pension reforms are actually shaped in each country. The latter 

argument suggests that the locus of social security reform lies at the domestic level. I 

therefore argue that the degree of pension reform verified in each country will depend on 

different economic and political domestic factors.  

 On the economic side, some pension reform specialists have pointed out the role 

played by the level of maturity of a public pension system in determining the degree of 

pension reform actually achieved across different countries (Kane and Palacios 1996; 

Van der Noord and Herd 1993; James and Brooks 2001; Melo 2004). The argument 

developed by these specialists is that as public pension systems expand their coverage to 

more and more people they accumulate higher financial obligations to future retirees. The 

level of a public pension system’ obligations to future retirees can be measured as the 

implied pension debt (IPD). In technical terms, the IPD is defined as the net present value 

of future obligations to future retirees and it is usually expressed as a percentage of GDP. 

According to this literature, by measuring this value, it is possible to have an idea of how 

much it is “owed” by the government to future retirees in terms of pension promises. If a 

government was to close the public pension system and move current and future workers 

to private-managed defined contribution DC schemes, it would stop receiving 

contributions for the old system and the debt generated by it, the IPD, would turn out to 

be explicit as now that debt would have to be covered with state revenues and not with 
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current and future workers’ contributions. Therefore, this debt would have to be added to 

the central government one.  

 In the end, scholars conclude that countries with high IPD and government debt 

levels may find it very expensive to close the first public pension pillar and implement a 

system of mandatory individual accounts (Kane and Palacios 1996; Van der Noord and 

Herd 1993). In their quantitative analysis of pension reform across different countries, 

James and Brooks (2001) have found that countries with high IPD levels are less likely to 

introduce mandatory DC pillars. Following this insight in the comparative analysis of 

pension reforms, I argue that once pension reform gets to the top of policymakers’ 

agenda due to structural problems and some indirect international influence for reform, 

policymakers will take into account the level of commitments of the current system, 

expressed by the IPD, and elaborate a reform proposal that is feasible to be funded by the 

state. Thus, the reform proposal elaborated in this stage will vary from just introducing 

some changes to the first public pillar to changing its structure and introducing and 

additional private pillar. 

   On the political side, typical institutional accounts of pension reforms stress the 

importance of the institutional setting of different countries that allow for many “veto 

points” (e.g. presidentialism vs. parliamentarism; federal vs. centralized systems; 

bicameral systems vs. unicameral; referendums; etc) that may undermine policymakers’ 

chances of achieving reforms. These types of analyses present some problems if we apply 

them to the four cases I will analyze. While Argentina is a federal country, which 

according to these analyses allows for more institutional veto players, it was able to 
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reduce the size of the public pension pillar much more than Uruguay, which has a 

centralized system. In the same way, Argentina and Uruguay are presidential systems and 

thus provide an extra veto point (e.g. an opportunity for opponents to block reforms) 

because of the separation of power’s principle that gives more freedom to members of 

congress to vote against a proposal from the executive. However, both countries went 

further with the reform of the public pension system than Italy and Spain, which are 

parliamentary systems and thus allow for no separation of powers. Finally, the claim that 

the support of the legislature is key to explain social security reform is a little problematic 

if we look at the case of Italy, in which the care-taker Dini government in 1995 

accomplished more than the 1994 Berlusconi parliament-backed government. In a similar 

vein, in Uruguay in 1995 an administration backed by the two main parties passed a 

limited pension reform that led to a small private pillar of individual accounts.   

 In sum, institutional approaches tend to forget that institutions by themselves may 

be insufficient to explain how reforms are shaped and that is necessary to look at 

institutions in conjunction with other elements of a country’s political scenario. This 

latter assertion implies that is necessary to look at societal actors that may effectively 

oppose to the introduction of reforms in social security systems.  

 Scholars interested in social security reforms have long noted the importance of 

interest groups as societal actors whose support is needed to advance significant reforms 

(Williamson and Pampel 1993; Pierson 1994). The reason why the support of interest 

groups like pensioners’ associations and labor unions is critical to reform pension 

systems is because those groups may see themselves as potential “losers” in the newly 
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proposed pension systems since such projects may contemplate the elimination of some 

of the provisions they have long fought for, the elimination pensioners associations and 

labor unions’ role in the management of the public pension systems, or they may 

endanger the jobs of the employees of the public social security systems. If labor unions 

and pensioners associations see themselves as potential losers they may mobilize people 

to demonstrate and also try to use institutions (referendums, lobby of legislators) to block 

reforms (Bonoli 2001; Kay 1999). 

 To overcome societal actors’ resistance, Paul Pierson (1994) has suggested that 

policymakers may still get their support by trying to divide them and weaken them or by 

compensating them for the potential losses. The latter type of strategy may imply the 

introduction of clauses that protect these groups’ interests such as: lowering the new 

retirement age from what policymakers had originally proposed, excluding some cohorts 

from being affected by the proposed reforms, or even allowing labor unions to run their 

own pension funds and have a role in the management of supplementary private schemes.  

 Compensation of potential losers or at least some negotiation with them seems to 

be necessary to achieve reforms in countries that have important societal actors like the 

ones I will analyze. In this sense, the strategy of compensating potential losers has not 

only been elaborated and applied to advanced industrialized countries (Pierson 1994) but 

also to Latin American countries embarked in economic reform processes (Etchemendy 

2001; Mesa Lago 2002; Murillo 2005). In a similar way, some scholars have stressed the 

importance of negotiations and concessions over pension reforms with labor unions in 

Southern Europe (Rhodes 2001, Natali and Rhodes 2004) and of at least some negotiation 



 42

in the countries of the Southern Cone of Latin America (Kay 1999; Madrid 2003; Murillo 

2005; Alonso 2000). 

 In sum, preliminary assessments of the different theoretical approaches to pension 

reform seem to indicate three things. First, international and structural pressures are good 

for explaining the timing and the ideational consensus for pension reform but not its 

substance. Second, the role played by the level of commitments of the current public 

pension system is important in shaping the type of reform proposal that policymakers will 

propose in a first place. Third, the role of societal actors such as pensioner’s associations 

and labor unions can help to explain how pension reforms are finally negotiated; 

however, their significant influence must be considered with respect to their capacity to 

mobilize people against the reform and their ability to resort to institutional “veto points” 

to block the reform proposal (Bonoli 2001; Kay 1999). 

  Drawing from the previous reflection, I argue that in order to explain pension 

reform it is necessary to think of it as a two stage process. In the first stage, structural 

problems and some international influence put pension reform on the top of 

policymakers’ agenda and help them to structure an ideological consensus about the need 

to reform. In this first stage, policymakers will elaborate a reform proposal whose scope, 

regarding whether it includes just a reform of the parameters of the first public pillar, a 

change in its structure and type of benefits paid or the introduction of an additional 

private pillar, will depend on the degree of maturity of the system.  

 In a second stage, once a pension proposal is presented, societal actors like labor 

unions and pensioners associations will react to it because they may see themselves as 
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potential losers and mobilize people against the reform that the executive is trying to 

impose (Bonoli, 2001; Pierson 1994; Kay 1999). Furthermore, I argue that opponents 

may try to block policymakers’ reform proposals by resorting to institutional veto points 

such as referendums, or by trying to get the support of opposition parties in the legislature 

to make sure that the reform will not pass (Kay 1999; Featherstone 2005; Natali 2004). 

Usually, the trade union confederation will constitute the single largest opponent and take 

advantage of its institutional veto power to influence on the reform process. Pensioners’ 

organizational capacity will also play a role at this stage. Thus, depending on labor’s 

strength and pensioners’ organizational capacity reform outcomes may vary significantly 

among countries. As a general rule, a strong labor movement will be able to obtain 

numerous concessions from government in exchange for its support of the reform. If this 

is coupled with a well organized pensioner lobby, concessions may have an old-age bias. 

Without the input of a well organized pensioner movement, strong labor’s concessions 

over the reform may focus on labor’s particularistic interests. On the contrary, a weak 

labor movement may just focus on improving the general equity of the system in order to 

garner the support of the broad majority of workers or just support well organized 

pensioners’ efforts to block the reform. In the latter case, if the government is able to 

devise a reform that does not threaten pensioners’ interest, labor may end up not 

obtaining many concessions in the reform process. 

 During the negotiation process, and as a way of building support for the reform, 

policymakers will tend to use a discourse that justifies the need to create a new system 

that solves previous problems or that stresses the necessity of saving the current system 
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by having to accept an important cut in benefits and even the introduction of a mandatory 

private pillar. Scholars who analyze discourse strategies (Radaelli 2002; Schmidt 2001) 

have argued that policymakers can justify the need for painful economic reforms by using 

a mix of cognitive and normative discourse strategies. The first strategy stresses the 

“logic” and the “necessity” of adopting a new policy. The second strategy highlights the 

“appropriateness” of a new policy for a given country appealing to national values and 

identity. In general, the different processes of pension reform analyzed in this study will 

show some evidence of cognitive discourse strategies given that policymakers will 

generally present these reforms as the best solution to the long-standing problems of the 

system or as a way of saving the system against a certain future collapse while still 

maintaining some of its basic characteristics (intra-generational solidarity, extended 

coverage, etc). 

 In short, I hypothesize that once pension reform gets to the top of policymakers’ 

agenda due to the structural problems of the system and some international influence for 

sound economic reform, policymakers will design a reform proposal whose scope will be 

limited by the maturity of the public pension system. Once the reform proposal is on the 

table, its content will be negotiated with organized labor and pensioners who, initially, 

may try to oppose the reform by resorting to their mobilization capacity or their ability to 

use institutional veto points. Thus, depending on labor’s strength and pensioners’ 

organizational capacity they will be able to obtain different types of concessions from 

government in exchange for their support to the reform. 
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 I expect to obtain some important implications by applying the theoretical 

framework developed above to my selected cases. First, the maturity of a public pension 

system may prevent the adoption of reform options that are costly to afford by the state. 

Thus, countries with high levels of public debt or government budget deficits may desist 

from implementing reforms that introduce a new mandatory private pillar. This is due to 

the fact that such an option implies that the state will stop receiving current workers’ 

contributions to fund current retirees. Second, a strong labor movement will generally be 

able to obtain numerous concessions from the government in exchange for its support of 

the reform. Third, if pensioners are also well organized, either by having their own 

national organization or by forming part of the main labor confederations, concessions 

obtained by labor will have a certain “old-age bias” given that they may have to do with 

respecting current pensioners’ acquired rights. Fourth, pension reform projects that are 

not consulted with labor and pensioners or that do not contemplate some form of 

concession for these groups may end up being blocked by these actors’ use of 

institutional veto mechanisms (referendums, lobby of legislators, public demonstrations 

etc).  

 In short, I argue that the reform of public pension systems becomes a priority for 

governments due to structural and economic problems and some international pressure 

for sound economic policies. However, I contend that the reform’s content is shaped 

domestically, according to the interests of societal and political actors. Table 1.3 

illustrates my theoretical argument. 
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Table 1.3: Pension Reform as a Two-Stage Process 

 

Research Design 

 This study aims to explain how pension reform takes place and it is shaped across 

different countries with well extended Bismarckian pension systems. I believe that 

focusing on pension reform and not just pension privatization will provide a better 

theoretical insight to this research because it will allow for an explanation of episodes of 

reform that include the introduction of a fully-funded defined contribution pillar and 

others that contemplate only changes (albeit with important variations) to the existing 

first public pillar. In addition, a cross-national and cross-regional comparison will allow 

me to better test my theory and to gain more leverage by applying it to different settings.  

 Cross regional comparisons have often been the subject of some controversies 

among political scientists and methodologists (Bunce 1995; Schmitter and Karl 1994). 

On the one hand, opponents of cross-regional comparisons argue that cases that belong to 

a same region share some unique characteristics that render a comparison with cases from 

other regions meaningless because it becomes impossible to control for the fundamental 

FIRST STAGE SECOND STAGE 

 Structural problems 
 

 International pressures 
 
 

 Pension reform at the top of policymakers’ 
agenda. Policymakers will take into 
account the level of maturity of the current 
system and design a: 

 
 

REFORM PROPOSAL 

 Societal actors may try to block the reform. 
 
 Depending on pensioners’ organizational 

capacity and labor strength the government 
will give different type of concessions and 
a final consensus will be achieved 

 
 
 

 
 

 FINAL VERSION OF THE REFORM 
ADOPTED 
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core attributes characteristic of each region. On the other hand, supporters of cross-

regional comparisons contend that by performing such comparisons a researcher is able 

to increase the number of cases and thus gain more leverage for his theoretical 

explanation. Some methodologists (Collier et al 2004; Ragin 2004) provide an alternative 

to this divide by arguing that when a researcher selects his cases he must do so in such a 

way that the cases share enough similarities in order to permit meaningful comparisons 

and they do not rule out cross regional comparisons as long as the cases are comparable 

enough (Ragin 2004:127).  

 This study follows this latter suggestion for careful selection of cases in cross-

regional comparisons by adopting a comparable case methodology (Lipjhart 1975). To 

this end, I contend that Argentina, Uruguay, Spain and Italy share many historical, 

cultural, and social characteristics that make them suitable for a meaningful comparison: 

a working democracy, important societal actors, an ageing society, increasing 

unemployment levels by the 1990s, and more importantly, a well extended Bismarckian 

pension system that by the 1990s was close to collapse. The four countries were also 

exposed to international pressures that were hard to ignore. Italy and Spain desperately 

wished to qualify for EMU; Argentina and Uruguay were dependent on international 

capital markets and subject to some influence from international lending agencies for 

implementing market-oriented reforms. Moreover, the four countries introduced changes 

in their pension systems in the mid 1990s with significant variations. Argentina and 

Uruguay introduced a second fully-funded defined contribution pillar. However, in 

Argentina the first pillar was greatly reduced and the second pillar is mandatory for 



 48

everyone while, in Uruguay, the first pillar is larger than in Argentina and the second 

pillar is only mandatory for wage earners above a certain income level. Italy made 

important reforms to the public pillar changing its structure towards a Notional Defined 

Contribution (NDC) system. Finally, Spain introduced some reforms to public pillar but 

only limited to aspects such as the number of years used to calculate the pension benefit 

and the system to adjust pensions every year, among others, while giving a timid impulse 

to voluntary and private defined contribution schemes. This variation in the outcome of 

the four cases is what this research aims to explain. 

 To measure the dependent variable, the degree of pension reform, I use as an 

indicator the public pillar replacement ratio after the reform. Different previous analyses 

have used this indicator as a reliable measure of the degree of reform (James and Brooks 

2001; Madrid 2003; Kay 1998). I then follow the insights of these previous works and 

look at this indicator to account for the variance across the different cases. A preliminary 

assessment of the different cases seems to indicate that there is enough variance in the 

outcome since the replacement ratio of the first public pillar in Spain is 70 percent of the 

last average salary before retirement while in Argentina this value is around 25 percent.  

 This small-n study also adopts a qualitative approach since variables like 

international pressures or societal actors’ mobilization capacity are hard to measure from 

a statistical stance. I will, however, provide some quantitative data on some key 

variables. For example, I will measure the strength of the labor movement in each 

country by looking at the unionization rate, a generally accepted measure of labor 

strength in both developing and developed countries (ILO 1997; Hirsh and Addison 
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1986; Visser 2006; Cook 1998; Lamadrid and Orsatti 1991; Torre 1973). I will also 

provide quantitative data on the structural problems of the pension systems by looking at 

a set of social security and demographic indicators such as the ratio between workers and 

retirees, levels of public pension spending, old-age dependency ratios, etc. In the same 

way, regarding the public pension system’s degree of maturity, I will measure it by using 

what the literature on this subject considers as the most accepted indicator, the implied 

pension debt (IPD) of the system (Kane and Palacios 1996; Palacios and Pallares-

Miralles 2000; Van der Noord and Herd 1993). However, adopting a mostly qualitative 

approach will allow me to distinguish variations in the variables that may be obscured by 

just employing statistical models. My sources consist of a combination of primary 

sources and data sets, interviews with key participants during my research trips in 2006, 

and secondary literature. 

 The overall goal of this study is to provide a meaningful insight for pension 

specialists, scholars and policymakers alike interested in knowing how countries with 

ageing societies and collapsing public pension systems have addressed and will continue 

to deal with the challenge of reforming these systems to make them more sustainable in 

the long run. My focus on well extended Bismarckian pension systems is of great 

importance to understand how countries where people do not tend to rely on 

supplementary pensions (occupational or private) have started to make people save for 

their own retirement. Thus, important insights for other countries with well extended 

Bismarckian systems and facing the same demographic and economic constraints can be 

obtained by looking at the experience of the four countries included in this study. 
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  The analysis of the individual cases will show that there is not a specific type of 

reform option that can be applied to every country regardless of its specific 

characteristics. Instead, my analysis will show that countries have trimmed reform 

outcomes according to different combinations of economic and political domestic 

constraints. The latter indicates that pension reform options seem to be much wider than 

what the early literature on this subject had highlighted (World Bank 1994; OECD 1988). 

Thus, the edge of this study is in providing a single explanation that accounts for the wide 

array of solutions that Argentina, Uruguay, Spain and Italy have found to make their 

public pension systems more sustainable in the long run and make people save for their 

own retirement.  

  After this theoretical introduction, chapters 2 to 5 analyze in depth the cases of 

Spain, Italy, Uruguay and Argentina. The order of the chapters is not casual, as it is 

related to the magnitude of the reform achieved in each country that is represented by the 

size of the public pillar after the reform.  

 Chapter 2 focuses on Spain and explains why just a change in some of the 

parameters of the public pillar was seen as the best option for the political actors involved 

in the negotiation process. Key to understand Spain’s pension reform outcome was the 

high level of maturity of the system, the state of public finances in the run up to comply 

with the EMU’s convergence criteria, the comparatively good condition of the pension 

system, and labor’s decision of accepting some cuts in benefits in exchange for changes 

that eliminated some inequities of the system as a means to garner political support.  
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 Chapter 3 explains pension reform in Italy. Facing a widely fragmented and 

deficit-prone public pension system, Italian policymakers and even pensioner and labor 

leaders realized from the 1970s onward that they had to introduce structural reforms. 

However, it was only in the early 1990s when the demise of the old clientelist political 

parties together with the need to comply with the EMU’s convergence criteria by 

improving public finances paved the way for a structural reform of the system. However, 

pensioners’ significant weight in the labor movement and labor’s need to recast itself as a 

valid interlocutor with government after a crisis of representation throughout the 1980s, 

meant that labor accepted the structural reform of the system in exchange for many 

concessions.  

 Chapter 4 focuses on the Uruguayan case. Uruguay’s public pension system was 

almost as mature as those of Spain and Italy. However, Uruguayan policymakers were 

not constrained by particularly high government debt levels and the necessity to reduce 

those levels in the short term (as European countries were due to the EMU’s convergence 

criteria). Thus, reformers decided that the best option was a change in the parameters of 

the public pillar together with the introduction of a small private pillar. Uruguayan 

pensioners were relatively well organized and had successfully blocked previous reform 

attempts in the early 1990s by getting the support of the labor movement and an 

important leftist party. However, when policymakers were able to present the reform as 

an attempt to save the system, improve future retiree’s conditions and respect current 

retirees’ acquired rights (something the pensioner movement had always campaigned on) 

pensioners and labor were not able to block the reform.  
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 Chapter 5 explores the reform measures in Argentina. The maturity level of the 

Argentine pension system was much lower than in the other three cases. As in Uruguay, 

government debt levels were not too high and there was no external constraint to reduce 

government debt levels in the short term. Thus, Argentine policymakers judged that the 

best option for Argentina was to reduce the public pillar significantly and introduce a 

larger private pillar. Unlike their Uruguayan and Italian counterparts, Argentine 

pensioners were scattered in different organizations, which prevented them from 

becoming a serious veto player in the reform. That role was occupied by the labor 

movement. However, labor’s low level of awareness of the pension problem and the 

pensioners’ weakness meant that labor supported the reform in exchange for significant 

concessions. The concessions were related to labor’s short term interests of preserving 

their power and participating in the new private system.  

 Finally, Chapter 6 summarizes the findings of each individual chapter and 

discusses the implications of this study for other countries with similar demographic 

challenges and pension systems. I conclude that public pillars will still need reforms in 

the future to adjust to the population ageing phenomenon. This means that private 

systems of individual accounts will need further development to supplement public 

pensions, which are set to decline. Therefore, understanding the actors and factors that 

shaped past reform experiences in the four national cases included in this study can help 

us anticipate future reforms in these cases and extract useful lessons for other countries 

with Bismarckian pension systems that face similar economic and demographic 

challenges.     
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CHAPTER 2 
 

SPAIN – BROAD CONSENSUS, NEGOTIATION AND LIMITED REFORM 
 

  
 Spain constitutes an interesting case to start to understand how countries have 

addressed the challenge of reforming their public pension systems given the less 

complicated situation faced by the Spanish system in the early 1990s, when compared to 

the other national cases studied here. The public pension system had been consolidated 

only in the 1960s and 1970s and, already in the 1980s, it underwent a significant reform 

that put some order in its finances. Yet, increases in life expectancy, declining birth rates 

and a massive wave of early retirement, combined with persistently high unemployment 

rates, meant that by the early 1990s the system was in need of an important reform to 

guarantee its sustainability in the long run.  

 Because the main political and societal actors understood that the problems of the 

system could be addressed by only changing some of the parameters of the system, these 

actors agreed since early on in negotiating a limited reform. However, domestic 

economic and political constraints represented by the maturity of the system and the 

situation of labor and pensioners specifically shaped the reform outcome. Thus, even if 

pension reform in Spain was quite limited, this case constitutes a good example to begin 

to understand how domestic economic and political constraints significantly shape 

pension reforms. Once the logic of these constraints becomes clear, it will be then easier 

to analyze how these constraints operated in other countries with public pension systems 

that were in a much more critical condition than that of Spain in the early 1990s. 
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 One of the most important features of the Spanish public pension system has been 

its rapid expansion following the end of Francisco Franco’s dictatorship in 1975. In fact, 

even though the origins of the system trace back to the early 1900s, the bases of the 

system as it is now known were only laid down in the 1960s. During those years of rapid 

economic growth, a series of expansive welfare reforms (which included old-age 

pensions) were introduced by the authoritarian regime as a way to improve people’s 

living conditions, maintain social calm and conserve its legitimacy (Guillén 1999:8). The 

structure of the system devised by the Francoist legislation followed the Bismarckian 

model of different occupational funds for specific categories of workers. However, at the 

time of Franco’s death the system was not completely developed and Spain lagged 

behind other Western European countries in terms of social security spending.11 In fact, 

as some analysts point out, it was the democratic consolidation process of the late 1970s, 

with its emphasis on universalizing welfare benefits as mandated by the new 1978 

Constitution, what led to a significant expansion of the public pension system until the 

mid-1980s (Herce and Perez Diaz 1996; Rodriguez Cabrero 2002; 2003).  

 An important problem that some studies have highlighted is that during the late 

1970s and the first half of the 1980s, the focus was too much on extending non-

contributory pensions and on relaxing the requirements to get contributory pensions. 

These two facts would put immediate pressure on the sustainability of the system as 

social security payments would start to grow faster than workers’ contributions to fund it 

(Herce y Perez Diaz 1995, 22). Further developments that took place throughout the 

                                                 
11 Spending in public pensions by 1970 was at 3.14% of GDP. 
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1980s, such as a rapid population ageing, persistently high unemployment rates and 

massive waves of early retirement contributed to put even more pressure on the 

sustainability of the system. In this sense, if in 1980 the state spent a little more than 5 

percent of GDP in the pension system by 1995 that number had almost doubled to 9.7 

percent (See Table 2.5). Finally, declining economic growth rates in the early 1990s and 

the tendency of the system to run deficits would convince policymakers in those years 

about the necessity to implement an important reform to the system to guarantee its 

sustainability in the long run. 

 An earlier experience in 1985, when a government unilateral reform to the 

parameters of the system was contested by the labor movement calling to one of the most 

successful general strikes of the young democracy, convinced policymakers in the early 

1990s that a long term reform of the system should now be negotiated with political and 

societal actors. Such strategy was coincident with a change in labor confederations’ view 

of the pension problem given their need to recast themselves as valid negotiators with the 

government after a period of industrial restructuring and neoliberal policies during the 

1980s that had affected their bargaining power (Royo 2000). Finally, convergence criteria 

to join the European Monetary Union would also help to convince policymakers about 

the necessity to find a long term solution to the pension problem.  

 In what follows, I will explain in more detail how pension reform got to the top of 

policymakers’ agenda in the mid 1990s by focusing on the structural problems of the 

system. Then I will analyze the changes in political and societal actors’ views on the 

system in the 1990s that, together with EU pressures for more sound policies, would lead 
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to a broad consensus on the type of reform adopted: a limited change in the public 

pension system.  

 

The Origins of the System 

As in many other Western European and Latin American countries, the Spanish 

pension system trace back its origins to the late 1800’s, at a time of economic 

development and growing needs for social protection. Thus, towards the end of the 19th 

century, a series of voluntary social funds emerged. These schemes (known also as 

‘seguros’ or insurances) were funded by workers’ contributions, managed by professional 

associations (Sociedades de Socorros Mutuos - SSM), and protected workers against the 

risks of death and old-age poverty. The pension benefits paid by these insurance schemes 

were of  a defined contribution (DC) type, with the amount of the pension that a worker 

would get upon retirement depending upon how much he/she had contributed during 

his/her working life. However, these insurances varied by type of economic activity and, 

at the turn of the century, it was estimated that these schemes covered only a small 

portion of the working population, mainly urban white-collar workers (FOESSA 

1983:799; MTASS 2005:5).  

Already in 1883, concerned about the situation of the working classes and their 

mobilization led by the newly formed Socialist Party (Partido Socialista Obrero Español 

- PSOE) at a time of strong economic growth, the liberal government of Prime Minister 

Praxedes Sagasta decided to form a Commission for Social Reforms. Its mission was to 
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analyze social conditions in the country and propose some type of retirement scheme that 

would give protection to people who were not covered by the SSM’s.  

As a consequence of the studies of the commission, and given the precarious 

social conditions of the working classes, the Social Security Institute (Instituto Nacional 

de Previsión) was created in 1898. This Institute would be in charge of implementing and 

administering a voluntary retirement scheme for urban blue-collar workers (MTAS 

2005:7; FOESSA 1983:800). This voluntary scheme (Seguro Obrero) would pay defined 

contribution (DC) benefits and workers’ contributions were accumulated and invested in 

a fund.  

The voluntary nature of the INP’s retirement scheme meant that not too many 

workers would subscribe to the system and, given the waves of worker protests during 

1917 in the northern industrial regions led by the Socialist party, the liberal government 

of Manuel García Prieto decided to make the INP’s retirement scheme mandatory 

creating in 1919 the Mandatory Worker Retirement Insurance (Seguro de Retiro Obrero 

Obligatorio - SORO). As its predecessor, this scheme paid DC type benefits and the 

funding principle was based upon the accumulation and investment of workers’ 

contributions. It received contributions from the employers, the employees and the state 

(FOESSA 1983:801). Even after the introduction of this first mandatory scheme, many 

categories of workers such as the self-employed and the agricultural workers were still 

not covered by any type of mandatory old-age insurance, relying only on the voluntary 

schemes run by the Sociedades de Socorros Mutuos.  
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Parallel to the introduction of mandatory retirement schemes for urban blue-collar 

workers, the state would also introduce special regimes for high ranking public 

employees (MTAS 2005, 30). These schemes, dating back to the mid 1850’s when non-

contributive pensions were given to military officers, would be merged in 1926 into a 

single public employees fund (Retiro de Clases Pasivas - RCP). This special fund, which 

exists even today, would be funded by state and workers’ contributions and the benefits 

paid were initially of a DC type. Later on, during the reforms of the 1960s, benefits 

would be switched to the defined benefit (DB) type, in which pension upon retirement is 

calculated according to a formula that takes into account the salaries of the last years. The 

funding principle would be also changed from the accumulation of workers’ 

contributions in individual accounts to the pay-as-you-go (PAYG) method, in which there 

is no such accumulation and current workers’ contributions are used to pay to current 

retirees.          

Thus, by the early 1930s the Spanish public pension system consisted of mainly 

two funds, one for private sector blue-collar workers and another one for public 

employees. In addition, there was a multiplicity of voluntary schemes run by the 

Sociedades de Socorros Mutuos. Given the occupational segmentation of the system, 

with funds or schemes (between those mandatory and voluntary) for certain categories of 

workers, the Spanish pension system followed the Bismarckian model of different 

schemes following occupational bases and funded by employees, employers and the state. 

As we will also see in some of the other cases in this study, liberal politicians at the turn 

of the century in Spain opted for a Bismarckian model because it allowed them to target 
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specific (and potentially conflictive) categories of workers without compromising the 

state in setting up potentially more expensive universal pension programs (Esteve 

1987:73).12      

In the field of pension policy, the authoritarian regime of Francisco Franco 

inaugurated in 1939, would maintain the Bismarckian occupational structure of the 

system. As some specialists point out (Fuentes Quintana and Borea Tejeira 1982; Esteve 

1983:74), the Franco regime’s decision of maintaining and expanding the Bismarckian 

pension model responded to its conservative ideology and to its determination to coopt 

those groups which had opposed his access to power (mainly, the urban working classes), 

and to maintain the support of those which had backed him (urban middle and upper 

classes, conservative agricultural workers, etc). By implementing different regimes for 

each occupational category, the regime would selectively target these groups.     

In 1947, the authoritarian regime introduced important changes13 to the 

Mandatory Worker Retirement Insurance (SORO) by transforming it into the Old-age 

Retirement and Disability Insurance (Seguro de Vejez e Invalidez - SOVI). The most 

important novelty was that the funding principle was switched to unfunded pay-as-you-

go PAYG in which current workers’ contributions are employed to pay current retirees 

(MTAS 2005:9).14 Employers and the state would contribute to the system and those 

                                                 
12 Moreover, given the landowner origin of both Liberal and Conservative Parties, it was not in their 
members’ interest to create a universal citizenship pillar that would also cover agricultural workers who, on 
the other hand, because of their predominant conservative ideology, were not seen as a threat to social calm 
(Boyd, Carolyn P.: Praetorian Politics in Liberal Spain. Print edition: University of North Carolina Press, 
1979, p 73). 
13 Decree Law of April 18th 1947. 
14 The reason for this change was the low return of the SORO investments and the erosion of the 
accumulated funds due to the high inflation rates in the civil war period. 
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contributions would be proportional to workers’ salaries. The system still applied only to 

low income blue-collar workers and paid a flat rate benefit.  

On the other hand, the government also decided to transform the voluntary 

schemes run by the Sociedades de Socorros Mutuos into complementary and mandatory 

retirement schemes run by professional associations authorized by the Ministry of Labor 

(MTAS 2005, 8). These new schemes, called Mutualidades, provided old-age and 

disability benefits and were funded by employers and workers contributions. These 

systems applied mainly to white-collar and professional workers. 

Finally, between 1953 and 1962 the Francoist regime would create a series of 

Special Funds (Regimenes Especiales) for private sector workers such as those in the 

maritime sector, agriculture, and students. In addition to these special funds for private 

sector workers, the government maintained the special fund for public employees created 

in 1926 (Regimen de la Clase Pasiva). During the 1960s the number of special funds 

would be further expanded, each with its specific type of benefits and requirements. 

Thus, by the early 1960s the Spanish pension system presented a more expanded 

Bismarckian structure with a multiplicity of funds or regimes. Table 2.1 describes the 

evolution of the system until the 1960s. 
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Table 2.1: Evolution of the Spanish Pension System: Late 1800’-1962 

Late 1800’s 1908-1919 1919-1939 1939-1962 

 
 
 
 
 
 
 
 
 
 

 Voluntary 
Schemes 
managed by 
professional 
associations 
(Sociedades de 
Socorros Mutuos 
SSM). 

 
 
 

 Special schemes 
for high ranking 
public officials 
and employees 

 
 

 1908: Seguro Obrero 
(SO): voluntary 
scheme for blue-collar 
workers managed by 
the INP. DC benefits 
and capitalization 
funding principle 

 
 
 

 SSM’s voluntary 
schemes maintained 

 
 
 
 
 
 
 
 
 

 Special regimes for 
public employees 
maintained. 

 1919: Seguro Obrero 
de Retiro Obligatorio 
(SORO): mandatory 
scheme for blue-collar 
workers under INP 
management. DC 
benefits and 
capitalization funding 
principle. 

 
 SSM’s voluntary 

schemes maintained 
 
 
 
 
 
 
 
 
 

 1926: all public 
employees are 
included into a single 
special scheme: 
Regimen de la Clase 
Pasiva (RCP).  

 1947: Seguro Obrero 
de Vejez e Invalidez 
(SOVI): mandatory 
scheme for low 
income blue-collar 
workers. Flat benefit, 
unfunded PAYG 
funding principle 

 
 

 1947: SSM voluntary 
schemes transformed 
into complementary 
and mandatory 
schemes run by 
professional 
associations 
(Mutualidades) 
authorized by the 
Ministry of Labor 

 
 RCP maintained 

 
 1953-62: New special 

regimes: agriculture, 
maritime employees, 
students , and more 

Source: elaborated by the author based upon data from MTAS (2005), Esteve (1987), FOESSA (1983). 

 

 Table 2.1 gives us a clear picture of the multiplicity of regimes (or funds) that the 

Spanish pension presented by the early 1960s. Given that the special funds and the 

schemes managed by the Mutualidades offered better and differentiated benefits than the 

fund for the blue-collar workers (SOVI), it is possible to see the political intention of the 

government for doing this in order to target the support of specific constituencies. Even 

in an authoritarian setting, and especially after the turn in economic policy towards export 

oriented industrialization in the late 1950s, the government sought to bring social calm 
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and reinforce its legitimacy by providing better, but still differentiated, pension coverage 

(Esteve 1983:78; Guillén 1992, 1999).  

 Given the rapid economic growth started in the early 1960s and the focus of the 

regime to maintain its legitimacy, in 1963 it decided to further consolidate the 

Bismarckian occupational structure of the pension system by enacting the Basic Law of 

Social Security (Ley de Bases de la Seguridad Social). As experts note, the decision to 

expand the occupational structure of the system and not move towards a universal 

citizenship-based system was both political and ideological. Politically, the fragmented 

structure allowed the authoritarian regime to keep the special and more generous 

provisions for certain categories of workers whose support was seen as key for the 

success of the recently adopted economic plan (civil servants, public transport 

employees, miners, etc). Ideologically, the occupational system was consistent with the 

regime’s conservative ideology of male bread-winners with a secure job and female 

home-carers (Guillén 1999:8; Esteve 1985).  

The 1963 law, which is often referred as the base of the current public pension 

system, expanded the coverage of the former SOVI fund to private sector workers that 

were not covered by any of the special funds, eliminating the requirement of low income 

that existed so far for this fund (MTAS 2005:13). The SOVI fund then changed its name 

to Regimen General (General Fund) and the law stipulated that all the funds (the General 

and the special ones) would follow the pay-as-you-go PAYG funding principle and pay 

defined benefit (DB) pensions. Regarding the special funds, the law recognized those that 

had been previously established and created even more, all following the PAYG funding 



 63

principle but with different provisions regarding the calculation of the retirement benefit, 

minimum years required to obtain a pension, etc.15 The Basic law also eliminated the 

requirement of mandatory affiliation for the Mutualidades’ schemes, as now all workers 

would be covered either by the General Fund or by the special ones. Mutualidades’ 

schemes continued to exist as complementary systems with workers having to make extra 

contributions to them if they wished. In practice, most of workers decided to disaffiliate 

those schemes and ended up making mandatory contributions either to the General or to 

the special fund that covered them (MTAS 2005, 14). 

In 1972, the Funding and Improvement law (Ley de Financiamiento y 

Perfeccionamiento) complemented the 1963 Social Security law. The most important 

novelty of this normative was the calculation of pension benefits according to the last two 

years of contributions before retirement. As experts note, this single measure would lead 

to a significant increase in pension expenditure in the upcoming years as now pension 

benefits would be effectively linked to workers’ salaries and not, as it was done 

previously, to a scale of professional categories set arbitrarily by the government (Guillén 

1999:9; Cruz Roche et al 1985:124).    

 At the moment of Franco’s death, the pension system was then composed of a 

general fund or regime that covered around 70 percent of workers, and a multiplicity of 

special funds that covered the rest. All funds followed the PAYG funding principle and, 

since 1972, paid defined benefit (DB) pensions calculated upon the last years of salaries 

                                                 
15 Among others, the law stablished special regimes for: rail workers, miners, agricultural workers, 
maritime workers, self-employed, civil servants, employees of Franco’s National Movement, provincial 
employees, cooperative workers, domestic service, students, retail workers, civil employees of the armed 
forces (MTAS 2005, 15). 
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(varying the number of years used for the calculation on which fund the worker belonged 

to).  

 The public pension system, and the welfare system as a whole, was the subject of 

policymakers’ attention during the democratic transition period from 1975 to 1978. As 

experts note, this had to do with the fact that welfare coverage in Spain was seen as too 

low compared to Western European levels while, at the same time, policymakers and 

general public alike had the general feeling that now that Spain had achieved almost 

European levels of development and was becoming a full democracy, it was necessary 

that it had also European levels of welfare coverage (Guillén 1999:11; Cruz Roche et al 

1985:123; Chuliá 2000).16 In fact, statistics show that while the EC welfare expenditure 

average was at 25 percent GDP in 1975, that figure for Spain was 9.3 percent (FOESSA 

1983:813). Coverage of the system was also seen as weak and even by 1982 14.4 percent 

of the population was not covered by any welfare program (FOESSA 1983:811).  

 The 1978 Constitution incorporated this general concern for more social 

protection and article 41 guaranteed old-age protection to all citizens through a public 

pension system. In November 1978, the government passed a law that introduced some 

organizational changes in the administration of the system by creating a new entity, the 

Institute of Social Security (Instituto de la Seguridad Social) that would be in charge of 

collecting contributions and paying old-age and other benefits. The law also stipulated 

that the social security system would be financed by workers and employers’ 

contributions plus state specific allocations (MTAS 2005:17). However, the law 

                                                 
16 By 1973 Spain’s GDP was 75% of the EC average. 
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maintained the separation in different funds inherited from the Francoist era and no move 

was attempted towards creating a universal flat-rate system. According to some 

observers, this was due to the fact that in those years of democratic transition and 

economic crisis such reform was not seen as the first priority by policymakers and unions 

alike. Rather, the priorities of all those actors were the consolidation of political 

institutions and achieving wage moderation to fight high inflation rates (Royo 2000; 

Guillén 1999; Cruz Roche et al 1985).  

 As experts note, people’s necessity to secure some type of social protection given 

the economic crisis - together with the general mood to expand coverage as stipulated in 

the Constitution - led to a significant expansion of pension benefits both in their 

contributive and non-contributive nature between 1978 and 1983 (Cruz Roche et al 

1985:200; Guillén 1999:10; Rodriguez Cabrero 2003). Regarding the latter, a series of 

non-contributive schemes would be created to cover different groups of people that did 

not have any access to an old-age pension because they had no contribution history. 

Moreover, it should be noted that by 1978 35 percent of the population over 65 years old 

did not have access to any type of pension (Panizo Robles 1993:255).  

 Regarding contributive programs, what experts note is a phenomenon of 

incorporation of new cohorts and relaxation in the requirements to get a pension, 

especially in the so called special funds (Regímenes Especiales). This phenomenon was 

particularly noticeable in the special fund for self-employed workers given that different 

regulations in 1978 and 1980 allowed the incorporation to this fund of professionals 

under very favorable conditions, allowing them to get a pension with few contribution 
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requirements. The same phenomenon took place in the General Fund where some new 

cohorts were incorporated under similar advantageous provisions. Finally, during this 

period there was a relaxation in the requirements to apply for a disability pension in all 

the funds (Cruz Roche et al 1985, 201). 

 The consequence of all these developments that took place since the late 1970s 

was a further fragmentation of the system along occupational lines and a significant 

increase in pension spending as a consequence of the incorporation of more people under 

generous provisions to get a pension. This move, at the time, was supported by political 

parties and the labor movement alike. As analysts point out (Guillén 1999:12; Cruz 

Roche et al 1985:192), the support of the main political parties, the center right Christian 

Democratic Union (Unión de Centro Democrática - UCD) and the leftist Socialist Party 

(Partido Socialista Obrero Español - PSOE) for these developments in the pension 

system was based on their conviction that it was necessary to expand social protection 

given the low coverage levels. However, as early as in mid-1979 the UCD government 

presented a bill to Parliament to reduce social security spending because it considered 

that “its evolution could put the sustainability of the system at risk” (Gillén 1999:4). 

Given the lack of support in Parliament due to the opposition of the PSOE, which still 

believed that there was room for expanding the system, the bill was not considered. 

Meanwhile, the leadership of the labor movement, caught in the middle of both an 

internal reorganization process and a struggle for workers’ support, understood that it was 

better not to question the fragmented structure of the system and risk workers’ support 

(Guillén 1992:1999). As a specialist of one of the main unions acknowledged “our 
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concern in those years was to extend coverage given the critical situation and people’s 

need for some kind of coverage”(Frades 2006 a; Frades 2006 b).  

The consequence of all these developments that took place since the late 1970s 

was a further fragmentation of the system along occupational lines and a significant 

increase in pension spending. Table 2.2 presents data on the evolution of pensions 

between 1978 and 1983 for the different funds. Table 2.3 shows the evolution of public 

spending in contributive and non-contributive schemes. Data from both tables helps us to 

understand why the new Socialist government elected in 1982 would start to express its 

concern for the sustainability of the system and propose some changes in order to make it 

more sustainable. 

 

Table 2.2: Evolution in the Number of Pensions in Different Funds 

Type of benefit   Old-age   Disability  Survivorship 

    Evolution rate  Evolution rate          Evolution rate 
    1978-83   1978-83   1978-83 
Fund    Percentage  Percentage  Percentage 
 
General        17.9   25.2   5.7 
Self-employed     61.4   125   59.3 
Agricultural    -15.6   45.2   14.6 
Maritime     29.1   66.9   51.5 
Mining      20.3   -4.5   7.3 
Domestic workers    27.5   190   148.5 
Rail Workers     14.5   39.5   9.5 
Other regimes     21.8   170.5   62.0 
 
Source: Author’s own elaboration upon data from Cruz Roche et al. (1985) and Garcia Blas y Albentosa 
(1984) “La Reforma del sistema de pension en España”, Madrid: ICE [based on data from Social Security 
Reports from 1978 to 1983] 
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Table 2.3: Spending in Contributive and Non-contributive Schemes 

Year     Spending (percentage of GDP) 

 
1978     8.5 
1979     8.9 
1980     9.4 
1981     9.9 
1982     10.2 
1983     10.5 
 
Source: Author’s own elaboration upon data from the National Statistics Bureau (Instituto Nacional de 
Estadisticas INE) available at www.ine.es 
 

 In tables 2.2 and 2.3 we can clearly see the impact of the expansionary policies of 

the late 1970s and early 1980s. All the funds experienced a significant increase in old-age 

pensions (except the agricultural fund due to the shrinking number of farmers). In 

addition, there was a significant explosion in disability and survivorship pensions with 

some funds recording the equivalent of triple digit growth rates. These numbers lend 

support to some reports and analysts who blame the explosive evolution of the system 

during those years not only on the official policies implemented but also on the existence 

of an important fraud; a fraud that allowed some people to receive a contributory pension 

with few years of contributions and others to have more than one single pension (Cruz 

Roche et al 1985; Rodriguez Cabrero 2003; Guillén 1999).  

 Given the skyrocketing increase in public pension spending, the Socialist 

government inaugurated in 1982 focused on improving the sustainability of the system. 

In fact, already in its electoral platform, the PSOE reinstated its commitment to the public 
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pension system, but stressed spending efficiency to avoid overprotection of some sectors 

at the expense of others.17  

 The new socialist government appointed Adolfo Jiménez as the new secretary of 

Social Security. As one of Jimenez’s aides explains, the new secretary was a firm 

supporter of the public pension system and shared the PSOE’s view on the inefficiency of 

social security spending; yet, he understood that to safeguard the long term viability of 

the public pension system it was necessary to apply some rationalization measures 

(Panizo Robles 2006). Jimenez’s team then implemented a series of measures that 

focused on eliminating those pensions that had been given under not very clear 

arrangements (MTAS 2001:26). However, by 1984 Jiménez and his team were convinced 

that some other important changes were necessary to further improve the funding of the 

system and keep its costs under control. 

 Following Jimenez’s concerns, in 1984 the government presented the social 

partners a reform draft that included stricter measures to get disability pensions, an 

increase in the minimum years necessary to get a pension and the calculation of the 

pension benefit by using the last eight years of salaries instead of two, as had been the 

norm up to that moment. The response of the social partners was of outright opposition. 

Comisiones Obreras (CCOO), the labor confederation traditionally linked to the 

Communist Party, was stronger in its rejection and already in late 1984 called for a series 

of demonstrations against the proposed measures; measures it saw as a direct attack on 

the public pension system (Cruz Roche et al 1985, 1999; Royo 2000:240). Unión General 

                                                 
17 Official Platform of the PSOE “Por el cambio, programa electoral para las elecciones generales de 1982”. 
Madrid, 1982, pp. 22-23. 



 70

de Trabajadores (UGT), the labor confederation traditionally linked to the PSOE, would 

also reject the proposal, although it shared some of the government’s concerns regarding 

the funding problems of the system (Frades 2006).  

 The discussion over pension reform in the mid 1980s coincided with a sharpening 

of antagonistic labor-government relations (Royo 2000:188; Maravall 1997; Guillén 

1992). Such conflict was rooted in the conviction of top policymakers about the failure of 

social concertation (which had prevailed so far) to achieve lower inflation rates and 

restructure the economy. In fact, policymakers were increasingly convinced about 

switching towards a more neoliberal approach that would include privatizations and a 

restrictive monetary policy.18 The PSOE’s resolution to embrace neoliberal policies 

would be further strengthened by its victory in the 1986 elections that enlarged its 

representation in Parliament.  

 Labor confederations at this time were still in a fragile situation with declining 

levels of membership and desperately seeking to become valid interlocutors between 

workers and government. This is why the labor confederations sought to defend the 

public pension system against the reformist intentions of the government, as they saw that 

by doing this they could maintain and possibly expand workers’ support (Royo 2000; 

Guillén 1999: 10; Frades 2006a). 

 In the end, the government went ahead with its reformist intentions and, taking 

advantage of its majority in Parliament and the division of the opposition, it passed Law 

                                                 
18 As Royo (2000:190) further illustrates, neoliberal policymakers also were convinced about the weakness 
of the labor movement, especially the UGT, which was partly dominated by the PSOE and which was to 
oppose this switch. Thus, policymakers went ahead with their neoliberal plans. 
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26 on the Restructuring of the Social Security System.19 The most important points of the 

1985 law were: 

 Fifteen years of contributions required to obtain a pension (previously 10). 

 Pension benefit calculated using the last 8 years’ salaries (2 years before). 

 Stricter controls to get disability and survivorship pensions. 

 Pensions adjusted according to the estimated (and not the real) CPI increase. 

 

 The approval of the law without labor support led to a very successful general 

strike, the first ever of the young democracy, on June 20th 1985 (called for by CCOO and 

supported by UGT) and to the total separation of the latter confederation from the PSOE. 

In the view of both government officials and labor movement members, the 1985 

experience would have an impact on their perceptions of pension policymaking. 

Government leaders, taking into account the success of the strike, realized that if in the 

future the government needed to implement further reforms and did not enjoy the same 

level of political support as in 1985, it would have to negotiate with social partners 

(Panizo Robles 2006). Labor leaders, on the other hand, realized the important support 

that the defense of the public pension system would generate, but also because of this, in 

the coming years they would switch their views towards more cost-containment positions 

focused on maintaining the long term sustainability of the public pension system (Frades 

2006a; García 2006). In fact, from today’s perspective, labor movement specialists 

concede that in the end, the 1985 reform “saved the system” by making the allocation of 

                                                 
19 Law 26 “Medidas Urgentes para la Racionalización de la Estructura y Acción Protectora de la Seguridad 
Social. 
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pension benefits stricter and somewhat reducing its excessive generosity (Frades 2006a; 

García 2006).20 

 Even if the 1985 reform was in the right direction of reducing the excessive 

generosity of the system, it fell short of protecting the system against some important 

economic and demographic changes that, especially in the 1990s, would put new pressure 

on the sustainability of the system. These structural problems, together with domestic and 

international developments in those years, help to explain both why pension reform 

became a priority in the 1990s and the approach that would be finally employed to find a 

long term solution. 

  

Crisis, Political Changes and International Developments 

 The problems that put the issue of pension reform as a top necessity for 

policymakers in the 1990s were mainly related to the country’s demographic evolution 

and the performance of the economy. Regarding the latter, after a period of important 

economic growth since the mid-1980s that coincided with Spain’s entry into the 

European Community, 1992 marked the beginning of a recession whose impact would be 

fully felt in 1993, when the economy finished with a contraction of 1 percent. The 1993 

crisis was significant in the sense that it severely affected the labor market sending the 

unemployment rate to even higher levels than those of the first half of the 1980s. In this 

sense, official publications show that only between the end of 1991 and the end 1993, the 

                                                 
20 In fact, CCOO’s negotiator, Miguel Angel Garcia admitted that without the 1985 law the system would 
have gone bankrupt pretty quick and that, probably, a more radical reform like those practiced in some 
Latin American countries would have been needed soon after. 
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number of active contributors to the public pension system decreased by 7 percent.21 The 

balance of the public pension system would be affected by this phenomenon heading 

towards deficit by 1995 (See Table 2.5). 

 In terms of demographics, Spain, as the other three national cases covered in this 

study, experienced declining fertility rates, increases in life expectancy and a expansion 

of old-age population throughout the 1980s and 1990s. Table 2.5 shows the old-age 

dependency ratio for a number of years. This indicator is the ratio between those older 

than 65 years old to those between 15 and 64. A rising dependency ratio means that there 

are more people qualifying for pensions. Thus, data show that if in 1980 there were four 

people between 15 and 64 years old being able to work and make contributions, by 1993 

that number had fallen to fewer than three. In this sense and connected to this indicator, 

some studies have calculated that the number of active workers by every retiree 

effectively getting a pension had dropped from 2.7 in 1980 to less than 1.9 by 1994 for all 

the contributive funds.22 

 Another demographic problem in Spain that has had and will continue to have an 

impact in the future is the declining fertility rate. The available data show that while 

Spanish women had, on average, 2.6 children in 1980, by 1993 that number had fallen to 

only 1.3. Fewer children means less people entering the job market at the point in which 

life expectancy for old people tends to grow due to medical advances and better living 

conditions. 

                                                 
21 See MTAS (2006) “Afiliación a la Seguridad Social” p. 6. 
22 See Herce and Perez Diaz (1995) p. 25. 
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  An extra problem for the sustainability of the public pension system has been the 

early-retirement phenomenon. In fact, some studies have calculated that between 60 

percent and 70 percent of pensioners retire before the age of 65 and that about 40 percent 

retire when they reach the age of 60 (Rodriguez Cabrero 2002).23 

 
Table 2.4: Key Socio-Economic Indicators 

   1980 1982 1984 1986 1988 1990 1991 1992 1993 

Unemployment rate 12.4 16.6 21.1 20.6 18.3 16.1 17.0 20.0 23.8 
(Percentage of population) 
 
GDP growth  2.21 1.54 1.5 3.2 5.16 3.74 2.27 0.69 -1.16 
(Percentage change) 
 
Government balance -1.8 -5.3 -5.1 -5.7 -3.1 -3.6 -4.2 -3.9 -6.6 
(Percentage of GDP) 
Sources: World Development Indicators Online (www.worldbank.org), Instituto Nacional de Estadistica 
online database (www.ine.es) 
 
 

Table 2.5: Social Security and Demographic Indicators 
   1980 1982 1984 1986 1988 1990 1991 1993 1995 

Spending in contributive 5.7 8.0 8.5 8.5 8.4 8.7 9.0 9.9 9.7 
programs  
(Percentage of GDP)  
 
Spending in contributive 1,069 1,578 2,171 2,756 3,375 4,369 4,922 6,048 7,074 
programs  
(Billions of pesetas) 
   
Social Security balance 3.5 2.0 1.1 0.8 0.9 1.0 0.9 0.8 -0.1  
(Percentage of GDP)  
   
Old-age dependency ratio 18.4 n/a 18.9 18.9 19 21 21.4 22 23.3 
(Percentage) 
 
Fertility rate   
(Children per woman) 2.6 1.94 1.72 1.6 1.42 1.33 1.31 1.32 1.27 
Source: Author’s own elaboration upon data from The UN World Population Prospects: The 2004 Revision. Available 
at  http://esa.un.org/unpp/. Also from Modigliani and Muralidhar and Modigliani (2004) Rethinking Pension Reform, 
based on data from Sainz de Baranda (2001). 

                                                 
23 Early retirement provisions were introduced during the 1980s as a way of helping companies to with 
their need to restructure and getting ride of redundant employees (Herce and Perez Diaz 1995, 25; Royo 
2000). 
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 In sum, by 1993 new concerns emerged regarding the sustainability of the pension 

system and top policymakers would be the first to express their views on the pension 

problem. In this regard, during the 1993 general elections’ campaign, Prime Minister 

González brought the issue up by rejecting previous statements made by José María 

Aznar, the conservative opponent belonging to the Partido Popular (PP), in the sense that 

the public pension system was in need of deep reform. On this occasion, González 

warned people against voting for Aznar if “they wanted to preserve their pensions” (El 

Mundo June 6th, 1993). During the campaign, the conservative candidate had in fact 

warned that the declining economic activity and the high levels of unemployment were a 

serious threat against the survival of the public pension system but did not make any 

comment as to what type of action he would undertake to solve this problem (El País 

February 13th, 1993). The June 1993 elections ended up being a hard setback for the 

ruling PSOE as it lost its own majority in Parliament and the PP was just 20 seats short of 

unseating the ruling PSOE. As a consequence, the PSOE was forced to form a minority 

government with the Catalan and Basque nationalists of Convergencia i Unió (CiU) and 

Partido Nacionalista Vasco (PNV), respectively. 

 Regarding the situation of the pension system, towards the end of 1993 some 

members of the government would continue to express their serious concerns about the 

long term sustainability of the system.24 Although the government would decide not to 

discuss a possible reform attempt with the labor confederations during the collective 

                                                 
24 For instance, in November 1993 the labor minister José Antonio Griñán warned that “the current system 
could only last until 2014 and that reforms were needed to restructure the system”. See El País November 
4th 1993. 
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wage negotiations of October, the problem of the sustainability of the system would still 

occupy policymakers’ agenda. 

 Policymakers’ concerns on finding a long term solution to the pension problem 

would also be fuelled by developments that took place at the international level and had 

to do with Spain’s necessity to comply with Maastricht’s Treaty convergence criteria to 

join the Economic and Monetary Union (EMU). The Treaty stipulated four criteria of 

which two would be the hardest for Spain to comply:  a maximum government debt of 60 

percent of GDP (at that time it was above 70 percent) and a government deficit of not 

more than 3 percent of GDP (in 1994 it was at 6 percent).25 

 In the case of Spain, unlike what we will see in Italy, it is not possible to say that 

EMU was seen as a opportunity by policymakers to impose neoliberal adjustment 

policies (and introduce significant reform in the pension system) because, as was 

explained before, the PSOE government since the mid-1980s was already committed to 

follow neoliberal macroeconomic policies. However, as some analysts, experts and 

government officials point out, the preparations for EMU helped to change the mood and 

the discourse of public officials towards supporting cost-containment measures that 

would have an impact on the public pension system (Guillén and Alvarez 2004; Panizo 

Robles 2006).  

Following this new trend that marked a change of mood and discourse towards 

having to accept more cost-containment measures in order to comply with Maastricht’s 

                                                 
25 The other two convergence criteria were: a) an inflation rate that did not exceed 1.5 per cent above the 
average rate in the three lowest inflation EU countries by 1998, b) long-term (government bond) interest 
rates at a maximum of 2 per cent above the average in the three lowest rate countries. 
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convergence criteria, in February 1994 the finance minister Pedro Solbes stated that 

“further cuts in public spending would be needed in order to comply with the Maastricht 

convergence criterion of a 3 percent maximum of government deficit by 1998” (El 

Mundo, February 16th 1994). Such cuts, explained Solbes, could also apply to the public 

pension system. Even if Solbes’ comments would be later rejected by the Prime Minister 

and the Secretary of Social Security Adolfo Jiménez, it was certain that by this time the 

problems of the public pension system and the change of mood and public discourse 

brought by the necessity to comply with EMU, convinced policymakers that an important 

reform to the system was necessary in order to guarantee its sustainability. There was 

then, a general belief in the government that “something had to be done”. In February 

1994, Prime Minister González recognized that something would have to be done in the 

near future  due to the changes in some demographic factors but did not give further 

precisions (El Mundo January 23rd, 1994). 

The belief that an important reform to the pension system was necessary was 

shared by the main opposition parties and, when in March 1994, Convergencia i Unio 

(CiU) proposed setting up a commission in Parliament to study reform alternatives to the 

public pension system, the PSOE and the main opposition parties decided to support the 

initiative. As experts and protagonists note, the PSOE’s decision to accept an open debate 

of reform alternatives and not to impose its own like in 1985 was linked to its political 

weakness and the necessity to seek some consensus on this regard (Panizo Robles 2006; 

Frades 2006; Lagárez Pérez 2001).  
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 The Parliament’s commission received the input of the different political parties 

and the commission’s work would be critical for achieving certain consensus on the way 

the reform had to be done. Before explaining the positions of the different parties and the 

conclusions of the commission that would lead to a political agreement on pension 

reform, it is necessary to describe the position of the labor and pensioner movements. 

 

Labor, Pensioners and their Influence on Pension Policy 

 In 1977, just two years after the beginning of the democratic transition, the 

provisory government of Alfonso Guerra (a former ‘liberal’ member of the Francoist 

regime who was, however, convinced that Spain should become a democracy) decided to 

lift the proscription that banned labor confederations. In this new scenario, Comisiones 

Obreras (CCOO), which had important links with the Communist Party (PCE) and Unión 

General de Trabajadores (UGT) started what analysts describe as a “struggle to organize 

themselves” and to try to become valid interlocutors with the government aiming at 

representing the broad majority of workers (Mora 2001:430; Royo 2000:115; Guillén 

1999:6; Fishman 1990). Taking into account labor confederation’s goals, and given the 

economic recession and the need to consolidate political institutions, the two main 

confederations understood that it was better to collaborate with the government than 

confront it to obtain benefits for their constituents. Thus, between 1977 and 1984 unions, 
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business associations and the government signed different agreements on wage 

moderation aiming at reducing the high inflation rates of that time.26 

 A further reason for unions’ moderation in the late 1970s and early 1980s was the 

significant decline in membership that they suffered in those years due to the economic 

recession that affected traditional industrial employment. Thus, if in 1977 union 

membership was at 18 percent of the labor force by 1985 this number would fall to a little 

more than 13 percent (See Table 2.6). As experts note, given their weakness and their 

need to reorganize themselves in those years, the labor confederations did not question 

the fragmented public pension system out of fear to lose even more members (Cruz 

Roche et al 1985:199; Adelantado et al 2003). By the mid-1980s, when social 

concertation ended due to the neoliberal turn of the Socialist government in economic 

policy, and considering the success of the June 1985 strike to protest against the 

unilateral changes to the pension system, labor confederations realized that in the field of 

pensions it was better to adopt an “inclusive” strategy. This strategy implied pushing for 

reducing the system’s many inequities among regimes and improving its coverage levels 

(Guillén 1999:11). This new stance on pension policy was consistent with labor 

confederations’ goals of representing the broad majority of workers with no exception.  

 As experts of the labor movement concede, this was the start of an important 

change in their vision on the pension system. Therefore, after realizing that the 1985 

changes to the parameters of the system were in the end necessary to save it from 

bankruptcy, by the early 1990s labor confederations would focus on how to improve its 

                                                 
26 Inflation rate peaked 24 percent in 1977 and remained above 11 percent until 1985. See INE database at 
www.ine.es. 
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sustainability while, at the same time, reducing its inequities among regimes (Frades 

2006; García 2006). 

 To understand why the labor movement since the 1990s would focus on 

improving the general equity of the system and not on protecting specific cohorts, as 

would be certainly the case in Italy, we must note that pensioners have not generally had 

an important role inside the Spanish labor movement. In fact, different studies show that 

the formation of pensioner unions that belong to the main labor confederations has been a 

rather new phenomenon of the late 1990s and that even by 2000 the percentage of 

pensioners belonging to each of the main confederations was only around 6 percent of 

their total memberships (Anderson and Lynch 2006:29; 2004; Visser 2006:45). This 

constitutes a striking contrast with other European countries, like Italy, where pensioners 

represented more than 50 percent of confederations’ members by the early 1990s. 

 On the other hand, independent pensioner associations in Spain are not organized 

in a single organization, as in Italy and Uruguay, but they are scattered across more than 

50 organizations (Herce and Perez Diaz 1995:75). Therefore, their power to influence 

policymaking seems quite weak. As one specialist of a pensioner organization confirms 

“given our limited mobilization power, during the 1995-96 negotiations the government 

totally ignored organizations like ours” (Oliva 2006). 

 In sum, two important characteristics must be highlighted to understand the 

outcome of the 1995-96 reform negotiations. First, the pensioners were not really strong 

inside the labor movement or as an independent veto player. Second, the labor movement 

at that time was becoming aware of the problems of the public pension system, but due to 
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the economic restructuring and neoliberal policies of the recent past, it was still 

struggling to become a valid interlocutor with government on labor and pension policy. 

This all meant that by the time pension reform became a top priority in the mid-1990s, 

the labor movement would push for long term solutions that did not contemplate 

concessions to specific constituencies. Thus, the labor movement would push for the 

reduction of inefficiencies and the improvement of the system’s funding as it tried to 

present itself as the defender of the public pension system.  

 Given the success of strikes in the early-1990s, the labor movement would not 

hesitate to call for workers’ mobilization to prevent any unilateral move from the 

government on pension policy.27 However, changes in the leadership of both labor 

confederations in the early 1990s would bring in new leaders that favored a pragmatic 

approach on how to deal with the government. 28  

 

Table 2.6: Unionization Rates 1977-2000 
 

Years    1977 1980 1985 1990 1993 1995 2000 2005 

 
Rate    18.4 13.7 14.2 16.8 17.5 20 21.5 20 
(Percentage of working population) 
 
Source: Author’s own elaboration upon data from the Spanish Labor Ministry available at www.mtas.es/estadisticas. 

 

 

                                                 
27 In addition to the 1985 pension reform strike, CCOO and UGT called for successful strikes on labor 
market reforms in 1988, 1990 and in January 1994. 
28 In 1994 the legendary UGT leader Nicolás Redondo was replaced by Cándido Méndez. CCOO’s general 
secretary Antonio Gutiérrez together with Méndez would favor a pro dialogue approach with the 
government being convinced that, given government’s political weakness, it was much better to negotiate 
using the threat of mobilization than just mobilize without any reason. (Frades 2006 and Garcia 2006)   
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The “Political” Emergence of Consensus 

 Due to its political weakness, and the recent confrontation with the labor 

confederations over labor market flexibilization, which in January 1994 had led to a 

general strike, the PSOE saw the proposal of CIU to create a parliamentary commission 

to study possible changes to the system as a good compromise and supported the 

initiative. As one of the PSOE’s pension experts explains “the PSOE was quite divided 

on exactly what to do and it did not want to bear the costs of advancing changes without 

consulting with political and societal actors. Moreover, inside the government there was a 

sector, represented by the finance minister Pedro Solbes and its labor colleage Antonio 

Griñán, that wanted to advance significant changes to the system, while another, led by 

the social security secretary Adolfo Jiménez, claimed that only minimal changes were 

necessary. So the PSOE saw CiU’s proposal as a good solution” (Panizo Robles 2006). 

 In the view of the main opposition party, the Partido Popular (PP), as one of its 

main negotiators explains, “the system was in need of an important overhaul, but we were 

well aware of the political resistance to any important reform that would diminish the role 

of the public pension system by introducing a mandatory private pillar” (Garcia Legaz 

2006). In this regard, the PP seemed to have taken note of the 1993 elections when some 

observers point out that the comments of PP candidate José María Aznar (that the public 

pension system had an uncertain future), were capitalized upon by Prime Minister 

González for pointed criticism and to gain support among elderly voters.29 Therefore, the 

PP would privilege a non radical approach regarding what to do with the pension system 

                                                 
29 See El Mundo February 22nd 1995 and Goma and Subirats (1998:210). 
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even though, as García Legaz explains “some members of the party saw with good eyes 

reforms like those performed in Latin American countries.”  

 The position of the PP was one of seeking the “best politically feasible” solution 

to the pension problem in order not to erode its political support, even if it implied not 

being able to implement some options that would lead to the reduction of the public pillar 

and the development of a private pillar (García Legaz 2006). Indeed, the PP supported the 

creation of the parliamentary commission and actively participated in the debates. 

 Meanwhile, CIU, the Catalan nationalist party that had proposed establishing the 

commission, had traditionally supported the existence of a well extended public pension 

system and was interested in seeking some consensus on how to implement reforms. The 

only party that would reject any changes to the system claiming that its problems had to 

do exclusively with the high evasion in contributions was the leftist Izquierda Unida (IU). 

 Therefore we can see that by 1994, the main political parties were convinced 

about the necessity to implement a reform and that the PSOE and PP favored consensus 

over the implementation of more radical measures due to their political preferences. The 

PP was well aware of the government weakness and wanted to avoid clashes with other 

parties and the unions to maximize its chances to win the next elections. Meanwhile, the 

PSOE, due to its political weakness, did not want to be seen as the “destroyer” of the 

system and further harm its electoral chances in the upcoming national elections. The 

labor confederations, on the other hand, were willing to mobilize if any change was 

adopted unilaterally although, as already noted, they were quite open to dialogue as long 

as the existence of the public pension system was not in question. It is in this sense that 
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we can talk about the “political” emergence of a consensus of how to implement reform 

due to the preferences of the different political and societal actors. As we will see in other 

national cases, the political preferences of the different actors not always coincide as they 

did in Spain. Rather, we will see that the passing of successful reforms often entailed 

giving significant concessions to opponents.  

 The work of the social security reform commission, in which experts from the 

labor movement and political parties, together with academics, specialists and 

consultants, would articulate their views, ended in March 1995 with the main political 

parties (PSOE, PP, CIU) agreeing on signing a pact stipulating what points should be 

addressed in any future reform of the public pension system. The negotiations for that 

pact took place in April 1995 in the city of Toledo. As one of the main negotiators 

explains, the provisions that would be finally approved in those negotiations reflected the 

preferences of the different political parties for defending the public pension system but 

without going into the specifics of what reforms to implement. Thus, they would end up 

approving a document, known as the Toledo Pact, which highlighted the necessity to 

improve the sustainability of the system by implementing some reforms aiming at 

tackling its funding problems. More specifically, some of the main recommendations of 

the Toledo Pact are: 

 Separation of the funding for contributive and non-contributive programs. The first 

should be funded with workers’ contributions and the latter with general revenues. 

 Creation of a reserve fund with the surpluses of the system to face possible 

negative economic cycles. 
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 Reduction of privileges in the special regimes and try to fusion them, where 

possible, with the General Fund. 

 Improve the efficiency in the administration of the system. 

 Foster late and not early retirement. 

 Reinforce the solidarity and equity of the system by improving the benefits of 

widows and survivors’ pensions. 

 Development of a complementary pillar of private personal pensions through tax 

incentives. 30 

 In presenting these recommendations, the official text makes reference to the 

necessity of achieving a “just, balanced and solidaristic” public pension system. This 

aspect is worth pointing out as it is an example of the type of discourse that would be 

employed since then on in Spain to implement reforms in the system. Thus, the pact 

would be used in the future to justify reforms that could reduce the generosity of the 

system by stating that such reforms aimed at making the system more “just, balanced and 

solidaristic.” As some of the negotiators explained, the special care that was employed in 

this wording was aimed at pleasing the different parties and not to alienate the labor 

movement (García Legaz 2006; Panizo Robles 2006). 

 As it is possible to observe, the pact is unclear regarding which specific reforms 

must be undertaken in order to comply with the different recommendations. For example, 

special regimes could be eliminated progressively or right away, late retirement could be 

fostered in different ways and even, as the specialists interviewed conceded, the reform 

                                                 
30 The recommendations of the Toledo Pact can be consulted at the Social Affairs and Labor Ministry’s 
website http://www.tt.mtas.es/periodico/documentos/Recomen%20Pacto%20Toledo.htm. 
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of the system could contemplate a change in its funding principle from unfunded PAYG 

to other methods (Panizo Robles 2006; García Legaz 2006). The specific reforms to be 

implemented would then have to be negotiated between the government and the social 

partners at the time of deciding how to implement the pact’s recommendations. 

 

The Reform Choice and its Negotiation 

 During the rest of 1995 and 1996, and given that the government would have to 

make a decision on how to implement the recommendations stipulated by the Toledo 

Pact, different sectors would express their visions on what to do with the public pension 

system. On the one hand, the government would publish different reports suggesting that 

the system was not bankrupt and that it was only necessary to adjust some of the 

parameters of the system like increasing the number of years for the calculation of 

pension benefits and delaying retirement (MTASS, 1995). On the other hand, foundations 

of some powerful banks like La Caixa and BBV and business associations like Círculo de 

Empresarios and Confederación Española de Organizaciones Empresariales (CEOE) 

would publish different reports which, in general, highlighted the necessity to implement 

reforms that went beyond changing the parameters and proposed the introduction of a 

private DC pillar.31 The most radical position would be adopted by the Círculo de 

Empresarios (CDE), such that, towards the end of 1995, upon the visit of Augusto 

                                                 
31 See Herce y Perez Diaz (1995) and Barea (1995). 
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Pinochet’s former labor minister and author of the 1981 Chilean reform (José Piñera), the 

CDE pressed for Spain to emulate the Chilean model.32 

 Taking into account the growing importance that some business associations and 

publications were giving to the “Chilean style” of reform, the government ordered a study 

to calculate how much it would cost to switch to such a system to show the public that the 

estimates of those who proposed such a solution were not based on correct cost estimates 

(Panizo Robles 2006). The report calculated the Implied Pension Debt (IPD) of the 

system, that is, the net present value of future pension liabilities. 33 The IPD indicates 

how much would be “owed” by the government to future retirees in pension promises 

(Kane and Palacios 1996:36; Brooks and James 2003). If a government was to close the 

public pension system and move current and future workers to private-managed defined 

contribution DC schemes, it would stop receiving contributions for the old system and the 

debt generated by it, the IPD, would turn out to be explicit as now that debt would have 

to be covered with state revenues and not with current and future workers’ contributions. 

Therefore, this debt would have to be added to the central government debt. The report 

estimated this debt at 165 billion of pesetas, or around 200 percent of GDP. As was 

explained at the time of the government’s report, if the IPD had been added to the general 

government debt, it would have shot up the total government debt that was already at 

more than 70 percent of GDP.34 Such a move was impossible for Spain to adopt given 

that one of the convergence criteria for joining the EMU in 1998 was a debt to GDP level 

                                                 
32 See El Mundo December 1st 1995 
33 Informe sobre el Sistema Español de Pensiones (1995) FEDEA. 
34 IMF World Economic Outlook Database 2006. 
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of up to 60 percent of GDP. Moreover, making explicit the IPD by adopting a “Chilean 

style” of reform would have also impacted on the central government deficit that was 

above 6 percent of GDP in 1995 and which, according to the Maastricht convergence 

criteria, should fall below 3 percent by 1998.  

Even a mixed reform, like those adopted in Argentina and Uruguay introducing 

an additional private mandatory defined contribution (DC) pillar, would have made the 

state lose some of the contributions for the public system and forced it to cover them with 

state revenues. This option was also not feasible for Spain, at a moment in which the 

government wanted to reduce public debt and its budget deficit and rather than increasing 

them. Thus, the analysis of the Spanish case seems to confirm the predictions of the 

pension reform literature (Brooks and James 2003, Kane and Palacios 1996) that a high 

IPD helps to put pension reforms on the agenda, but that the higher this number is the less 

likely are countries to introduce mandatory DC pillars. As we will see in the case of Italy, 

the high IPD and the necessity to comply with Maastricht’s criteria were also a burden to 

implement a “Chilean” or “mixed reform” (as in Argentina and Uruguay). However in 

Spain, the public pension system was not in as bad shape as in Italy (it had run deficits in 

1994 and 1995 and not since the 1970s like in Italy). Policymakers and social partners 

would then agree that the best solution was to change some of the parameters. In 

addition, such option seemed to be the “best politically feasible solution” that fit the 

interests of the different actors. 

After any “substitutive” or “mixed” reform option was discarded towards the end 

of 1995 as was described above, the government decided to start to negotiate with the 
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social partners a reform to the parameters of the system. Actual negotiations, however, 

did not start in 1996 because the government decided to postpone them until after the 

May 1996 elections.  

The May 1996 elections constituted a backlash for the PSOE as it lost its majority 

and the government. Thus, for the first time since 1978, the center right would get access 

to the government with the PP leading it, although it would need the support of CiU and 

the PNV to reach the necessary majority to form a new government. Shortly after taking 

over, Prime Minister José María Aznar announced a policy of deficit reduction in line 

with the PP’s commitment to comply with Maastricht’s criteria by 1998. The plan 

included privatizations, labor market flexibilization, and the implementation of the 

Toledo Pact’s recommendations (El Mundo May 25th, 1995). Although the unions warned 

that they would mobilize against any move about which they were not consulted, 

especially in the field of pension reform, the government reasserted its will to elaborate a 

reform proposal negotiate it with the social partners. 

At the beginning of July, the government presented a plan on the implementation 

of the pact’s recommendations that included the following points: 

 Progressive separation of the funding source for contributive and non-contributive 

benefits. 

 Creation of a reserve fund to face future negative cycles. 

 Application of similar rules for the General Fund and the Special ones. 

 Progressive elimination of the special funds. 

 Fraud control. 
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 More efficient administration integrating in only one entity the collection and 

administration of contributions. 

  Increasing the number of years employed to calculate the pension benefit from the 

current 8 to 15 and weighting the last 20 years more in order to reduce the 

generosity of the replacement rate. This measure would reduce the replacement rate 

from 85 percent of last salary to between 65 percent and 75 percent.  

 Pension adjustment according to wages’ evolution. 

 As can be seen, the measures proposed by the government pointed towards 

containing social security spending and were in line with the recommendations of the 

Toledo Pact. Moreover, some points such as the more efficient administration of the 

system by combining bureaucratic agencies, the elimination of fraud, and the separation 

of the funding sources were in line with labor unions’ views of improving the overall 

sustainability of the system (Frades 2006a; García 2006). Therefore, following labor 

unions’ concerns for eliminating the inequities of the system and improving the situation 

of the less advantaged, in the negotiations that took place in September and October the 

labor confederations would bargain for the introduction of some concessions in this 

sense. Thus, in the agreement signed on October 10th 1996, the labor confederations were 

able to introduce the following points: a) reduction of penalties for early retirement in 

cases where a worker was forced to retire due to being unemployed; b) automatic 

adjustment of pensions according to the forecasted CPI (and not the wage evolution as 

demanded by the government); c) an increase of the maximum limit to secure orphan 
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survivorship pensions from 18 to 21 years; d) an increase in the minimum survivorship 

widow pension.  

 In sum, in exchange for including some provisions that would tend to improve 

benefits, labor confederations accepted most of the cost-containment measures proposed 

by the government (Chuliá 2000:10; Gullén 1999:13). The agreement would be finally 

passed by the legislature at the beginning of 1997 with almost no modifications. Table 

2.7 provides a description of the October’s agreement main points differentiating whether 

they were introduced by the government or by the labor confederations. Table 2.8 

summarizes the main aspects of the system with the latest reforms. 

 

Table 2.7: The October 1996 Pension Reform Agreement 

Points introduced by the government and 

accepted by labor in exchange for… 

…the introduction of the following points 

 
 Progressive separation of funding sources 
 15 last years used to calculate benefits and 

20 last years weighted more 
 Creation of a reserve fund 
 Fraud control 
 Reduction of special regimes 
 Similar rules for all funds 
 Penalization of early retirement 

     

 
 Reduction of the penalization for early 

retirement in the case of forced 
unemployment 

 Automatic adjustment of pensions 
according to forecasted CPI 

 Raise in the age to get an orphan 
survivorship pension from 18 to 21 years 
old 

 Raise in minimum pensions for widows. 

 Source: Author’s own elaboration 
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Table 2.8: Main Aspects of the Pension System 

Retirement Age      65 years old 

Minimum contribution years    15 years 

Assesed income for calculation of benefit   Last 15 years and last 20    
       years weigh more. In practice   
       this means a replacement rate   
       of between 65 percent and 75 percent of  
       last salary 
 

Early retirement      Possible after 61 years of age   
       and 25 years of contributions   
     
Special funds      Reduced to six since 1996:   
       self employed, agriculture,   
       maritime workers, mining,   
       domestic staff, and public   
       employees 
 
Indexation of benefits     Automatic every year,    
       according to     
       forecasted CPI 
Source: Author’s elaboration upon data from MTAS (1995) 

 

Conclusion and Latest Developments 

 Pension reform in Spain has followed the theoretical framework that I advanced at 

the beginning of this study regarding how the reform of Bismarckian pension systems 

takes place. First, a series of negative economic, social security, and demographic 

indicators helped to put the issue of pension reform at the top of policymakers’ agenda by 

1994. Then, the need of Prime Minister González’s weak government to find a concerted 

and long term solution to the pension problem, together with political parties’ and labor 

unions’ preferences for dialogue and negotiation to pursue their own goals (gaining the 

support of the broad majority of workers in the case of the unions and getting to power, 

especially in the case of the PP), opened an opportunity for a broad consensus on how to 
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implement reforms. Finally, Spain’s need to respect Maastricht’s convergence criteria 

also made cost-containment measures more acceptable for the different political players 

and, in this sense, it helped to change the mood and official discourse towards a fiscally 

responsible and long term solution to the pension problem. 

 Regarding policy options, the high implied pension debt (IPD) of the system 

precluded substituting the public pillar for a private one, as was done in Chile, or mixing 

it with a private one, as was the case in Argentina and Uruguay. In addition, the political 

preference of the different actors for maintaining the public pension system, aided by the 

fact that the system still was seen to be viable in the future if some cost-containment 

measures were taken (as it was stated in the Toledo Pact), determined that an important 

change in the parameters of the system was the best feasible option. 

 When negotiations with labor took place, it was still necessary for the government 

to accept some concessions that pointed towards improving the situation of the less 

advantaged and the equity of the system. The position of labor regarding the public 

pension system since the 1990s is very important to understand why labor would focus on 

improving the most disadvantaged and the overall equity of the system in the 1996 

negotiations and in more recent episodes. Suffering industrial restructuring since the early 

1980s and neoliberal policies that would harm the chances of significantly improving the 

low membership rates that they inherited from the democratic transition period, labor 

unions found it better for achieving their goals of representing the broad majority of 

workers to focus on the general equity of the system and the situation of the less 

advantaged. Unlike Italy, in Spain there is not a powerful pensioner movement forming 
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part of the labor confederations that could explain a certain “grey hair” bias in their 

pension policy’s preferences (Rhodes and Natali 2006; Anderson and Lynch 2004, 2006).    

 Recent episodes of pension reform have followed the concerted and negotiated 

approach inaugurated by the 1995-96 experience. In 2001, the PP government negotiated 

further changes to the system with the social partners and business associations that went 

in line with the 1996 agreement: an increase in widows and orphans pensions; 

continuation with the separation of funding sources for contributive and non-contributive 

programs with a 12 years deadline; flexible retirement after 65 years of age; and the 

creation of a new centralized entity to administer the whole system (Albarracín 2001).  

 In 2006, the socialist government signed a new agreement with the social partners 

that, just like those of 1996 and 2001, contemplated measures to contain costs with some 

expansion of benefits (El Mundo, May 31st, 2006). Specifically, the 2006 agreement 

stipulated that there would no longer be exceptions to the minimum number of years 

required to receive a pension (until then, there were certain provisions that allowed 

people with more than 12 but fewer than 15 years of contributions to still be considered 

for a pension). The agreement also included an increase in the pensions of those who 

retire after 66 years of age (intended to promote late retirement), a delay in early 

retirement from 60 to 61 years old, and an increase in widows and orphans survivorship 

pensions for those in the minimum categories. 

 As is possible to see, the crafting of pension reform in Spain continues to be quite 

smooth, with government - labor agreements entailing an exchange that both improves 

certain benefits and tightens other parameters regarding the receipt of pensions. However, 
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as specialists note (Chuliá 2000; Rodríguez Cabrero 2003), the reason more cost-

containment measures that could reduce the generosity of the system further have not 

been considered is related to the extremely positive conditions of the Spanish economy 

since the late 1990s. This positive cycle has had an impact on the affiliation rate to the 

social security system, which has been growing at an average rate of 3.8 percent per year 

since 1998, fuelled by an average economic growth of 3 percent and an important inflow 

of immigrants that contribute to the public pension system (MTAS 2006:6). This explains 

why the social security system is running surpluses since 1999 of around 1 percent of 

GDP in its contributive sector (García et al 2006:229). 

 Yet, different experts note that Spain will feel the full impact of the negative 

demographic evolution of its population in the next 10 years (Rodríguez Cabrero 2003; 

Galasso 2006), when waves of people will start to retire.35 At that time, renewed 

pressures can again question the long term sustainability of the system. Such a problem 

could be acute if Spain were to suffer an economic recession like that of the early 1990s. 

 Given the maturity and the high implied pension debt (IPD) of the system, it is 

possible that Spanish policymakers will opt for solutions like the one adopted in Italy. 

There, as we will see in the next chapter, the public pillar was reformed in 1995 from 

unfunded PAYG and Defined Benefit (DB) pensions to a system of notional accounts 

that, while still using current contributions to pay current retirees, it will pay Defined 

Contribution (DC) benefits to future retirees by taking into account workers’ full 

                                                 
35 Spain, unlike other Western European and North American countries, had a much later baby boom 
phenomenon that took place at the height of the industrialization and economic boom of the mid to late 
1960s. 
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contribution history and life expectancy at the moment of retirement.36 If implemented in 

Spain, such an option would reduce pension outlays significantly. On the other hand, in 

the near future policymakers will have to really expand the supplementary private 

pension plans that, although existing since 1986, have only been subscribed by less than 4 

million people (Natali 2004:3). This is a key pension policy challenge if future pension 

benefits will be reduced as a consequence of more cost-containment reforms.  

 Regarding the situation of supplementary private schemes, Spanish pension funds 

are estimated to have assets representing only 10 percent of GDP, while this number 

climbs to over 75 percent of GDP in countries such as the United Kingdom, the United 

States and Switzerland (OECD 2005:180). In fact, some specialists have recently pointed 

out the necessity of expanding these supplementary schemes to provide an adequate 

pension supplement for future retirees, especially those in the medium to high-income 

segments (Aldecoa 2006; Feldenstein 2006). In this regard, some quantitative studies 

have concluded that because maximum public pensions are indexed according to the CPI 

and not to wage evolution high earners will have their future pensions capped by the 

maximum pension level; however, this maximum level will represent a lower 

replacement ratio than that of low income workers (Galasso 2006). This problem is due 

to the fact that in a fast-growing economy like Spain, high-earners’ salaries grow faster 

than the inflation rate. In this sense, Galasso (2006) estimates that whereas low-income 

workers will get replacement rates of around 75 percent of average earnings, high-

earners’ replacement rates will be barely above 60 percent. This latter aspect highlights 

                                                 
36 Such a possibility was confirmed by some of the interviewees like Panizo Robles, Garcia Legaz and 
Frades. 
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the importance of developing private pensions in Spain. It also anticipates future tensions 

and casts doubts on the political sustainability of the public pension system as high-

income earners will find that they are heavily taxed to fund low-earners’ pensions. 

 In recent years, a surge in immigration as a consequence of the economic boom 

has helped to boost the contributions to the public pension system. However, some 

studies highlight that even though new immigrants’ contributions have enhanced the 

revenues of the pension system, immigration itself is not a solution to the long term 

sustainability of the system as new immigrants usually are paid low wages and, 

consequently, contribute little (Aldecoa 2006; Feldenstein 2006). Thus, as workers who 

have enjoyed the fruits of the economic expansion of the last twenty years begin to retire, 

the revenues of the system may prove to be insufficient to honor their pension 

payments.37 

 In sum, even though the current situation of the Spanish public pension system is 

financially sound, there are some reasons to predict that this may not be the case in the 

near future. Further changes to the parameters of the public pension system to reduce its 

generosity and fostering supplementary private systems may be necessary. However, the 

experiences of the recent years seem to indicate that future changes will have to respect 

the general guidelines of the 1995 Toledo pact and that any reform will have to be 

justified on the grounds of maintaining the current public system and making it a more 

“just, balanced, and solidaristic.” The support of the social partners will also prove 

                                                 
37 In 2006 the IMF warned that the Spanish public pension system would not be able to cover payments to 
future retirees with its own revenues in as soon as ten years due to the low contributions of new immigrants 
and the massive retirement of baby boomers, who have accumulated rights to relatively high pensions and 
will live longer. See El Mundo March 23rd 2006.   
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critical to pass such a reform. The recent successful experiences of concerted reform 

indicate that consensus over reform may be possible in the future as long as it satisfies the 

political goal of both labor and the political parties involved.  
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CHAPTER 3 
 

ITALY – SIGNIFICANT REFORM WITH IMPORTANT CONCESSIONS  
  

 In the last chapter I have explained how Spanish political actors, facing a public 

pension system that by the early 1990s was seen as going towards bankruptcy, were able 

to agree on a reform in 1995 that, while changing some parameters, left the basic 

structure of the public pension system almost intact. The late consolidation of the system 

in the 1980s and some cost-containment measures taken since that decade, certainly 

helped policymakers and societal actors realize in the early 1990s that if some important 

measures were taken, the long run sustainability of the system could be guaranteed. 

 I now turn my attention to the other European case of this study: Italy. As in 

Spain, the origins of the Italian public pension system can be traced back to the late 

1800s when legislation was passed to grant specific pension benefits to some 

occupational categories: public officials, the military, etc. The economic development 

started in the 1950s and the use of pension policy as a patronage tool by the dominant 

Christian Democratic Party (DC), led to an extremely fragmented expansion of the 

system because policymakers used the allocation of pension rights to specific cohorts to 

secure political support. 

 Relatively high unemployment rates, population ageing and the early retirement 

phenomenon induced by the generous legislation passed since the 1950s that allowed 

many workers to retire early on a full pension, meant that by the early 1990s the public 

pension system was under severe strain. In addition, Italy’s persistently high budget 

deficit and the need to put government’s finances under control in order to join the 
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European Economic Union (EMU) by 1998, further helped to deal with the pension 

problem in the early 1990s. In contrast to Spain, political actors in Italy would realize that 

to save the public pension system it was necessary to adopt a structural reform reducing 

future pension obligations significantly. However, political and societal actors’ 

preferences would shape the specific content of the reform.   

 As in many other countries of Western Europe and Latin America, the origins of 

the Italian public pension system trace back to the late 1800s when a set of different 

funds (Cassas) were created for specific categories of workers, in which high ranking 

military officials and public employees were the first beneficiaries. Such a development 

would continue during the first part of the 20th century, giving rise to different funds for 

public and private sectors workers. Thus, from early on the Italian system followed the 

Bismarckian model of different funds for specific categories of workers, being funded by 

contributions from employers, workers and the state. 

 Rapid economic growth in the 1950s, the increasing political competition of this 

era led by the Christian Democracy (DC) with its clientelist strategies  to obtain support, 

and workers’ mobilization for more social protection would shape the evolution of the 

system, leading to an expansion of its occupational and fragmented structure. As a result 

of the intensified political competition and social mobilization, the evolution of the 

system would reach its climax with the 1968-69 reforms, which further expanded the 

system while still maintaining its fragmented occupational structure. Those reforms 

would change the type of benefits paid by the system from a defined contribution 
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formula, in which benefits were linked to individual contributions, to a defined benefit 

one in which benefits are calculated upon the salary of the last years of employment. 

 Through the 1970s and 1980s a series of adverse economic, demographic and 

social security indicators would start to put pressure on the sustainability of the system. 

First, the comparatively high inflation rates of those years would erode the value of 

pensions and force periodic revaluations. Second, comparatively high unemployment 

rates (above 10 percent) affected the capacity of the system to receive contributions. 

Third, improvements in life expectancy and a declining fertility rate would skew the 

balance between an increasing number of retirees and a shrinking work force. The latter 

phenomenon would also be fostered by pension entitlements that allowed some workers 

(i.e. public employees) to retire as young as 35 years old with a full pension benefit. As a 

consequence, if pension spending in the 1950s was about 5.5 percent of GDP, by 1992 it 

would reach almost 14.9 percent of GDP (See Table 3.4). 

 By the early 1990s, the economic recession, the increasing spending of the public 

pension system and the worsening of the demographic indicators would put pension 

reform on the top of policymakers’ agenda. In the late 1970s and 1980s pension reform 

efforts failed due to the reluctance of the Christian Democracy, the Socialist Party (PS) 

and the bureaucracy of the National Social Security Institute (INPS) to lose their 

clientelist basis of political support. By contrast, the early 1990s opened a “window of 

opportunity” for structural reform due to the critical situation of the system, the 

disappearance of the old political parties with their clientelist visions on the pension 

problem, and the necessity of the labor movement to recast itself as valid and serious 
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negotiator between government and workers (Kingdon 1995). Italy’s need to comply with 

the requirements to join the third stage of the European Monetary Union (EMU) by 1998, 

further facilitated the reform process, although it did not determine the specific reform 

outcome. Rather, the specific details of the reform are better explained by the constraints 

given by the evolution of the system and political and societal actors’ reform preferences.  

 In what follows I will explain how the necessity of a major pension reform made 

its way to the top of policymakers’ agenda in the early 1990s by describing more in detail 

the structural problems of the system. In addition I will focus my analysis on the political 

factors that led to a change in political and societal actors’ views on pension policy in the 

1990s. This change made a structural reform possible, albeit with important concessions.  

  

The Origins of the System 

 Pension arrangements in Italy trace their origins back to the early 1800’s when 

such benefits were granted to highly ranked military personnel in some of the 

independent political territories that would form post-1861 modern Italy (Lapadula and 

Patriarca 1996:70). Such arrangements were of a non-contributive nature and their 

coverage limited to a handful of beneficiaries.  

 The basis of the modern public pension system would subsequently be laid out in 

1898 when the National Social Security Fund (Cassa Nazionale di Previdenza - CNP) 

was created. Although the fund would have some state support, its benefits would be 

mostly financed by employers and workers’ contributions.38 As in the other cases 

                                                 
38 The state committed itself to top up each pension with 100 Liras. See Lapadula and Patriarca (1995:71).   
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analyzed in this study, this early pension fund was totally funded (meaning that a fund 

was accumulated to face future pension liabilities) and provided defined contribution 

(DC) pension benefits based on workers’ contributions made during their working life 

(Canziani and Demekas 1995).  

 According to some observers and specialists, the voluntary and occupational 

structure of the pension system at this time responded to liberal politicians’ desire to 

legitimate the newly created state while, at the same time, leaving social protection in the 

hands of the own workers rather than being run by the state (Ferrera 1993:214; Gustapane 

1989:57). At a time in which most of the Italian labor force was in the agricultural sector, 

where demand for labor was highly irregular and under informal conditions, Italian elites 

did not see a universal social protection system as a feasible option because they feared 

that such a system, which had to be financed with mandatory employers and workers’ 

contributions, would have eroded the support of rich landowners from the South (Ferrera 

1993:200; Cherubini 1977:180).39  

As in the other three cases analyzed in this study, the outcome of these turn-of-

the-century developments would be a pension system that followed the Bismarckian 

                                                 
39 Some qualified analysis of the welfare state in advanced industrialized countries point out that the Italian 
pension system belongs to the conservative Christian democratic welfare state in which social inequalities 
are preserved due to the occupational and fragmented structure of pension arrangements and a significant 
role is given to the Catholic church to act through charity (Esping Andersen 1990 and 1999; Kersbergen 
1995). While there is agreement in this description among the scholars, Italian specialists of the welfare and 
pension system (Ferrera 1993, Cherubini 1977, Gustapane 1989) remind us that the influence of the 
Catholic Church and of Catholic parties after 1861 was very limited since Catholic parties (mainly the 
Popular Party) were not very strong in this period. They also point out that the Italian state was built 
without the support of the Church.  They conclude that the configuration of the pension system is more 
related to political calculations of liberal politicians of the time rather than the ideological or political 
influence of Catholic parties or the Church. Nonetheless, they agree that the structure of the welfare and 
pension system that emerged in the late 1800’s was, in the end, in line with the interests of the Church due 
to its occupational and fragmented characteristics. For more on this discussion see Lynch (2006). 
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pattern of specific and differentiated pension funds in which the state had, at most, a 

limited role. In the Italian case, because of its voluntary feature and the predominance of 

agriculture as the main source of economic activity - in which workers were subject to 

exploitation and informality - the system would not experience a significant growth in the 

first years of the 20th century. 

While private sector workers enjoyed very weak pension coverage at this time, 

public employees, especially those in public services, would start to be included in 

mandatory pension funds in response to the increasing mobilization led by the Socialist 

Party (Partito Socialista Italiano - PSI). Thus, between 1906 and 1916 specific funds 

were created for workers in the transport, maritime, postal and local government sectors 

(Lapadula and Patriarca 1995:69). Unlike the CNP, these public sector funds would not 

be totally funded and pension benefits were of the defined benefit (DB) type in which 

pensions were determined by a formula that took into account the number of years 

worked and the salary level in the last years before retirement. 

 In response to workers’ mobilization led by the PSI and in anticipation of an 

expansion of suffrage in 1912, the liberal government of Prime Minister Giovanni Giolitti 

proposed to parliament in 1911 a comprehensive and mandatory expansion of pension 

coverage that would reach to all employed workers, including those in the agricultural 

sector. As Ferrera (1993:217) explains, there was some support for this measure from 

liberals and also from Catholic politicians. Catholic politicians were not totally pleased 

with the mandatory expansion of pension coverage but, similar to the liberals, they saw it 

as a way of obtaining some labor support. The break out of the Libyan war later that year 
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and then the entry of Italy in the First World War in 1915 would take social protection 

issues out of the political agenda until the end of the hostilities. 

 The increasing labor mobilization in the aftermath of the victory of the 

Communist revolution in Russia would put the issue of pension coverage back at the top 

of policymakers’ agenda. Therefore, in 1919 Giolitti’s original plan of a mandatory and 

universal pension protection system was retaken by the liberal government of Prime 

Minister Francesco Nitti and sent to Parliament for its consideration (Ferrera 1993:220). 

The plan counted with the support of the liberals, the socialists and some of the Catholics 

from the Popular Party (Partito Popolare – PP). Although the project’s original intention 

was to unify different funds in a single one and to extend coverage to agricultural 

workers, the law that was finally approved by Parliament contemplated that mandatory 

pension provision would be extended only to blue-collar workers and not to the ones in 

the agricultural sector. Moreover, the law said nothing about combining the different 

funds for public employees. According to some observers (Ferrera 1993:225; Cherubini 

1977:235; Sepe 1999:100), the reason why the original plan of extending mandatory 

pension provision to all employed workers did not succeed was because agricultural 

employers lobbied hard against it arguing that they could not afford mandatory social 

security contributions. 

 The outcome of the 1919 reform was that the former Cassa Nazionale di 

Previdenza (CNP) was transformed into the Instituto Nazionale di Previdenza (INPS), the 

social security institute for the administration of private sector employees’ pensions that 

still exists. Contributions to the system would be equally shared between employees and 
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employers and the state would put its share by contributing 100 lire towards each 

pension. As explained above, contributions would be mandatory only for the blue-collar 

employees’ fund, which applied to those earning less than 800 Liras per month. The rest 

of the private sector employees would maintain their previous voluntary funds that would 

also be administered by the INPS (Lapadula and Patriarca 1996, 71). The funding 

principle and the type of benefits paid by the INPS funds remained the same as before the 

reform: fully-funded, defined contribution. Specific funds for public sector employees 

remained untouched and were run separately. 

The fascist regime inaugurated in 1922 would make some modifications to the 

system although not touching its fragmented structure. Even though the original intention 

of the regime was to combine the different private and public employees’ funds in a 

single one, such a policy was never implemented and the fragmentation of the system 

actually increased. In this sense, Cherubini (1997:270) argues that the growth of special 

privileges for some sectors was due to the logic of Fascist efforts to garner the support of 

some groups (e.g. journalists) by giving specific concessions while relegating those 

without the power to bargain for better benefits (e.g. agricultural workers). 

Although the system kept its fragmented structure during the fascist period, in 

1939 the government decided to introduce some modifications given the still low life 

expectancy and the intention of the government to show improvements in the social 

arena. Therefore, the retirement age was lowered to 60 years for men and 55 for women. 

In addition, the government introduced survivorship pensions (those that are granted to 

widows of the original recipient upon his/her death). Finally, the number of years 
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required to obtain a pension was increased from 10 to 15 years. Table 3.1 provides a brief 

summary of the structure of the pension system until the end of the Second World War. 

 

Table 3.1: Early Evolution of the Italian Pension System 

Public Sector Private Sector 

 
1850’s: non-contributive pensions for the military 
and highly rank public employees in the Sardinian 
kingdom 
 
1900-1920: different funds are created 

 Mandatory membership 
 Unfunded 
 DB pensions 
 65 years retirement age 
 10 years of service required 

 
 
 
 
1939 reform 

 Survivorship pension introduced 
 60/55 years retirement age 
 15 years of service required 

  

 
1898: Cassa di Previdenza Sociale 

 Voluntary membership 
 Fully-funded 
 DC benefits 

 
1919: Instituto Nazionale di Previdenza 

 Mandatory membership for the blue-collar 
workers’ fund only. 

 Rest of workers with voluntary funds. 
 Equal contributions by employer and 

employee 
 State’s supplementary contribution 
 Fully-funded, DC benefits 
 65 years retirement age 
 10 years of service required 

 
1939 reform 

 Survivorship pension introduced 
 60/55 years retirement age 
 15 years of service required 

Source: Elaborated by the author upon data from: Cherubini (1997), Sepe (1999), Lapadula and Patriarca 
(1995)  
 

The founding of the Italian Republic in 1947 and the sharpened political 

competition between the left and the right that ensued meant that new categories of 

workers would be incorporated into political life, opening the way to new developments 

in pension policy. Changes in pension policy would then be related to the strategies 

followed by the main political parties.  
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To understand how the evolution of pension policy and politics were intimately 

related during the post-war period, it is necessary to describe the main political parties’ 

stances on pension provision.40 On the left of the political spectrum, the reform minded 

Communist Party (Partito Comunista Italiano – PCI), based on its Marxists ideals of 

promoting an egalitarian society through reform and not through direct violent action, 

would support the creation of a universal citizenship-based system of social security 

funded by taxes. The Socialist Party (Partito Socialista Italiano – PSI), given the 

common roots with the Communist Party would also support the idea of a universal 

pension system, at least until the early 1960s when it started to form part of some 

governments with the DC.  

The center-right of the political spectrum would be dominated in the post-war 

period by the Christian Democratic Party (Democrazia Cristiana – DC), which operated 

as Italy’s most powerful political party until 1992 and which participated in every post-

war government. The origins of this party can be traced back to the old Popular Party 

whose members were mainly conservative Catholics. Given its anti-Communist stance 

and its Catholic influence, the natural constituencies of this party would be agricultural 

workers but also the growing urban middle classes and public employees. As some 

observers of the Italian post-war political scenario have observed (Parisi and Pasquino 

1977; LaPalombara 1964), the DC, being under constant threat by the PCI (which 

became the second largest political force in every election until 1992), engaged in 

clientelist practices of exchanging benefits (e.g. public sector jobs, favorable tax 

                                                 
40 This description is based upon Ferrera (1993), Cherubini (1977), Sepe (1999), Lapadula and Patriarca 
(1995). 
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treatments for certain activities, etc) for political support to reassure its political 

leadership. The pension system would become part of this political exchange game: 

specific pension provisions were traded in for political support, and the system evolved in 

a more fragmented structure (Regini and Regonini 1981, Ferrera 1984).  

In the view of DC politicians, focused on maintaining power in the face of the 

PCI and other threats, it made more sense to use pension policy to provide specific and 

advantageous pension treatments to their target constituencies than moving towards a 

universal citizenship-based pillar funded out of revenues. As a consequence, from 1950 

to 1966, specific funds were created under the administration of the INPS for the self-

employed, agricultural workers, craftsmen, housewives and shopkeepers (Regini and 

Regonini 1981:222). As a general rule, pension benefits across the different funds would 

be set at comparatively high levels compared to the contributions they received, which 

led to important deficit levels over time (Regini and Regonini 1981:221). Since the 

middle classes, the agricultural workers and public employees were the target 

constituencies of the DC, it is no surprise that most of the micro-legislation in the 

immediate post-war period pushed by the DC was targeted at creating funds and 

extending pension privileges for these groups (Maestri 1984; Regini and Regonini 

1981:219). 

Specialists of the Italian pension system (Regini and Regonini 1981; Regonini 

1996; Ferrera 1993) argue that the Italian post-war electoral system with its system of 

preferences also fostered the proliferation of the specific laws (leggine) regarding the 

allocation of pension benefits to specific cohorts. The electoral system of proportional 
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representation with open lists, which allowed voters to select the order of candidates in a 

party ballot when casting their vote, provoked a particularistic behavior on behalf of the 

candidates in order to get elected and reelected (Pasquino 1972; Zuckerman 1999). In the 

field of pensions, this would mean that specific laws would be passed to benefit a single 

occupational group by, for example, changing replacement rates of a specific fund, 

changing the years of contributions required for women in another fund, etc (Maestri 

1994).41   

 As the DC positioned itself more and more as the dominant party, giving jobs in 

the public administration in exchange for political support, public employees would 

become the DC’s focus of specific legislation that was aimed at expanding their pension 

rights to secure their political support. It is in this context that we must understand the 

emergence of a typical product of the Italian pension system: seniority pensions (pensioni 

d’anzianità). These pensions introduced in 1956 for public employees, allowed 

retirement with full benefits regardless of age if the worker had served for a number of 

years (25 years for men and 20 for women). In a society that would experience an 

important increase in life expectancy and a significant decline in birth rates in the 

                                                 
41 The link between the explosion in political competition, and more specifically, the electoral laws and the 
evolution of the pension system has also been a problem in another case covered in this study: Uruguay. 
There, an electoral system that allowed parties to present several lists of candidates from which the voters 
could choose (a sort of concurrent primary and general election in one), also provoked intraparty 
competition and particularistic behavior on behalf of legislators with its impact on the pension system. 
Specialists in this case (Papadópulos 1992, Filguera 1991) have also explained that the increase in the 
number of special regimes for specicfic occupational categories and in the number of laws that altered 
some of the requirements to get a pension, was related to the political fragmentation and particularistic 
behavior provoked by the electoral system. In Italy, as in Uruguay, the end of the clientelist practices of the 
pension system and the opportunity for reform would come with political changes in the 1990s. Those 
changes led to the dissapearance of the old parties and to a change of attitude by the main societal veto 
player (labor and pensioners). The latter developments were combined with international pressures for 
sound economic policies. 
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upcoming years, this particular feature would represent a serious threat for the 

sustainability of the system. 

 In addition to the expansion of the fragmented structure of the system in the 

immediate post-war years due to the political reasons aforementioned, one important 

decision taken in 1952 was to change the funding principle of the system from fully-

funded to unfunded pay-as-you-go (PAYG) in which current contributions were used to 

pay current retirees and with no accumulation of funds taking place. As Franco and 

Frasca (1992:70) explain, this move was out of necessity due to the high inflation rates of 

the post-war years and the erosion of the funds accumulated in the individual accounts. 

The significance of this move lies in the fact that systems with PAYG funding principles 

are very sensitive to demographic changes and to declining ratios of contributors to 

retirees, making them run deficits when the relationship between active workers to 

retirees falls below two to one (Franco and Sartor 2001, Cruz-Saco Mesa Lago 1998).  

 In sum, in the early 1950s the clientelist behavior of the DC, and later on in the 

1960s also adopted by the PSI, would lead to an expansion in the occupational and 

fragmented structure of the system. By the end of that decade, the labor movement, 

which in general had opposed the fragmented expansion of the system following its 

egalitarian ideals, would start to participate more actively in the evolution of the system. 

 Until the mid 1960s the labor movement had had a marginal role in industrial 

relations and pension policymaking. The reason for this was its weakness provoked by 

internal divisions and the existence of almost no legal protection for their action (Baccaro 
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and Locke 1998:5).42 Employers exploited such situations to their benefit, being able to 

follow a low wage policy in the midst of a rapid industrialization process that would 

bring them high profits. As a consequence, during the 1950s union membership rates 

would plummet (See Table 2.2) and harsh treatment and even exploitation in the factory 

would become the norm (Baccaro and Locke 1998; Golden 1988). 

The increasing harsh treatment and exploitation during the 1950s sparked unions’ 

reactions and by the early 1960s there was a marked increase in industrial workers’ 

militancy (Golden 1988:47; Langer 1975). The peak of this process of unions’ 

strengthening was at the end of the 1960s, at the same time that the series of protests and 

strikes known as the ‘Hot Autumn’ took place.43 

 The reemergence of the labor movement as an increasing powerful actor in 

industrial relations would also have an effect in pension policymaking. During the 1968-9 

protests, and frustrated with the DC and PSI clientelist approach on this regard, labor 

confederations would decide to push directly to the executive for a significant expansion 

of pension benefits for the great majority of the working class that they aimed at 

representing (Golden 1988:63). At this point, some scholars point out the shift that the 

union movement would experience in pension policymaking. In the 1950s they had 
                                                 
42 In the late 1940s, the labor movement divided into three confederations: CGIL (Confederazione 
Generale Italiana dil Lavoro) had close ties to the PCI. CISL (Confederazione Italiana Sindacati 
Lavoratori) was close to the DC and favored a model of pragmatic business – workers relations whose 
focus would not be restating ideological issues but the defense of workers’ interests through collective 
bargaining, particularly at the workplace. UIL (Unione Italiana Lavoratori) had close ties to the PSI and 
somewhat shared the approach of the CISL (Golden 1988:45). 
43 The “Autunno Caldo” (Hot Autumn) was the popular name given to a series of strikes that originated in 
the metallurgic industries of the north of Italy in late 1969. The strikes were sparked by the decrease in the 
flow of labor migration from the south that had resulted in nearly full employment levels in the north, 
meaning that the previously under-paid and unhappy workforce started to flex its muscles. As some 
specialists note, the Hot Autumn marked the start of the labor movement’s direct participation in public 
matters without depending much on the traditional political parties (Golden 1988; Trenti 1999). 
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supported the merging of the different funds and the implementation of a comprehensive 

universal pillar based on their egalitarian ideals. In the late 1960s, because they had to 

cater to different categories of workers (skilled and unskilled), their positions would 

change towards expanding the benefits and privileges of the funds in which those 

workers were already members (Regini and Regonini 1981:223; Baccaro 1999; Ferrera 

1984). This fact helps to understand why, after the late 1960s reforms, the system 

maintained its fragmentation and became ever more expensive to maintain, with pension 

spending increasing year after year.  

 

Table 3.2: Unionization in Industry 

Year          Unionization 
                      Percent 

Year            Unionization 
                         Percent 

 
1950                  47 
1955                  34 
1960                  19 
1965                  22 
 

 
1970                      31 
1975                      38 
1980                      40 
1985                      28 

Source: Bedani (1995) and Golden (1988) based on data from Romagnoli, G. 1980 La  
Sindicalizzazione tra  Ideologia e pratica: Il caso italiano. Firenze: CSN. 
  

The 1968-69 Reforms and the Consequences 

 As part of the labor movement’s new strategy of catering to the interests of skilled 

and unskilled workers in the private sector, but also trying to remain loyal to its post-war 

reformist and egalitarian principles, the three labor confederations, with the support of the 

PCI, pushed for the introduction of universal non contributive pensions funded out of 

taxes. At the same time, they demanded the expansion of benefits already enjoyed by 

public employees to private sector ones (Regini and Regonini 1981; Ferrera 1993; 
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Baccaro 1999; Lynch 2006).44 The demands of the PCI and the labor movement would be 

negotiated with the center-right majority in Parliament and, as part of this negotiation, 

some privileges for the DC natural constituencies were maintained while some of the 

demands of labor and the left were included in the law 153/1969 (Regini and Regonini 

1981:229). The main points of the reform were the following: 

 Change in the type of benefits paid by the funds under the administration of the 

INPS from defined contribution (DC) to defined benefit (DB). Replacement ratios 

would reach a maximum of at least of 80 percent of the last salary (higher for 

public employees. 

 Automatic revaluation of pension benefits according to the CPI. 

 Extension of seniority pensions (baby pensions) to all private workers. 

 No modification of generous pension provisions for public employees, which were 

one of the natural constituencies of the DC. 

 Participation of the labor confederations in the administration of the INPS. 

 

 

 

 

 

 

                                                 
44 The level at which these social pensions (pensioni sociali) were set was very low because the unions and 
the PCI feared that, given the poor capacity of the Italian tax system to enforce tax collection, those 
pensions would ended up being paid by private workers’ payroll taxes, and private workers were the main 
constituency of labor confederations and the PCI (Regini and Regonini 1981, 226; Baccaro 1999). 
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Table 3.3: Pension System Features by Occupational Sector Since 1969 

 Private 
Employees: 

INPS private 
employees 

pension fund 
FPLD 

Self-
employed 
workers: 
INPS self 
employed 
workers’ 

fund 

Central 
government 
employees: 
different 

funds 
administered 
by the State 

Local 
government 
employees: 
Treasury 
pension 
funds 

Elderly 
citizens 
without 

means of 
support: 

INPS social 
fund (1) 

 
Retirement 
age 
 
Assessed 
income  
 
 
Minimum 
contribution 
period 
 
 
Years of 
contributions 
for full 
pension 
 
Years of 
contributions 
for seniority 
pension 
 
Max 
replacement 
ratio 
 
Indexation of 
benefits 
 
 

 
M=60 F=55 

 
 

Average of last 
5 years 

 
 

15 years 
 
 
 
 

35 years 
 
 
 

35 years 
 
 
 
 
 

80 percent of 
assessed 
income 

 
Nominal wages 

 
M=65 F=60 

 
 

Average of last 
10 years 

 
 

15 years 
 
 
 
 

35 years 
 
 
 

35 years 
 
 
 
 
 

80 percent of 
assessed 
income 

 
Nominal wages 

 

 
M=65 F=65 

 
 

Last salary 
 
 
 

15 years 
 
 
 
 

25 years 
 
 
 

20 years (2) 
 
 
 
 
 

94 percent of 
assessed 
income 

 
Nominal wages 

 
M=65 F=65 

 
 

Last salary 
 
 
 

15 years 
 
 
 
 

20 years 
 
 
 

20 years (2) 
 
 
 
 
 

100 percent of 
assessed 
income 

 
Nominal wages 

 
M=65 F=65 

 
 

n/a 
 
 
 

n/a 
 
 
 
 

n/a 
 
 
 

n/a 
 
 
 
 
 

n/a 
 
 
 

n/a 
 
 

1: Pays the social means-tested pensions (pensioni sociali) for poor elderly people without contribution 
history 
2: In 1973 this requirement was reduced to 15 years for married women and women with children and 
military personnel. 
Source: Elaborated by the author upon Franco and Frasca (1992), Sartor (2001), Franco and Sartor (2006). 
 

 The changes to the structure of the pension system noted in Table 3.3 help us to 

understand the serious sustainability problems that the system would face in the 
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upcoming decades. The extension of seniority pensions to all workers in a context of 

increasing life expectancy would mean that young people retiring with full pension 

benefits would live longer and thus further contribute to more pension spending. As 

experts point out (Lapadula and Patriarca 1995:25), the problem of seniority pensions 

would become noticeable in the 1980s when a significant amount of relatively young 

workers started to retire under this provision. For example, in the main private sector 

fund (FPLD) seniority pensions tripled between 1980 and 1992, becoming by that year 

the main type of pension granted by this fund. Furthermore, Lapadula and Patriarca 

estimated that by 1998, one quarter of seniority pensions would be allocated to people 

below 55 years of age (Lapadula and Patriarca 1995:30). 

 Another consequence of the reform was that the labor confederations obtained 

representation in the INPS, which would give them practical knowledge on how the 

pension system worked. Thanks to this latter fact, by the late 1970s labor confederations 

would start to change their view regarding what to do with the system and saw that at 

least some changes to the parameters of the system were necessary to reduce the growing 

expenditures of the system (Lapadula 2006; Lapadula and Patriarca 1995:76).  

 

Unsustainable System and the Pension Issue Moves to the Top of the Agenda 

 The consequences of the expansion of the system until the 1960s started to be 

appreciated already in the late 1970s. In demographic terms, between 1970 and 1990 

there was an almost 50 percent increase in the population aged 65 and above and a 

consequent increase in the old-age dependency ratio. The increase in the proportion of the 
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population entitled to get a pension meant that more money was needed to fund the 

system. Thus, if in the 1950s the state spent 5.5 percent of GDP in pensions, by 1992 that 

number would almost tripled, reaching 14.9 percent of GDP. Such level of pension 

expenditure would deem to be unsustainable given the contraction suffered by the Italian 

economy in the early 1990s and the high budget deficit levels. Relatively high inflation 

rates during the 1970s and 1980s led to periodic indexations of pension benefits, being 

necessary to allocate more money to sustain the system. Tables 3.4 and 3.5 summarize 

relevant economic and social security indicators. 

 According to some observers of the Italian pension system (Regini and Regonini 

1981, 231; Lapadula and Patriarca 1995:78; Baccaro 2002), the 1970s would then mark a 

change in the attitude of most political and societal actors towards what to do with the 

pension system. Thus, by the late 1970s, political parties and unions alike would start to 

express their concern about the sustainability of the system and the necessity to change 

some of its parameters in order to make it sustainable over the long run. 

 This change of attitude towards what to do with the pension system can be 

understood from the view of the political parties as a response to the recession that hit 

Italy in the mid-1970s and the high inflation rates of those years (12-13 percent) that 

were being attributed, in some part, to the high public spending levels (Regini and 

Regonini 1978:231). Thus, for the political parties in office (the DC and the PSI), trying 

to change some of the parameters of the system to make it less expensive made political 

sense in order to show people that they were tackling one of the causes of the crisis. 
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Table 3.4: Key Socio-Economic Indicators 

   1975 1980 1985 1986 1988 1990 1992 1993 1995 

 
Unemployment rate 5.90 7.60 10.30 11.10 12.00 11.00 11.40 10.20 12.10  
 
GDP growth  -2.15 3.53 2.81 2.84 3.87 2.16 0.57 -1.16 2.94 

Inflation rate  16.9 21.3 9.2 5.8 5.1 6.5 5.1 4.5 5.2 

Government balance 
(Percentage of GDP) -7 -8.4 -12.3 -11.4 -10.4 -11.4 -10.4 -10 -7.4 
 
 Sources: World Development Indicators (2002) and IMF World Economic Outlook Database. 

 

Table 3.5: Demographic and Social Security Indicators 

   1950 1960 1965 1970 1980 1985 1990 1992 1995 

 
Fertility rate   
(Children per woman) 2.5 2.4 2.7 2.4 1.7 1.4 1.33 1.3 1.17 
 
Old-age dependency 13 14 15 17 20 19 22 N/A 24 
Ratio 
 
Population >65   8.3 9.3 10.8 10.9 13.5 12.7 15.3 N/A 16.6 
 
Pension expenditure 5.5 5 7 7.5 10 12.8 13.6 14.9 15.1 
As % of GDP 
 
Workers/pensioners  
Ratio FPLD  - - - - 1.28 1.23 1.19 1.1  1.1 
 
Social Security Balance (% of GDP) - - -1.17 -2.09 -2.64 -3.1 -3.4 
 
Source: Author’s own elaboration from the book “The future of pensions in the EC” 1992 (based on OECD health 
expenditure data). Also from  World Population Prospects Database, available at http://esa.un.org/unpp, Eurostat, and 
World development indicators. Social security data from “Relazione generale sulla situazione economica” Roma: 
Ministero del Bilancio, 1995. 
  

 For the main opposition party, the PCI, its change towards similar positions was 

also due to the fact that starting in 1976 and until 1979 it would come close to 

participating in the government. In fact, from March 1978 to January 1979, it supported 
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the national unity government led by the DC, the PSI and some minor parties by giving 

its vote of confidence but not forming officially part of the government. Being 

responsible for the fate of the government, the PCI adopted more cost-containment 

positions for the pension system (Regonini 1996:150; Regini and Regonini 1981:231; 

Ferrera 1984:225). 

 As for the unions, after eight years of participating in the administration of the 

INPS, they also realized that some cost-containment measures were necessary to secure 

the sustainability of the system (Lapadula 2006, Lapadula and Patriarca 1995). Such a 

strategy was consistent with the three confederations’ platform proclaimed in their joint 

congress in February 1978 in favor of wage moderation (Turone 1992:497-501).45 

Specifically on the pension system, the labor movement and also the PCI put their focus 

on attacking the high evasion of contributions in the system, reducing the high deficit in 

the self-employed fund by making workers pay a contribution rate more related to the 

level of benefits that they were receiving, restructuring the INPS, and giving it more 

power to prosecute evaders (Regini and Regonini 1981:232; Lapadula and Patriarca 

1995:77). 

 Given the level of awareness that the pension problem had reached among 

political and societal actors, in 1978 the DC Labor and Social Affairs Minister Vincenzo 

Scotti brought together political parties, business associations and the labor unions to 

devise a project to rationalize the system. This would be the most serious attempt to 

reform the system that took place before the 1990s. 

                                                 
45 From 1972 to 1984 the three confederations CGIL UIL CISL would join in the Federazione Unitaria. 
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 The policy options that governments would then face from the 1970s onwards 

regarding any reform of the system designed to assure its sustainability would be to: a) 

increase social security contributions; b) reduce pension benefits; or c) increase public 

transfers to the system. The first two options were politically difficult since they implied 

targeting specific social groups to pay for the pension debt. The third option meant that 

the debt was defacto shifted to future generations given that increased public 

expenditures were financed through "deficit spending" and not through new taxes 

(Baccaro and Locke 1996:7). 

 

Table 3.6: Reform Options since the 1970s 

Option A 
Increase social security 

contributions 

Option B 
Reduce pension benefits 

Option C 
Increase public transfers to the 

system 
 

Politically difficult due to 
workers’ and political parties 

resistance and business 
associations 

 

 
Politically difficult due to the 
opposition of older workers 

close to retirement 

 
Easy solution as long as the 
government had resources 

available 

   

 As explained above, at the beginning of 1978 there seemed to be a certain 

consensus among unions and parties to advance a reform that contemplated options A 

and B.46 However, the reform project failed to be approved due to the opposition of the 

bureaucracy of the INPS to any restructuring plan, the resistance among some sectors of 

the DC to approve the changes and, in the end, the fall of the Andreotti government in 

                                                 
46 The reform project initially agreed among the government, the unions and the PCI aimed at strengthening 
the relationship between contributions and benefits, fight evasion restructuring the INPS and capping 
higher pensions in order to increase minimum ones (Regini and Regonini 1981: 235).   
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December 1978 (Regini and Regonini 1981:240). Not being responsible any longer for 

the fate of the government, the PCI would return to the old position of defending the 

acquired rights of current workers to keep the support of the rank and file.  

 The 1978 reform attempt revealed that the dilemma of reforming the Italian 

pension system was a political problem: as long as the traditional political parties 

clustered around their clienteles and their particular interests, a structural reform of the 

system seemed impossible. It was only political changes at the beginning of the 1990s 

that would open a “window of opportunity” for reform. Such window would also be 

facilitated by changes in the labor movement during the 1980s, the weighted influence of 

pensioners in it, and the necessity of the unions to regain the center of the scene in the 

1990s by negotiating with the government a definitive solution to the pension problem.  

 

Union Movement and the Rise of Pensioners 

 The 1980s would be one of the most difficult decades for the Italian labor 

movement. Changes in the economy and in firms’ organizational strategies, together with 

a growing competition from sector-specific rival unions in key areas such as transport 

and services, would affect the representation and bargaining power of the three labor 

confederations. 

 Since the late 1970s Italian firms underwent a restructure process that included 

the introduction of new flexible technologies, decentralization of production, relocation 

abroad, and a radical reorganization of work (Baccaro and Locke 1998:11; Piore and 

Sabel 1984). The consequence of all these processes would be a significant drop in 
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industrial employment, which led to a decline in union membership from 49 to 39 percent 

throughout the 1980s (See Table 3.7). 

 The power of the unions was also contested by autonomous unions that emerged 

during the late 1970s and early 1980s with sector-specific demands and rejecting the 

undemocratic procedures of the traditional unions affiliated with the three labor 

confederations (Bedani 1995:270).47 Specifically, these unions would become strong 

among white-collar workers in the service and transport sector, who rejected the 

egalitarian approach of the traditional unions. 

As a response to the challenge represented by the new unions, by the early 1990s 

the traditional confederations embarked on a series of changes and internal reforms to 

promote internal democracy and tackle the power of the autonomous unions.48 By 

promoting internal democracy these reforms focused on making the confederations more 

responsible for the interest of the wide array of members rather than just the traditional 

constituency of industrial workers. Meanwhile, changes in employment patterns during 

the 1980s would lead to an increase in the number of retired members vis-à-vis active 

ones. Figures in Table 3.7 show that by the 1990s pensioners were close to overcome 

wage earners in CGIL membership and they had grown significantly in the other two 

confederations. 

                                                 
47 They were known as sindicati autonomi (autonomous unions) and comitati di base (grass-roots 
committees). 
48 In 1990 the three main confederations would support a new law passed by the government limiting the 
right to strike in public essential services. Such a move was intended to curtail the power of the 
autonomous unions that used to incite sudden strikes in the sector and transport services (Baccaro and 
Locke 1998:54). In 1991 the three confederations supported a reform to the rules governing the election of 
factory councils to make them more democratic. The result would be an increase in the representation of 
the three confederations compared to the COBAS unions in factory council elections after 1993. 



 123

Table 3.7: Union membership 

 
1981 

 CGIL CISL UIL Total Unionization 
Rate (percent) 

Wage Earners 
 
Pensioners 
 
Self-employed 
 
Non-employed 
 
Total 

 

3,398,404 
 

1,186,207 
 

n.a. 
 

n.a 
 

4,584,611 

2,479,342 
 

509,471 
 

n.a. 
 

n.a. 
 

2,988,813 

1,188,417 
 

168,873 
 

n.a 
 

n.a. 
 

168,873 

7,066,163 
 

1,864,551 
 

n.a. 
 

n.a. 
 

8,930,714 

49.0 
 

 

 
1990 

 CGIL CISL UIL Total Unionization 
Rate (percent) 

Wage Earners 

Pensioners 

Self-employed 

Non-employed 

Total 

2,724,802 

2,353,891 

14,898 

56,785 

5,150,376 

2,023,802 

1,274,489 

168,175 

41,925 

3,508,391 

1,123,787 

268,076 

93,895 

n.a 

1,485,758 

5,872,391 

3,896,456 

276,968 

98,710 

10,144,525 

39.30 

Sources: Guido Romagnoli (1982) “Sindacalizzazione e rappresentanza”. In Cesos, Le relazioni sindacali in Italia. 
Rapporto 1981.Rome : Edizioni Lavoro; p. 177. Corrado Squarzon (1992) “La sindacalizzazione” In Cesos, Le 
relazioni sindacali in Italia.Rapporto 1990-91. Rome : Edizioni Lavoro,  p.87;  

 

Given the important weight of retirees in the labor movement, the confederations 

during the 1990s would have to take their interests very much into consideration when 

negotiating the reform. The weight of pensioners is significant because, as a specialist of 

the pensioners’ unions explains, pensioners in Italy are not divided into different 

organizations. Rather, in forming part of the labor movement, Italian pensioners have 

their own unions that adhere to each confederation. These unions also have voting rights 

at the confederal level (De Santis 2006). This specialist adds that since the 1970s the 
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pensioners unions have focused on seeking long term solutions to the problem of the 

pension system “by being more responsible and less particularistic in their demands” 

even if that meant having to make some cuts (De Santis 2006). 

By the early 1990s the labor movement emerged with a new structure and with 

new goals. From now on, it would have to defend more the interest of retirees and older 

workers. Also, as a consequence of the representation challenges of the 1980s, it would 

seek less confrontation with the government, more internal democracy, and a long term 

solution to the pension problem. The political changes of 1992 and the crisis of the 

pension system would be the opportunity for labor to negotiate a reform obtaining 

concessions in exchange for its support. 

 

Crisis and International Developments: From Amato to Berlusconi 

 The year 1992 would turn out to be one of the most troubled years for the Italian 

Republic in the post-war era. The elections in April marked the demise of the traditional 

Christian Democratic (DC) party. Even though the elections of April still gave the first 

minority to this party (29 percent), the judicial investigations linked to the Mani Pulite 

corruption scandal forced the resignation of many members in the DC and in the PSI, 

which was the second important party in the coalition government. The position of Prime 

Minister would then fall onto the former finance secretary, Giuliano Amato.  As some 

observers point out, Amato, together with former central bankers like Carlo Azeglio 

Ciampi and Lamberto Dini, was part of the group of technocrats that since the 1980s 

were convinced about the necessity of implementing major reforms in Italy’s public 
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finances sector, of which the pension system was an important component (Natali 2004, 

Radaelli 2002). In fact, in his inaugural address to Parliament Amato warned 

policymakers that a major reform of Italy’s public finances, while painful, was necessary 

and it would have the pension system as a central component (La Stampa, July 1st 1992). 

Amato’s government would then be committed to do major economic reforms but, being 

in a weak political situation, it would be forced to discuss and negotiate with the labor 

movement any changes to the pension system (Natali 2004; Anderson and Lynch 2004; 

Baccaro and Locke 1996).  

 The political crisis sparked by the Mani Pulite scandal would lead to the 

disappearance of the old traditional parties like the DC and the PSI. Together with this, as 

a consequence of the communist regimes’ demise in Eastern Europe, the PCI would 

undergo its own recasting process. In this sense, in 1991 it would abandon its Marxist 

orientation and focus on a reformist center-left stance aiming to represent a broad 

spectrum of the society and not just the industrial workers, as in the past (Natali 2004; 

Baccaro and Locke 1996). Regarding the new Amato government, the PCI would tolerate 

it, for to make it fall would have been interpreted by voters as an irresponsible maneuver 

at a critical moment for the country. 

 Meanwhile, economic growth in 1992 plummeted while unemployment stayed 

above 11 percent, a fact that would affect social security contributions. To make matters 

worse, in September the government was forced to take the Lira out of the European 

Monetary System, which led to a massive devaluation of the currency. 



 126

 It is then possible to see that that by 1992 a “window of opportunity” for reform 

opened up due to changes in the PCI, the disappearance of the old political parties and 

their clientelist approach to pensions, changes in the labor movement towards more long-

term solutions that would still protect pensioners’ rights, and the economic recession. 

 Regarding the policy options explained in Table 3.6, the new situation would 

close option C and open the way for a mix of options A and B that up until the early 

1990s would have been politically unfeasible. Out of its own weakness, Amato’s 

approach to economic reform would lead to a revival of dialogue and concertation 

mechanisms (Baccaro 1999). This then would be an ideal situation for the labor 

movement to position itself as the counterpart of the government in the elaboration and 

discussion of the reforms.  

 International developments would also smooth the road to a reform of the pension 

system. In early 1992, Italy signed the Treaty of Maastricht to move to the third stage of 

the European Monetary Union (EMU) by 1998, with the adoption of a single currency. 

To comply with the EMU, all the signing countries committed themselves to achieve four 

convergence criteria by 1998. The first criterion was related to government finances and 

had two points: a) a ratio of government debt to GDP below 60 percent of GDP; and b) a 

government deficit below 3 percent of GDP. In addition, signing countries agreed to 

comply with three other criteria: c) an inflation rate not exceeding 1.5 percent of the 

average of the best three performing member state in terms of price stability; d) a stable 

exchange rate for at least two years before the deadline; e) a nominal long term interest 
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rate not exceeding 2 percent of the average of the three best performing member states in 

terms of price stability. 

 Having signed the Maastricht Treaty, Italy was now forced to adopt policies 

aimed at putting in order its huge budget deficit, to which the pension system contributed 

significantly. In this sense, the two criteria regarding government finances would be the 

hardest to achieve by Italy, as in the early 1990s it was running budget deficits above 10 

percent of GDP and the government debt was above 100 percent of GDP. As some 

observers note, the importance of EMU as a facilitator for economic reform would not be 

minor as it would force policymakers to deal with long term economic adjustment 

(including the public pension system) fast enough to comply with the convergence 

criteria (Ferrera and Gualmini 2004; Natali 2004; Radaelli 2000). It is in this sense that 

these observers argue that EMU helped to change the general mood towards accepting 

cost-containment measures (Radaelli 2000; Natali 2004). In fact, political leaders during 

this time would talk about ‘risanamento’, or ‘restoring the health’ of public finance 

(Ferrera and Gualmini 2004:58). As will be detailed below, although policymakers at this 

time would reckon that the pension system had to be reformed because of its problems 

but also as part of the effort to achieve EMU’s criteria, the specific contents of the 

reforms passed in 1992 and 1995 would be defined at the domestic rather than at the 

international level and they would be shaped by political actors’ preferences and the 

economic constraints given by the maturation of the system. Therefore, when analyzing 

the role of international pressures for pension reform in Italy, as was also shown in the 

analysis of Spain, it is possible to talk about the EMU’s indirect pressure for reform by 
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helping to bring this issue to the top of policymakers’ agenda and facilitating pro-reform 

attitudes.  

Regarding the economic constraints that would determine the type of reform to 

implement, it should be pointed out that the Italian public pension system had reached an 

important degree of maturation, which meant that the system that had been put in place in 

the 1950s was starting to make payments to a large number of workers that had acquired 

rights to a pension in the previous decades. The maturation problem was aggravated by 

the aforementioned institution of seniority pensions that allowed people to retire early 

while, at the same time, they were living longer.  

That the system was mature meant that the Implicit Pension Debt (IPD), or the net 

present value of future liabilities of the system, was very high. According to the 

specialized literature, by measuring this value, it is possible to have an idea of how much 

it is “owed” by the government to future retirees in terms of pension promises (Kane and 

Palacios 1996, 36; James and Brooks 2001). If a government was to close the public 

pension system and move current and future workers to private managed defined 

contribution DC schemes, it would stop receiving contributions for the old system; 

meanwhile, the debt generated by closing the public pension system, the IPD, would turn 

out to be explicit as now that debt would have to be covered with state revenues and not 

with current and future workers’ contributions. Therefore, this debt would have to be 

added to the central government one. In the case of Italy, central government debt was at 

104.7 percent of GDP in 1992 (IMF World Economic Outlook Database 2006) and some 

studies calculated the IPD of the public pension system as of 1990 at 259 percent of GDP 
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(Van Der Noord and Herd 1993:11), making it the highest among the advanced 

industrialized economies. 

In this situation, any attempt of replicating a “Chilean reform” of substituting the 

public PAYG pillar with a private one would have made explicit the IPD and added it to 

the already high central government debt. Issuing debt, as it was done in Chile in 1981 or 

covering this liability with central government revenue as it was done in Argentina 

(although in this case there was a mixed/partial reform and not a substitutive one as in 

Chile), was not a solution either because Italy was already exceeding the 60 percent debt 

to GDP ratio ceiling stipulated in the Maastricht Treaty. In fact, the focus of the new 

Amato government in 1992 was to put government finances in order as soon as possible 

by reducing and not increasing public spending (Baccaro and Locke 1996:9; Ferrera and 

Gualmini 2004:82; La Stampa, July 1st 1992).49 This was important at a moment in which 

the central government deficit was at 11 percent of GDP while another of the 

convergence criteria stipulated that this value should not exceed 3 percent by 1998. 

At this point, it is worth doing a comparison with some of the other countries 

covered in this study in order to understand the reform options available to Italian 

policymakers. As in Spain, Italian policymakers faced a mature system with a very high 

IPD (in Spain it was calculated at around 200 percent of GDP by 1995). Spain also was 

trying to comply with the Maastricht’s convergence criteria and any substitutive 

(“Chilean”) or mixed reform (like in Argentina or Uruguay) would have increased 

government debt. However, in Spain the system was in better shape than in Italy because 

                                                 
49 The Amato government would pass legislation in its 306 days in office that would reduce spending and 
boost government revenues by 120,000 billion Liras by the end of 1992.   
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it had been restructured in the 1980s and it had only run deficits in 1994 and 1995, while 

in Italy the system had not been restructured and still had a variety of funds running 

deficits since the 1970s. Thus, in Spain a change to the parameters of the system making 

future pensions less generous but not touching its funding principle or the calculation of 

the benefits was seen by policymakers and social partners as the best option. Compared 

to Spain, Italy not only needed to change the parameters but also the structure of the 

system to make sure that the system’s future liabilities would decrease significantly in the 

medium-long run. Thus, the Amato government would start the task of changing some of 

the parameters of the system while the Dini government would proceed to change the 

structure of the system. Compared to Uruguay, the Italian case also showed a system in 

crisis running deficits for an important number of years but in the Uruguayan case debt to 

GDP levels were lower (59 percent of GDP) and reformers did not have to a specific 

limitation on how much that level could increase. However, as I will show in the 

Uruguayan chapter, policymakers were well aware of the problems of making the implied 

pension debt explicit.50  

James and Brooks (2001) found that high IPD helps put pension reforms on the 

agenda but that the higher this number the less likely are countries to introduce 

mandatory DC pillars like it was done in Latin America. The Italian and Spanish pension 

reform episodes corroborate this finding. In this sense, one of the main specialists and 

                                                 
50 Knowing about the problem of making explicit at least some part of the IPD by making workers 
contribute to private DC schemes, the Uruguayan reform contemplated a small private pillar to which only 
earners above certain income level would be forced to contribute. Also the reformers got the support of the 
World Bank in the form of a loan to cover the costs generated by the not receiving payroll contributions 
from those workers that would now contribute to the private DC schemes. See chapter 4 on Uruguay for a 
more detailed analysis of this. 
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negotiators of the labor movement explains that even though during this time some 

people had been talking about the possibility of implementing reforms such as those in 

Latin America, the situation of the country was such that “there was no money to 

implement expensive solutions as those tried in Chile or anywhere else in Latin America” 

(Lapadula 2006). On the political side, the weakness of the executive and the support 

from labor and pensioners for the public PAYG system (although willing to make some 

concessions in order to guarantee its long term viability) made even the introduction of a 

mandatory small private pillar (as was done in Uruguay) politically unfeasible. The 

reform policy options available were then to increase contributions and/or to reduce 

benefits (options A and B from Table 3.6).  

 The new Amato government started working on the design of a reform soon after 

taking office in late June 1992. The pension reform formed part of a package of measures 

aimed at reducing the budget deficit and restoring confidence in the Lira in international 

markets.51 Since the outset, the government sought input from the labor confederations 

since it understood that cooperation rather than confrontation would be more successful 

for achieving results (Amato 1994:360). As Amato explains, the demise of the old 

traditional parties would be an advantage rather than a limitation for the government 

because it would allow it to negotiate directly with the social partners with no 

intromission from political parties (Amato 1994:363-4). This situation was welcomed by 

the three major confederations that, after the 1980s representation crisis, were in the 

                                                 
51The package included measures like the abolition of the scala mobile (wage indexation escalator) and 
important changes in the tax system, such as the introduction of the so-called "minimum tax" aimed at 
reducing tax evasion by small shop-keepers and the self-employed. All of these were negotiated with social 
partners (Baccaro and Locke 1996:9). 
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process of recasting themselves embracing wage moderation and aiming at representing 

all workers and also pensioners. 

In July, a pension committee was set up at the Ministry of Labor with the 

intention of negotiating the terms of the reform. Reaching specific agreements on the 

content of the reform would prove to be difficult due to the different parameters that were 

involved in the reform. The labor confederations and pensioners’ unions would then let 

the government elaborate the main points of the reform and, while they would share the 

general goal of saving the system making it more sustainable, they would mobilize 

against the points that they deemed unacceptable. Such was the case with the general 

strike on October 10th 1992 to protest against government’s intention of putting a limit on 

the revaluation of pensions for the next year and the increase of contribution years from 

35 to 40 years to obtain a seniority pension in the private sector fund (La Stampa, 

October 14th 1992). A Few days later, the government received labor leaders and agreed 

on scrapping this requirement in exchange for their support to the rest of the reform (La 

Stampa, October 15th 1992). In the end some other important concessions were made to 

the social partners: a) the respect of pension rights for current retirees; b) the elimination 

of the increase in the minimum number of years required to get a seniority pension; and 

c) the calculation of the pension benefit according to the salary of the whole working life 

only for new entrants to the labor market. 

 The law authorizing the government to implement these changes as well as setting 

the rules for a supplementary system of private pensions was passed by the Parliament on 

October 23rd. In November the government issued a delegated decree stipulating the 
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precise aspects of the reform and in January of 1993 it issued another decree regulating 

the new complementary system of private pensions. Table 3.8 describes the Amato 

reform. 

Table 3.8: The Amato Reform 

     Private Sector  Central Government (1) 

Retirement age (2)   M=65 F=60   All 65 

Minimum contribution years (3)  20 years    20 years 

Minimum for seniority   35 years    35 years 

Assessed income     Average lifetime earnings (4) 

Replacement rate     2 percent per year (5) 

Indexation of benefits    Retail prices 

(1): Special provisions applied for local government employees. 
(2): Progressively increased to that level from 1995 to 2000. 
(3): Progressively increased to that level from 1995 to 2001. 
(4): As part of the concessions to labor, this was only applied to new entrants. For the rest of workers with 
at least 15 years of contributions the assessed income would be the last 10 years of contributions. 
(5): In practice this meant a replacement rate of 52% to 80% of last salary according to the scheme. 
Source: Sartor 2001, Castellino 1995(Rivista internazionale di scienze sociali)  
 

The Amato government experience with the reform of pensions showed that a 

successful strategy to reform the pension system needed the consensus of the social 

partners and the exchange of some concessions for the acceptance of measures that would 

make pensions less generous in the future. As a result of the weighted influence of 

pensioners, the Amato reform as well as Dini’s, would not touch pension rules for current 

retirees and old workers in exchange for less generous rules for younger workers. 

 The problem with the Amato reform was that it fell short of producing a 

significant saving in public pension expenditures because the changes to the calculation 
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of the pension benefit (taking into account the whole contributory history) would apply 

only to new entrants in the system. Moreover, since seniority pensions were not 

eliminated, they still represented an incentive for early retirement and a threat to the 

sustainability of the system. New adjustments would then be necessary to the system in 

order to make it more sustainable in the long run. 

 In March 1994, a new government was voted in being presided by Silvio 

Berlusconi. His coalition, although having a strong majority in the Chamber of Deputies 

(366 seats out of 630), was very heterogeneous because it was composed of the alliance 

between his own party Forza Italia and the Northern League (Polo delle Libertá) in the 

northern regions and that between Forza Italia and Aleanza Nazionale (the post-fascist 

party) in the south. Inside this broad coalition there were diverge positions between those 

favoring a radical change of the pension system in line with the Chilean experience, and 

those that believed that minor changes were only necessary (Natali 2004:1090). 

Berlusconi did not welcome the collaboration with the labor confederations: “Berlusconi 

believed labor and pensioners were not legitimate actors to negotiate changes to the 

system and tried to impose his own view” (De Santis 2006). Instead, he tried to impose 

his own “decisionistic” approach (Baccaro 1999) of applying important cuts in pension 

benefits not only to new entrants or young workers but also to old workers and retirees, 

trusting that his majority in Parliament would support the initiative. 

 Specifically, the measures presented in September 1994, proposed the following: 

a) increasing the retirement age by one year every 18 months and not every two years as 

agreed in the Amato reform; b) the indexation of pension benefits according to the 
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expected increase in CPI and not according to the actual CPI evolution; c) a reduction in 

the calculation of the pension benefits by 1.75 percent per year of contribution for every 

worker with 15 years of seniority or higher; and d) a cut to seniority pensions of 3 percent 

for each year in which the start of the pension was anticipated compared to the minimum 

retirement age. 52 

 A look at these points helps to understand the opposition of the labor 

confederations to these measures. The indexation of benefits, something that 

confederations and pensioners unions had battled for since the 1960s, would be severely 

affected by using the expected CPI and not the actual one. This would be interpreted by 

pensioners as a threat to their acquired rights. Point c would affect every worker with 

more than 15 years in the workforce, making this point highly controversial for older 

workers which constituted the majority of labor unions active members.53 Finally, the 

abrupt reduction in seniority pension levels would affect the interests of workers close to 

retire. In sum, the measures proposed by Berlusconi affected older workers and retirees, 

which were precisely the strongest age groups in the confederations. Not surprisingly, the 

confederations and the pensioners’ unions forming part of them fiercely opposed the 

measures.  

After a series of strikes and demonstrations in October and November that 

achieved massive support (See La Stampa, October 14th 1994), Berlusconi’s coalition 

began to crumble and the Northern League decided to support opposition’s initiatives to 

                                                 
52 See Castellino (1995) p.45. 
53 According to Natali and Rhodes (2006) and Baccaro and Locke (1996) the median worker age in the 
three confederations was 44 years old. 
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change some of the articles in the September bill. A national strike was called for 

December 2nd, however it would be cancelled the night before after the government 

signed an agreement with the confederations in which it was stipulated that the 

September bill would be eliminated and future changes to the system would be negotiated 

among the government, the labor confederations, and the main business association 

Cofindustria (Lapadula and Patriarca 1995:88). In this agreement, it was stated that the 

three parts would work towards making the system more sustainable by increasing the 

relationship between contributions and benefits, by linking pension benefits to life 

expectancy and by eliminating the disparities among the different funds (Il Sole 24 Ore 

1994). Shortly after this agreement, the Northern League decided to withdraw from the 

coalition and the government fell. A caretaker government was formed with Berlusconi’s 

former finance minister, Lamberto Dini, as the Prime Minister. 

 The reasons why the Berlusconi reform failed seem easy to understand. First, the 

government adopted a confrontational approach denying the legitimacy of unions’ 

participation. Second, the reforms affected those groups who were stronger in the labor 

and pensioner unions: old workers and retirees. Third, the cost-containment reforms were 

proposed without anything in exchange for the unions, as Amato had done. The new Dini 

Government would take into account the Amato and Berlusconi’s experiences and 

negotiated a broader reform although contemplating concessions for the labor and 

pensioners’ unions. 
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The Dini Reform: Consensus and Concessions 

 Shortly after taking office the new Dini government, supported now by a center- 

left coalition of left wing parties and the Northern League, started negotiations with the 

three labor confederations for new changes to the pension system. A special committee 

was formed between experts from the confederations and the Ministry of Labor. The 

committee worked upon a project presented in Parliament by a group of deputies from the 

PDS, the Gruppo Progressisti-Federativo (Castellino 1995:46). This project was in line 

with the December 2nd agreement and anticipated the passage from the unfunded PAYG 

and defined benefits (DB) system to a new one in which there would still be PAYG 

funding (current retirees would be paid using current workers’ contributions) but future 

benefits would be of a defined contribution (DC) nature. The new pension benefits would 

then be calculated using a formula that would consider a worker’s whole contribution 

history and his/her life expectancy at the moment of retirement. In the new system, 

known as Notional Defined Contribution (NDC), workers’ contributions are registered in 

a “notional” account and upon retirement the worker will receive a pension benefit that 

reflects the contributions accumulated in his/her “account” plus a rate of return (that in 

this particular case is linked to GDP growth) and adjusted by the life expectancy upon 

retirement (Palmer 2006:17).This reform implied a structural change of the system as the 

type of benefits received by future retirees would be more strictly linked to their 

contribution history and adjusted by life expectancy. As observers point out (Castellino 

1995; Beltrametti 1995; Vitali 1995) the new system would entail important savings in 
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the future as people who retired earlier with fewer contributions and a higher life 

expectancy would have lower benefits than before.  

 Regarding the political aspect of the reform, pressing issues made it easy to see 

where the political negotiation with the social partners would be focused: Would the new 

system be applied to current workers immediately? Would it be applied progressively 

starting at a certain age? Would it be applied only to new entrants? Those were the issues 

discussed in the negotiations that took place between January and May of 1995. 

 For the government part, its interest was in applying the new system to as much of 

the workforce as possible to significantly reduce future pension liabilities. As for the 

confederations, their interest was in protecting current retirees’ rights (which actually 

were not affected by the new system) and trying to delay or exempt the application of the 

new system for older workers, which were their natural constituency (Rhodes and Natali 

2006).  

 The negotiations developed in such a way that labor confederations (and 

pensioners’ unions belonging to them) exchanged the acceptance of the new system by 

obtaining long phase-in periods for the new system and a slow elevation of the minimum 

age to obtain a seniority pension (Natali 2003, 2004; Jessoula and Alti 2006). In this 

sense, the law finally approved anticipated that the new system would be fully applied 

only to new entrants to the labor market starting in 1996. Those with at least 18 years of 

contributions would retire with the old system as reformed by Amato in 1992. Workers 

with fewer than 18 years of contributions would have their pensions calculated pro-rata: 

contributions made until 1995 would be transformed in pension benefits according to the 
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old system and after 1996 the pension benefit would be calculated according to the new 

system. In addition, the minimum age to obtain a seniority pension would be elevated 

slowly from 35 years to 40 in 2008. Unions would also accept the application of the new 

pension rules, with the aforementioned age divisions for private and public workers and 

the elevation of contribution levels to 20 percent for both. The reason why unions 

accepted these changes was that they could be presented to their constituencies as a move 

towards more fairness among the different workers, something the confederations had 

been fighting for since the post-war period. Also, as Natali and Rhodes (2006) and 

Baccaro (1999) remind, the main constituency of the labor confederations was private 

sector workers, so it was logical their support to measures that aimed at reducing public 

employees’ privileges. 

 One final concession for the unions to support the reform was the introduction in 

the reform law of a provision that expanded the role of closed occupational funds vis-à-

vis private funds (Eironline 2001). Unlike private pension plans, in closed occupational 

ones unions have an important role in their management as they are set up by agreements 

between the employers and the unions, and they are only available to union members.  

 The union confederations, coming from the crisis of representation of the 1980s, 

were careful of not repeating the mistakes of the past, and after tentatively signing the 

agreement with the government on the reform on May 8th, they organized a wave of 

assemblies in all major plants and offices and a referendum on the agreement was held on 

May 30t and June 1st 1995 (See Nuova Rassegna Sindicale 1995b). In these assemblies, 

union cadres would explain the convenience of the reform in order to save the system and 
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why other alternatives were not feasible. Experts from the labor and pensioner unions 

recall that during that time the discourse was one that emphasized the necessity of 

accepting this reform in order to maintain the system (Lapadula 2006; De Santis 2006). 

Union cadres presented the reform as the “minor evil” (mal minore) to save the concept 

of a public pension system. 

In the referendum, pensioners’ unions supported the agreement by 91 percent 

while industrial workers supported the reform but with a lower percentage, 58 percent.54 

This was due to the opposition of some industrial workers in the North and the teachers’ 

unions. Nonetheless, the ‘yes’ option won the referendum by 57 percent to 43 percent at 

the national level (Nuova Rassegna Sindicale 1995a). The pension reform bill was finally 

approved by the Parliament with almost no modifications on August 8th. Table 3.9 

provides a summary of the main points of the reform. 

 The Dini government was successful in its attempt to reform the pension system 

because, as Amato had done in 1992, it was able to offer some concessions in exchange 

for the support of the social partners. Thus, unions could accept important cuts to pension 

benefits by showing that they would apply to a small number of workers (mainly new 

ones) and by arguing that the reforms were a step towards more equality and fairness in 

the system, an old labor and pensioner demand from the 1960s. 

It was also crucial for the support of such structural change that labor 

confederations, after their crisis of representation of the 1980s, portrayed themselves as 

                                                 
54As Baccaro and Locke (1996) and Anderson and Lynch (2004) explain, it is hardly surprising that 
pensioners approved the reform by a large margin since unions made sure that their privileges were not 
touched.  
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the defenders of the public pension system, abandoning particularistic positions. As in 

1992, the technocratic character of the government and the absence of the old traditional 

and clientelist parties facilitated the process to accept a long-term reform. 

 

Table 3.9: The Dini Reform 

     All workers (1) 

Retirement age     57 years old  

Minimum contribution years  5 years    

Minimum for seniority   40 years (2) 

Assessed income    Average lifetime earnings (3)  

Replacement rate    Negatively related to life expectancy, applied to 33 percent of  
     the present value of lifetime contributions compounded at the  
     nominal GDP growth rate. 
 
Total contribution rate   33 percent of payroll (all employees 20 percent; employers  
     13 percent) 
 
Indexation of benefits   Retail Prices   
(1): Excluded public airline, railways and postal services employees. 
(2): Gradually increased to 40 years in 2008. 
(3): Applies only to new entrants. Those with at least 18 years of contributions will go with the old system 
(as reformed by Amato) and those with less than 18 years will have their pensions calculated pro rata: until 
1995 according to the old system and after 1996 according to the new one. 
Source: Sartor 2001, Castellino 1995(Rivista internazionale di scienze sociali).  

 

The Dini reform was the most far-reaching effort in restructuring the public 

pension system in the post-war period. It gave a long term solution to the pension 

problem. However, the long transition period meant that the cost of the reform was 

passed on to future generations that would have their pension benefits calculated 

according to the new system and would have to retire later to enjoy replacement rates 

similar to those enjoyed by retirees under the old system. According to some simulations, 
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the replacement rates for new entrants who would retire starting in 2035 would be 

between 45 percent and 73 percent of the last salary (depending on the effective 

retirement age and the rate of return applied, which is linked to GDP growth).55 

Meanwhile, the old rules that would apply to most of the current workers, would 

guarantee replacement rates of at least around 80 percent.  

 

Conclusion and Latest Developments 

The analysis of the pension reforms in Italy during the 1990s gives support to the 

theoretical framework advanced here on how reform is enabled in Bismarckian pension 

systems. First, a combination of negative social security, economic and demographic 

indicators put pension reform at the top of policymakers’ agenda in the early 1990s. The 

recession of the economy, Maastricht’s convergence criteria that forced the adoption of 

sound economic policies, and the 1992 political changes that led to the disappearance of 

the old traditional parties that held particularistic and clientelist views on the pension 

system, opened a “window of opportunity” for important reforms in the 1990s.  

Second, regarding policy options, high the implied pension debt (IPD) and 

government debt levels precluded the adoption of substitutive or mixed solutions, like in 

Chile, Argentina or Uruguay, due to Italy’s necessity to comply with Maastricht 

convergence criteria on healthier government finances. However, the critical condition of 

the system convinced policymakers and social partners that a structural change of the 

public pension system was still necessary (one that would significantly change the way 

                                                 
55 See Castellino (1995) pag 48 
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future pension liabilities would be calculated). Thus, to only change some parameters of 

the system, as was done in Spain in the 1990s, was seen as an incomplete option for 

Italy’s pension problems.  

Finally, the successful road to reform would imply the negotiation with labor and 

pensioners and the exchange of concessions for reform support. The labor confederations, 

which experienced a profound membership crisis in the 1980s and witnessed a significant 

growth in their retired workers’ membership, had to recast themselves in the 1990s as a 

valid counterpart in negotiations with the government, paying special attention to the 

interests of old workers and retirees when negotiating the content of the reform.  

In addition, the successful Amato and Dini’s reforms were characterized by the 

employment of a discourse that focused on saving the system in the long run and 

improving the health of public finances, together with accepting the confederations as 

legitimate partners to discuss the future of the system. The need to comply with EMU’s 

convergence criteria certainly helped to accept cost-containment measures, and this was 

reflected in the official discourse that talked about the need to ‘restore the health’ 

(risanamento) of Italy’s public finances, which included the pension system. However, 

even if EMU restricted policy options by making a substitutive or mixed reform 

unacceptable, we cannot say that it shaped the specific outcome of the reforms. Rather, 

the outcomes were shaped by political and societal actors’ preferences on pension 

policymaking. 

 While comparing the Italian experience in the European setting, it is easy to see 

that as in Spain, policymakers were constrained to adopt reforms like those implemented 



 144

in Latin America due to Maastricht’s restrictions on budget deficit and debt levels. Unlike 

Spain, Italian policymakers and also their social partners were convinced that a change in 

the parameters of the system was not enough to save the long term viability of the 

system, and they were able to agree on a structural reform, the NDC system. However, 

the important weight of pensioners’ unions and of mature workers inside the labor 

confederations conditioned to whom the new system was applied.  

 As will be described in the next two chapters, the Italian public pension system 

evolved until the 1970s in the same way as those in Argentina and Uruguay. This was 

due to the clientelist approach led by the political parties and the use of pension policy as 

a patronage tool. As we will see in the next chapter, the use of pension policy as a 

patronage tool was fostered in Italy as in Uruguay, by a similar electoral system. In both 

countries, unilateral attempts to reform the system during the 1990s failed due to the 

opposition of labor and pensioners and the confrontational approach led by the 

government. Berlusconi’s 1994 proposed reform and President Lacalle’s three reform 

proposals in the early 1990s in Uruguay are good examples of failed attempts. Successful 

reform in Italy, as in the other three national cases analyzed here, entailed the exchange 

of significant concessions for the support of labor and pensioners.   

 However important Italy’s pension reforms were, the concessions given to the 

confederations in the form of long phase-in periods cast doubts about the new system’s 

capacity to reduce pension expenditures in the short term. Some specialists argue that the 

savings that the new system allows for are very modest and that lower replacement ratios 
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at around 55 percent of the final salary will only be in place for new entrants to the labor 

force (Beltrametti 1995; Castellino 1995:48).  

 Meanwhile, the development of supplementary funds, especially closed ones, has 

been at the core of negotiations between unions and government in the last six years. 

Given the lower replacement ratios for future generations there is an interest from the 

government and the unions to develop this type of schemes. Progress has been slow, and 

by 2001 only 850,000 workers had opted for such schemes (Eironline 2001). Political 

developments since 2001, with a new center-right government led by Berlusconi, have 

made negotiation with social partners much more difficult. 

 In 2005, and given the lack of progress in the development of supplementary 

funds, the Berlusconi government issued a decree that changed the way in which the 

Trattamento fine del Rapporto, (an end of service allowance set aside by the employer 

and paid as a lump sum of money upon retirement) will be used to fund supplementary 

funds. This change, originally discussed with social partners but whose content was only 

decided by the Council of Ministers, stipulates that in 2008 (2009 for small sized 

companies) workers will have six months to decide if they want their TFR to be 

transferred to: 1) the closed occupational fund of the company, 2) to an open one, or 3) to 

be kept by the company and receive the lump sum of money upon retirement. If workers 

do not exercise this option, their TFR will be automatically transferred to the company’s 

closed occupational fund or, if this does not exist, an open fund will be chosen in 

agreement with labor unions’ representatives (Eironline 2005).  
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 Observers and labor confederations specialists criticized the decision of the 

government, arguing that it further delayed the development of supplementary funds. 

Leaders and experts of CGIL commented that by postponing the reforms to 2008-9 the 

government decided “not to decide,” but that in the eve of the general elections it wanted 

to show that it was doing something (Eironline 2005, Lapadula 2006).  

 While the development of supplementary pension funds remains as a pending 

task, observers point out that the other important aspect to solve is the reduction of future 

pension liabilities in the public system by reducing the long phase-in periods established 

in the Dini reform and the elimination of seniority pensions (Il Sole 24 Ore 2006). Such 

important moves, as in the past, will require the negotiation and support of the unions. 

Therefore, the significant development of supplementary pensions and the elimination of 

the long phase-in periods for the calculation of the public pension benefit will be the 

great challenges in the coming years for Italian pension policymakers. 
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CHAPTER 4 
 

URUGUAY – THE POWER OF PENSIONERS? 
 
 
 In the analysis of the Southern European cases I have shown how those countries 

responded to the common challenge of recasting their public pension systems in light of 

adverse demographic, economic and social security indicators and how the evolution of 

those factors explains the move of pension reform to the top of the agenda. In those cases, 

I have shown how international influences (EMU) helped to deal with the pension 

problem in the early 1990s, although monetary integration mostly played a role in 

stressing the need to bring down budget deficits and reduce the public debt . 

 Subsequently, I have explained that the reform outcome has been shaped by 

domestic economic and political constraints; especially, the magnitude of the pension 

promises to future generations (the Implied Pension Debt) and the preferences of political 

and societal actors. At the same time, developments in labor and pensioner organizations 

have impacted differently in Italy and Spain. In Italy, a revitalized labor movement, in 

which now pensioners weighted significantly, lobbied and obtained numerous 

concessions, although - given the situation of the system and the labor movement’s 

necessity to become a valid interlocutor with government - labor leaders agreed on a 

structural reform of the system. In Spain, a labor movement that came from a period of 

disorganization and harsh economic restructuring realized in the early 1990s that by 

adopting a position of defending the equity of the system it would garner more support to 

position itself as a valid negotiator with government. While labor would still trade its 

support for the reform in exchange for some concessions as in Italy, the lack of 
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relationship with the pensioner movement (which was much weaker than in Italy) meant 

that those concessions would be more general and focused on improving the situation of 

the less well of and disadvantaged. 

 I now turn to two Latin American cases: Uruguay and Argentina. In the early 

1990s their public pension systems faced the same problems as their Italian and Spanish 

counterparts: excessive fragmentation and generosity, declining ratios of contributors to 

retirees, fraud, etc. In what follows I will show that, as in the European cases, pension 

reform also moved to the top of policymakers’ agenda due to a combination of negative 

economic and social security indicators. International pressure for reform, represented by 

the role of the World Bank, the Inter American Development Bank and their common 

interest in the region for structural economic reform also was present in these cases, 

though these organizations’ influence was as indirect as in Europe, (if not more so). 

Policymakers occasionally used some of the reports presented by these agencies to back 

their ideas on reform but, in other occasions, they did not shirk from rebuffing these 

agencies’ specific suggestions when they deemed such suggestions unacceptable (as 

happened in Uruguay with World Bank and the Inter-American Development Bank 

missions).  

 As in Europe, I will show that the reform outcome was mainly shaped by 

domestic economic and political constraints. On the economic front, the magnitude of the 

system’s promises to future generations (IPD) would also be a hurdle (as in Europe) for 

the implementation of a substitutive reform as was done in Chile in 1981. However, the 

system’s crisis convinced policymakers that a mixed reform, with a mandatory reformed 
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public PAYG pillar and a mandatory private pillar, was the best solution. On the political 

front, the preferences of political opponents and organized labor and pensioners would 

shape the specific outcome of the reform in the two countries in a different way. In 

Uruguay, consensus was harder to achieve than in Argentina due to the political 

weakness of government, political fragmentation, and a better organized pensioner 

movement that acted as effective veto player together with organized labor on different 

reform proposals. By late 1994, however, a window for reform opened. The new 

circumstances were created by an alliance among the old traditional parties, whose 

political dominance seemed threatened by a revitalized leftist party that challenged their 

monopoly of political institutions. In addition, the labor movement was affected by a 

severe decline due to changes in the labor market and economic restructuring that 

significantly reduced its power to block a reform proposal. 

 In Argentina, reformers were also aware of the IPD problem and opted for a 

mixed system. However, facing a much lower IPD level than in Uruguay, they preferred 

an important private pillar as they saw its development as a proof of their commitment 

with market-oriented reform. Even though the executive was in a stronger situation than 

in Uruguay, it would still have to negotiate concessions with political opponents from its 

own party that would express their resistance to the reform project. However, the labor 

movement would impose the most of resistance. Stronger than in the Uruguayan case due 

to historical links to the ruling party and a very favorable legislation that grants high 

levels of affiliation, labor would negotiate concessions that significantly altered the initial 

reform draft. However, labor’s low level of awareness of the pension problem and the 
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lack of a strong and organized pensioner movement inside the main labor confederation 

or allied to it (as it happened in Italy and Uruguay), meant that the concessions were very 

specific to the unions’ short term interests. 

 In these four national cases pension reform became a necessity due to the same 

factors, although it is important to stress that international pressures for reform played a 

more subtle part. By the same token, the political weight of organized pensioners and 

labor varied. In Italy and Argentina labor was, in general terms, stronger than in the other 

two countries. Moreover, in Italy, the weight of pensioners in the labor movement meant 

that in the negotiations labor got numerous concessions regarding the implementation of 

the reform. In Argentina labor also got numerous concessions but the nonexistence of a 

link with the pensioner movement (which was represented by several scattered 

organizations) meant that the concessions were only linked to labor’s clientelist interests.  

 In Uruguay and Spain labor was in general weaker than in Italy and Argentina. In 

Spain, however, unions were recovering from their 1980s’ weakness and they decided 

that the best strategy to regain power and become a valid interlocutor with government 

was to negotiate by defending the equity of the system while recognizing its problems 

and accepting some cost-containment measures. Uruguayan unions, by contrast, would 

only feel the impact of industrial restructuring and the opening of the economy by the 

mid-1990s and, until then, they saw as the best strategy opposing any reform, lending 

support to the well organized pensioners. When the old traditional parties were able to 

agree on a reform that contemplated some important concessions for pensioners, the 
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power of pensioners and labor to act as an effective veto player waned and the reform 

was passed.  

 

The case of Uruguay: Difficult Consensus, Negotiation, and Mixed Reform 

 The Uruguayan public pension system, like those of the other Southern Cone 

countries (Argentina, Brazil and Chile), is one of the oldest in Latin America. In fact, by 

the 1960s Uruguay was Latin America’s leader in social security development, covering 

most of the economically active population (Mesa-Lago 1985). The origins of the public 

pension system date back to the early years of the newly formed republic in the 1830s, 

when the government granted non-contributive retirement, survivorship and disability 

pensions to military personnel. However, it would not be until the turn of the century that 

the bases of the modern contributive public system were laid out with the creation of 

different funds (Cajas) that granted pension benefits to public servants and, later on, to 

private sector workers. 

 As its Southern Cone and Southern European counterparts, the Uruguayan public 

pension system evolved in a fragmented way, with different pension funds for specific 

occupational categories that, over time, granted pension benefits to some employees first 

(military, teachers and public servants) and then to others until covering most of the 

population by the mid-20th century. Thus, the Uruguayan pension system followed the 

typical Bismarckian structure of funds for specific occupational categories, basing its 

funding on employees’, employers’ and the state’s contributions. Because of the link 



 152

between contributions and benefits and the different pension requirements in each fund, 

the system would reproduce the inequalities of the labor market.  

 A combination of structural problems, clientelism and a declining economic 

activity since the late 1950s would start to put pressure on the sustainability of the 

system. First, the system would mature, meaning that it had to make increasing payments 

to an ever expanding number of people that were retiring. This coupled with a rapid 

ageing population and the clientelist allocation of pension rights to people who had not 

made contributions. Second, pension assets were invested in low-yielding operations such 

as house building projects or loans to public employees which, given the increasing 

inflation rate, would obtain low or negative returns over time. Lastly, the sharp decline in 

agricultural prices that began in the late 1950s would significantly reduce state revenues 

and consequently also reduce the transfers that it could make to fund the public pension 

system. 

 Throughout the 1960s, 1970s, and 1980s a series of measures were taken to 

change some parameters of the system and improve its performance; however, public 

pension spending would continue to increase. By the late 1980s, it was evident that the 

system was in need of a structural reform. However, consensus for reform would be hard 

to achieve in Uruguay, not only given the mobilization of pensioners and labor, which 

would oppose any major reform of the system, but also given the executive’s lack of 

congressional support. After a series of failed attempts in the early 1990s, it was only in 

late 1994 that a window of opportunity for reform (Kingdon 1995) opened when a newly 

elected government, facing the spiraling pension spending, showed a real willingness to 
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negotiate with the political opposition and elaborated a limited-mixed reform. Pensioners, 

who had traditionally focused their demands on preserving acquired rights, and the labor 

movement, that was affected by a decline that started in the early 1990s, were unable to 

block the reform initiative. This inability to block the reform was not only tied to the fact 

that the reform included specific concessions for these groups, but also to the fact that the 

reform was presented as something that was saving the system in the long run while 

giving room for people to save in individual accounts. The outcome was much less 

radical than what some analysts had desired in the Uruguayan case, leading to a new 

system in which the second private pillar’s payments will represent around 25 percent of 

the average workers’ earnings before retirement. 

 In what follows, I will show how pension reform moved to the top of Uruguayan 

policymakers’ agenda in the late 1980s by illuminating the structural problems of the 

system. I will explain that the system was mature and that it was expensive to substitute it 

with a private pillar (as occurred in Chile). Moreover the need to negotiate the reform 

with political opponents and the potential veto of pensioners and labor led to a mixed 

reform which gave a more restricted space to the private sector than that associated with 

other mixed reforms implemented elsewhere (e.g., Argentina).  

 
The Origins of the System 

 
 Uruguay was a pioneer in social security legislation in Latin America.56 As early 

as in 1829, the newly created state implemented survivorship and disability pensions for 

                                                 
56 The analysis of the origins and evolution of the system until the 1980s is based mainly on Papadópulos 
(1992), Bonini de Giorgi and Haro (1973), Filguera (Filgueira 1991). 
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some members of the military (Mesa Lago 1985:134). These pensions were non-

contributory and funded out of general taxes. 

 It was only towards the end of the 19th century that the modern public pension 

system emerged with the creation in 1896 of the school teachers’ pension fund (Caja 

Escolar de Jubilaciones y Pensiones). This fund had the structure of a modern pension 

fund receiving contributions from all public school workers, employers (the state), 

specific taxes and donations. The fund paid a defined contribution (DC) type of benefit, 

meaning that the pension received upon retirement depended on how much workers had 

accumulated in their accounts. The system was also fully-funded, meaning that workers’ 

contributions were invested in a fund. Different specialists point out this moment as the 

starting point of the modern Uruguayan pension system (Bonini de Giorgi and Haro 

1973; Papadópulos 1992; Filgueira 1991).   

 Following the model of the Caja Escolar, the Civil Fund (Caja Civil) was created 

in 1904. This fund would initially cover only some members of the national public 

administration; however, successive legislation until the early 1920’s would 

progressively include all public servants, whether they worked in government agencies or 

in state-owned companies such as the post, railways, trams, etc, (Papadópulos 1992:39). 

Thus, until the late 1910s, the workers covered by pension benefits were mainly state 

employees (military, teachers, public servants, public companies’ employees, etc.).  

 It was in 1919 that pension benefits would reach private employees with the 

creation of the Public Services Employees Fund (Caja de Jubilaciones y Pensiones de 

Empleados y Obreros de Servicios Públicos). This Fund followed the model of the Caja 



 155

Civil and Escolar regarding its funding and benefits (fully-funded; DC benefits). Even 

though initially this fund would cover only public services’ employees such as telephone, 

private railways, private bus workers, etc., successive legislation would incorporate into 

this fund every worker in the private sector. This is why the Fund would later change its 

name to Retail, Industry and Public Services Workers’ Fund.57  

 Two other types of funds created during this period would complete the 

configuration of the modern Uruguayan pension system: the Seniority Pensions Fund 

(1919) and the Special Funds for Bank employees, university teachers, notaries and the 

military (created between 1911 and 1925). The first fund would grant seniority pensions 

to people over 60 years old who had made no contributions to any fund and who were 

disabled or indigent. The second group of funds is worth mentioning because it would 

operate with significant autonomy from the national administration, even though there 

was a member from the government on its board (Papadópulos 1992:45). Moreover, the 

benefits of these funds would be significantly more generous than those of others and in 

the 1990s these funds would not be included in the reform process due to the opposition 

of their members (Davrieux 2006). 

 The gradual but consistent incorporation of workers to the different pension funds 

meant that by the mid-1950’s most of the working population had access to pension 

rights. Thus, with the 1954 law that incorporated “any person who was not covered by 

other regimes to the Retail, Industry and Public Services Workers’ Fund,” the process of 

                                                 
57 The incorporation of different categories of workers was very gradual and took place in a period of time 
that spanned from 1922 to 1953. For a detail of the different categories of workers added to this fund over 
time see Papadópulos (1992), pag 42 to 44. 



 156

gradual incorporation of workers was finished and the system reached universal 

coverage.58 

 At this point, it is worth wondering why the system evolved in this gradual and 

fragmented way providing pension “privileges” through time. There is disagreement 

among scholars. Some argue that this process was due to the mobilization of different 

pressure groups (military, teachers, blue-collar workers unions, etc.).59 Others argue that 

such a process corresponded to a specific decision by the state to create the conditions for 

the development of a dynamic labor market “offering generous pension and labor 

conditions to promote social mobility and the perspective of an accelerated personal 

progress” in a country that was undergoing an agricultural-led economic boom and 

needed immigrants.60 According to the analysis of some authors (Filgueira 1991; 

Papadópulos 1992), the argument of the first group of scholars does not seem to hold if 

one considers that, as early as in 1919, the state created a means-tested non-contributive 

pension fund for indigents whose capacity to mobilize and push for those rights seemed 

pretty minimal. In the same way, pension rights for railway workers were granted much 

later than those for school teachers.  

 It then seems logical to argue that the fragmented evolution of the system until the 

1920s corresponded to liberal politicians’ interest in providing pension benefits to those 

cohorts of workers that were more important for the development of the economy 

(professionals and bank employees, public services’ workers) by trying to replicate their 

                                                 
58 Law 12138, November 13th 1954. 
59 For authors that adhere to this perspective see Guariglia (1980) and Gianola Martegani (1983). 
60 Finch (1980). 
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earning levels upon retirement. In the same way, the creation of a non-contributive pillar 

in those years seems to have corresponded to the interests of those politicians in showing 

that everyone in the country would have some type of old-age coverage. 

 With the approval of a new Constitution in 1917, which granted voting rights to 

every citizen and paved the way to modern political competition, a new stage would 

begin and it would be marked by the main political parties’ utilization of pension policy 

to secure popular support. As Papadópulos (1992:50) explains, by gradually providing 

pension privileges as a way of creating expectative among the new voters, politicians 

would try to cement their relationship with the masses. The consequence would be a 

gradual and fragmented expansion of the pension system based on clientelist means.61 

Congress would then become the arena where the traditional parties, the liberal Partido 

Colorado (PC) and the conservative Partido Blanco (PB), would dispute the support of 

workers by promoting specific laws that would change benefits levels and access 

requirements in specific funds.62 As in the post-war Italian case, Uruguayan politicians 

since the 1920s would also use pension policy as a patronage tool.63 This explains why in 

Uruguay, as in the other cases analyzed in this research, there was a political interest in 

expanding the fragmented Bismarckian system and in not moving towards a universal 
                                                 
61 As Table 1 shows, from 1920 to 1960 different laws would be passed stipulating the specific way in 
which new groups of workers would be incorporated to the Civil Services’ Employees Fund. 
62 Partido Blanco’s official name is Partido Nacional, but the first name is more widely used. 
63 Uruguay, like Italy, between 1925 and 1995 employed an electoral system that further fostered political 
competition and legislators’ particularistic behavior. The system, called Double Simultaneous Voting, 
allowed parties to run several competing presidential and parliamentary slates in general elections. The 
winner would be the most voted slate belonging to the most voted party. This led to internal competition 
and lack of party discipline. In this situation, legislators belonging to one slate would try to find ways to 
differentiate themselves from other competing slates by giving specific benefits to their constituencies, 
such as pension legislation that changed benefits’ level and requirements (Filgueira 1991; Papadópulos 
1992). For more details on the electoral system and its impact on polycymaking, see Franco (1984) and 
Manwaring and Shugart (1997). 
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system that would pay flat benefits. Table 4.1 summarizes the development of the 

Uruguayan pension system until the 1960s. 

 
Table 4.1: Evolution of the Uruguayan Public Pension System Until the 1960s 

 

Late 1800’s 1900-1919 1920-1960 

 
 1898: Teachers’ Fund. DC 

benefits and fully-funded  
 

 
 1904: Civil Fund for 

members of the National 
Public Administration. DC 
benefits and fully-funded. 

 
 1911: Special Funds for 

banks’ employees, notaries, 
the military. DC benefits and 
fully-funded 

 
 1919: Public Services’ 

employees fund. DC benefits 
and fully-funded.  

 
 1919: Non-contributive pillar 

for indigents. 
 

 
 1922-1953: Different groups 

of workers from the private 
sector are incorporated 
progressively to the Public 
Services’ Employees fund. 
(each group with different 
pension requirements and 
rules).  

 
 1954: the Public Services’ 

Fund changes its name to 
Retail, Industry and Public 
Services’ Employees Fund. 

Source: Own Elaboration based upon Papadópulos (1992) and Filgueira (1991) 

 

Consolidation, Crisis and Pension Reform at the Top of the Agenda: 1960-1990 

 Once the public pension system reached universal coverage with the 1954 law 

that incorporated any worker who did not have any protection into the Retail, Industry 

and Public Services’ Employees Fund, the period until 1973 would be characterized by 

an intense political competition between the main two parties and the utilization of 

pension legislation as a way to reinforce their clientelist relationship with the masses. The 

focus of pension legislation during this period would be on two aspects: the introduction 
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of more favorable retirement mechanisms and the improvement or maintenance of 

pensions’ real value (Filgueira 1991:30).  

 As good examples of expansive pension legislation during this period, we could 

mention different laws that allowed women to retire earlier than men and others that 

allowed retirees to keep receiving pension payments if they came back to work for less 

than five years. On the other hand, and to explain the correlation between political cycles 

and pension legislation, Filgueira (1991) and Papadópulos (1992) show how during this 

period national legislators would usually pass a revaluation of pension payments shortly 

before elections as a way of securing the support of workers and retirees.  

 Although legislation enacted during this period would contribute to a great 

consolidation of the system and to an improvement in the conditions of access and 

payment levels, the 1950s – 1970s period would coincide with a persistent decline in 

economic activity due to the fall in commodities’ prices, the backbone of Uruguay’s 

export economy. This meant that the state would have fewer resources to fund its 

spending, much of which went to fund the public pension system. Initially, and to avoid 

affecting the interests of the different sectors in the economy, the government would 

implement important devaluations of the national currency to boost the competitiveness 

of its exports. However, such a move would impact the inflation rate as it would not be 

accompanied by a reduction in public spending (Filgueira 1991:35). In an inflationary 

environment, the value of the pension benefits would rapidly deteriorate and pressure 

would arise for periodic pension revaluations.  
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 The management of pension contributions would also prove to be quite poor. 

Since the mid-1950s different laws had allowed the funds to invest in low-yielding 

activities such as house building projects and government bonds. In addition, funds were 

authorized to give loans to their employees in very generous terms (Papadópulos 

1992:58). Such activities would rapidly erode the reserves of the different funds and they 

made it necessary in 1958 to change the system’s funding principle from fully-funded 

capitalization to pay-as-you-go (PAYG), where current workers’ contributions would be 

used to pay current retirees, with no accumulation of funds taking place. 

 An additional problem that would start to put pressure on the sustainability of the 

system was its maturation and the population’s demographic evolution. That the system 

was mature meant that it was making payments to an increasing number of workers who 

were retiring. This coincided with a reduction of the number of workers vis-à-vis the 

number of retirees. Some studies have estimated that if in 1963 the ratio of contributors to 

retirees was of 4 to 1, by 1983 such relationship had fallen to 1.3 to 1 for the regimes 

administered by the National Social Security Bank (BPS), and that it was around 1 to 1 in 

some of the special funds such as the one for the military (Fortuna 1985:10). Moreover, 

official figures show that people over 65 years old represented more than 11 percent of 

the population (a high number even for that time) in 1950, and that by 1995 such number 

would jump to 17 percent. In the same period, the dependency ratio, which measures the 

number of people aged more than 65 to those between 15 and 65 years old, jumped from 

13 to 20, a level similar to those of advanced industrialized countries (Tables 4.3 and 

4.4). 
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 The provisions passed in the 1950s that allowed some categories of workers and 

women to retire earlier would start to put pressure on the sustainability of the system 

already in the 1970s. This was due to rapid population ageing and to the massive 

emigration of young people due to the country’s economic stagnation. The latter 

phenomenon would be further accelerated by the onset of the military dictatorship in 

1973 and the political repression that followed.  

 During the 1950s and until the late 1960s cost-containment and reorganization 

measures were hard to be enacted due to the intense competition between the two 

traditional parties, which saw pension policy as a way to secure support for them. As 

occurred in Italy, given an electoral system that fostered internal party competition, 

pension legislation passed in such conditions would cater to specific constituents’ support 

and lead to more pension spending. The problem of political competition would be 

further worsened by the emergence in 1971 of a Marxist-inspired political party, the 

Frente Amplio (FA), and the formation of a strong guerrilla movement (Tupamaros).  

 In an increasingly polarized environment, the 1966 presidential elections were 

won by the most conservative slate from the Partido Colorado. The new president, Jorge 

Pacheco Areco, would force changes to the Constitution to strengthen the power of the 

presidency vis-à-vis Congress and therefore be able to quickly implement reforms the 

country needed (Buchanan and Nicholls 2003:122). In 1967, and as part of the 

constitutional changes, the Social Security Bank (Banco de Previsión Social, BPS) was 

created. This entity was intended to centralize and manage all the different funds to bring 

order and eliminate the significant distortions among those funds that led to very different 
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rules and benefits. However, only the Civil Fund, the Retail Industry and Public Services 

Employees’ Fund, and the Rural and Domestic Employees’ Fund were put under the 

authority of the BPS. The special schemes for bank employees, notaries, and university 

employees were excluded. The latter funds had very generous benefits and ran deficits 

that had to be covered by public transfers.64 More importantly, the military also preserved 

their separate fund that granted very generous benefits with privileged conditions.65 

 At the onset of the military dictatorship in 1973, the Uruguayan public pension 

system was composed of a total of nine pension funds, three of which were under 

management of the BPS (Public Service and Education; Industry and Retail; Rural and 

Domestic Employees). The government also had under its management the Military and 

Police Fund. The remaining four funds were managed in a more autonomous way, 

although all of them received some state contributions and had one representative from 

the executive.66  

 The military dictatorship inaugurated in 1973 would try to bring order to the 

public pension system as it understood that its chaotic development was a consequence of 

the clientelist pressures of the recent past (Filgueira 1991:39). Therefore, the new 

administration passed a series of measures aimed at reducing public transfers allocated to 

the public pension system. The 1979 Institutional Act #9 (AI9) would mark the first 
                                                 
64 Filgueira (1991) estimated that the ratio of the benefits paid by these funds to the Retail one was more 
than 6 to 1. 
65 After the 1973 coup the Police would be incorporated to the military fund. According to some analysts, 
the reason why the government in 1967 did not push further with the reform of the system by reducing 
benefits, raising retirement age, etc, was because the reform was still done in a democratic setting and those 
changes would have been hard to negotiate with more liberal sectors from the Colorado and Blanco Party 
and, of course, would have faced the strong opposition of the Frente Amplio. See Filgueira (1991:36) and 
Papadópulos (1992:70). 
66 They were the funds for the following categories: bank employees, notaries, university workers’ and 
professionals, Jockey Club personnel. 
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major reform in the parameters of the Uruguayan pension system. Among the most 

important changes was a change in the method to annually adjust pension payments to a 

Medium Wage Evolution Index, with the President being authorized to make discretional 

adjustments according to each fund’s specific situation. The latter aspect implicitly meant 

that the executive was given significant leeway to adjust pension levels according to the 

current economic situation. Moreover, employers’ contributions were lowered and some 

specific taxes eliminated and replaced by transfers form the Value Added Tax. On the 

other hand, the retirement age was standardized at 60 years for men and 55 years for 

women.67 Finally, many previous provisions that allowed receiving more than one 

pension were eliminated. Table 4.2 summarizes the changes to the parameters of the 

system as a consequence of the AI9. 

Table 4.2: The 1979 Reform 

 
 Standard retirement age set to 55 years for women and 60 for men 

 
 Minimum of 30 years of contributions to get a pension 

 
 Replacement ratio set between 60 percent and 80 percent of the last salary 

 
 Pensions adjusted by an Average Wage Index, President could set differential adjustments 

 
 Employers contributions set at 14 percent of payroll and Employees’ at 13 percent (1) 

 
 Elimination of access to multiple pension benefits. 

 
1: Total contributions would be further reduced to 25 percent of the payroll in 1982 in an attempt to boost 
employment 
Sources: Saldain (1987), Papadópulos (1992) and Filgueira (1991) 
 

                                                 
67 Before 1979 there was not a standardized retirement age or contribution years but different provisions for 
each fund and type of economic activity. 
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 Specialists of the Uruguayan public pension system (Papadópulos 1992; Filgueira 

1991; Saldain 1987) point out that this reform implied a significant turn around in the 

way the system was administered. The reform was elaborated at the Budget and Planning 

Bureau (Oficina de Planeamiento y Presupuesto, OPP), run by Ariel Davrieux. He was a 

member of one faction of the Colorado Party and, shortly after the 1973 coup, he was 

promoted from the Statistics Department of the Finance Ministry to this office. Davrieux 

and his team were the first to conduct serious estimates about the future evolution of the 

system and to analyze what parameters needed to be changed. In his words, “the 

Institutional Act #9 provided some uniformity to the system and put it in order” 

(Davrieux 2006). The “order” to which Davrieux refers was related to the fact that, in 

addition to the changes in the parameters of the system described in Table 4.2, the 

Institutional Act # 9 put the major three pension funds under the authority of the Social 

Security Secretariat (Dirección General de la Seguridad Social - DGSS) and designated a 

supervisor for each of the other six funds. The DGSS and the supervisors were under the 

authority of the OPP.  

 At the OPP, Davrieux and his team would further analyze the real conditions of 

the pension system. His thorough analyses of the system would end up convincing him 

later on (once democracy was restored and he kept his position at the OPP until 1990 and 

then from 1995 to 2000) that a substitutive reform of the system would be impossible to 

enact in Uruguay. The reasons were the maturity of the system and the high transition 

costs that such a move would entail (Davrieux 2006; Vera 2006).   
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 As a consequence of the change in the parameters of the public pension system 

introduced by the AI#9 and other legislation during the military regime, for the first time 

in many years pension spending fell [from 13 percent of GDP in 1972 to 10.5 percent in 

1980 (Davrieux 1987)]. In an inflationary environment, the negative demographic 

evolution, the reduction of state transfers to fund the system, and the reduction of 

employee and employers contributions (decided by the military government as way to 

promote employment) meant that the real value of pension benefits fell significantly as 

the system had to pay more benefits with less money.68 The pressure to revaluate 

pensions to catch up with the inflation rate would start to be felt as soon as the military 

dictatorship waned and a new democratically elected government took over in 1985. By 

that time, the pension problem was already at the top of policymakers’ agenda as the 

pension system represented the first category in public spending: 9.4 percent of GDP 

compared to 1.5 percent in public education by 1985 (Filgueira 1985:39). Therefore, the 

second part of the 1980s would be marked by pressure from a new actor in pension 

policy, the pensioner movement (with the support of the labor movement), to revaluate 

benefit levels. This would clash against the new government’s intention to contain public 

spending. An analysis of the major economic, demographic and social security indicators 

helps us understand why the situation of the public pension system would spark the 

attention of the newly elected government since 1985. Tables 4.3 and 4.4 provide these 

data. 

                                                 
68 To have an idea of the ageing problem and of the burden that represented the maintenance of the pension 
system for the state, in 1985 it was estimated that there were 705,000 pensioners out of a population of 
3,100,000. Approximately 90 percent of the pensions were paid by the Social Security Bank (BPS). For 
more details see Papadópulos (1992).  
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Table 4.3: Key Socio-Economic Indicators 

    1982 1985 1986 1988 1990 1991 1992 1993 1994 

 
GDP growth  -9.8 1.5 8.8 1.5 0.3 3.2 7.9 2.7 7.3 
(Percentage change) 
  
Inflation   19.0 72.2 76.4 62.2 112.5 102.0 68.5 54.1 42.2 
(Percentage change) 
 
Unemployment rate 16.4 13.5 10.7 8.6 8.5 9.0 9.0 8.3 9.2 
(Percentage) 
 
Government balance -9.2 -5.6 -0.6 -1.5 0.3 0.8 0.5 -0.5 -2.6 
(Percentage of GDP) 
 
Government debt  70 55 35 40 32 25 24 22 25 
(Percentage of GDP) 
 
 Sources: World Development Indicators (2002), Instituto Nacional de Estadistica (Uruguay), World 
Development Indicators (2006). 

 

Table 4.4: Social Security and Demographic Indicators 

   1982 1985 1986 1988 1990 1991 1992 1993 1994  

 
Pension spending 
(Percentage of GDP) 8.5 9.4 10.7 11.8 11.9 12.71 13.42 14.9 15.0  
 
Contributors/pensioners 1.4 1.4 1.3 1.2 1.2 1.2 1.1 1.1 1.1  
(BPS funds) 
 
BPS balance  -4.5 -3.5 -2.8 -3.7 -3.9 -4.2 -4.3 -4.4 -4.7 
(Percentage of GDP) 
       
Old-age dependency ratio 17 17 - - 18 - - - 20  
(Number of dependants)  
 
Total fertility rate   
(Children per woman) 3 2.57 - - 2.53 - - - 1.8 
 
Source: Author’s own elaboration upon data from The UN World Population Prospects: The 2004 
Revision. Available at  http://esa.un.org/unpp/. Also with data from Papadópulos (1992); Fortuna (1982); 
Kay (1998). 
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 The overall situation of the economy during the 1980s and early 1990s did not 

help to alleviate the already critical situation of the public pension system. As mentioned 

before, high inflation rates would erode pensions’ real value while equally high 

unemployment rates, which in 1982 would peak at more than 16 percent in the wake of 

the debt crisis, would also affect the level of contributions received by the system. 

Government debt levels would peak 70 percent of GDP at the time of the 1982 debt crisis 

and would diminish over time, however, due to the erratic economic growth the national 

debt would still represent an important burden on public finances. Regarding the social 

security system, it is possible to perceive the spiraling trend in pension spending, which 

by the late 1980s would reach almost 12 percent of GDP and would continue to increase 

during the 1990s, reaching 16 percent of GDP by 1994. In a similar trend, the deficit of 

the public pension system would permanently increase during the 1980s and stay above 4 

percent of DGP during the 1990s. 

 On the demographic side, improvements in life expectancy, a declining fertility 

rate and massive emigration of young and highly educated people during the previous 

decades for political and economic reasons impacted on the proportion of old to young 

people. Thus, the old-age dependency ratio jumped from 13 dependants in the 1950s to 

more than 20 in the 1990s.  

 

The 1980s: the First Reform Attempts 

 The restoration of democratic rule in 1985 would bring some hope to different 

groups that had been excluded from participating in decisions regarding the public 
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pension system during the recent authoritarian experience: the traditional political parties, 

the new and increasingly powerful pensioners’ movement, and the labor movement. 

According to some analysts (Papadópulos 1992; Filgueira 1991; Kay 1998, 1999), an 

important aspect during this period was the formation of the pensioner movement as a 

very powerful pressure group (something that had never previously happened). This was 

an important characteristic of the Uruguayan case when comparing it to other Latin 

American cases like Argentina. A cause for this was probably to be found in the 

consistent deterioration of pension benefits since the 1960s and the consistent failure of 

political actors (either democratic or authoritarian) in bringing a solution to the decline in 

pension benefits. Moreover, Uruguay had the highest pension coverage in the continent 

and pensioners represented a significant percentage of the electorate and also a significant 

percentage of the total population, higher than in any other Latin American country.69  

 Given the critical situation of the public pension system in the mid-1980s, the new 

democratic government elected in 1985 would try to focus on implementing some 

measures to cut pension spending at first and then to try to change some of the parameters 

of the system. As some observers point out (Papadópulos 1992; Filgueira 1991), the new 

administration from the Partido Colorado led by President Sanguinetti would initially try 

to use the annual pension revaluation which, following to the AI9, could be set 

“according to the needs of the public treasury” as an adjustment variable to put pension 

spending under control. Therefore, in 1985 the government would implement a 

                                                 
69 Busquets (2005) estimates that while pensioners represented 20 percent of the electorate in Argentina, in 
Uruguay they represented more than 36 percent. As mentioned before, by 1985 there were about 705,000 
out of a total population of 3,100,00 people, which means that pensioners represented 22.7 percent of the 
total population. 
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revaluation of pension benefits that was lower than the annual wage index. When in 

1986, the government tried to do the same, opponents in the Colorado party as well as in 

the other parties would force the executive to review its original intentions of setting a 

lower revaluation. In the end, the government had to implement the adjustment stipulated 

by the annual wage index. 

 Realizing that the problem of spiraling public pension spending could not just be 

controlled through a change in the annual indexation mechanism, in April 1987 the 

government presented a project that contemplated a reform of some of the parameters of 

the system. Specifically, it proposed: a) to cap pension benefits putting a ceiling of 7 

minimum wages; b) to set a minimum benefit level for the lowest pensions; and c) to 

discourage early retirement by applying a lower annual adjustment for people who retired 

at 55 years of age in the case of women and at 60 in the case of men (Papadópulos 

1992:149). The project also proposed to set a new method to adjust pensions that would 

result from the average of the wage index and the inflation rate.70 Together with the bill, 

the government proposed to adjust pensions for 1987 by 70 percent (following the 

evolution of the CPI) rather than 77 percent, a figure representing the evolution of the 

annual wage index. 

 The project would be hotly debated among the two traditional parties, the ruling 

Partido Colorado and the Partido Blanco. After long negotiations, the government 

finally set an agreement with the leftist Frente Amplio that included the following points: 

                                                 
70 The bill sent to Congress on March 3rd 1987 also allowed the executive to adjust pensions by the lower of 
the two indexes if Treasury funding was not enough to pay what the average would stipulate. See Filgueira 
(1991:46). 
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a) pensions would be adjusted following the evolution of the CPI; b) pensions’ maximum 

ceiling would be set at 15 minimum wages and not 7 as proposed in the original project; 

and c) early retirement would be discouraged by applying a lower annual adjustment. 

This reform experience would then show that pension reform in Uruguay was a very 

difficult matter that required at least a minimal consensus. It also showed that to gather 

support, government would have to give concessions, as evinced by the changes between 

the original project and the reform finally approved.  

 Finally, the pension reform experience of the late 1980s would heighten the 

political weight of both pensioners and labor. In this regard, some specialists of 

Uruguayan pension policy (Kay 1999; Filgueira 1991; Papadópulos 1992) agree that the 

emergence of pensioners as an important actor since the mid-1980s was due in part to the 

problematic condition of pensioners, most of whom were receiving pensions that were 

well below the minimal wage. These specialists conclude that what was critical for the 

emergence of pensioners as a key policy actor was the lack of reaction from the 

traditional political parties to the 1985 revaluation of pensions. In their view, by this time 

there seemed to be a vacuum regarding the attention that the different parties gave to 

pensioners’ problems.71 It was in this situation that pensioners associations could emerge 

as a relevant actor in pension policy to fill that vacuum. Unlike their Argentine 

counterparts, however, Uruguayan pensioners would quickly organize in a national 

                                                 
71 As Papadópulos notes (1992, 160), citing the opinion of some legislators, in 1985 the focus of the 
traditional parties seemed to be more in securing the recently restored democratic institutions and not in 
confronting the government in this issue. However, as time went on and insitutions were no longer the 
priority, the different political parties would start to express and maintain their own positions in pension 
policy. By this time, however, pensioners (with the aid of labor) had become relevant actors whose interests 
could not be disregarded by the different political parties.  
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organization in order to better defend their goals: in 1985 they would create the National 

Pensioners Assembly (Plenario Nacional de Jubilados y Pensionistas) composed of more 

than thirteen associations and, later on in 1989, they would create the National 

Pensioners’ Association (Organización Nacional de Jubilados y Pensionistas del 

Uruguay - ONAJPU), representing more than 120 pensioners associations.   

 The experience of many leaders from the Plenario and the ONAJPU as former 

union leaders certainly helped pensioners to better organize themselves and secure the 

support of organized labor to achieve their goals (Ferrari 2006; Papadópulos 1992:162). 

Moreover, Uruguayan pensioners, unlike their Argentine counterparts, would be helped 

by an independent and unified labor movement that had traditionally supported import-

substitution policies and that would emerge from the dictatorship ready to combat neo-

liberal cost-containment reforms (Kay 1999, 411).72  

 During the 1987 legislative negotiations to pass some kind of reform, the main 

labor confederation PIT-CNT and the different pensioners associations would hold 

weekly demonstrations in front of Congress pressing legislators to reject the 

government’s proposal. As Kay (1999:416) points out, the alliance between labor and 

pensioners would be finally cemented in 1989, on the occasion of the plebiscite that 

pensioners would successfully put on the ballot to adjust pensions following the evolution 

of national public administration’s salaries. This alliance would be further strengthened 

with the support provided by the leftist Frente Amplio; support which, during the 1990s 

                                                 
72 Pensioners’ organizations would remain independent from labor during all this period; however, as one 
labor union leader comments, both actors would cement their relationship thanks to contacts between 
pensioner leaders and union members and their common perception of the different reform attempts as 
going against pensioners’ rights (Ferrari 2006).  Papadópulos (1992:159) also highlights this point. 
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reform attempts, would vote down every reform attempt in Congress.73 Given that 

pensioners and labor would constitute important veto players during early 1990s reform 

attempts, it is necessary to better describe their main characteristics and attitudes towards 

pension policy. 

 

Pensioners, Labor and Their Influence on Pension Policy 

 As was mentioned earlier, perhaps one of the most important characteristics of the 

post-authoritarian democratic period was the emergence of a relatively powerful 

pensioner movement. According to some specialists, this phenomenon was related both 

to the significant weight that pensioners had in a small and rapidly ageing population and 

to the traditional importance of the pension provision in a country that was perceived by 

its own citizens as Latin America’s leader in this regard (Saldain 1987, Mesa Lago 1985). 

However, what some experts (Filgueira 1991; Papadópulos 1992) point out as the cause 

for the emergence the pensioner movement as a powerful player after 1985, was the 

critical condition of the pension system. The 1970s reforms that reduced the system’s 

sources of funding (in a context of an ageing society) signified that by the mid-1980s 

only 36 percent of pensioners received a benefit that was above the Minimum National 

Wage of US$ 75. In addition, there was a marked inequality among the different funds, 

with only 20 percent of pensioners reaching the minimum wage value in the funds under 

the administration of the BPS and more than 80 percent in a similar condition in the 

                                                 
73 As I will explain later on, towards the mid-1990s some moderate members of this leftist political force 
would start to accept that the pension system needed some structural change. In fact, some of its members 
would participate in the 1995 negotiations but would have to withdraw following the front’s official 
decision not to participate in the talks. 
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special funds for notaries, university employees, and the military (Saldain 1987:111; 

Papadópulos 1992:90). Given that around 90 percent of pensions were paid by the BPS, it 

is possible to see that the problem of pension revaluation would spark the interest of most 

of pensioners.  

 Pensioners would then start to mobilize on the occasion of the 1985 and 1986 

pension revaluation discussions and, more importantly, during the negotiations for the 

1987 reform. As some experts argue, the success of pensioner organizations in becoming 

a powerful actor during this time should be attributed to the absence of a comprehensive 

program by the traditional parties and the initial focus of such organizations on a short 

term and pressing goal that affected the elderly: the revaluation of pensions (Filgueira 

1991; Kay 1998).  

 An additional contributing factor that would strengthen the position of the 

pensioner movement was that in 1985, on the occasion of the first discussions of 

pensions’ revaluations, the thirteen pensioners organizations that existed at the time 

merged in one large association, the National Pensioners Assembly (Plenario Nacional 

de Jubilados y Pensionistas). The expectation was that this Assembly would be more 

effective in promoting pensioners’ interests. The Plenario would claim to have the 

support of more than 300,000 retirees and, later on in 1989, it would become the National 

Pensioners’ Organization Organización Nacional de Jubilados y Pensionistas – ONAJPU 

including more than 120 pensioners associations (Kay 1998:415). 

 The Uruguayan pensioner movement then was one of the most powerful when 

compared to those of other countries in this study. In Spain we have seen that such 
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organizations were scattered and that during the 1990s’ reforms they were not taken 

much into account. As we will see in the next chapter, in Argentina the situation was 

quite similar to Spain with pensioners dispersed across more than one hundred 

organizations. The Uruguayan case has some similarities to that of Italy, where we also 

saw an influential pensioner movement. However, unlike Italy, Uruguayan pensioners 

would not form part of the labor movement, even though in the late 1980s and early 

1990s they would act together to block or alter reform proposals. As some analysts point 

out (Papadópulos 1998; Kay 1999; Filgueira 1991), Uruguayan pensioners’ influence 

since the late 1980s has relied on pensioners’ alliance with labor (and the support 

provided to both by the leftist Frente Amplio), together with their ability to successfully 

lobby legislators and advance pension policy referendums on two occasions: 1989 and 

1994. Here, as Kay argues (1999:417-18) argues, the existence of such a direct 

democratic mechanism has further enhanced the power of pensioners in the reform 

process when comparing them to their counterparts in Argentina or Brazil.  

 Unlike its Italian counterpart, however, the Uruguayan pensioner movement was 

focused since its beginnings on a very specific goal: the adjustment pensions’ real value. 

Thus, while in Italy pensioners would form part of the labor movement since early on 

and, starting in the 1970s, they would focus on the long term sustainability of the system, 

in Uruguay pensioners would not look at “the big picture” of the pension problem, its 

sustainability, but rather to the benefit levels provided by the system. Such a strategy, in 

light of the different attempts in the 1980s to adjust pensions below the inflation rate as a 

way to contain public spending, would attract public support. Indeed, this explains the 
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success of the 1989 pensioner-backed constitutional reform initiative to include a 

constitutional amendment that would adjust pensions automatically whenever there was 

any wage increase for public servants.74  

 The lack of a common vision about the pension problem of the two most 

important parties, combined with the permanent focus of pensioners on the situation of 

the elderly (a sensitive issue in an aged society), also explains the success of pensioners 

in convincing legislators to block reforms during the early 1990s (Kay 1998). However, 

when in late 1994 policymakers from the two traditional parties would agree on a limited 

reform by pointing out the necessity to “save” the system from collapse including 

provisions to safeguard the situation of current pensioners, the pensioner movement 

would not be able to successfully resist such an initiative. 

 During the 1980s discussions on the revaluation of pensions and in the different 

reform attempts in the early 1990s pensioners would receive the support of the labor 

movement, represented by the leftist oriented PIT-CNT (Plenario Intersindical de 

Trabajadores – Convención Nacional de Trabajadores). This confederation had 

traditionally cooperated with business elites and political parties during the period of 

import-substitution industrialization (until the late 1960s) while maintaining its autonomy 

from the traditional political parties (Kay 1999:411). Once democracy returned, this 

confederation would keep its state interventionist stance and oppose cuts in social 

spending. Thus, they would join pensioners in their demands for higher benefits.  

                                                 
74 The initiative was put on a ballot in the 1989 presidential elections and passed with more than 82 percent 
of total votes. As will be explained below, this provoked a spiraling pension spending in the 1990s and 
explains the necessity to perform a structural change of the system. 
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 The defense of the public pension system and the resistance to any measure that 

would imply a further reduction of benefits would continue during the 1990s and, as we 

will see, labor’s alliance with the powerful pensioner movement, together with the 

support to their positions provided by the leftist Frente Amplio in Congress, explains 

much of the failure of the three reform attempts in the early 1990s. However, throughout 

the 1990s the labor movement would be affected by a series of changes that took place in 

the Uruguayan economy and had to do with industrial restructuring as a consequence of 

economic deregulation, the opening of the economy and the government’s decision - 

given labor’s militant opposition to its market oriented reforms - of suspending collective 

wage bargaining and forcing employers and employees to bargain at the shop floor level 

(Buchanan and Nicholls 2003, 128).75 In this new scenario, output in the manufacturing 

activity, a former very protected sector in which labor affiliation had been traditionally 

high, declined by more than 60 percent throughout the 1990s and economic activity 

increasingly concentrated in the service sector, where unions have traditionally been 

weaker (Buchanan and Nicholls 2003:129; Cassoni 2000:7). In practice, this meant a 

weakening of labor vis-à-vis business. Unionization rates then fell significantly during 

these years and some unions decided not to participate at the confederal level and 

negotiate directly at the firm level (Cassoni 2000:8; Buchanan and Nicholls 2003:147).  

                                                 
75 As Buchanan and Nichols (2003) and Cassoni (2000) explain, the opening of the economy and the 
subsequent import tariff reduction would devastate the fairly inefficient and traditionally protected 
manufacturing sector. In fact, Cassoni (2000) shows that union membership declined sharper in this sector 
than in others and Buchanan and Nichols (2003, 130) calculate that unemployment in this sector grew well 
above the national average. 
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 In sum, towards the mid 1990s there was an important decline in the power of the 

labor movement as a unified actor. This would explain why in 1994, once political parties 

agreed on a reform that did not touch the acquired rights of current retirees (a basic claim 

of pensioners) and promised to “save” the public pension system (something on which 

labor and pensioners permanently campaigned), labor was unable to impose much 

resistance. This does not mean that labor became an insignificant player in pension 

policy; rather, it means that its degree of influence on major policies such as pensions 

would start to decline as the 1990s wore on. Table 4.5 provides data on unionization rates 

during the 1980s and 1990s.  

 

Table 4.5: Unionization Rates 

 Years  1985 1987 1989 1991 1993 1995 1997 1999 2001 

 
Rate   35.4 33.3 29.7 20.5 17.2 15.2 15.1 14.8 14.5  
(Percentage of  
total workers) 
 
Source: Cassoni (2000) and Rodriguez et al (2002). 

 

 When comparing the role of Uruguayan labor in pension policy we can see 

important differences with the other cases covered in this study. Compared to the 

European cases, organized labor in Uruguay was already in decline while in Italy and 

Spain unions went through economic restructuring processes in the 1980s and had to 

regroup themselves to maintain the support of their rank and file. Therefore, the reason 

Uruguayan labor did not “react” and changed its vision of the pension problem towards a 
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more conciliatory position (as its European counterparts did) was because by the time the 

1995 reform was debated labor was just starting to experience the full impact of its 

decline. As we will seen in the next chapter, compared to the Argentine labor movement, 

Uruguayan labor lacked a close relationship with a labor-based party and this would 

affect its capacity to influence major policies and obtain numerous concessions.   

 

Failed Reform Attempts and Interest Group Mobilization: 1990-1994 

 As has been shown, the 1980’s were a very important period in pension policy 

that would set conditions for any future successful reform attempt. First, the 1987 “mini 

reform” showed the importance of negotiation and of having to concede concessions to 

pass a reform. Second, the role of pensioners and the labor movement could not be 

ignored, although labor would start to lose power as the 1990s wore on. Third, the 

outcome of the 1989 constitutional plebiscite meant that the new government that came 

out of the elections would have to do something to stop the ballooning pension spending 

that would increase by 50 percent from 1990 to 1995 (See Table 4.4). Regarding the 

latter aspect, the view of specialists and former bureaucrats alike is that the 1989 

automatic adjustment of pensions would put the issue of pension reform as an absolute 

priority as policymakers realized that it was necessary to stop the spiraling pension 

spending (Forteza et al 2004; de Oliveira et al 1994; Saldain 1999; Rius 2003; Forteza 

2006; Davrieux 2006).  

 Before examining the early 1990s in depth, it is worth identifying the position of 

the main political parties regarding pension policy. The two traditional Uruguayan 
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political parties, the liberal Partido Colorado and the conservative Partido Blanco, had 

dominated Uruguayan politics since independence and, as was described in the origins of 

the system’s section, they had had a significant role from the 1930s to the 1960s in the 

unsustainable expansion of the system. In the 1980s the Partido Colorado was the first to 

recognize that some changes to the system were necessary to make it more sustainable. 

The same position would be adopted among some members of the Partido Blanco, 

especially by the faction that won the 1989 elections supporting Luis Lacalle as president. 

It is worth pointing out, however, that there would be different factions inside each party 

as a consequence of the electoral system, and these factions would hold diverging 

positions on what to do with the pension system. In fact, some analysts point out that the 

success of the pensioners in the 1980s and early 1990s in blocking some of the reforms 

proposed by the different administrations was because pensioners were able to secure the 

support of legislators belonging to small factions of the two main parties (Kay 1998, 

Papadópulos 1998). 

 On the left of the political spectrum, the focus of the leftist Frente Amplio (FA) in 

the early 1990s would be on maintaining pensions’ purchasing power and setting a 

minimum benefit level equivalent to the national minimum wage. The FA also proposed 

to implement the 1967 constitutional provision (voted at that time but never executed) of 

giving representation to labor, pensioners and business on the Social Security Bank 

(BPS) board. It is clear that the position of the FA would be closer to those of labor and 

pensioners than to those of the main factions in the two traditional parties. This explains 

why during the early 1990s the FA would support the anti-reform movements of 
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pensioners and labor. However, as we will find, by 1995 some members of this political 

party would start to recognize that some structural change of the system, although 

maintaining the acquired rights of pensioners, was necessary to maintain the 

sustainability of the system. This was especially the case of the group led by the National 

Deputy Danilo Astori (Davrieux 2006).76  

 Given the critical situation of the system and the necessity to stop the spiraling 

pensions spending, between 1990 and 1994 President Luis Lacalle’s administration 

elaborated three reform attempts. The first reform attempt was submitted to Congress in 

early 1992 and it was the result of almost one year of negotiations among experts from 

the PC, PB and FA, brought together by the government to study the prospects of a 

reform. While in this commission every member agreed on the importance of doing 

something to stop the system from “bleeding money,” the specific positions of each 

member varied significantly. The leftist FA did not want major changes and proposed to 

improve the collection of contributions and lower administrative costs. The experts from 

the PB wanted to maintain the PAYG structure, reform some parameters, and eliminate 

the automatic indexation provision. A faction from the Partido Colorado (Batllismo 

Radical) wanted to follow the Chilean substitutive model and another one, led by Ariel 

Davrieux (Foro Batllista), already proposed a mixed-model (Davrieux 2006). As a result 

of the long debate, a notional defined contribution system (NDC) was proposed. The 

system, similar to the one that Italy would implement after 1995, while maintaining the 

                                                 
76 When FA candidate Tabaré Vazquez won the 2004 presidential elections, he designated Danilo Astori as 
finance minister. Since then, he has adopted a pragmatic market oriented economic policy and, in the field 
of pensions, he has defended the current system implemented in 1996. See El Pais (2006). 
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PAYG structure, would establish individual “accounts” in which workers’ contributions 

would be registered. Upon retirement, new retirees would receive a payment equivalent 

to the accumulated record of their account indexed by the evolution of the average wage 

index. This would lower replacement ratios from the average 75 percent of the last salary 

in the old system to 50 percent in the proposed new one. 

 As some observers and interviewees point out, the designation of this initiative as 

“Urgent Consideration” – which entailed a quick passage from Congress without a 

thorough negotiation with legislators of the different factions - explains why this reform 

failed to garner sufficient support (Davrieux 2006; Vera 2006). In addition, the “gray 

power” represented by the pensioner movement lobbied legislators against the proposed 

measure, arguing that the legislation just sought to cut future benefits and did not address 

the problem of the low benefits that current retirees were receiving (Papadópulos 

1998:157).  

 The two other reform attempts presented by Lacalle were less ambitious than the 

previous one. This was because after the failure of the first reform attempt, some factions 

from the ruling Partido Blanco and others from the Partido Colorado (e.g., Foro 

Batllista and Batllismo Radical) decided not to collaborate anymore with the government, 

seeing it weak and unwilling to negotiate with the opposition (Vera 2006; Davrieux 

2006). 

 Taking notice of the difficulty in garnering support for a broad reform and given 

the soaring pension spending, the President decided in late 1992 to include some 

provisions in the annual Budget Resolution bill (Rendición de Cuentas) that changed 
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certain parameters of the public pension system. Specifically, workers’ benefits would be 

calculated taking into account their last ten years of work and not the last three as had 

been the norm. In addition, minimum pension levels would be reduced to 55 percent of 

the average salary during the last ten years of work before retirement (Papadópulos 

1998:158). As the government expected, the measure was passed along with the Budget 

Resolution Bill. 

 Public outcry on the new measure by the pensioner lobby followed. Once again, 

the pensioners together with the labor movement and the FA called for a campaign to 

reject the measure and assembled enough firms to hold a referendum. In 1994, the 

referendum was held together with new presidential elections and the result was the 

elimination of the norm. In a last attempt, the president submitted a structural reform 

project in June 1993 that called for the implementation of a mixed system similar to the 

one being treated in Argentina at that time. Yet, little consultation with the opposition, 

combined with a lack of support the ruling Partido Blanco’s factions, meant that the 

project would not even be considered by Congress. 

 In sum, the 1990-94 experience yielded some lessons for future reformers. First, 

the power of the “grey lobby” in alliance with the labor movement and the leftist FA 

could not be ignored. Thus, any reform attempt would have to be negotiated with them 

and contemplate some kind of concessions in exchange for their support. A successful 

reform attempt would have to show that the government was caring about the situation of 

current retirees (to deactivate pensioners’ action) while introducing new provisions to 

make the system sustainable in the long run. These latter points had been absent in the 
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three failed reform attempts, which had just been presented as a government initiative to 

cut spending. In this sense, any future reform project would have to be presented not as a 

“mere technical” solution to the pension problem, but as one that would “save” the 

system and maintain some of its basic features, especially pensioners’ acquired rights. 

The lessons would prove to be learned when the Colorado Party won the November 1994 

presidential elections. 

 

The Emergence of a Limited but Successful Consensus: 1994-1995 

 Shortly after the elections, in November 1994, the newly elected president Julio 

María Sanguinetti decided to form three commissions with experts from each political 

party (PC, PB, and FA) to elaborate three different reform projects: one involving the 

reform of state’s political institutions, a second regarding the reform of the educational 

system, and a third one on the reform of the social security system. The main labor and 

pensioner confederations were invited to join the social security reform commission but 

they quickly withdrew as they did not want to discuss any structural reform project 

(Davrieux 2006). As one of the main negotiators from the Partido Colorado puts it, “after 

so many failed attempts and seeing that the system was on the brink of collapse with an 

increasing deficit, the work of the social security reform commission was seen as critical 

for the new administration” (Vera 2006). According to some observers, government’s 

decision to negotiate major reforms, including social security, was a result of political 
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learning’ from recent failed experiences, the weakness of the new government77 and the 

increasing power wielded by the leftist FA that had always supported the pensioners’ 

position (Papadópulos 1998; Kay 1998).   

 The social security commission received input from a report elaborated by the 

Inter American Development Bank (IADB); a report that was the result of a consultancy 

that the president of the BPS, Rodolfo Saldaín, had ordered the IADB in early 1994 to 

receive guidance on a reform project that could solve Uruguay’s pension problem 

(Papadópulos 1998:158). The report suggested the implementation of a mixed-system 

with a) a non-contributive pillar for the dispossessed funded out of general revenues; b) a 

second PAYG pillar; and c) a third DC private pillar of individual accounts. 

 The commission of experts utilized this report as a base for the reform proposal 

but it added significant changes to make it both economically and politically feasible 

(Davrieux 2006 Vera 2006). In February 1995, the commission agreed on a document 

stating that the system would be reformed into a mixed-one with a PAYG pillar and a 

private one of individual saving. From then until June the government experts at the 

Oficina de Planeamiento y Presupuesto (Budget and Planning Bureau – OPF) would 

work on the specific details of the bill to be sent to Parliament. 

 On the economic side, reformers were aware about the maturation of the system 

and the consequent high implied pension debt - IPD (net present value of future 

liabilities) of the system (Davrieux 2006; Vera 2006). In fact, some studies have 

                                                 
77 In the 1994 presidential elections the PC obtained 31.4 percent, the PB 30.2 percent and the FA 30.02 
percent. The Chamber of Deputies’ composition was as follows: PC 63 seats, PB 63 seats, FA 31 seats, 
Nuevo Espacio 5 seats (Source: Political Database of the Americas). 
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estimated Uruguay’s IPD in the mid-1990s at around 214 percent of GDP (Kane and 

Palacios 1996:38; James and Brooks 2003:39). As some of the experts and reformers 

explain, the substitution of the public pillar by a mandatory private pillar (as was done in 

Chile in 1981) would have made that debt explicit as the state would have now to pay 

future liabilities (pension benefits promised to current workers until the reform) without 

receiving workers’ contributions (Davrieux 2006; Papadópulos 2006; Forteza 2006). This 

was the main reason why the reformers discarded the Chilean model as an option for 

Uruguay and decided to support the idea of a mixed-system: “we saw how the Chilean 

model worked and we decided that it was not suitable for Uruguay due to the maturation 

of the system. Also, we thought that a system without a public component would be 

politically unfeasible in Uruguay due to political and societal groups’ opposition” 

(Davrieux 2006). 

 Even with a mixed-model, the reformers knew that they would have to recognize 

the contributions that current workers had made until the moment in which the reform 

would take place. Given the high pension spending level and how it impacted on public 

finances (it was now above 16 percent of GDP) reformers’ decision was to find a way of 

not having to recognize those contributions: “We saw the problems that Argentina and 

Chile had had with recognizing past contributions and we decided we did not want to 

deal with that” (Vera 2006). 

 The solution the reformers found was to leave the PAYG public pillar in place, 

using current contributions to pay current retirees, but topping workers’ contributions at a 

salary level that would correspond to the maximum pension benefit provided by the 
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current system. That level was set for a monthly salary of N$ 5000 (US$ 700). Thus, in 

principle, any worker below that level would contribute only to the PAYG public pillar. 

In the case of those above that level, they would contribute for N$ 5000 to the public 

pillar and the rest to the second DC system.78 This solution would mean that Uruguay, 

unlike many countries in Latin America and Europe that adopted mandatory DC pillars, 

would not have to deal with the problem of how to recognize past contributions. See 

Table 4.6 for a description of the system before and after the reform. 

 Even though the FA and the main labor and pensioner confederations did not 

participate in the negotiations for the reform, the reformers took into account their 

potential veto power. Thus, a look at the specific provisions of the law that was finally 

approved in September 1996 reveals what were the main concessions to potential 

opponents. First, workers who retired before December 1996 would do so according to 

the old system. Second, existing pensions would not be touched. According to reformers 

and observers, these latter two points were meant to silence the opposition of pensioner 

movement (Vera 2006; Forteza 2006). “We were aware of the potential veto power of 

pensioners and we expressly decided to put that acquired rights would not be touched” 

(Vera 2006). 

 

 

                                                 
78 For example, at 13.5 percent of the payroll, social security contributions for Worker A earning N$ 5000 
represents N$ 675. According to the law, this person contributes this entire sum only to the first public 
pillar and, upon retirement, this person will obtain a replacement ratio from this pillar that will represent 50 
percent of his/her average salary. In the case of Worker B making N$ 7000, he/she will contribute N$ 675 
to the first pillar and 13.5 percent of the difference between N$5000 and N$ 7000 to the private pillar. In 
practice, this worker’s contribution to the private pillar would be N$ 270.   
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Table 4.6: The System Before and After the Reform 

Before 1995 After 1995 

 
First Pillar: 

 PAYG structure 
 Replacement ratio: 75 percent of average 

salary before retirement 
 Minimum 20 years of contributions 
 Employer contribution:14.5 percent 
 Employee contribution:13.5 percent 
 Mandatory for every worker 
 Special funds for military, police, 

university teachers, banks’ employees 
 

 
First Pillar: 

 PAYG structure 
 Replacement ratio 50 percent 
 Minimum 35 years of contributions 
 Mandatory for wage-earners above N$5000 
 Contribution levels unchanged 

  
Second pillar: 

 Totally funded DC individual accounts 
 Managed by AFAP’s 
 Every worker will contribute into it 13.5 

percent of anything above N$500. Those 
below that level will be allowed to pay  50 
percent of their contributions 

 Second pillar payments will represent 
approximately a replacement ratio of 25 
percent of average salary before retirement 

 Special funds were not included in the 
reform 

 
Source: Law 16713 and different sources, elaborated by the author.  

 To encourage affiliation to the second private  pillar and make it more appealing 

to low-income earners (who have been traditionally more inclined towards state-centered 

pro labor ideas) the law devised a mechanism by which workers making up to N$ 5000 

would be allowed to choose to contribute half of their personal contributions to the 

second private pillar while the state would still pay a pension for the first pillar as if 

workers had contributed 75 percent of their personal contributions (and not 50 percent, as 

in actuality they would do). In addition, if workers below N$ 5000 did not exercise this 

option they would remain in the public PAYG pillar. So the first pillar was left as the 

default option for every low-income worker. As experts and reformers explain, these 

measures were employed to promote the new system. Also, by not forcing people to 

switch to the private pillar (as was done in other countries like Argentina) reformers were 
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careful in presenting this reform as an initiative that, while maintaining the first public 

pillar (albeit with reforms) would give more options to people by letting them contribute 

to a new private savings pillar (Davrieux 2006; Vera 2006; Forteza 2006).  

 In sum, the reformers’ idea was to create the impression that nobody was a 

significant looser with the reform: “we were telling people: before, you contributed for 

more than N$5000 (US$ 700) and you still got the maximum pension benefit as if you 

had contributed for just N$5000, now whatever you make in excess of N$5000 will go to 

a private account and you’ll get that money upon retirement. Similarly, for low-income 

earners, we were telling them that they were not forced to participate in the new system 

but we were giving them a big incentive with the ‘bonus’ we devised” (Vera 2006). The 

reformers’ idea was: “we just give you the freedom to accumulate more money in a safer 

way” (Davrieux 2006). 

 The reform bill was sent to Congress in early June 1995 and it was passed in 

September of the same year. The two main traditional parties Blanco and Colorado 

supported the project as well as did a small center left party, the Nuevo Espacio. The 

willingness of the Sanguinetti administration to include as many parties as possible in the 

reform was evinced by the inclusion of some small concessions to this party.79 

Throughout the negotiation in Congress, the government would also agree on another 

concession to the Blanco party and some members of its own party by stipulating that the 

first Private Pension Fund Administrator (Administradora de Fondos de Pensiones – 

                                                 
79 The concession had to do with keeping some small pension funds that were run by non-profit 
associations (mutualidades laborales) running and not forcing their members to contribute into the new 
system. 
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AFAP) to be created would be the one owned by the largest state-owned bank (Banco 

República) and that no other AFAP would be created before this one. Once more, in a 

country with a strong state interventionist tradition, this was seen as something that 

would drive public confidence on the new private pillar (Forteza 2006). 

 In sum, the Uruguayan 1995 showed an important level of consensus (although 

not as broad as it could have been had labor and pensioners agreed to participate); a 

consensus that reformers saw as the only way to go after the series of setbacks during the 

1980s and 1990s failed reform attempts. In addition, while previous analyses on pension 

reform stress the role of institutions in providing support for reform (Madrid 2003), the 

Uruguayan case seems to go against this type of explanations because the Sanguinetti 

administration was short of having a complete control of Congress. On the contrary, as in 

Spain during the 1990’s and also Italy, what proved to be the key to generate a consensus 

and in garnering support for the reform was the government’s willingness to debate the 

reform project with the opposition, given its political weakness, and also the discourse 

employed to “sell” the necessity of the reform. 

 Regarding the latter point, the discourse utilized during the 1995 reform 

negotiations focused on saving the system, ensuring its sustainability, and respecting 

acquired rights (the latter to prevent harsh reaction from the powerful pensioner lobby). 

“We just sought to sell this reform by telling people that the old system would be 

maintained but that now their contributions would be better managed” (Davrieux 2006). 

As a key negotiator points out: “in our meetings with experts from other parties we would 

emphasize that if nothing was done we would have to sell everything to pay future 
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liabilities…so we would say that the reform was aimed at providing certainty while 

maintaining the old (now reformed) system” (Vera 2006).  

 Unlike what we will see in Argentina and similar to Spain and Italy, Uruguayan 

reformers’ discourse was centered on defending the public pillar while, at the same time, 

talked about eliminating inequalities and make the public pillar more certain. As in Spain 

on the occasion of the Toledo Pact, the official discourse would talk about the necessity 

to consolidate a just, efficient and solidaristic system. The official message of the 

executive to Congress when sending the reform bill explicitly argues that “…it is 

necessary a deep reform of the system in order to provide economic and legal certainty 

for current workers and retirees, guaranteeing a decent pension upon retirement” 

(Cámara de Representantes 1995:422). It then continues: “This reform aims at 

consolidating an efficient, just and solidaristic system (eficiente, justo y 

solidario)…guaranteeing current retirees that the system will be sustainable enough in 

order to prevent the current crisis sensation” (p. 422).  

 In sum, the willingness of the government to seek consensus by giving some 

concessions to political and societal opponents, aided by an intelligent use of discourse 

that pointed towards giving sustainability and more fairness to the system, made the 

reform possible. The outcome was a mixed system, with the public pillar paying 50 

percent of average workers’ earnings before retirement and the private pillar paying an 

additional 25 percent. Thus, while giving a rather modest size to the private pillar, the 

reform was able to reduce uncertainty over the future of the system while still being 

politically feasible. 
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 During the months in which the reform was being negotiated among the main 

political parties, international organizations such as the World Bank and the Inter 

American Development Bank (IADB) sent their missions to give their advice on the type 

of reform that the country needed. Yet, a closer analysis of what happened on the 

occasion of these missions seems to confirm, as we have seen in the European cases, that 

international pressure for reform was quite limited and that it did not determine the 

reform content. 

 The World Bank sent a first mission in early 1995 to advise the government on 

the pension reform that was being debated. The mission judged that such a project was 

pointless and that it was not going to solve Uruguay’s pension problem (Vera 2006). 

Instead, its members proposed to replicate the Chilean model of a private pillar with no 

public pillar (Davrieux 2006). The reaction from the government’s experts was one of 

immediate outcry: “they kept proposing the Chilean system and we told them that we saw 

important mistakes in their predictions…the report they wrote was very annoying to us” 

(Davrieux 2006). The World Bank mission left with no results and another mission from 

the IADB arrived to study a possible loan to support the reform project. Although this 

mission was less radical in its approach it kept mentioning the advantages of the Chilean 

model and this further infuriated the reformers: “We told them: you do not realize that the 

Chilean model is not for us, we do not like it, we think it is not suitable for Uruguay and 

that it will never be passed” (Davrieux 2006). “They even told us that we could make 

changes by decree once the reform was passed and we told them that in Uruguay things 

cannot be changed by decree; if they wanted that to happen they were in the wrong 
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country…We told them: this reform is going to be done either with your support or 

without it” (Vera 2006). 

 Despite this confrontation, the IADB mission would stay for some months in the 

country. When the reformers were finishing the reform project, they realized that some 

extra funding would be needed to cover the transition costs generated by the “bonus” 

devised to encourage low-income workers from switching to the new system. After some 

negotiations, the IADB agreed on giving a US$ 150 million loan to cover the costs. 

Finally, in 1998, the World Bank changed its opinion on the Uruguayan reform and 

agreed to give $100 million to cover the rest of the transition costs. In sum, the influence 

of international organizations in the Uruguayan pension reform was very limited. In fact, 

it could be argued that the reformers tried to get the kind of support they wanted and were 

by no means interested in any conditions. 

 Pensioners and labor would still reject the reform, though its content did not 

appear to attack the acquired rights of current pensioners and it gave future retirees the 

opportunity of receiving a pension benefit above the level enjoyed in the old system. 

Once the reform was passed pensioners started a campaign to collect signatures for a 

referendum to reject the newly passed law, though falling short of the required number of 

signatures.  

 It seems then, that the design of this reform as something that was giving - rather 

than curtailing - rights to future retirees helped to block pensioners’ attacks on the reform 

once it was passed. This, coupled with a decline in the strength of the labor movement, 

also explains why there were no specific concessions for labor in the 1995 reform as 
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there were in other cases analyzed in this study. However, this did not mean that labor 

and pensioners became insignificant players in pension policy; instead, this indicates that 

once policymakers were able to design a reform that did not attack these actors’ claims 

(which were very specific and focused on the acquired rights of pensioners and the 

existence of the public pension system), these societal actors were not able to secure 

popular support to block government’s initiative as they did in the past. 

 In sum, the window of opportunity for reform in Uruguay was “opened” due to 

the combination of a series of factors: (a) the decision of the old traditional parties to 

negotiate a limited reform that took into account the basic demands of those who had 

successfully blocked reforms in the past (labor and pensioners); (b) the presentation of 

this reform as something that was strengthening the system and not destroying the 

pension system; (c) the decline in labor strength; and finally, (d) the inability of 

pensioners to change their opposition strategy.    

 

Conclusion and Latest Developments 

 The Uruguayan pension reform constitutes another example of how a reform of a 

largely developed Bismarckian pension system was addressed. First, reform came to the 

top of policymakers’ agenda after a series of economic, demographic, and social security 

indicators performed poorly for a long period of time and policymakers, already in the 

late 1980’s,  realized that “something had to be done.” Second, once policymakers started 

to devise reform proposals a particularly well organized pensioner lobby, with the aid of 

labor, positioned itself as a veto player by even using constitutional mechanisms 
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(referendums) to block reform attempts. Unlike some European cases, the labor and 

pensioner movement showed a very intransigent position, unwilling to consider any 

important reform, even in 1995 when it was evident that there was a consensus emerging 

among the traditional parties on the necessity to advance a reform. Uruguayan 

pensioners, unlike their Italian counterparts, which were better organized, did not focus 

on finding long-term solutions to the sustainability of the system. Rather, they focused on 

the problem of pension benefit levels and pensioners’ acquired rights. In 1995, when a 

new government devised a reform that did not attack pensioners’ rights and, in addition, 

promised to address the problems of the system in the long-run, pensioners were unable 

to successfully block the measure as they had done in previous occasions. As some 

observers put it, pensioners’ particularistic position would lead them to accept, in the end, 

a much less favorable outcome than what they could have obtained had they participated 

in the negotiations (Forteza 2006; Busquets 2006). 

 The possible veto represented by pensioners was still taken into account by the 

reformers and, as in Italy, they included provisions in the reform law that did not curtail 

pensioners’ acquired rights, the most important being that the new public pillar would 

pay a maximum pension benefit (corresponding to a salary of N$ 5000) that was similar 

to the maximum pension benefit paid by the old system. This contrasts with the 

Argentine experience, where the new public pillar reduced the value of the pension 

benefit significantly and where even after the reform the government, short of resources, 

would pass measures to reduce this benefit further. As we will see in the next chapter, the 

absence of a well organized pensioner movement in that case seems to indicate why 
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Argentine policymakers would be freer to reduce the benefits of the public pillar, even 

after the 1994 reform. 

 As for the role of labor, its attitude towards pension policy throughout the 

analyzed period seems to have been focused on just following pensioners’ demands, 

especially after the 1989 referendum that linked the evolution of pensions to public 

workers’ salaries, a sector in which labor affiliation is particularly strong.80 Organized 

labor decline during the 1990s and an inflexible attitude with regards to pension policy 

left labor and pensioners in a weak position when policymakers were able to design a 

reform proposal that was not going against their demands of protecting pensioners’ rights 

and maintaining the public pension system. Uruguayan labor’s increasing weakness and 

lack of ties with the ruling party, unlike in Argentina, would make it less of an important 

actor in the 1995 pension reform negotiation and it explains why it did not obtain 

numerous concessions as the Argentine counterpart did. 

 While elaborating a proposal, the reformers were aware of the Implicit Pension 

Debt (IPD) problem and chose a mixed system without, in principle, any transition cost 

that would make that debt explicit. Thus, the Uruguayan case, as those of Argentina, 

Spain and Italy, shows the important limitation set by the IPD problem on the reform 

choices adopted by policymakers and helps us understand why these countries never 

proposed a Chilean style project. Meanwhile, even though Uruguay had IPD levels 

similar to Italy and Spain, it was not constrained by having to reduce its government 

deficit in the short term in the same way as European countries had to do due to EMU 

                                                 
80 Labor affiliation in the public sector has remained at around 50 percent of employees since the 
democratization. See Cassoni 2000, p.8. 
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convergence criteria. This explains why Uruguayan policymakers were more willing to 

advance this structural pension reform that would still have costs resulting from people 

who would stop making contributions for above N$ 5000. However, in the end, 

Uruguayan policymakers would succeed in convincing the IADB to secure a loan to 

cover this cost. This latter point also signals the limited influence of international lending 

institutions in conditioning reform outcomes, something that will also be shown in the 

Argentine case. 

 The Uruguayan case represents a good policy example of how to advance reform 

in very mature pension systems. European experiences in Eastern Europe and even in 

Sweden show that by reforming a first pillar and establishing a small private pillar, 

governments can accomplish the double goals of implementing a structural reform in a 

mature system while, at the same time, not increasing transition costs to an unaffordable 

level for public finances.  

 Finally, the Uruguayan reform has important policy implications about the role of 

international organizations and the use of discourse to justify reforms. This analysis has 

shown that such institutions had no particular say in the reform outcome, which was 

negotiated solely at the domestic level. It was in this arena that discourse was 

intelligently employed by policymakers to highlight the pension system’s crisis while, at 

the same time, emphasizing the need to accept a reform that could make the system 

sustainable and respect pensioners’ acquired rights. Thus, discourse was useful to create 

the impression that “everyone would win” with the new reform. 
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 The reform has not solved all the problems reformers had attempted to address. 

Coverage of the system has not increased significantly, although this is related to the late 

1990s economic recession. The level of the commissions charged by the AFAP’s is high 

(around 3 percent of workers’ payroll). The reform law also prevents pension funds from 

investing abroad. In the view of some specialists, this is highly problematic in a country 

with such a small economy like Uruguay (Forteza 2006; Vera 2006). 

 The probability of a structural reform in the future seems quite low. While 

pensioner and labor representatives at the BPS propose changes (Ferrari 2006), they 

acknowledge that the current Frente Amplio (FA) administration will adopt, at most, 

minor changes and not structural ones. Indeed, this is consistent with the general market-

friendly pragmatic approach adopted by President Tabaré Vázquez’s administration since 

taking over in 2004. Moreover, the current finance minister Danilo Astori and his team 

belong to the sector of the FA that in 1995 was about to agree on the reform but that 

withdrew when the party decided it would no longer participate in the negotiations 

(Davrieux 2006; Vera 2006; Ferrari 2006).  

 Reforms in the near future may include lowering the contribution years necessary 

to receive a pension from 36 to 30 (as the current level is seen as a high barrier) or 

allowing pension funds to invest abroad. They may also include reducing their exposure 

to government bonds81, which in recent years have boosted AFAP’s earnings due to the 

high risk assigned by the market to such instruments (Forteza 2006). However, given that 

                                                 
81 Finance Minister Danilo Astori has expressed his intention of advancing this change but he was careful 
in mentioning that this doesn’t mean the government is contemplating a major reform of the pension 
system. See El País Nov 15th 2006. 
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coverage of the system has declined over time due to labor market informality, and that 

many people will not have access to a decent pension because of lacking enough 

contribution years, there may be discussions in the near future about improving the 

already existent zero pillar that pays non-contributive pensions. This can be an important 

future development that will require extensive negotiation because to significantly 

improve non-contributive benefits it will be necessary to pass a tax reform to secure its 

funding. As we will see in the next chapter and in the conclusion, the consolidation of the 

current private pillar together with the strengthening of the non-contributive pillar to 

provide some means-tested benefits to an increasing amount of people who will live 

longer and have no access to any form of coverage, represent the two more important 

challenges for Uruguay and many other Latin American countries. 
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CHAPTER 5 
 

 ARGENTINA – THE POWER OF LABOR? 
 

 Argentina’s experience with pension reform shares some characteristics while 

exhibiting important differences when contrasted with the other cases analyzed in this 

study. Similar to Spanish, Italian and Uruguayan counterparts, the Argentine public 

pension system evolved since the beginning of the 20th century along occupational lines 

in a fragmented way, following the typical Bismarckian structure of funds for specific 

occupational categories. Poor investments, fraud, increases in life expectancy and a 

declining birth rate would progressively put pressure on the sustainability of the system 

since the 1950s. 

 As in other national cases studied here, by the early 1990s the system was 

perceived to be on the brink of collapse and the government moved to pursue a major 

overhaul of the system. When deciding on the reform, Argentine policymakers would 

face a set of different constraints. As in the other national cases, the Argentine system 

was quite mature due to its coverage and the amount of payments that it was making to 

an increasing number of retiring people. Unlike the other three cases, however, the level 

of pension commitments in Argentina, measured as the Implied Pension Debt (IPD), 

though still important at 100 percent of GDP, was much lower. This meant that, initially, 

policymakers would decide that the best reform option was a mixed system in which, 

however, the size of the private pillar would be much more important than in Uruguay.  

 When negotiating the reform, the administration would face some opposition 

inside its own party. However, the most significant veto player in the reform process 
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would be the well organized labor movement. Unlike the other cases, Argentine labor 

was further strengthened by historical ties with the ruling parties and a legislation that 

grants comparatively high membership levels. Unlike Uruguay or Italy, the inexistence of 

a well organized pensioner movement that could act together with labor as a defender of 

the public pension system and labor’s low level of knowledge of the pension problem 

meant that the concessions that labor got for accepting the reform were very specific to 

the unions’ short term interests. Still, the labor movement was able to significantly alter 

the government’s original draft in exchange for its support. 

 

The Case of Argentina: Limited Consensus, Concessions and Broad reform 

 The Argentine pension system is one of the oldest in Latin America and the 

Western World. Its origins date back to the late 19th century when different funds were 

created for specific categories of public employees (military officials, highly rank public 

officials, state teachers). A slow but continuing process of extension of the pension 

benefit took place since the beginning of the 20th century. This process reached its climax 

with the advent of General Juan D. Peron to a position of power in the mid-1940s and by 

the mid-1950s the entire active working population had a right to a pension benefit. 

 As a consequence of declining birth rates and increasing life expectancy, the 

system would reach its maturity in the 1960s, registering its first deficit in 1969. 

Mismanagement, fraud, and generous provisions that allowed people to receive a pension 

under not very strict requirements would lead the system to run deficits during the 1970s 

and 1980s. In addition, the high inflation rates of those decades would persistently erode 
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the real value of pension benefits, forcing periodic revaluations that had to be financed 

with public outlays. 

 By the late 1980s, it was evident that the public pension system was in need of an 

important reform to secure its sustainability. Such reform would take place in the early 

1990s when the Menem administration had embarked on a series of market-oriented 

reforms that were strongly supported by international lending organizations such as the 

IMF and the WB. However, as in the other national cases analyzed here, the influence of 

international organizations on this reform would be at most indirect, with policymakers 

occasionally referring to reports elaborated by these organizations to stress the necessity 

of a structural reform. The reform outcome would then be shaped at the domestic level, 

and it would depend on the maturity of the system and the opposition born by a strong 

labor movement. 

 In what follows, I will show how pension reform got to the top of policymakers’ 

agenda in the late 1990s by explaining in detail the structural problems of the system. I 

will also explain how the fact that the system was mature convinced policymakers from 

early on that the best option was to adopt a mixed system in which pension benefits 

would be paid by mandatory public and private pillars. Finally, I will show how the need 

to negotiate the reform with some political opponents and a strong labor movement 

would lead to several alterations of the reformers’ original draft. Still, concessions 

obtained by labor would be related to its particularistic interests and the reform outcome 

would still yield a mixed system in which the private pillar was much more important 

than the public one.  
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The Origins of the System 

 The origins of the Argentine public pension system can be traced back to the late 

19th century, when non-contributive pension benefits were granted to highly ranked 

public officials, military officers, and public school teachers.82 As the country underwent 

a process of economic expansion and the working class started to organize and demand 

better working conditions, the Argentine state began to organize pension programs as a 

way of bringing social calm (Isuani 1985; MTSS 2003). 

 The evolution of the pension system from the beginning of the 20th century would 

follow the typical Bismarckian model of different pension funds for specific categories of 

workers. Specialists agree, as we have seen in the other cases analyzed in this study, that 

the adoption of a Bismarckian model of pension protection instead of a universalistic one 

funded out of taxes, responded to liberal politicians’ decision to provide protection to 

those workers in areas key for the country’s economic development while, at the same 

time, not moving the state toward the creation of a universal system that was seen as 

more costly and difficult to administer (Alonso 2000:51; Issuani 1985). Thus, the creation 

of pension protection in Argentina, as in the other cases in this study, responded to the 

state’s decision of preventing possible conflicts in key areas at a time of great economic 

expansion, massive immigration, and increasing labor activity. However, as in the other 

cases, at least until the 1920s the creation of different funds did not respond to a specific 

demand in this sense from the labor movement which was focused on improving 

workers’ working conditions (Alonso 2000:52). 

                                                 
82 This section draws on Alonso (2000), Issuani (1985), FIEL (2005). 
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 Law 4349, sanctioned in 1904, marked the beginning of the modern public 

pension system in Argentina. This law created a Civil Fund, or Caja Civil, that was in 

charge of collecting workers’ contributions and paying benefits. All national public 

administration’s workers would be covered by this fund: teachers and employees of the 

National Education Council, public banks’ employees, members of the judiciary power, 

elected and appointed public officials, and state-owned railways’ workers (Isuani 1985: 

15, MTSS 2003:4). The type of benefits paid by this fund would be defined contribution 

(DC), meaning that workers’ benefits upon retirement would depend on the amount of 

money accumulated in their individual accounts. The fund would also be fully-funded, 

meaning that workers’ contributions would be invested in a fund and their returns used to 

accumulate more money in workers’ individual accounts. 

 Given that the extension of the public sector in the economy was very small at 

that time, the beneficiaries of the new system still represented a minor portion of the 

active working population. However, the 4349 law served as a trigger for social 

protection demands by private sector workers who would start to push for similar benefits 

for themselves towards the 1920s. Therefore, a gradual but continuous expansion of 

pension coverage began in those years and would reach its peak by the 1950s. 

 Between 1914 and 1944 different pension funds were gradually created for 

private railways workers (1915), public transport and utilities’ workers (1921), private 

banks’ employees (1923), journalists (1929), and the state’s merchant fleet employees 

(1939). The pension system evolved in a gradual and fragmented way and, even by 1944, 

it only reached about 7 percent of the active working population. The fragmented 
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structure of the system would be reinforced by the country’s federal organization, which 

allowed provincial governments and municipalities to create their own retirement systems 

for their workers.83 

 The rise of Colonel Juan Domingo Perón to power in 1943 as secretary of labor 

and then in 1946 as a democratically elected president, led to a rapid expansion of 

pension coverage, among other social measures, in order to build his own base of 

political support among the middle and lower classes. Consequently, between 1944 and 

1954, pension benefits were quickly extended to health care workers, commercial 

employees, insurance companies’ workers, industrial workers, airlines’ employees, the 

self-employed, and finally in 1954 such benefits were granted to rural workers. By this 

time, most of the economically active population was covered by some specific pension 

fund, although some studies show that even at these early stages only 50 percent of the 

workers were making regular contributions to their systems, a phenomenon that would 

persist and worsen over time as contribution controls became very lax and the labor 

market started to show rising rates of informality (Isuani and San Martino 1993:20). 

   In 1954 law 14397 was passed, aimed at creating a centralized system organized 

in three main pension funds managed by the National Institute of Social Security 

(Instituto Nacional de Previsión Social). Even if that goal was not achieved, this law 

marked a significant turn around in the organization of the pension system as it changed 

the type of benefits paid by the system and its funding principle. Thus, pension benefits 

                                                 
83 Such fragmentation was not addressed by the 1993 reform and even today it is estimated that more than 
180 provincial and municipal systems persist, although they cover around 10 percent of the economically 
active population. 
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paid by the system were changed from defined contribution (DC) to defined benefit (DB), 

with the pension benefit available upon retirement calculated through a formula that took 

into account the contributions of the last years of working activity. In addition, a pay-as-

you-go (PAYG) funding principle was established, meaning that there would be no 

accumulation of funds as in the past and current contributions would be used to pay 

current retirees (FIEL 2005:91).  

 The extension of coverage and the centralization of the system’s administration 

were completed during the 1960s. But according to many studies, the 1960s would also 

mark the beginning of the financial problems for the system (FIEL 2005, Isuani 1985, 

Schultess and Demarco 1993, MTSS 2003). The reasons for the financial difficulties of 

the system were the use of surpluses for low return investments such as state-sponsored 

housing projects and the forced purchase, due to the state’s financial needs, of 

government bonds whose return was negative in real terms due to increasing inflation 

rates. Added to this factor was the problem of a lack of controls and the subsequent 

allocation of benefits beyond the system’s financial possibilities. 

 In an attempt to address these problems, the authoritarian regime of General Juan 

Carlos Onganía implemented a major reform in 1967. As with the Uruguayan 1979 

reform, Onganía’s reform goal was to centralize the administration of the system to have 

more control on benefits and contributions (Schulthess and Demarco 1993:30). Three 

major funds were created, each gathering a number of previously scattered funds: the 

Industrial, Retail and Civil Activities Fund, the State and Public Utilities’ Fund, and the 

Self-Employed Workers Fund. Later, in 1969 the government decided to merge the first 
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two in the Employed Workers’ Fund (Laws 18037 and 18038). See Table 5.1 for the 

historical development of the system. 

 Even if the 1967 reform unified the different numbers of funds, it was unable to 

eliminate inequities among the different occupational categories. As a result, members of 

a single fund albeit belonging to different categories (e.g. university teachers vs. self-

employed) were still granted different replacement rates and minimum contribution 

requirements. In addition, special regimes for public officials and the military would 

continue to be administered separately. 

 A very important aspect of the 1967-69 reform was that while in the previous 

funds labor unions had a representative in the administration board, the three newly 

created funds would be only managed by a director appointed by the President of the 

Republic. The reason for such a move was motivated in Onganía’s military regime 

confrontation with the labor movement which, at the time, had declared a “struggle plan” 

against the regime’s intentions of putting the Argentine economy under a fast 

development track similar to that initiated some years before in Brazil. Thus, the Onganía 

administration wanted then to keep the labor movement away from the administration of 

the public pension system to assure its responsible management.   
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Table 5.1: Evolution of the Argentine Pension System 

Year Pension funds created between 1904 
and 1954 

Pension funds reorganized after the 1967 
reform 

 
1904 
1919 
1921 

 
Public Administration Employees(1) 

Railways’ workers 
Public utilities’ personnel 

 
State and Public Utilities’ Personnel 

 
 

1923 
1939 
1939 
1944 
1946 
1954 
1956 

 

 
 

Banks’ employees 
Journalists 

Maritime workers 
Retail workers 

Industrial’ workers 
Rural workers 

Domestic service personnel 

 
 
 
 

Industrial, Retail and Civil Activities 

 
1954 
1954 
1954 

 
Business owners 

University’s teachers 
Self-employed 

 
 

Self Employed Workers 

1: Other special regimes for certain type of public officials (military, police, judges, etc.) were created 
between 1904 and 1954 but were not touched by the 1967 or 1993 pension reforms. 
Source: Fiscella (1990), Alonso (2000), and MTSS (2003).  

 

 As some specialists and policymakers point out, this reform was significant in the 

sense that it would totally change the relationship between the labor movement and the 

public pension system for years to come (Schulthess 2006; Goldberg 2006; Zuccotti 

2006; Garrido 2006). Therefore, since the moment of this reform, unions would mainly 

focus on the defense and management of the “obras sociales” (the union run and usually 

deficiently managed health care systems to which workers were forced to contribute 3 

percent of their salary) as they would see the obras sociales as an important source of 

funding for their operations. Union involvement in the obras sociales was not touched by 

the Onganía regime because it feared further radicalization of the labor movement, but 
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their involvement in the pension funds administration was easier to eliminate as the labor 

movement did not consider this issue as vital for its interests (Alonso 2000:60). In 

addition, there was little incentive for the unions to participate in the administration of a 

pension system that was seen as becoming more and more complex and difficult to 

manage. 

 The Onganía reform included many other important points. First, it required 

workers to prove that they had worked 30 years with at least 20 years of contributions to 

receive a pension. Second, it set the retirement age at 60 years for men and 55 for women 

in the case of employed workers, and 65 and 60 in the case of the self-employed. Third, 

the replacement ratio provided by the system was set between 70 percent and 82 percent 

of workers’ average salary during the last 10 years of work before retirement. Finally, the 

reform also included disability pensions and non-contributive pensions for the 

dispossessed, the latter being funded out of general taxes. This type of pensions has 

traditionally been one of the most criticized aspects of the pension system since they have 

usually been given to people through clientelist methods in exchange for political 

support.   

 Even after this major reform under the Onganía regime, the public pension 

system was still very generous, granting workers pensions that varied between 70 percent 

and 82 percent of their average salaries before retirement. On top of this, special regimes 

for certain public officials (the military, judges, police) had even more generous 

replacement rates that in most cases were around 100 percent of the last salary before 
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retirement. These systems were not touched by the Onganía or the 1993 reforms and they 

are still mainly financed by Treasury transfers.84 

  The overall generosity of the system and the lack of controls would turn out to be 

a problem for the sustainability of the system in the years to come when the system 

would start to show important signs of maturity as massive waves of people began to 

retire. Fraud problems would also persist. Finally, declining economic growth, 

unemployment, and labor market informality would put further pressure on the 

sustainability of the system as it would not receive enough contributions to fund its 

payments.  

  

Crisis and Pension Reform at the Top of the Agenda: 1970s - 1990s 

 The 1970s would mark the beginning of Argentina’s serious economic problems. 

Economic growth would suffer some years of expansion coupled with others of sharp 

declines. The 1980s would be even worse with year after year of negative or barely 

positive economic growth. Successive governments’ decisions to fund their obligations 

by printing money would lead to further devaluations of the national currency and high 

inflation rates, ultimately leading to a hyperinflationary process towards the end of the 

decade. The 1980s also witnessed a gradual deterioration of the labor market. 

Unemployment experienced a persistent increase over time (as shown in Table 5.2). In 

addition, and more relevant to the performance of the social security system, labor market 

                                                 
84 Former Social Security Secretary and key author of the 1993 reform Walter Schulthess explains that he 
would have liked to eliminate these systems but that he confronted great opposition from these privileged 
sectors to close these funds and transfer the beneficiaries to the General System (Schulthess 2006). 
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informality grew significantly. Estimates from FIEL (2005:112) show that labor 

informality rates, which measure the percentage of people with non-registered jobs 

evading social security contributions, jumped from 19 percent of the active working 

population in 1982 to 33 percent in the early 1990s. As also shown in Table 5.2, 

government finances also had a negative evolution throughout the 1980s and early 1990s 

with negative government balances and quite important debt levels. 

 On the demographic side, Argentina together with Uruguay, was affected by a 

rapidly ageing population due to steady increases in life expectancy over the last forty 

years. These increases had a direct impact on the evolution of the old-age dependency 

ratio, which measures the proportion of working age people able to make contributions 

vis-à-vis those above 65 years of age. In this sense, if in the 1950s there were 5 elderly 

people for every 100 young people, by the mid-1990s that number jumped to 15 per 100. 

This phenomenon was further affected by an important emigration of people due to 

political and economic reasons from the 1970’s.85 Another connected demographic 

problem was the fall of the fertility rate, which had peaked around 1970 and has been 

declining ever since. 

 Increases in life expectancy, population ageing, stagnant economic growth and the 

deterioration labor market deterioration would impact on the performance of the public 

pension system. The ratio of contributors to beneficiaries would fall over time, and if at 

the moment the system reached universal coverage in the 1950s that ratio was above 3 to 

                                                 
85 One must remember that those who have emigrated since the 1970’s have generally been young and 
highly educated people, which are precisely those who could make important contributions for a long 
period of time to the public pension system. 



 211

1 (FIEL 2005:110), by the mid-1990s that number had fallen to less than 1.5 to 1 for the 

three major funds managed by the Social Security Institute (Instituto de Previsión Social 

– INPS), and to even lower levels in the special funds for the military and some members 

of the national public administration (FIEL 2005:105). As a consequence of all these 

developments, the balance of the public pension system would continue to run deficits 

throughout the 1980s and early 1990s. Tables 5.3 and 5.4 are illustrative. 

 

 

Table 5.2: Key Socio-Economic Indicators 

   1982 1985 1986 1988 1990 1991 1992 1993 1994 

 
GDP growth  -3.2 -6.9 -7.1 -1.9 -1.8 10.6 9.6 5.7 8.0 
(Percentage change) 
  
Inflation   164.8 672.2 90.1 343.3 2314 171 24.9 10.4 4.2 
(Percentage change) 
 
Unemployment rate 5.6 6.1 5.8 6.5 8.1 6.5 7.1 10 11.2 
(Percentage change) 
 
Government balance -8.2 -5.3 -2.3 -1.3 -0.3 -0.6 -0.7 -1.1 -1.1  
(Percentage of GDP) 
 
Government debt  65.5 30.5 32.4 28.5 30.4 33.2 36.5 29.5 32.3  
(Percentage of GDP) 
 
 Sources: World Development Indicators (2002), Instituto Nacional de Estadistica (INDEC), IMF Financial 
Statistics. 
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Table 5.3: Social Security and Demographic Indicators 

   1982 1985 1986 1988 1990 1991 1992 1993 1994  

Pension spending 
(Percentage of GDP) 2.9 4.3 4.7 5.7 6.5 6.7 7.1 7.2 7.3 
 
Contributors/pens ioners 2 1.8 1.8 1.7 1.5 1.4 1.4 1.3 1.3  
(General funds) 
 
INPS balance  -2.1 3 -1.1 -1.2 -1.5 -1 -1.2 -1.6 -2.1  
(Percentage of GDP) 
       
Old-age dependency ratio - 12 - - 15 - - - 15 
(number of dependants)  
 
Total Fertility rate - 3.15 - - 2.9 - - - 2.63 
(Children per woman)  
Source: Elaborated by the author upon data from The UN World Population Prospects: The 2004 Revision. 
Available at  http://esa.un.org/unpp/. Also from FIEL (2005) and Alonso (2000). 

 

 The negative economic, demographic and labor market indicators, together with 

persistent evasion levels and lax provisions for receiving a pension meant that from the 

1970s the system entered a severe crisis. As some analysts point out (Schulthess and 

Demarco 1993, Alonso 2000, Madrid 2003), lacking the ability to cover the pension 

unbalance with transfers from the Treasury, successive administrations would try 

different ways of coping with the pension problem. The first attempt would be to pay 

lower benefits than what the legal replacement rate stipulated. This meant that an 

increasing number of retirees would receive a minimum pension well below what they 

were legally entitled to. Consequently, many of them would initiate lawsuits against the 

state that would receive favorable treatment from the Courts forcing the state to pay and, 

in the end, putting more pressure on the sustainability of the system. The second strategy, 

adopted since the 1980s in times of double-digits monthly inflation rates, was to let 

inflation erode the real value of pensions by delaying their adjustment according to past 
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inflation (Bour 2006). Governments in the late 1970s would make matters worse by 

reducing employers’ contributions to the system in an attempt to improve business 

competitiveness and stimulate job creation.  

 In 1983, the new democratically elected government led by the center-left Union 

Civica Radical (UCR) party would raise employers’ contributions to its previous levels 

but such a move would not help to improve the condition of the system. Thus, the 

government had to develop new ways of funding the system: treasury transfers, specially 

created taxes, and higher levels of employers and workers’ contributions (LoVuolo y 

Barbeito 1993).  

 In sum, by the late 1980’s it was evident that a major pension reform was 

necessary to preserve the sustainability of the system. President Alfonsín’s administration 

did take notice of the unsustainable pension problem and in 1986 it declared the system 

in emergency (Isuani and San Martino 1993:43). As a consequence, the Social Security 

Secretariat elaborated a pension reform project that basically consisted of implementing a 

scale by which the system would pay a replacement rate of 82 percent only to low income 

workers, with the rate diminishing as a workers’ income level augmented. As Isuani and 

San Martino (1993:44) point out, given that such reform would have sparked the 

resistance of political and societal groups, and especially the labor movement that bitterly 

challenged most of Alfonsín’s economic policies, this initiative did not even make it to 

Congress. The Alfonsín administration was able, however, to authorize the functioning of 

complementary private pension plans in 1986. But in a society with a poor culture of 

financial investments and in an inflationary environment, very few people showed 
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interest in private pension plans, and by the early 1990s only a slight minority had 

subscribed to such instruments (Isuani and San Martino 1993). 

 Towards the late1980s it was evident that the system needed a major reform in 

order to preserve its existence. Such reform would be attempted by the new 

administration elected in 1989. 

 

International Influences and the Reform Choice 

 In July 1989, President Carlos Menem was sworn in. Menem belonged to the 

center-right Partido Justicialista (PJ). This party, led by General Peron, had consolidated 

Argentina’s import substitution model in the 1940s and had implemented a series of 

populist but inclusive social measures to secure the support of the lower classes. The PJ 

was also tied to the labor movement, as unions had been the main target of Peron’s 

policies. Legislation passed during Peron’s presidency strengthened unions, making labor 

affiliation almost mandatory and giving unions the possibility of running health care 

services. In 1989 Menem had run a very ambiguous campaign promising big salary 

increases and a revolution in industrial output (salariazo y revolución productiva). 

Shortly after being elected he would switch positions and embrace a full neoliberal 

agenda. 

 In 1989 the pension problem was among the top issues on the government’s 

agenda due to the increasing pension spending and the system’s permanent deficit; 

however the most urgent problem was that of hyper inflation. Once the hyper inflation 

dilemma began to be solved with the introduction in early 1991 of the Convertibility Plan 
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that pegged the Argentine peso to the US dollar (and prevented money printing to finance 

government spending without the consequent backing of US dollars), the pension 

problem became the government’s number one priority. The hyper inflation and pension 

problems were interconnected. The high pension spending levels (which had increased by 

more than 100 percent since the early 1980s) and the judicial decisions benefiting retirees 

who had initiated legal actions against the state due to receiving pensions below what the 

law mandated, were seen as a direct threat to the Convertibility law principles.86 As one 

specialist explained, it was macroeconomics that dictated the type of pension reform that 

was necessary: “the macroeconomic changes that led to decreasing inflation levels meant 

that the government could no longer expect pension payments to be liquefied by the 

inflation rate; in addition, observance to the Convertibility Law required that pension 

payments were funded with genuine state revenues. In this context, a reform that only 

touched some parameters of the system was not enough, a deep structural reform that 

would change its entire logic was necessary” (Bour 2006).  Such a view was also shared 

by the public official responsible since 1991 for elaborating the pension reform project 

that would finally be treated by Congress (Schulthess 2006).  

 Shortly after finance minister Domingo Cavallo was appointed in early 1991, he 

forced the resignation of the then social security secretary and designated Walter 

Schulthess in this position. Although the secretary was technically under the jurisdiction 

of the Labor Ministry, Schulthess reported directly to Cavallo and did not know at all the 

                                                 
86 The key author of the 1993 reform, Walter Schulthess, revealed to me that both Finance Minister Cavallo 
and President Menem saw in the pension problem one of the greatest threats to the sustainability of the 
Convertibility Plan and the macroeconomic stability that had been achieved thanks to it (Schulthess 2006). 



 216

Labor Minister (Schulthess 2006). Schulthess had a personal relationship with Cavallo 

dating back many years when both had been economics professors at the University of 

Córdoba. In the 1980s Schulthess had participated in the elaboration of different reports, 

funded by international organizations such as the World Bank and the Inter American 

Development Bank, to analyze Argentina’s pension problem (Schulthess 2006, Madrid 

2003). From these experiences, Schulthess assembled a network of specialists and 

convinced himself of the unsustainability of the system and the need for a structural 

reform that copied the Chilean experience as much as possible (Schulthess 2006). In his 

words: “the system was performing badly, it was not redistributive and judicial sentences 

were forcing us to pay pension adjustments to people that surely had not made enough 

contributions to receive those pensions, therefore just a change in the parameters of the 

system was out of question because it would not work, in the same way that the system 

had not worked in the past forty years” (Schulthess 2006). His commitment to a 

structural reform was therefore complete: “between a shock and doing something 

progressively in that circumstance you had to opt for the shock” (Schulthess 2006). At 

the same time that Schulthess and his team were working on the structural reform project, 

international organizations were focusing on the importance of addressing the pension 

problem in advanced and developing countries with fiscally sound reforms.  

 Starting in the 1980s, the World Bank would fund different projects to study the 

functioning of Latin American public pension systems and the reform alternatives. 

Schulthess, as well as other national specialists, participated in these projects and 

accumulated experience on the matter. In the early 1990s different World Bank’s 
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specialists started working on a publication that collected the inputs from these different 

research projects and they elaborated assistance programs for the reform of pension 

systems in the region.87 

 However, when analyzing the specific role of the WB and other agencies in the 

formulation of policy it is hard to see a direct impact in the Argentine case. In fact, some 

specialists, including the former social security secretary, argued that there was no 

imposition (Schulthess 2006; San Martino 2006; Bour 2006). However, they do agree on 

the fact that the WB served as a powerful engine to support the option for a structural 

reform via different papers and statements signaling the positive outcome of the Chilean 

experience. Here, Argentine supporters of the reform acknowledge that World Bank’s 

support was important to underscore the convenience of the Chilean model taking into 

account its success. At the same time, Argentine supporters concede that perhaps the 

World Bank forgot to mention the potential problems of implementing the new system 

(Schulthess 2006; San Martino 2006; Bour 2006). 

 Thus, as in the other national cases analyzed here, international organizations’ 

influence was far from determining the reform outcome; rather, these institutions were 

instrumental to domestic policymakers’ preferences. The IMF and the World Bank would 

support the government’s reform proposal but they did not play a role in its elaboration: 

“there was no World Bank imposition, we were just convinced about the success of the 

Chilean experience and wanted to take of it as much as possible” (Schulthess 2006). Of 

                                                 
87 The publication that finally came out of this research project was Averting the old-age crisis: policies to 
protect the old and promote growth (1994). This publication is generally considered as the World Bank’s 
official view on pension policy and it makes a strong case for the adoption of a multipillar pension model 
with a first PAYG pillar, a second mandatory private pillar, and a voluntary private one. 
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course, opponents of the reform disagree with this vision and point out that the intention 

letters that the country signed with the WB and IMF already talked about implementing a 

reform (Goldberg 2006, Zucotti 2006, Casali 2006). However other studies have pointed 

out the weak enforceability of WB and IMF intention letters (Brooks 2002, 2003).  

 Soon after taking office, Schulthess and his team would start to elaborate the 

reform project. As Schulthess explains, this work was carried out in almost complete 

secrecy as they feared outside interferences: “the project was elaborated in the intimacy 

of our team but there were spies…people from the PJ linked to the unions that did not 

want to see a radical change of the pension system because of their vested interests” 

(Schulthess 2006). Thus, even though the government would later try to seek some 

consensus for this project, from the beginning the reform project was devised in the 

intimacy of the Social Security Secretariat without input from other political and societal 

actors. This is an important difference regarding the other national cases covered in this 

study. 

 At the same time the project was in design, between mid-1991 and mid-1992, the 

media would be plagued by articles that highlighted the pension problem and the 

different ways to address it. In addition, some pensioners associations would start weekly 

demonstrations in front of the national Congress demanding a solution to their situation, 

contending that around 70 percent of them were receiving minimum pensions of around 

US$170 (Schulthess and Demarco 1993; Jauregui 1994) at a time when the minimum 

wage was around US$ 450. As will be explained later, unlike their Uruguayan 

counterparts, pensioners associations in Argentina were scattered and, even though they 
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would mobilize some members, they never assembled in a single national association 

capable of becoming a relevant actor in pension policy. 

 Wary of the possible negative reaction to a reform that incorporated private 

pension administrators as an important player in pension protection, at the beginning of 

1992 the Menem administration turned to a series of roundtable sessions (Mesa del 

Dialogo Politico) in which the future and the alternatives to the current social security 

system were debated. Even though the government would present these roundtable 

discussions as an opportunity to reach a consensus on the type of reform that was more 

suitable for the country, some observers argue that the government’s true intention was to 

“prepare the ground” for presenting a reform that would significantly reduced the role of 

the public pillar as the best solution for the country (Kay 1995:10). The conclusions of 

these sessions, in which only members from the ruling and allied parties would 

participate, although vague, did point out the necessity of looking for alternatives that 

could include the private sector: “different combinations of public and private 

components can be compatible with the existence of a public pension system as long as 

essential aspects such as the existence of a basic pension provision are carried out by the 

state […] Thus, the state can share the operation of a pension system with the private 

sector, but in such case it will have to employ its regulatory functions to guarantee that 

the expected goals are achieved with minimum costs for the society” (Mesa del Dialogo 

Politico 1992, Isuani and San Martino 1993:81). 

 Distrusting the government’s true intentions, the UCR did not participate in these 

round table discussions and would denounce the government’s true intentions of 
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undermining the sustainability of the public pension system and justifying the 

introduction of a private system (Issuani and San Martino 1993:84). The labor movement 

did not manifest any intention of participating in these roundtable discussions which, 

according to some analysts, constituted a sign of labor’s low level of awareness about the 

pension problem and the alternatives to reform (Issuani and San Martino 1993:85; Alonso 

2000:89). In sum, unlike the other cases analyzed in this study, from early on the 

government was not interested in garnering the support of the different political and 

societal actors and it would use these round table discussions to try to justify a reform 

that included an important private pillar. As both specialists and reformers agree, the 

government’s attitude during this reform was similar to the one followed in other 

privatizations upon which the Menem administration embarked during this time: it was 

convinced that the system had failed and that a new private pillar would be better able to 

handle pension protection for future generations (Schulthess 2006; Goldberg 2006; 

Zuccotti 2006).88 

 Menem administration’s commitment to develop an important private pillar did 

not mean that Argentine policymakers had complete freedom to emulate the model 

implemented in Chile in 1981; a model that had substituted the public pillar with a 

private one. In fact, as we have seen in the other national cases, a major problem that 

Argentine reformers confronted in deciding upon the extent of the reform was the 

maturity of the system. That the system was mature meant that the magnitude of the 
                                                 
88 The Government’s attitude was certainly backed by the strong popular and electoral support it enjoyed in 
these years as a consequence of the Convertibility Plan’s success. In 1991 the PJ comfortably won the 
national elections and kept its own majority in the Chamber of Deputies (50.2 percent of seats) and, later on 
in 1992 it would increase its dominance in the Senate from 54 percent to 62 percent of seats. See Jones 
(1997, 265-64) for this data. 
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promises to future retirees was very large given the system’s high replacement ratios 

(between 70 percent and 82 percent of the last 10 years’ average salary) and the high 

level of coverage. A measure of the system’s maturity was the implied pension debt, an 

estimate of the net present value of future liabilities to current workers. According to 

different studies, in the mid-1990s Argentina’s IPD was at 100 percent of GDP (Kane 

and Palacios 1996:38; James and Brooks 2003:39). As some experts and reformers 

explain, the substitution of the public pillar by a mandatory private pillar (as was done in 

Chile) would have made that debt explicit as the state would now have to pay future 

liabilities (pension benefits promised to current workers until the reform) without 

receiving workers’ contributions (Schulthess 2006; Bour 2006). Given that the 

government was still running budget deficits and that the government’s debt was above 

30 percent of GDP, a strict replication of the Chilean model was not possible in 

Argentina. As in Uruguay, this would be the reason why Argentine reformers would opt 

for a mixed system where the state would still receive some contributions to fund the 

public pillar. However, facing a much lower IPD than in Uruguay, Argentine reformers 

opted for a mixed system in which the size of the private component would be larger than 

the public one (Schulthess 2006; Bour 2006).  

 When analyzing the way policymakers designed the reform, we see the utility of 

comparing different cases. As in Uruguay, Spain, and Italy, Argentina had a mature 

system and the Chilean model was prohibitively expensive to emulate. However, since 

the IPD was lower than in Uruguay, Argentine reformers opted for a mixed system with a 

larger private component. Furthermore, unlike the European cases, Argentina as well as 
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Uruguay did not have any limitation regarding how much the government debt could 

increase in the short term. This explains why a reform that would still initiate an increase 

in the central government’s debt was seen as feasible by the reformers since it would 

solve the pension problem in the long run.89  

 Once the reform project was made public in mid-1992, it would have to be 

negotiated with the different political and societal actors. On the political side the 

government would encounter some resistance to the reform from some internal factions 

of the PJ that had rejected Menem’s neoliberal swift. The most important faction was the 

self-proclaimed “Grupo de los Ocho”, a group of 8 left-leaning deputies that rejected 

Menem’s economic policies. In addition, a total of 18 deputies would respond to the labor 

movement (out of a total number of 118 PJ deputies). Finally, some other individual PJ 

deputies would not support the reform project. It is clear then that the PJ was far from 

having a strong coalition in Congress to support the executive’s initiative. This meant that 

important concessions would have to be given to these opponents to pass the reform.  

 The main opposition party, the center-left UCR, had denounced the government’s 

ideas of “privatizing” the public pension system when the government presented the 

reform proposal and elaborated an official statement explaining that “the crisis of the 

system was due to labor market, economic and demographic factors and not just the 

unsustainability of the PAYG system as the current government wants to make us 

                                                 
89 According to official estimates, the number of retirees was supposed to be very high in the first years due 
to the existing retirees and those that would retire in the first years according to the old rules. This would 
make the government’s debt higher in the short run. However, over time, only the “new” retirees would 
remain, and their public pension benefit would be calculated according to the new law that meant a 
significantly lower replacement rate. Therefore, public outlays to cover these benefits would be 
significantly reduced. See Schulthess and Demarco (1993) and the estimates they calculated on this regard. 
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believe” (Declaracion sobre la reforma previsional, comite nacional de la UCR, April 

1992). Thus, from the start of the debate and negotiation, it is clear to see that the UCR 

would not support the government’s project and, in fact, would even join the PJ 

legislators who would try to block the project. 

 Although the government would have trouble securing support from its own party 

and the opposition, most of the resistance to the reform would come from the labor 

movement. The Argentine labor movement was the strongest of the ones analyzed in this 

study; however, it had important ties to the ruling PJ and a very poor level of awareness 

of the pension problem. This fact, coupled with a very weak pensioner movement, meant 

that the concessions that labor would finally obtain in the negotiations, although 

significant, would be related to labor’s particularistic interests. 

 

Pensioners, Labor and Their Influence on the Reform 

 One of the most important aspects in the Argentine pension reform process has 

been the weakness of the pensioner movement. Unlike in Uruguay, there were and still 

are many scattered pensioner associations with a weak national structure. This would put 

pensioners in a weak position to negotiate pension policy (Kay 1998, Alonso 2000; 

Madrid 2003). It was estimated that around 10 percent of the total of around 4 million 

retirees belonged to any organization and that there were more than 100 such entities at 

the time the reform was being discussed (Alonso 2000:120). Some pensioner associations 

would form national federations, but even these entities would suffer the same problems 

of lack of organization and funding. Pensioner associations, being scattered and relying 
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only on the contributions form their members (who, given their low pension benefits, 

could not give much) would eventually receive some subsidies from the state to finance 

their activities. As specialists note, the lack of resources and the dependency on state 

support were not conducive either to the formation of the pensioners’ own agenda on 

pension policy or to becoming effective veto players in pension policy (Alonso 2000:121; 

Madrid 2003:121).  

 The labor movement has traditionally shown little concern about organizing 

retirees and letting them structure their agenda. Some union confederations have their 

own pensioners associations but the mission of such organizations is to solve pensioners’ 

specific problems providing some services but not to help them developing and 

advancing their own agenda (Kay 1999:412; Alonso 2000:121). According to one 

specialist, “the labor movement shows no interest in the pensioner because its main 

interest is to run the health care systems (obras sociales)” (Garrido 2006). Another 

specialist points out pensioners’ weakness and lack of organization: “So many scattered 

organizations end up making pensioners weak; that’s why they did not have an input in 

the pension reform process” (Schulthess 2006). At the time the reform was being treated 

in Congress, some groups of retirees would hold weekly demonstrations denouncing their 

situation and the government’s intention to “privatize” the system. However, these 

groups would be powerless to gain concessions from the government in the reform 

process.  

 Some other events would reveal the lack of strength and organization of the 

Argentine pensioners. For example, on March 11th 1993, when the government was 
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trying to get the pension reform bill passed, pensioners associations joined with 

opposition political parties, the metallurgic labor union (62 Organizaciones) and the 

dissident CTA labor confederation to organize a demonstration against the reform. Yet, 

according to some accounts, in this demonstration pensioners were outnumbered by the 

members of the different political parties and unions (Ambito Financiero March 11th 

1993, 1; La Nación March 11th 1993, 3). Thus, lacking a strong national organization 

which would give them the ability to become powerful lobbyists like their Uruguayan 

counterparts, and not being part of the labor movement as a well organized group able of 

developing their own agenda like their Italian counterparts, Argentine pensioners were 

unable to have a say in the reform process and to obtain important concessions. The only 

societal actor really important in this regard would be the labor movement.   

 As explained before, the Argentine labor movement has strong historical ties with 

the PJ given that in the 1940s General Peron envisaged this actor as a main component of 

the Peronist movement. Subsequently, he passed legislation that, while increasing labor’s 

power, reinforced its ties with the PJ. Legislation enacted during this period gave workers 

the right to join and create unions freely, but also gave government the right to recognize 

only the union with the most members in each sector of the economy (Murillo 2005:197; 

Marshall and Perelman 2004:19). This led to a monopoly in worker representation, 

because only the unions supported by the Peronist government would have the most 

membership per sector. Unions were also given the right to run health care services to 

which workers were compelled to contribute 3 percent of their salaries. According to 

many specialists, unions would see the “obras sociales” as one of their main sources of 
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funding over time (Murillo 2005; Marshall and Perelman 2004; Alonso 2000). Finally, 

unions were also entitled to charge “solidarity dues” on non-union members who 

benefited from collective wage agreements they negotiated.  

 In sum, labor legislation passed during the 1940s led to a very strong labor 

movement that was also very closely linked to the PJ. Thus, the only labor confederation, 

the Confederación General del Trabajo CGT, was seen as an extension of the PJ. In this 

context, unionization rates from the 1940s until the 1970s grew together with the 

expansion of the labor force. Later on, during the 1980s and 1990s, with the economic 

recession and changes in the labor market due to industrial restructuring, unions would 

start to charge “solidarity dues.” The consequence was that unionization rates through the 

1980s and the 1990s did not suffer the sharp decline that took place in Uruguay and other 

Latin American countries that also underwent the wave of neoliberal policies in the 1990s 

(see table 5.4).90 Thus, even in the 1990s the Argentine labor movement was still one of 

the strongest in Latin America (Orsatti y Lamadrid 1991; Collier and Collier 1991; 

Marshall 2005). 

 When Menem took over in 1989 and announced his neoliberal economic plan, the 

CGT divided in two sectors, one supporting Menem’s policies and understanding that the 

old import-substitution model was over, and the other rejecting his plan. Menem then 
                                                 
90 Marshall (2005), Marshall and Perelman (2004) and Murillo (2005) explain that unions management of 
the ‘obras sociales’ and  their capacity to charge ‘solidarity dues’ were critical to understand the slight 
decline in unionization rates during the 1990s and, ultimately, labor’s influence on policymaking. 
Regarding the ‘obras sociales’, these analysts point out that even though every worker could have access to 
these services, unions would usually offer premium services to their members. Therefore, workers would 
see that it made more sense to affiliate with the union than remaining unaffiliated. The same happened with 
the ‘solidarity dues’: given that workers were deducted these fees without any material benefit in exchange 
and that the fee level was similar to that of a member fee, they would become members of the unions 
because this would give them access to extra benefits such as premium health care coverage, vacation 
packages, etc.  
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implemented different measures to compensate the sector that supported him.91 The pro-

Menem CGT then saw that by cooperating and bargaining it would reap important 

concessions. As a result, in 1991 many unions would start leaving the opponent CGT and 

in early 1992 the two sectors unified under the leadership of the pro-Menem sector 

(Murillo 2005:183).  

 In the field of pension policy, the unified CGT would adopt the cooperative 

strategy that had proved successful to the pro-Menem sector in the recent past: it would 

give its support in exchange for concessions and, conscious of its relative strength, 

threaten to mobilize if its demands were not heard. In this context, as Murillo (2005:198) 

points out the government’s urgency to solve the pension problem and the fact that labor 

did not see this as an urgent issue, explain why the government would be willing to make 

important concessions to get the reform passed. However, labor’s low level of awareness 

of the pension problem and the lack of a strong pensioner movement, meant that the 

concessions labor received in exchange for its support were not related to excluding some 

cohorts from the reform (as we saw in Italy) improving the situation of the less 

advantaged groups and eliminating the system’s inequities (as we saw in Spain) or even 

guaranteeing the protection of pensioners’ acquired rights (as happened in Uruguay). 

Rather, concessions would be related to labor’s short-term goals and its interest in 

participating in the new system.      

                                                 
91 For example, in the privatizations of many state-owned companies labor unions would be allocated a 
percentage of the shares of the new private companies. Moreover, unions’ members who were close to the 
retirement age would be given the opportunity to retire receiving a generous compensation. Finally, Menem 
would also reward the support of the ‘loyalist’ fraction of the CGT by giving it the control of the fund that 
collected workers’ health care contributions. See Murillo (2005, 193 and 189).  



 228

 The former analysis helps to understand why, as Issuani and San Martino 

(1993:66) point out, labor did not present any project of its own and just waited to 

negotiate with the government. Moreover, these authors explain that CGT leaders’ 

knowledge of the pension problem was very limited and that their vision was that the 

system just needed changes in its parameters (Issuani and San Martino 1993:67). This 

vision was confirmed by one CGT specialist: “there was not much knowledge of the 

situation of the pension system…the labor movement did not see what was coming with 

this reform” (Zuccotti 2006). In the end, as another pension specialist from the opponent 

CTA confederation puts it: “the official labor movement was totally instrumental for the 

implementation of the governments’ proposal because they had the virtual monopoly of 

workers’ mobilization; thus, they cooperated with this reform as they would do in other 

privatizations during the 1990s by just claiming something in exchange for their 

acquiescence” (Garrido 2006). 

Table 5.4: Unionization rates 

 Years    1965 1975 1985 1990 1995 2000 

 
Rate     40 43 41 44 42.3 42   
(Unionized as percentage  
of total workers) 
 
Sources: Orsatti y Lamadrid (1991); ILO (1997) World Labor Report; Marshall and Perelman (2004) 

 

Negotiations and Concessions: 1992-1993 

 In June 1993 the Executive finally sent the reform bill to the Chamber of Deputies 

with the hope of a fast approval and few alterations: “we wanted Congress not to change 
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even a comma” (Schulthess 2006). The project contemplated the creation of a mixed 

model with a first PAYG public pillar that would be in charge of redistributing income by 

paying a basic pension (PBU) that was set at 1.5 percent of the average pension 

contribution for the entire system.92 This pillar would be funded by employers’ 

contributions and specific taxes. Employers’ contributions would also be used to pay to 

current retirees in the old system. In addition, there would be a new second pillar of 

individual accounts organized according to the DC principle. The project also stipulated 

to raise the minimum retirement age to 65 years for men and 60 for women. Thus, every 

worker in the future would receive a pension benefit from both the public private pillars. 

Affiliation in the new second pillar would be mandatory for all workers 45 years old or 

younger. Past contributions to the old system would not be recognized.  

 Opponents’ reaction to the government’s proposal was almost immediate. First, 

legislators from the opposition and some PJ dissidents in the Chamber raised the legality 

issue of not recognizing past contributions of current workers until the reform date. 

Second, they invited a wide array of specialists to give their opinion about the reform, 

thus delaying its approval. On the other hand, CGT leaders expressed in May 1992 that 

they had not been consulted and that they would not support “the elimination of our 

public pension system” (Alonso 2000:125).  

                                                 
92 According to some estimates, the value of the PBU would be around US$150. Given that the minimum 
salary at the time was set at US$450 and that the average salary was around US$700, the PBU would 
represent a replacement ratio of 21 percent, well below the replacement rate of 70 to 80 percent that the 
current public system was supposed to be paying at the time. See Issuani et al (1996) for these estimates.   
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 The relationship between the government and the labor movement further 

deteriorated in the following months. The CGT, conscious of its bargaining power93 and 

of government’s urgence in passing the reform would then try to obtain many 

concessions before giving its acquiescence to the reform. In this sense, in July 1992, the 

CGT forced the government to change the reform project by threatening to organize a 

general strike (La Nación, July 15th 1992). This second project did contemplate a 

compensation for past contributions to the old system but made membership to the 

second private pillar mandatory for all workers, not just for those below age 45 as in the 

first project. Shortly after this second version was presented in August 1993, the CGT 

noted that “the changes were only cosmetic and that it had not been properly consulted 

about them.” Thus, it demanded a serious negotiation (Clarín August 10th 1992).  

 Government-labor relations would continue to deteriorate during the rest of 1992. 

Given the CGT’s inflexible position, the government decided to push two initiatives: 

introducing more deregulation in the labor market, and forcing the union-run health care 

systems (obras sociales) to compete with private health care providers. As a 

consequence, the CGT called for what would be the first general strike since 1989. The 

general strike took place on November 11th (Página 12, September 8th 1992).  

 Shortly after the strike, and given its relative success, the government pressed the 

CGT for a negotiation in late November. As a consequence, the official labor 

confederation obtained what would be the most important concession from the 
                                                 
93 The CGT not only counted with relatively high affiliation rates and a favorable legislation, as was 
explained above. It also counted with 18 labor unions’ deputies that responded to them inside the PJ’s 
group of 118 deputies. Given that the second largest party, the UCR, would maintain its opposition to the 
project, the combination of these two factors explains much of the bargaining power wielded by the CGT 
during the whole negotiation process. 
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government during this negotiation process: the possibility that labor unions could run 

their own pension fund administrators (Administradora de Fondos de Jubilación y 

Pensión AFJP) in the new system. According to observers and policymakers alike, this 

significant concession paved the way for the approval of the pension reform project (San 

Martino 2006; Zuccotti 2006; Goldberg 2006; Garrido 2006; Alonso 2000; Madrid 2003).  

 However, this important concession did not please all the labor-affiliated 

legislators in Congress and the session convened in late December to pass the reform 

stalled. PJ dissidents and labor-affiliated deputies still objected to the fact that workers 

were forced to enroll in the second private pillar and not be given the choice to stay in the 

public system. Negotiations with this group, which was supported by the labor 

movement, continued until April 1993. In February, this group obtained one important 

concession: the introduction of a pension fund administrator (AFJP) owned by the largest 

state-owned bank, Banco Nación, with a minimal profit guarantee (Clarín, Februrary 23rd 

1993). In late April, during the debate of the bill in the Chamber of Deputies, labor-

affiliated legislators obtained two other concessions: a reduction in the insurance that 

subscribers of the new private pillar have to pay, and the non-mandatory enrollment in 

the new private second pillar. Therefore, workers could choose between the new second 

private pillar and a new earnings-related second public pillar. If they chose the second 

earnings-related public pillar, they would receive a second PAYG benefit called 

Prestación Adicional por Permanencia (PAP). Due to the insistence of labor-affiliated 

legislators during the discussions of the bill in the Chamber of Deputies on April 29th, 

the PAP benefit was increased from 0.5 to 0.85 percent of the average salary earned by a 
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worker during the ten years prior to retirement multiplied by the number of years that the 

worker contributed to the PAP scheme (Madrid 2003:134). After all these changes were 

incorporated, the bill was passed on April 29th 1993 and sent to the Senate, where the PJ 

enjoyed a wide majority. On September 23rd 1993 the bill was passed by the Senate with 

almost no modifications. See Table 5.5 and 5.6 for a description of the new system after 

the reform. 

  

Table 5.5: The Old and New Argentine Pension Systems 

Old System New System effective 01/01/94 

PAYG operating principle 
 
 
All workers receive a pension from the public 
managed PAYG system 
 
 
 
 
 
 
Employer contribution: 16 percent 
Employee contribution: 11 percent 
State contribution: Specific taxes plus Treasury 
transfers to cover the deficit 
Pension levels: between 70 percent to 82 percent 
of three best years in the last 10 before 
retirement 
 
 
 
Retirement age: 60 for men 55 for women 
Minimum years of contributions: 20 

Mixed public PAYG and private funded operating 
principle.  
 
All workers receive a basic pension from the public 
managed first pillar and a second pension from either 
the second pillar of private personal accounts or the 
PAP PAYG pillar managed by the state. Workers 
must choose between contributing to the second 
private pillar or to the PAP scheme upon starting 
their working life. 
 
Employer contribution: 16 percent 
Employee contribution: 11 percent 
State contribution: Specific taxes plus Treasury 
transfers to cover the deficit 
Pension levels: In principle, undefined (depends on 
accumulation in private account or of contribution 
time to the PAP scheme) 
 
 
Retirement age: 65 for men 60 for women 
Minimum years of contributions: 30 

Source: Author’s own elaboration upon data from Isuani and San Martino (1993), Alonso (2000), Madrid 
(2003) 
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Table 5.6: Pillars of the New System 

First Pillar Second pillar 

 
Managed by the state (Administración Nacional 
de la Seguridad Social) 
 
Benefits paid: 
PBU (Prestación Básica Universal) 
Paid to all workers. This is a PAYG benefit 
funded with employers’ contributions. It is 
calculated as 2.5 percent of AMPO. (1) 
 
PC (Prestación Compensatoria) 
Only for workers who made contributions to the 
old system. Equals to 1.5 percent of salary per 
each year of contributions to that system. (2) 
 
PAP (Prestación Adicional por Permanencia) 
For those who decided not to join the private 
pillar. PAYG operating principle funded with 
employees contributions. Equals to 0.85 percent 
of the last 10 years’ salary before retiring 
multiplied by the number of contribution years. 
(3) 
Workers can switch from the PAP to the private 
pillar but not vice versa 
 

 
Managed by AFJP (Administradoras de Fondos de 
Pension) 
 
Benefits paid: 
(JO) Jubilación ordinaria  
Defined contribution benefit that results from the 
accumulation of funds in the individual account. 
Upon retirement the person can hire an annuity with 
an insurance company or set a scheme of 
programmed withdrawals with his/her AFJP. 
 
This pillar also pays a disability and death benefit in 
case the worker dies or is disabled while working. 
The AFJP must hire an insurance to cover this event 
whose cost is also paid by the worker. 

Source: Author’s own elaboration upon data from Isuani and San Martino (1993), Alonso (2000), Madrid 
(2003) 
1: AMPO: Average obligatory pension contribution for the entire system. 
2: The individual’s average salary subject to contributions during the ten years prior to retirement. 
3: The average salary that a worker earned during the ten years prior to retirement multiplied by the number 
of years in which he or she contributed to the reformed public system). 
  

 Unlike the other cases analyzed in this study, when negotiating the reform 

Argentine policymakers employed a discourse that did not talk about the importance of 

saving the system (as we saw in Italy and Spain) or about reforming the system while 

giving people the opportunity to save in individual accounts (as we saw in Uruguay). 

Rather, they pointed out the necessity of moving towards a new system that eliminated 

the problems of the past: “the predominant discourse employed was to try to highlight the 



 234

somber future of the current system and the need for a structural reform” (San Martino 

2006). Reformers’ commentaries also highlighted “the great prospects of the new system 

and without explicitly mentioning any possible problems” (Garrido 2006). The latter 

points are confirmed by the wording of the message sent to Congress together with the 

bill: “…we have before us a historic opportunity and we believe we would make a 

terrible mistake if we kept the structure of a system that has proved its failure and that has 

not covered people’s expectations” (Cámara de Diputados 1992:1627).  The message 

concludes arguing that “without a structural change the system lacks any sustainability”. 

 In sum, the long negotiation process between mid-1992 and April 1993 led the 

government to make important concessions to the opponents of the reform. Moreover, the 

negotiation process highlighted the relevance of a strong labor movement acting as an 

effective veto player and obtaining many concessions. Due to labor’s low level of 

awareness of the pension problem, the absence of an important pensioner movement, and 

labor’s strategy of getting concessions to preserve its power and influence, the 

concessions obtained by labor were not related to excluding some cohorts from the 

reform (as we saw in Italy), improving the situation of the less advantaged groups and 

eliminating the system’s inequities (as we saw in Spain), or even making sure of 

protecting pensioners’ acquired rights (as it happened in Uruguay). Rather, concessions 

were related to labor’s short term goals and its interest in participating in the new system. 

The final outcome was then a mixed system in which the weight of the private pillar is 

much important than the public one. Unlike Uruguay, the replacement ratio paid by the 
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private pillar will be quite important: approximately 35 percent versus 25 percent paid by 

the public pillar (James and Brooks 2001:39; Issuani et al 1996:92).  

 

Conclusion and Latest Developments 

 The analysis of the Argentine case has shown, as in the other national cases 

studied here, that the outcome of the reform has been mainly shaped by domestic rather 

than by international factors. The latter were only important to give ideational support to 

reformers’ goals but in no way explain the outcome of the reform. A powerful labor 

movement and the lack of a well organized pensioner lobby (as we saw in Uruguay and 

Italy) meant that labor was able to obtain many concessions. However, these concessions 

did not point towards saving some aspects of the system or delaying the implementation 

of the reform. Rather, labor would adopt the same strategy that followed in other 

privatizations during the 1990s by giving its support in exchange for concessions that 

pointed towards preserving their power. In this sense, the main concession that paved the 

way to the reform was the possibility that labor unions could run their own pension fund 

administrators (AFJP). Thus, the reason why the government could, in the end, impose its 

main goal of implementing an important private pillar, was the cooperation of the labor 

movement. The Argentine labor movement did not oppose the reform on ideological 

grounds, as had been true in Spain, Italy and, to a lesser extent, in Uruguay. In those 

national cases, the labor movement had strongly argued for the preservation of the 

existing pension system even while accepting some reforms. By contrast, the Argentine 

labor movement just tried to get concessions to somehow participate in the new system. 
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 While developing the reform, Argentine reformers were aware of the system’s 

maturity and the magnitude of the pension promises to future retirees. As in Uruguay and 

the other cases analyzed in this study, a high implied pension debt made the replication of 

the Chilean model very expensive. However, given that Argentina’s IPD level (at 100 

percent of GDP) was lower than in the other cases analyzed in this study, reformers saw 

that the best option was a mixed system with an important private pillar. Moreover, 

compared to the European cases, Argentine reformers did not face a restriction on how 

much government’s debt or deficit levels could increase in the short term in the way that 

European countries did in light of Maastricht’s convergence criteria. Thus, as in Uruguay, 

the reformers saw a mixed system as a feasible option that, while implementing a new 

private pillar, would not entail unduly burdensome transition costs.     

 The outcome of the Argentine reform then was a private pillar that is larger than 

the public one. The private pillar pays a replacement ratio that represents 35 percent of an 

average worker’s salary while the public pillar pays about 25 percent. Unlike Uruguay, 

Argentine reformers’ intention of fostering affiliation to the private pillar is reflected by 

that fact that if a worker does not decide after a month of starting his/her first job whether 

he/she wants to contribute to the second public earnings-related scheme (PAP) or to the 

second private pillar, he/she is assigned to a private pension fund administrator (AFJP). 

Furthermore, while workers can switch from the public PAP scheme to the private pillar 

they cannot disaffiliate an AFJP and affiliate to the PAP scheme. Many analysts interpret 

the latter provisions as a hidden maneuver from the reformers to promote affiliation to the 

private pillar. In fact, this was confirmed by the reform’s key author (Schulthess 2006).  
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 Labor’s collaboration on the reform only after obtaining juicy concessions in 

exchange for its support, and the feeling that the reform was passed thanks to a minimum 

consensus and with the opposition of large sectors of the society, has somehow 

undermined the legitimacy of the new system from its inauguration in 1994. As one 

specialist and public official puts it: “because the reform lacked consensus it is still seen 

as something illegitimate and it is still being discussed. That is how you have people that 

even propose to go back to the old system” (Bertín 2006). Another specialist warns that 

because the new system is seen as illegitimate “there is some risk of reform reversal” 

(Bour 2006). 

 The reason some people talk about reevaluating the whole system is due to its 

problematic performance since 1994. As a consequence of the changes in the parameters 

of access to the system (minimum amount of years required to retire increased from 20 to 

30 years; contributions must be registered, etc.) fewer people are expected to have access 

to a pension in the near future. Also, given the crisis in the labor market since the mid 

1990s, contribution density (a measure of the amount of money accumulated in 

individual accounts) is very low and this means that future retirees will not accumulate 

enough in their accounts to enjoy a decent pension. Thus, they will depend on some kind 

of government supplement or aid to survive (MTSS 2005, Casali 2006). In the context of 

a rapidly ageing population, this constitutes a serious problem. Also, given that the 

reformed public PAYG system does not receive the contributions of those who switched 

to the second private pillar, the public pillar went into deficit zone since 1995. 

Government estimates show that the system will break even only in 2030 (MTSS 
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2005:71; FIEL 2005). In recent years, the balance of the system has been positive only 

because of increased revenues from social security-specific taxes, boosted after the 

economic recovery that began in 2003. However, relying on taxes to fund contributive 

pensions which, given increasing labor-market informality, will reach to fewer people in 

the future, raises questions about the efficiency of such a policy as it ends up being very 

regressive and inefficient (poor people end up financing through taxes the pensions of 

those better off). The latter aspect highlights Argentina’s necessity to develop a truly 

universal non-contributive scheme for those without a regular contribution history. 

 The newly reformed system underwent some changes since 1994 that would 

further undermine its performance. First, in 1995 the national government decided to 

decrease employers’ contributions (which amount to 16 percent of the payroll) by 

between 30 percent and 80 percent (depending on the region) in an attempt to foster job 

creation. This measure just helped to wrest funding from the first pillar that pays the basic 

pension benefit (PBU). Second, in 2001, Fernando De La Rua’s government reduced 

employee’s contributions for the second pillar from 11 percent to 5 percent of the payroll, 

in an attempt to give more cash to people and foster consumption given the economic 

recession at that time. Taking into account that the commission charged by the pension 

administrators is between 2.5 percent  and 3 percent of workers’ salaries, employees 

started to accumulate only around 2 percent of their salaries in their personal accounts, 

rather than the 7 percent stipulated by the 1993 reform law. This fact, together with the 

explosion in labor informality due to the 2001 crisis, explains in part why the Social 
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Security Secretariat has estimated that the average amount accumulated in the individual 

accounts of the new system is fairly low to grant a decent pension upon retirement.94 

 Nonetheless, the issue that has undermined the support for the new private system 

is that since 1994, the AFJPs have invested close to 60 percent of their assets in 

government-issued debt given the high interest paid by these bonds. In 2001, needing to 

reduce debt payments and to obtain extra funding due to the crisis, the government forced 

the AFJPs to take more debt and compulsively exchanged the bonds they held for new 

ones with longer maturity. In December 2001 the new government, after De La Rua’s 

resignation, declared a default on its sovereign debt. This included the bonds held by the 

AFJPs. Even though in 2004 the government struck a deal with the AFJPs that 

renegotiated the debt on favorable terms, workers who retire today will have their 

pension pot affected by the debt restructuring (FIEL 2005; Bour 2006).  

 Given the problems aforementioned, the debate for a new change in the pension 

system has remained open since the 2001 crisis. Former finance minister Roberto 

Lavagna pointed out in 2003 the necessity to reform the system as it was implemented 

since 1994 (La Nación, October 15th 2003). Moreover, in September 2002 the 

government called a group of specialists from different sectors to a debate on how to 

change the system. The conclusions of the debate were published in 2003 in the “White 

Book on Social Security.” The book argues that a change is necessary and calls for more 

competition among the AFJPs and for expanding the pension system’s coverage. Some 

                                                 
94 Social Security Secretariat estimates point out that while it is necessary to accumulate AR$ 17,900 to 
receive a monthly annuity of AR$100, as of 2005 the average amount  accumulated in  private personal 
accounts is AR$5000. See MTSS (2005:46). 
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specialists consulted agree that this is a very “politically correct” document that was 

devised to satisfy the different actors involved (government, AFJPs, labor) but that 

cannot be taken as a base for a serious change (Goldberg 2006; Zuccotti 2006). 

 According Labor ministry’s specialists and some literature, a new reform should 

contemplate a restructuring of the first pillar, increasing the basic benefit that it pays 

(PBU) for lower income people and lowering it for mid and higher income earners. It also 

should contemplate a change to the AFJPs system by making them optional and not 

almost mandatory as they are today while increasing competition among them (MTSS 

2005; Casali 2006). Another aspect to resolve and highlighted by different sources is the 

high cost of the disability and death insurance that AFJPs charge to their clients and that 

represents around 20 percent of workers’ contributions, significantly impacting on the 

amount of money that workers end up accumulating in their accounts (Clarín, January 

30th 2006). However, an issue that is not mentioned by specialists and the consulted 

literature is the need of developing a non-contributive pillar for people with irregular 

contribution histories.  

 As to the participation of societal actors like the labor movement and the 

pensioners associations, it is expected that in the future, as long as the current PJ 

administration continues to have a good relationship with the new leadership of the main 

labor confederation, new reforms proposed by the government will be feasible. 

Moreover, the CGT’s general secretary has stated its opposition to the AFJP’s system (La 

Nación, August 20th 2006). Taking into account the role of labor in the past, it is possible 

that labor leaders will try to secure some concessions in exchange for any significant 
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reform. However, labor’s level of awareness of the pension problem and its capability of 

proposing long term solutions does not seem to be better nowadays than in the 1990s 

(Zuccotti 2006). Therefore, if labor really wants to become a serious actor in pension 

policy proposing long term alternatives, it will need a development of its pension expert 

teams, something that it is now just starting (Zuccotti 2006). 

 Developments in the last months seem to indicate that Néstor Kirchner’s 

administration is not interested in a major overhaul of the system that would endanger the 

AFJPs’ business. Rather, his government’ focus seems focused on improving pension 

benefits in exchange for political support. Since 2003, the government has implemented 

several pension revaluations that took the minim pension benefit (which is received by 58 

percent of all pensioners) from AR$ 190 to AR$ 530. At the beginning of February 2007, 

the government presented a project to implement changes to the system that, however, 

would not affect the role of the AFJPs. Among its most important points, the project 

stipulated that workers could switch from the private pillar to the state earnings-related 

PAP scheme. In addition, it contemplated a change to the formula used for the calculation 

of the PAP benefit, leading to higher benefit levels for future retirees who subscribe to 

the state earnings-related scheme. Workers who do not decide whether they want to join 

the state PAP scheme or the private AFJP system would be automatically assigned to the 

former and not vice versa as in the past. Finally, the project also devised a mechanism to 

reduce the disability and death insurance that AFJPs charge to their contributors.95  

                                                 
95 Full details of the reform project finally passed can be found in La Nación, February 27th 2007. 
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 While some specialists pointed out the positive aspect of trying to reduce the 

disability and death insurance and of not automatically assigning workers to the AFJPs 

system, they also highlighted that the government did not explain in detail how increases 

in the PAP benefits would be funded (La Nación, February 28th 2007; personal 

communication with Zuccotti and Goldberg). One opposition deputy pointed out the risk 

that the state, as in the past, makes pension promises that it will not be able to honor in 

the future as a consequence of population ageing (La Nación, February 28th 2007). 

Another opposition deputy explained that by granting higher pension benefits in the 

public pillar and allowing workers to switch from the AFJPs system to the PAP public 

scheme, the state will end up helping the AFJPs to get rid of those workers with poor 

contribution histories (La Nación, February 28th 2007). 

 The CGT, now that its new leaders support the Kirchner administration and they 

have a critical vision of the 1994 reform, supported the government’s initiative. In the 

end, changes were passed by Congress on February 27th 2007 without the government 

explaining much about how government’s finances will be affected by the pension 

system’s changes. The new law established a 180 days’ period from April 11th 2007 for 

all workers to decide whether they want to remain in the second private pillar or switch to 

the state earnings-related second pillar (PAP).96 Although in the first days a significant 

amount of people showed their interest for switching to the state second pillar, in recent 

days many pension experts have been warning against the risk that, as in the past, the 

state will end up making relatively generous pension promises to a significant amount of 

                                                 
96 The benefit paid by this pillar was increased by the new law from 0.85 percent to 1.5 percent of the last 
10 years’ average salary before retirement multiplied by the number of contribution years. 
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people that may not be able to fulfill in the future (La Nación June 10th, 2007). These 

experts also pointed out that in the short term state social security revenues will be 

boosted by the funds coming from people who switched to the PAP pillar from the 

private pillar. However, they warned that as the current generation gets older, and life 

expectancy continues to increase, the state may see itself in problems to honor its pension 

payments.   

 As for the private pillar, recent estimates have shown that even after the sovereign 

debt default and restructuring, the annualized return of AFJPs’funds has been around 11.5 

percent (UADE 2006). The favorable economic scenario that took place after the debt 

restructuring contributed much to this high figure, as the AFJPs have bonds that pay high 

yields when compared to other investments given their higher sovereign risk. In the 

future, it is expected that pension fund administrators’ average annual returns will merge 

towards the widely accepted international value of around 4 percent. Whether the private 

system consolidates and future retirees will reap the benefits will much depend on future 

governments’ performance and its commitment to honor sovereign bond payments, bonds 

which still represent 60 percent of AFJPs portfolios. As in Uruguay, future measures that 

could help to strengthen the private pillar by fostering portfolio diversification should 

include lifting all restrictions for AFJPs to invest abroad and include some provisions to 

diminish their exposure to government bonds. Unfortunately, the recent reform law lacks 

any provision in this regard. 

 The picture of the Argentina’s pension system is a quite complex one. On the one 

hand, recent changes to the state earnings-related pillar seem to indicate that workers who 
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choose this option will have access to higher benefits. However, whether future retirees 

really enjoy better benefits will depend on current and future government’s good 

administration of this fund. Argentina’s previous experiences in public pension 

management together with its demographic evolution cast some doubts about how 

successful future administrations will be to honor public pension promises. On the other 

hand, the private pillar of individual accounts needs more consolidation and, even though 

recent changes have not affected the AFJPs’ business, the current administration does not 

seem to have any intention to expand AFJPs investment options. 

 The current government’s concerns about improving pension coverage - which is 

expected to fall in the next years due stricter requirements to qualify for a contributory 

pension established by the 1993 reform (not changed in 2007) and informal labor market 

informality - seem to indicate that pressures for more state involvement in pension 

protection might increase in the future. In this sense, Social Security Ministry projections 

(MTSS 2005) estimate that the percentage of people aged 65 and older who will not have 

access to a contributory pension will jump from the current 30 percent to 55 percent by 

2025. In the future, this may open the debate for the much needed introduction of a non-

contributive universal pillar funded out of taxes that could become a real safety net by 

providing a minimum source of income to people with irregular or no contribution 

history. Bertranou and Rofman (2002) estimated that the cost of implementing a non-

contributive pillar paying a benefit of around 50 percent of the minimum wage to every 

person aged 65 and older would be around 1.1 percent of GDP. This cost could be easily 

afforded by eliminating current non-contributive, provincial and local governments’ 
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programs that are often criticized for providing pensions through unclear and clientelist 

means. 

 In sum, Argentina’s future pension policy efforts should be focused on improving 

the management of the state and private contributory pillars and developing a universal 

zero pillar for the increasing number of people who will not qualify for a contributory 

pension. A responsible non-partisan and non clientelist government approach to these 

challenges, together with the professional input of labor experts (as we saw in the cases 

of Italy and Spain) may be the right path to address Argentina’s pension challenges.  
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CHAPTER 6 
 

 CONCLUSION 
 

 I began this study by asking which factors shaped the way in which pension 

reform was addressed in different countries. I selected four countries with some similar 

characteristics: (1) a well expanded and fragmented public pension system that followed 

the traditional Bismarckian structure of different funds for specific occupational 

categories; (2) a public pension system with high degrees of coverage and generosity 

given that almost every worker had a right to a pension that entailed high replacement 

ratios; (3) increasing public pension spending levels that towards the 1990s made the 

public pension system unsustainable and in need of major changes to guarantee its 

existence. The four selected countries differ along one significant dimension. Two of 

them are newly industrialized countries and in Latin America: Argentina and Uruguay. 

The other two countries are advanced industrialized economies of the European Union: 

Italy and Spain. 

 Subsequently, I hypothesized that while both international and domestic factors 

would have an influence on the reform, the former would play at most an indirect role by 

stressing the need to make the system more sustainable to put public finances in order 

and providing ideological support for the reform. In the European cases, the pressure of 

economic and monetary union would provide some support for reforms that would reduce 

the size of the public pillar. Similarly, in Latin America international lending agencies 

would play a role by supporting policymakers’ efforts to reform public pension systems. 

Thus, I argued that the specific reform outcome would be mostly shaped by domestic 
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factors. The maturity of the system at the moment of the reform, represented by the 

magnitude of pension promises made to future retirees, and the state of public finances 

would then determine policymakers’ first choice for reform; ranging from proposals to 

change the parameters of the pay-as-you-go (PAYG) public pillar to that pillar’s 

structural reform together with the introduction of a mandatory private pillar of individual 

accounts. Once this first decision would be taken, I argued that the reform would be 

negotiated with organized interest groups with a vested interest in the public pension 

system: the labor and pensioner movements. Thus, I contended that depending on these 

actors’ organizational strength and preferences, policymakers would have to give some 

concessions in exchange for their support to the reform project. In sum, the final reform 

outcome would be significantly altered due to the action of organized pensioners and 

labor. 

 The empirical analysis of Spain, Italy, Uruguay and Argentina lends support to 

the theoretical argument described above. Towards the 1990s the four countries had quite 

generous and fragmented public pension systems that were considered to be on the brink 

of collapse. A combination of increases in life expectancy, declining birth rates, and very 

generous legislation that allowed workers to retire on a full pension with relatively few 

years of contributions made necessary an increasing amount of public outlays to fund the 

public pension system. By the 1990s pension spending reached unsustainable levels in 

the four countries and policymakers decided that an important reform was necessary in 

order to safeguard the sustainability of the system in the long run.  
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 As highlighted by my theory, developments at the international level had an 

indirect or limited role in the final reform outcome. In the European cases, convergence 

criteria set by the Maastricht Treaty to join the third stage of the Economic and Monetary 

Union (EMU) forced countries to observe sound economic policies and, in this sense, 

find a long term solution to the pension problem. In the Italian case, the need to comply 

with EMU convergence criteria was important, together with the demise of the old 

traditional parties and changes in the labor movement, to help building a consensus 

during the early 1990s to implement a structural change of the system. However, as was 

shown in the analysis of the Italian and also the Spanish case, there was not a specific 

plan imposed from the European level regarding the type of pension reform that these 

countries needed to implement. 

 In the Latin American cases I also showed that international influences on the 

type of pension reform to be adopted by these countries were very limited. Both in 

Argentina and Uruguay, reformers received some support from international lending 

organizations such as the World Bank and the Inter American Development Bank. These 

organizations promoted the benefits of introducing a new pillar of individual accounts by 

highlighting the success of the 1981 Chilean pension reform and they even sent some 

missions to advice on how to emulate such reform experience. However, as the 

Uruguayan episode with the 1995 World Bank’s mission highlights, reformers in these 

countries did not hesitate in rebuffing international agencies’ specific suggestions when 

they deemed them unacceptable given the characteristics of their pension systems and the 

political feasibility of implementing a specific type of reform. 
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 The latter point indicates that in Latin America as in Southern Europe, the locus 

of pension reform remained at the domestic level. Therefore, domestic economic and 

political constraints explained much of the variation in the reform outcome. On the 

economic side, the main constraint was given by the maturity of the system. That the 

system was mature meant that the level of pension promises made to future retirees, 

measured by the implicit pension debt of the system (IPD), was quite high. This meant 

that any type of reform attempting to substitute the public pillar by a private one, as was 

done in 1981 in Chile, was prohibitively expensive as the system’s implied debt would 

become explicit because workers’ contributions could no longer be used to pay current 

retirees and the state would have to assume those payments by using its own revenues or 

issuing debt. On the political side, the main constraint that reformers stumbled upon was 

the opposition of political and societal actors, with organized pensioner and labor 

movements playing a major role in either blocking different reform attempts using 

institutional veto points or obtaining significant concessions in exchange for their support 

(although with important differences in each country).   

 On top of the concessions obtained by labor and pensioners in exchange for their 

support, something that helped to garner support for the reform in the different countries 

was the reformers’ use of discourse to point out the necessity to implement reforms that, 

although cutting future benefits, would help to solve the long term problems of the 

system or safeguard its existence in the long run. In Spain, Italy and Uruguay, reformers 

stressed the importance of accepting the reform to strengthen the sustainability of the 

system in the long run. In Argentina, however, reformers pointed out the opportunity that 
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the reform represented to end the long crisis of the public pension system. Although the 

use of discourse was important to justify the need for reform and garner support, what 

really accounts for the variation in the outcome was a set of domestic economic and 

political constraints.  

 In short, a different combination of public system’s maturation and societal 

actors’ organizational strength and preferences explain the variation in the pension 

reform outcome in the four cases. To better illustrate the variation in pension reform 

outcomes, I propose to compare the domestic determinants of pension reform by looking 

at implied pension debt (IPD) and government debt levels at the moment of the reform, 

labor movement strength, and whether or not there was a single pensioner movement 

(affiliated or in alliance with the labor movement). Table 6.1 shows the values for the 

four countries together with a measure of the degree of pension reform that is the 

replacement ratio paid by the public pillar after the reform. 

Table 6.1: Domestic Determinants of Reform 

 
Country 

IPD 
(Percentage of 

GDP) 

Government 
Debt 

(Percentage of 
GDP) 

Labor 
Strength 

(Unionization 
Rate) 

Pensioners in 
a single 

organization? 

Outcome 
(Replacement 

Ratio) 

 
Spain 

 

 
200 

 
70 

 
20 

 
No 

 
70 

 
Italy 

 

 
250 

 
100 

 
39.3 

 
Yes 

 
55 

 
Uruguay 

 

 
214 

 
25 

 
15.2 

 
Yes 

 
50 

 
Argentina 

 

 
100 

 
29.5 

 
44 

 
No 

 
25 

Sources cited in each country chapter 
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 Data from table 6.1 allow us to put the different cases in comparative perspective. 

The two European cases presented very high IPD levels that precluded the 

implementation of a substitutive model as in Chile. Having also high government debt to 

GDP ratios, even a mixed reform as the one implemented in Argentina and Uruguay 

would have increased government debt even more, something that was against these 

countries’ efforts to respect EMU’s convergence criteria.  

 Italy had a public pension system that was in need of a major structural reform. 

Highly fragmented, by the early 1990s policymakers were convinced that a major 

overhaul was necessary. The economic recession, Maastricht’s convergence criteria that 

forced the adoption of sound economic policies, and the 1992 political changes that led to 

the disappearance of the old traditional parties that held particularistic and clientelist 

views on the pension system, opened a “window of opportunity” for a major reform. 

 The Italian public pension system was in a worse situation than in Spain as it 

faced higher IPD levels and had been running deficits since the 1970s that had to be 

covered with state revenues which, in the end, put more pressure on the government’s 

deficit-prone budget balance. As a consequence, Italian reformers would propose a 

structural reform by implementing a system of notional accounts (NDC) which, while 

maintaining the PAYG funding, would reduce future replacement ratios. The latter would 

be accomplished because the new system would calculate pension benefits by taking into 

account workers’ contributions throughout their working career and their life expectancy 

at the moment of retirement.   
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 Given that Italian labor was stronger than its Spanish counterpart, it would obtain 

numerous concessions from the government to agree on the reform. In addition, changes 

in the composition of labor since the 1980s meant that pensioners, who have a single 

union in each confederation, weighted heavily in the type of concessions obtained by 

labor: maintenance of current pensioners’ acquired rights, delay in the implementation of 

the new system for older cohorts, etc. The reform outcome was a new public pillar in 

which replacement ratios will be close to 55 percent of average last salary before 

retirement for new entrants to the labor force. However, as a consequence of labor 

concessions, current and older workers will be partially affected by the new system. 

 Spain’s reforms were perhaps the smoothest of all the countries analyzed in this 

study. Having a relatively underdeveloped public pension system until the mid 1970s, the 

system underwent an important expansion in the late 1970s reaching almost universal 

coverage by the early 1980s. Since 1982, the new socialist government would stress the 

importance of maintaining the public pension system while, at the same time, 

implementing some reforms in order to keep public pension spending under control. In 

this sense, the 1985 reform passed by the socialist government was significant in 

eliminating fraud and reducing the generosity of the system. However, negative 

demographic trends, early retirement and an important fall in social security contributions 

due to the economic recession that started in 1992, put pension reform at the top of 

policymakers’ agenda since 1993. In addition, the necessity to comply with EMU 

convergence criteria would further convince policymakers about adopting sound 

economic policies and, therefore, finding a long term solution to the pension problem. 
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 A particularity of the Spanish case was that due to the political weakness of the 

government and the interest of the different political parties for finding a solution to save 

the public pension system, pension reform would be first debated among the different 

political parties and a pact would be signed stating general recommendations about how 

to implement the reforms. Once the pact was signed, policymakers would have to decide 

what type of reform to implement 

 Facing a system that had been reformed in the 1980s and would only experience 

deficits in 1995 and 1996, Spanish policymakers decided that the best option was a 

reform of the parameters of the system that would lead to a reduction of the system’s 

replacement ratios from an average of 85 percent of last salary to 70 percent. Pensioners 

in Spain were not organized in a single organization or in a union inside the main 

confederations. The labor movement would then be the main negotiator of the reform 

with government. Coming from low membership levels since the 1980s, Spanish labor 

would then focus its demands to accept the reform on improving the general equity of the 

system as a way of garnering the support of the broad majority of workers. 

 Argentina and Uruguay also presented important IPD levels but their debt to GDP 

levels were much lower than in the European cases. This led policymakers in both 

countries to discard the Chilean model as well but to propose a mixed model in which 

workers would contribute to a reformed public and to a new private pillar.  

 In Argentina, reformers faced a much lower IPD than in Uruguay. Therefore, they 

devised a mixed model in which the public pillar would be significantly reduced. An 

aspect that helped reformers to achieve their goal of reducing the public pillar 
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significantly was pensioners’ weakness and labor’s short-term goals. Pensioners in 

Argentina were not organized in a single organization and the negotiation was led by the 

labor movement alone. Argentine labor is still one of the most powerful in the region and 

since the 1980s it has been able to face industrial restructuring and changes in the labor 

market by making use of institutional resources such as the administration of health care 

services and the ability to charge dues to non-affiliated workers that are covered by 

collective wage agreements. Being in a strong position but focused on particularistic 

goals to preserve its power, Argentine labor obtained many concessions, the most 

important being the authorization to run its own pension fun administrators. Thus, 

Argentine labor did not question the introduction of a private pillar. The outcome was a 

mixed system in which the public pillar is smaller than the private one and pays around 

25 percent of the average salary before retirement. 

 In Uruguay, the maturity of the system and the consequent high IPD level led 

policymakers to design a mixed model, but one in which the public pillar is larger than in 

Argentina. Uruguayan pensioners were organized in a single organization and in the early 

1990s were able to block some reform attempts together with the support of labor and the 

leftist Frente Amplio. However, Uruguayan labor, in contrast to Argentina or Italy, 

became weaker as the 1990s wore on. When policymakers were able to agree on a reform 

that did not affect pensioners’ acquired rights, and presented the reform as the solution to 

preserve the sustainability of the system in the long run while giving people a chance to 

save money in a new system, labor and pensioners were not able to block the reform as 

they had done in the past. In the end, the system’s maturity and the long history of 
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pensioner and labor opposition led to a reform outcome in which the public pillar still 

pays a replacement ratio that equals to approximately 50 percent of the average salary 

before retirement.     

 The comparative analysis of pension reform in the four analyzed countries may 

have some useful implications for other cases of mature Bismarckian public pension 

systems that are in need of reform. The Italian and Uruguayan reforms, achieving an 

important reduction in the size of the public pillars while, at the same time, minimizing 

transition costs, may be seen as useful examples for other countries. In this sense, 

Sweden’s 1998 reform introduced a system of notional accounts in the first public pillar 

similar to that of Italy. The reformed Swedish system also includes a new mandatory 

pillar of individual accounts to which workers only contribute 2 percent of their payroll 

(Natali 2004:2). The Swedish system seems then to mix aspects of the Italian reform, 

because of its NDC system for the first pillar, and of the Uruguayan reform because of 

the small size of the second pillar to minimize transition costs. The Swedish reform also 

entailed a long negotiation process with political parties and, especially, the labor 

movement (Anderson and Meyer 2001).  

 Countries in Eastern Europe have also started to reform their pension systems due 

to negative demographic trends and increasing pension spending levels. The experiences 

of Poland and Hungary bear some similarities with the countries analyzed in this study. 

Facing very mature public pension systems, reformers in those countries also adopted 

mixed models in which the public pillar coexists with a new private one of individual 

accounts (Orenstein 1999; Nelson 2001). In Hungary the old PAYG system was 
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maintained and the private pillar is mandatory only for new entrants to the labor force 

(Natali 2004b:3). In Poland the first pillar was transformed into a system of notional 

accounts (NDC) and a second mandatory private pillar of individual accounts was 

introduced. In both countries, reforms were passed after lengthy negotiations with labor, 

which obtained numerous concessions (Orenstein 1999:54). 

 In Latin America, Brazil also had a public pension system that towards the late 

1990s was seen as on the brink of collapse (Madrid 2003:143). Facing a very mature 

system that made the replication of the Chilean model very expensive, Brazilian 

reformers convinced themselves in 1998 that the best solution was to transform the first 

public pillar into a system of notional accounts, just as Italy, Poland and Sweden had 

done before (Melo 2004:333). As in Italy and Uruguay, a well organized pensioner and 

labor movement would lobby hard and succeed in obtaining numerous concessions (Kay 

1999:415). 

 In sum, pension reform experiences in the four analyzed countries of this study as 

well as in some others around the world shows that a system’s maturity at the time of 

reform and the organizational strength and preferences of labor and pensioners may 

significantly shape reform outcomes. This seems to indicate that the Chilean model of 

substituting the public PAYG pillar for a private one of individual accounts is not a “one 

size fits all” solution. The latter does not mean that countries cannot develop ways of 

significantly reducing pension promises of their public pension pillars while, at the same 

time, making people save for retirement in individual accounts’ systems. Spain and Italy 

constitute good examples of how countries can reduce pension promises of their public 
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pension pillars. Argentina and Uruguay are also good examples of how governments can 

implement mixed systems that reduce pension promises in the public pillar and, at the 

same time, make people save significant portions of their social security contributions in 

a second pillar of individual accounts. However, my analysis has shown that labor and 

pensioners’ strength and preferences during the reform process may lead to the 

introduction of several concessions that may end up significantly altering the reform 

outcome. Those concessions may vary from exempting some cohorts from the effects of 

the reform or improving and protecting the situation of others to allowing labor’s 

participation in the new system of individual accounts. 

 Now that we understand what factors explain pension reform outcomes in 

different Bismarckian systems we must assess the impact of recent reforms. Are the 

analyzed countries able to secure the long term sustainability of the system while, at the 

same time, providing a decent income for all workers upon retirement?  

 In the EU, Spain and Italy made significant improvements to safeguard the 

sustainability of their public pension systems during the 1990s. In Italy, the NDC system 

will make replacement ratios significantly lower especially for new entrants, which is 

expected to reduce public pension spending in the long run. The reduction of replacement 

ratios in the first public pillar means that it is necessary to develop occupational and 

private pension plans to supplement the lower public pension. However, as my analysis 

has shown, since the 1990s, private occupational and personal pension plans have 

developed very slowly and this point still constitutes one of the two most important 

pending task for future Italian governments. The other pending task is to eliminate the 
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long phase-in periods that were introduced by the Dini reform, which meant that only 

new entrants to the labor market will have their pensions calculated according to the new 

NDC system. Applying the old, and more generous, pension rules to a significant number 

of workers, does not encourage occupational and private pension plans membership as 

workers assume that the public pension system will still grant them a significant 

replacement ratio once they retire. Thus, workers do not see the benefit of allocating an 

extra portion of their income to supplementary schemes. 

 In Spain the development of private pension plans has also been very slow. This 

is a problem especially for medium and high earners who, as a consequence of the 1990s 

reforms, will obtain lower replacement ratios than low income earners and will need to 

supplement their pension income in order to maintain the living standards they enjoyed 

while working.97 In addition, since pension benefits are still calculated according to the 

salary of the last 10 years before retirement (and not upon the contributions of the whole 

working career, as in Italy) the Spanish public pension pillar may face strains in a not 

very distant future as the baby boom generation reaches retirement and contributions may 

not be enough to pay benefits. As my analysis of the Spanish case illustrated, future 

pension developments in this country may include the structural reform of the first public 

pillar to adopt a system similar to that of Sweden and Italy, together with many more 

incentives for the development of supplementary private pensions. As of this writing, 

                                                 
97 As explained in Spain’s chapter, this is because the upper pension limit is only adjusted by the CPI and 
not by wages’ evolution. Thus, after the last twenty years of great economic expansion, medium and high 
earners’ salaries have grown above the CPI evolution. This means that these workers will receive pensions 
that represent a lower percentage of their last salaries than those of low earners, whose salaries’ evolution 
may have been close to that of the CPI. For more details on this aspect of the Spanish pension system see 
Galasso (2006) pp. 152-57. 
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even if some public officials and labor negotiators concede that Spain may evolve in such 

a way (Panizo Robles 2006; Frades 2006), the agenda of José Luis Rodríguez Zapatero’s 

administration does not include a discussion about these particular subjects. 

 Argentina and Uruguay have certainly advanced more than Italy and Spain in the 

development of private pensions as a consequence of the 1990s reforms that established a 

mandatory (and not voluntary) pillar of individual accounts. However, future retirees’ 

chances of receiving an adequate income from this pillar in these countries will still 

depend on the consolidation of the system. Measures that can help to a consolidation and 

strengthening of the system include the lift of all restrictions to invest abroad and a limit 

on the amount of national government bonds that pension funds can hold in their 

portfolios.  

 To have an idea of how much progress the analyzed countries have made towards 

the development of private pension funds, I assembled data on the assets of pension funds 

in different countries around the world. Figure 6.1 presents these data.    

 Data from Figure 6.1 corroborates my analysis of Italy and Spain in the sense that 

private pension plans in these countries are very underdeveloped. In fact Italy, with assets 

for only 4 percent of GDP, is the country with the lowest value in this sample. Spanish 

pension funds have assets for 8.1 percent of GDP, which is also a very low number when 

compared to countries with Beveridgean pension systems like the US, the UK or Ireland 

where private pension provision has long been the norm. As for Uruguay and Argentina, 

private pension funds hold assets for 11 percent and 14 percent of GDP, respectively. In 

countries that introduced a mandatory pillar of individual accounts, like Sweden, 
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Hungary and Poland, or that promoted the development of private pensions on a 

voluntary base, like France, Germany and Portugal, private pension funds assets are also 

between 10 percent and 15 percent of GDP. 

Figure 6.1: Assets of Private Pension Funds (Percentage of GDP) 
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Source: OECD Global Pensions Statistics Database 
   

 In the sample of countries presented in Figure 6.2, Chile stands out as the only 

Latin American nation among countries with a long tradition of Beveridgean pension 

systems where private pension provision has long been the norm. This comes as no 

surprise because in 1981 this was the first country in the world to implement a mandatory 

private pillar of individual accounts. The exceptionality of the Chilean pension reform, 

accomplished under military rule and at a moment of low government debt, helps us to 
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understand how difficult it has been to emulate such an experience in democratic 

countries with more mature public pension systems. In fact, my exhaustive analysis of 

Argentina, Uruguay, Spain and Italy has shown that in the 1990s policymakers in these 

countries studied the Chilean reform but they had to discard it because of being 

financially and politically unfeasible. Thus, they adopted a mix of measures that ranged 

from reducing the generosity of the public pillar to including an additional pillar of 

individual accounts, which does not substitute the first pillar, as in Chile.    

 When comparing Latin American and Continental European private pension fund 

assets to those in countries within the Beveridgean tradition, these data clearly shows the 

long way that countries with a Bismarckian legacy still have ahead to reassure that 

workers accumulate enough in their private accounts. Strong development and 

consolidation of private pension provision is then the great challenge for Bismarckian 

countries to guarantee that workers will be able to supplement public pension benefits; 

benefits that are set to diminish in a not very far scenario in order to guarantee the 

sustainability of public pension systems. 

 In addition to sharing the problem of a still underdeveloped private pillar, Latin 

American countries face the extra challenge of labor market informality. People who are 

in the informal economy do not contribute to the public and private pillars and, therefore, 

will not have access to a pension upon retirement. This raises serious questions about the 

wellbeing of the elderly in a region that is set to dramatically improve its life expectancy. 

Figure 6.2 shows data on pension coverage in a sample of Latin American countries by 

2005. 
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Figure 6.2: Coverage Rates in Contributive Pension Systems (Percentage of the 

Economically Active Population) 
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Source: Rofman and Luchetti (2006), upon data from each country’s statistical bureau. Coverage is 
captured by measuring the proportion of the economically active population above the age of 20 who is 
employed and makes contributions to the pension system. Data are from a range of years between 2000 and 
2004 depending on each country. 
 

 Data from Figure 6.2 helps us to understand the magnitude of the coverage 

problem. On average, in the early 2000s 65 percent of Latin America’s active working 

population who was employed was not making regular contributions to the pension 

system. This amount of people will not have a right to a contributive pension upon 

retirement. Therefore, the big next task for Latin American policymakers is to develop a 

truly universal zero pillar funded out of taxes. This pillar should provide a modest means-
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tested pension benefit to people above a certain age with irregular or no contributive 

history lacking any other source of income. Uruguay, Chile and Costa Rica already have 

zero pillars, but these countries represent just a minority in the region (Forteza 2004). As 

Bertranou and Rofman (2002:30) have estimated for Argentina, devising a universal 

means-tested zero pillar funded out of taxes should not have a great impact on public 

finances (around 1.1 percent of GDP). Moreover, given that Latin American countries are 

currently enjoying strong economic growth, the comparative cost of setting up this pillar 

could be further reduced. However, considering the long history of clientelism in pension 

provision in these countries, a great challenge for Latin American policymakers is to 

devise a non-contributive pillar that really reaches to those who need it and not to those 

who support a given political leader.  

 In sum, Bismarckian countries still have many challenges ahead to reassure that 

workers will have a decent pension upon retirement. In Continental Europe, the challenge 

is to develop more the supplementary private pension plans. In Latin America, the 

existing private pension pillar should be further consolidated by allowing these funds to 

diversify their investments. In addition, these countries should start devising efficient 

universal zero pillars to cover the increasing proportion of people who will not have right 

to a contributive pension. Therefore, looking at episodes of past pension reforms in both 

regions, as was done in this study, can provide useful lessons to understand which factors 

and actors will play a key role in future pension policy developments. 
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